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Company Information
Canada Life was founded in Canada in 1847 and is the oldest Canadian 
life assurance company.  In the UK, Canada Life trades as Canada Life 
Limited (the Company) providing financial solutions for UK customers since 
1903 including pensions, life assurance and investment products. 

The Company is wholly owned by The Canada Life Assurance Company, a 
subsidiary of Great-West Lifeco Inc.

Purpose of the Solvency and Financial Condition Report
This report will assist the Company’s customers and other stakeholders in 
understanding the Company’s regulatory position and financial strength 
under the new European wide Solvency II regulations introduced on  
1 January 2016.

This report also covers the business performance of the Company, its 
system of governance, risk profile and the Solvency II balance sheet 
valuation methodology.

Sections D (Valuation for Solvency Purposes) and E (Capital Management) 
have been audited, in accordance with the Prudential Regulation Authority 
Requirements. Sections A (Business and Performance), B (System of 
Governance) and C (Risk Profile) have not been audited, however they have 
been reviewed by the auditors to ensure that they are materially correct. 
Further details of the audit can be found in the Auditor’s Report.

Business and Performance summary
The Company predominantly writes individual single premium and group 
insurance contracts, to meet the retirement, investment and protection 
needs of individuals and companies. The single premium business is 
dominated by pension annuities where the Company is one of the largest 
providers in the UK. The Company also offers other products such as 
drawdown and unit-linked investment bonds. The group insurance business 
provides life, income protection and critical illness cover to employees 
covered by the schemes. 

The Company calculates its Solvency Capital Requirement in line with the 
standard formula set by the European Insurance and Occupational Pensions 
Authority. The ratio of the Company’s available capital to its regulatory 
Solvency Capital Requirement was 166% as at 31 December 2016, 
indicating that capital resources were in excess of the regulatory minimum.

 
Solvency II replaced the previous capital regime as at 1 January 2016.  
Accordingly there are no Solvency II figures for 2015 to present for 
comparison.

The Company’s financial performance resulted in a profit for the financial 
year, after taxation, of £338.9m as shown in the Company’s financial 
statements for the period.

The Company’s financial performance is discussed in more detail in 
Section A of this report while Section E details the capital management 
and metrics under which the company controls and reports solvency 
capital.

Summary

Table 1: Summary position of the Company at the end of 2016

Solvency 2016 £m

Solvency II Own Funds 3,971

Solvency Capital Requirement 2,388

Excess Solvency II Assets 1,583

Solvency Ratio 166%
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System of Governance summary
The board of directors of the Company (the Board) is responsible for, 
amongst other things, setting the Company’s strategy, approving its risk 
appetite and overseeing implementation of that strategy. The Board 
approves the components of the Company’s risk management framework 
and sets risk strategy for the Company in relation to the types and level of 
risk that the Company is prepared to assume.

The company operates a three lines of defence model in its management 
of risk:

•  First line of defence is the responsibility of operational departments 
as the owners and managers of the risks associated with their business 
activities;

•  Second line of defence is the responsibility of the risk and compliance 
functions as they challenge and provide oversight of the first line of 
defence;

•  Third line of defence is the responsibility of the internal audit function. 
The function is fully independent from, and tests the effectiveness of 
the control framework for, both the first and second lines of defence.

The Company ensures that all people who effectively run the Company 
or have other key functions, are fit to provide sound and prudent 
management through their professional qualifications, knowledge and 
experience and are proper by being of good repute and integrity. 

The Board has ultimate responsibility for the performance and strategy  
of the Company and it delegates authority within the organisation as it 
sees fit.

The governance structure of the Company has not changed materially in 
the year to 31 December 2016.

The Company’s system of governance is described in detail in Section B.

Risk profile summary
The Company’s objective in the management of risk is to operate within 
the risk limits it sets itself. This supports the controlled delivery of the 
Company’s business objectives, in line with its risk strategy, ensuring a 
balanced approach to risk and reward. 

The Company assesses its risk exposure by measuring its Solvency Capital 
Requirement (SCR), using the standard formula. This is a method of 
calculating the amount of capital that the Company is required to hold 
against its risk profile. 

The Gross Solvency Capital Requirement is split by risk category in the 
following table. 
 
 
 

A detailed analysis of the Company’s risk profile, including its appetite for 
risk, risk management techniques and sensitivity analysis, is provided in 
Section C.

Summary

Table 2: Solvency Capital Requirement split by risk category

31 December 2016 £m

Risk

Market Risk 2,111.5

Counterparty default risk 40.0

Life Underwriting Risk 747.1

Health Underwriting Risk 162.2

Diversification benefits (585.8)

Basic Solvency Capital Requirement 2,475.0

Operational Risk 90.0

Loss-absorbing capacity of deferred taxes (208.8)

Adjustment due to ring fenced funds 49.0 

Loss absorbing capacity of technical provisions (17.6)

Solvency Capital Requirement 2,387.6
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Valuation for solvency purposes summary 

The main focus of Solvency II reporting is the Company’s financial strength, 
in the form of available capital resources. As such, the Solvency II balance 
sheet is intended to reflect a valuation of all assets and liabilities at the 
balance sheet date. Accounts for reporting on business performance have 
also been prepared in accordance with local Financial Reporting Standards 
(FRS102/103). 

The valuation of assets and liabilities for Solvency II purposes is the same 
as Financial Reporting Standards except for:

•  differences in the valuation of technical provisions and associated 
reinsurance recoverables;

•  loans and receivables are valued at amortised cost in the financial 
statements and at fair value under Solvency II; and

•  differences in the valuation of assets held in subsidiary companies.

An analysis of the valuation of the Company’s assets and liabilities per 
the Solvency II balance sheet (see the Annex) is provided in the report in 
Sections D.1 and D.3. Technical provisions are discussed in Section D.2.

Capital management summary
The aim of the Company’s Capital Management Operating Policy is to 
ensure that the Company has sufficient capital reserves and liquidity 
to meet its liabilities as they fall due and to meet regulatory solvency 
requirements. The policy is approved by the Board. The ratio of the 
Company’s available capital to its regulatory Solvency Capital Requirement 
was 166% as at 31 December 2016, indicating that capital resources 
were in excess of the regulatory minimum.

Further details of how the Company manages it capital can be found in 
Section E.

Summary

£m

Total Equity in Financial Statements 2,790

Adjustments for Solvency II

Subordinated Liabilities Classed as Own Funds Under Solvency II 330

Differences in Technical Provisions 243

Differences in Value of Loans & Receivables 278

Differences in Value of Investments in Subsidiary Companies 317

Other 13

Total Own Funds Under Solvency II 3,971

Table 3: Assets and liabilities valuation differences between financial statements 
and Solvency II
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A.1 Business
Canada Life Limited (in this document referred to as “the Company”) is a 
private limited company. It is incorporated in the United Kingdom and its 
company registration number is 00973271. The registered office is:

Canada Life Limited
Canada Life Place
Potters Bar
Hertfordshire EN6 5BA
United Kingdom

The Company is authorised by the Prudential Regulation Authority (PRA) 
and regulated by the Financial Conduct Authority (FCA) and the PRA.

The Company is a wholly owned subsidiary of The Canada Life Group (U.K.) 
Limited. 

The contact details for the PRA are:
20 Moorgate
London
EC2R 6DA
http://www.bankofengland.co.uk/pra/Pages/default.aspx 

The contact details for the FCA are:
FCA Head Office
25 The North Colonnade
London
E14 5HS
https://www.fca.org.uk/ 

The external auditors of the Company are:
Deloitte LLP
Chartered Accountants and Statutory Auditors
London
https://www2.deloitte.com/uk/en.html 

A.1.1  About Canada Life Limited
The Company is a member of the Great-West Life group of companies, 
one of the world’s leading life assurance organisations. The Company 
is a wholly owned subsidiary of The Canada Life Group (U.K.) Limited 
(incorporated in England and Wales), which itself is a subsidiary of The 
Canada Life Assurance Company and The Great-West Life Assurance 
Company, a leading Canadian insurer with interests in life insurance, health 
insurance, investment, retirement savings and reinsurance business, 
primarily in Canada, the US and Europe, and a subsidiary of Great-West 
Lifeco Inc.

Great-West Lifeco Inc. and its subsidiaries, including The Great-West Life 
Assurance Company, have approximately $1.2 trillion Canadian dollars in 
consolidated assets under administration and are members of the Power 
Financial Corporation Group of companies.  

A simplified organisational structure is as follows:

 

A  Business and Performance

Great-West Lifeco Inc.

 

The Canada Life Group
(U.K.) Limited

Canada Life Limited

Irish Life Group Limited

Irish Life Assurance plc Irish Life Health dac

Figure 1: Canada Life Limited simplified organisational structure 2016
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A  Business and Performance

In the UK the Company trades as Canada Life Limited, providing 
financial solutions for UK customers since 1903, to meet the 
retirement, investment and protection needs of both individuals and 
companies in the UK. The Company sells exclusively through third 
party advisors.

Key Performance Indicators of the Company 2016

Gross written premiums £m

Insurance products 1,076

Investment products 146

Investment assets £m

Investments held to meet policyholder obligations  19,597

Investments for the benefit of policyholders who bear the 
investment risk

4,156

Number of Policies/Lives covered

Insurance products 3,494,000

Table 4: Key Performance Indicators 2016

The numbers included in this Section A are largely taken from the 
financial statements of the Company, unless otherwise stated. As a 
result they may differ from those shown elsewhere in this report, which 
are calculated using methodologies and assumptions appropriate for 
regulatory (i.e. solvency) reporting.

The business conducted by the Company is in four main areas:

• life insurance;

• health insurance;

• with-profits insurance; and

• unit-linked investment products.

Financial reporting standards require that investment products 
are accounted for as deposits in the financial statements of the 
Company. This means that investment inflows (premiums) and 
withdrawals (claims) related to these products are not shown on 
the Company’s financial statements. Consequently the inclusion of 
these products in the data shown in this section differs from the 
presentation adopted in the financial statements but was done to 
improve understanding.

The relative size of each type of business is shown in the charts 
below:

Life Insurance
Health Insurance
Unit-linked Investment products
With-profits Insurance

75% 

1% 3% 

12% 
19% 

77% 

Life Insurance
Health Insurance
Unit-linked Investment products
With-profits Insurance

75% 

13% 

0.2% 

12% 

Life Insurance
Health Insurance
Unit-linked Investment products
With-profits Insurance

75% 

13% 

0.2% 

12% 

Life Insurance
Health Insurance
Unit-linked Investment products
With-profits Insurance

75% 

13% 

0.2% 

12% 

Figure 2: Gross written premiums  
(including investment business) by  
product type (Solvency II basis)

Technical provisions  
(including investment business)  
by product type (Solvency II basis)

Total Premium £1,222m Total Technical Provisions £22,085m
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(1)  Life insurance – this represents the majority of the in-force policies of 
the business.

 •  annuities – products that provide a level of income to the 
policyholder over a fixed term or their life

 •  group life – products that provide life insurance through employer-
sponsored schemes

 •   individual life – products that provide life insurance to individuals

(2)  Health insurance – this mainly represents group permanent health 
insurance policies, provided through employer-sponsored schemes. 
The Company also has a small number of policies with individuals but 
while premiums can be paid on pre-existing policies the Company is 
not writing new policies at this time.

(3)  Insurance with profit participation – products that offer the 
policyholder an annual bonus which reflects the investment, mortality 
and expense experience of the fund smoothed over time. The Company 
is no longer selling new with-profits policies although it is  
still accepting premiums on pre-existing policies.

(4)  Unit-linked investment – the Company offers unit-linked products, 
where policyholders bear all the risk and reward on the underlying 
investment assets. Examples of such products include regular and 
lump sum savings plans, including pension saving plans. Within this 
category the Company has a number of products that are open to new 
business and a number of products where the Company is accepting 
premiums on pre-existing policies but is not selling new policies.

As of 31 December 2016 the Company directly or indirectly held shares in 
the companies listed in Appendix 1, which also shows details on country 
of incorporation, the size of holding and voting rights and each company’s 
principal activity.

The principal subsidiary is Irish Life Group Limited. The principal trading 
subsidiaries of Irish Life Group Limited are Irish Life Assurance Plc and Irish 
Life Health dac. Further details on the operations of these companies are 
available in their respective Solvency and Financial Condition Reports.

The Company does not directly employ any staff as they are provided by 
CLFIS (UK) limited, a fellow subsidiary of The Canada Life Group (UK) 
Limited. The Company is charged for the services provided by CLFIS (UK) 
Limited.

A.2 Underwriting Performance
The table below shows the Company’s performance in the technical 
account for long-term business as shown in the financial statements for 
the year.

A  Business and Performance

£m

Net Written Premiums 419

Investment Return 1,903

Other Technical Income 51

Net Claims Incurred (806)

Net Change in Technical Provisions (1,039)

Net Operating Expenses (140)

Investment Expenses & Charges (14)

Other Items in Technical Account 10

Taxation on Technical Account (70)

Balance on Technical Account 314

Table 5: Performance in the Technical account for long-term business
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Further details of premiums and claims by product line are shown here:

 
During 2016 the Company entered into a longevity swap with The Canada 
Life Assurance Company, part of Great-West Lifeco Inc. to reinsure 
longevity risk associated with approximately £4 billion of in-force annuities. 
The purpose of the transaction was to reduce Canada Life Limited’s 
exposure to longevity risk. As a result of the longevity swap, exposure  
to longevity risk (as measured by the longevity SCR) reduced by  
approximately 36%. 

Other technical income largely represents the fees earned on unit-linked 
investment contracts.

Changes in technical provisions

Technical provisions for linked-liabilities covers those products where the 
policyholders bear all the risk and reward on the underlying investment 
assets and are dependent on the value of the underlying investment 
assets. The change in these technical provisions is broadly the sum of 
new investment premiums received plus the net investment gains less 
withdrawals and fees and expenses charged for management of the 
policies and investment assets.

Other technical provisions represent the liability of the company in respect 
of policies in-force at the end of the year other than for the unit-linked 
liabilities noted above. The change in other technical provisions is the 
change in value of technical provisions over the year for these products 
after the impact of reinsurance. These liabilities are calculated on a best 
estimate assessment of the future liabilities plus additional margins for 
adverse deviation in accordance with financial reporting standards. These 
liabilities reflect the value and the yield of the investment assets held 
specifically to meet these liabilities as they fall due.

The process for the establishment of technical provisions follows generally 
accepted actuarial practice, however, the provisions that result from the 
process remain uncertain. As a consequence of this uncertainty, the 
eventual value of claims could vary from the amounts provided to cover 
such future claims. The company seeks to provide appropriate levels of 
technical provisions taking known facts and experience into account but 
nevertheless such provisions remain uncertain.

Drivers of the change in other technical provisions include the impact 
of new policies sold in the year, claims experience on in-force policies, 
investment experience on assets held, changes in the underlying 
assumptions regarding the estimation of future liabilities and the impact of 
changes in reinsurance arrangements.

Net operating expenses represent the operating costs of the business, 
including commission payable.

A  Business and Performance

Life Health With- 
profits

£m
Total

Gross written premiums 919 155 2 1,076

Reinsurance premiums paid (644) (13) 0 (657)

Net written premiums 275 142 2 419

Gross claims incurred 1,493 127 16 1,636

Reinsurers share of claims (807) (23) 0 (830)

Net claims incurred 686 104 16 806

Table 6: premiums and claims by Solvency II product line

Table 7: Changes in technical provisions

£m

Change in technical provisions for linked liabilities (297)

Change in other technical provisions (742)

Total (1,039)
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The table below illustrates investment income and investment performance 
during the year on assets held to meet the insurance liabilities of the 
Company.

Income received includes interest, property rental receipts and dividends.  
Realised and unrealised gains are the net movements in asset values, 
including any impairments charges where appropriate. More detail on asset 
valuations are given in Section D.

Investment asset values have been volatile over the course of 2016.  
Interest rates reduced over 2016 and this has driven the gains on fixed 
income securities. While property rental income has remained steady 
property values fell slightly over the year.

A.3 Investment Performance 
The Company invests its funds by considering the nature of the liabilities as 
well as the solvency and liquidity requirements for meeting these liabilities, 
including requirements and guidelines set by regulators.

The investment return attributable to unit-linked policyholders arises on the 
portfolio of assets set aside specifically for unit-linked policyholders and the 
investment return on those assets accrues to those policyholders.

Investment returns on assets held to meet insurance liabilities are shown 
in more detail below. The amount of the investment return that is due to 
reinsurers under the various arrangements entered into by the Company is 
shown separately and accrues to the reinsurers in line with specific treaty 
terms.

Investment expenses are those operating expenses incurred by the 
company in the management of the Company’s portfolio of investment 
assets.

A  Business and Performance

£m
Income  

Received

£m
Realised and 

unrealised gains

£m
Total

Fixed income securities 544 1,242 1,786

Loans & receivables 98 (11) 87

Property 95 (25) 70

Equities & collective investment 
undertakings

2 3 5

Cash & other investments 4 (19) (15)

Total 743 1,190 1,933

Table 9: Income and investment performance during 2016

Table 8: Investment returns 2016

£m

Investment return attributable to unit-linked policyholders 393

Investment return on assets held to meet  
insurance liabilities

1,933

Reinsurers share of investment return (423)

Net Investment Return 1,903

Investment expenses (14)
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A.3.1 Securitisation assets
Included within fixed income securities are a small number of assets that 
meet the Solvency II definition of securitisation assets. These assets are 
managed in line with other fixed income securities. As at 31 December 
2016 the Company’s holding of such assets amounted to a value of 
£219.3m. Further details on the valuation of these assets are included in 
Section D.  

A.4 Performance of other Activities 
The table below shows the performance on the Company’s non-technical 
account during the year as taken from the Company’s financial statements 
for the year.

Investment Return represents the investment experience on assets not 
directly held to meet long-term business liabilities. This includes dividends 
received from Irish Life Group and the impact of foreign currency swaps 
purchased to reduce currency risk on the investment in Irish Life Group.  
During the year the value of the euro increased against sterling and the 
value of these swaps reduced accordingly.

A.4.1 Operating Leases
The Company lets its investment properties through operating leases.  
Further details on the valuation of these assets are included in Section D. 

A.5 Any other Information 

A.5.1 Significant business and other events
During 2016 the Company issued 125 million ordinary shares to its 
immediate parent company in exchange for £125m cash. This issue was 
undertaken to strengthen the capital base of the Company.

The Company also issued one ordinary share to its immediate parent 
company in exchange for £168.9m in cash. These funds were immediately 
applied by the Company to acquire one new share in the wholly owned 
subsidiary Irish Life Group Limited in order to fund the retirement of 
externally held debt within the Irish Life group of companies.  

These transactions resulted in the capital of the Company increasing by 
£293.9m.
 
A.5.2 Results and Dividends
The profit after tax for the year was £338.9m.  

The Company had no other gains or losses recognised directly in equity.  
The Company did not declare a dividend during the year.

A  Business and Performance

£m       

Investment Return 29

Other Items in Non-Technical Account (3)

Taxation on Non-Technical Account (2)

Balance on Non-Technical Account 24

Table 10: Performance on the Company’s non-technical account 2016
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B.1  General Information on the System of Governance
The Company operates a three lines of defence risk governance model. In 
this model, the first line of defence against risk is the business functions. 
The second line of defence is the oversight and control functions of 
the business which control, monitor and report risks within the group 
risk governance structure. The third line of defence is the independent 
assurance provided by the Internal Audit function.

The Board is responsible for ensuring an appropriate system of governance 
is in place throughout the Company. The diagram below shows the current 
governance structure:

 

 

B.1.1 Board
The Board is collectively responsible for the long-term success of the 
Company and its subsidiaries. Its role is to provide leadership, oversee 
the design and implementation of the Company’s strategy and set a 
framework of prudent and effective controls. The Board ensures that 
these are in place to allow the Company to meet its strategic aims. It 
sets Company values and culture and ensures that obligations to its 
shareholder, customers and other stakeholders are understood and met. 
The ultimate responsibility for management of the Company rests with the 
Board. Responsibility for the day to day management and operations of the 
Company is delegated to the CEO who is supported by the executive team.

The Board is responsible for the governance and oversight of all of the 
operations and risks of the Company. The objectives of the governance 
arrangements are to ensure that:

• the Board has the right structure, composition and resources; 

•  the operations of the Board and committees meet the Board’s 
expectations and needs, and

•  there is a consistent and effective culture within the Company from 
Board level down.

 
During the reporting period, the Board established a nominations 
committee to identify and nominate candidates to fill Board vacancies as 
they arise.   

B  System of Governance 

Figure 3: Current Governance Structure

BOARD

 

Board Risk
Committee

Board Audit
Committee

Board 
Nominations
Committee

Executive Risk
Management
Committee
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B.1.1.1  Board Committees
The Board is supported in its oversight and decision making responsibilities 
by three governance committees: the Board Risk Committee (BRC), 
Board Audit Committee (BAC) and Board Nominations Committee (BNC), 
collectively known as the board committees. The Company has a number 
of executive management committees that further support the governance 
structure.
 
The membership, duties and responsibilities of the board committees are 
defined within their respective charters which require them to act within 
the powers and authority delegated to them. To facilitate the discharging of 
their duties, the board committees may invite representatives from the risk, 
compliance, actuarial, finance or other functions, as appropriate, to attend 
or present at meetings.    

B.1.1.1.1  Board Risk Committee
The role of the BRC is to support the Board in overseeing the integration 
and effectiveness of the Company’s risk strategy by supporting and 
informing strategic objectives and business planning, ensuring that risks 
are identified, assessed and monitored in line with overall risk appetites 
and risk limits. The BRC is chaired by an independent non-executive 
director and is required to meet, at least annually, with the BAC.

B.1.1.1.2  Board Audit Committee
The role of the BAC is to review financial reporting and disclosures as well 
as monitoring the effectiveness of internal controls. The BAC provides 
oversight of the Company’s finance, actuarial, compliance and internal 
audit functions. The BAC is chaired by an independent non-executive 
director and is required to meet, at least annually, with the BRC.

B.1.1.1.3  Board Nominations Committee
The role of the BNC is to identify and nominate candidates to fill vacancies 
on the Board and board committees as and when they arise. The BNC is 
chaired by an independent non-executive director. 

B.1.2 Executive Management Committees
The Board and its committees are supported by various management 
committees that monitor and report on the day-to-day activities of 
the Company, escalating matters and making recommendations, as 
appropriate, to the Board and board committees.

B.1.3 Remuneration and Benefits
The Company has a Remuneration Policy which is approved by the Board.
The policy sets out the:

• underlying remuneration principles;

•  key requirements to ensure that these remuneration principles are 
applied consistently and fairly across the business; and

• governance framework around remuneration practices.

The Board receives a remuneration policy compliance report for review  
and approval.

B  System of Governance 
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The Company’s remuneration policy is intended to attract, retain and 
reward employees with relevant skills and experience who will contribute  
to the success of the Company. The Company utilises the remuneration 
policy to:

•  support the Company’s objective of generating value for shareholders 
and customers over the long term; 

•  motivate employees to meet annual corporate, divisional and individual 
performance goals;

•  promote the achievement of goals in a manner consistent with the 
Company’s Code of Business Conduct and Ethics; and

•  align with sound risk management practices and regulatory 
requirements.

The remuneration policy is supported by a performance management 
process that promotes the development of a high performance culture in 
line with the Company’s vision and values. This process is characterised by 
the core principles of:

• quality feedback and open conversations;

• shared responsibility for the process;

• equitable treatment of staff; and

• acknowledgement of the positive contribution of staff.

The Company uses the principles set out in the Great-West Life Code 
of Business Conduct and Ethics to establish the principles of the 
remuneration operating policy. The principles are:

•  the remuneration programmes promote sound and effective risk 
management and align with the risk strategy and preferences as 
approved by the Board;

•  the remuneration programmes are consistent with the business and 
risk strategy and long term shareholders’ interests;

• the remuneration policy is available in the Staff Handbook; 

• the remuneration programmes are competitive and fair;

•  the remuneration programmes attract, reward and motivate staff to 
deliver on objectives and success; and

•  that there is clear, effective and transparent governance in relation to 
remuneration.

B.1.3.1  Share Options, Shares or Variable Components of 
remuneration
Remuneration programmes consist of four primary elements; a base 
salary, annual incentive bonus, retirement benefits and benefits during 
the course of employment. The proportion of each element within the 
overall package will vary according to role. Senior positions include a fifth 
element which is a long term incentive.
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The base salary reflects the skills, competencies, experience and 
performance level of each individual. Base salaries are determined based 
on market rate of the role as defined by independent salary surveys.  

An annual incentive bonus scheme is in place which relates the overall 
remuneration to the performance of the Company. Any bonus award is 
based on the delivery of objectives that are closely aligned to the business 
goals within the Company’s critical priorities. A number of incentive 
schemes exist which are linked to the level of the role in the organisation 
and, where appropriate, the type of role. Each member of staff has a 
number of operational and personal objectives set annually which may 
include objectives covering risk management and control. The proportion 
of remuneration that is fixed and that which is variable is dependent on a 
number of factors including an employee’s role and their department.

Variable pay for compliance, risk and internal audit staff is not materially 
dependent on the performance of the areas they oversee.

B.1.3.2  Supplementary Pension or Early Retirement Schemes 
The Company’s remuneration policy does not include supplementary 
pension or early retirement schemes for members of the Board or other 
key function holders or employees. All employees are permitted to 
request a cash allowance up to the value of the standard pension scheme 
contribution, if they have surpassed the annual allowance entitlements.

B.1.4 Material Transactions during the Reporting Period
Aside from remuneration, there were no material transactions during the 
reporting period.

B.2  Fit and Proper Requirements 
The Company is committed to ensuring that all fit and proper regulatory 
requirements are met. The Company ensures that all people, subject to the 
fit and proper requirements, have appropriate qualifications, knowledge, 
skills and experience required to carry out their role (fitness assessment) 
and are honest, ethical, and act with integrity (propriety assessment).
 

All individuals who effectively run the Company or have a key function 
have a job profile. Typically, the job profile sets out the accountabilities for 
the job, the level of knowledge, skills and experience required to carry it 
out, together with behavioural competencies essential for the job. Before 
an appointment is made in respect of such individuals, a due diligence 
process is undertaken to ensure that the person is fit and proper for the 
role. The criteria for assessing whether a person is fit and proper and is 
financially sound are set out in the Fit and Proper Operating Policy. 

The policy sets out the process for fit and proper assessments (initially and 
on an ongoing basis). Appendices to the policy set out, in more detail, the 
assessments to be conducted to determine a person’s fitness, propriety 
and financial soundness. They also cover the minimum due diligence that 
will be conducted to confirm the fitness and propriety of individuals who 
occupy roles which are subject to regulatory requirements. 

Adherence to the fit and proper requirements is subject to annual 
confirmation by employees occupying fit and proper roles. Where the 
Company becomes aware of concerns regarding the fitness and propriety 
of a person in a role subject to the fit and proper policy, it will investigate 
and take action as appropriate without delay. The Company will notify 
the regulator of any action taken and conclusions reached of such an 
investigation. 

B  System of Governance 
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B.3  Risk Management System including the Own Risk and 
Solvency Assessment 

B.3.1 Risk Management
The Company’s risk management system is articulated through its 
Enterprise Risk Management (ERM) framework. The framework allows the 
Board and management to:

• establish their strategy towards risk taking;

•  communicate and monitor adherence to the appetite for risks through 
the use of risk limits and Key Risk Indicators; and

• identify, measure, monitor, manage and report on risks.

The following table explains how the Company carries out these tasks 
effectively.

B.3.2 Implementation of the Risk Management System
The Company has a risk governance structure which is based on a three 
lines of defence model which is widely used within the financial services 
industry. This model separates ownership and management of risk from 
oversight and independent assurance.  

B  System of Governance 

Identify Risk identification is the structured analysis of any 
current and emerging risks which the Company faces 
so that risks can be understood and appropriately 
controlled. The key elements of the ERM framework, 
which are relevant to risk identification, are the 
formation and regular review of the risk categories 
within the Company’s risk strategy as well as the 
Emerging Risk and Risk Event Identification processes.

Measure Risk measurement relates to the quantification of 
the Company’s risk profile. Measuring risk allows a 
comparison against agreed limits and appetites. The 
key element of the ERM framework, which is relevant 
to risk measurement, is the Risk Appetite Framework.

Monitor Risk monitoring relates to overseeing and tracking the 
Company’s risk profile on an ongoing basis. The key 
elements of the ERM framework, which are relevant to 
risk monitoring, are the risk function’s oversight and 
assurance activities, as well as the Risk and Control 
Self-Assessment and Key Risk Indicator processes.

Manage Risk management relates to the selection and 
implementation of approaches to accept, reject, 
transfer, avoid or control risk. It includes risk mitigation 
such as reinsurance and hedging which is in place 
to limit the impact of risk events. The key elements 
of the ERM framework, which are relevant to risk 
management, are the risk mitigation strategies, the 
policy and internal control frameworks as well as 
governance and the control functions. Details on the 
Company’s risk management processes are described 
in Section C.

Report Risk reporting gives an accurate and timely picture of 
any existing and emerging risk issues and exposures 
together with their potential impact on business 
activities. Risk reporting evidences that the Company 
manages its risks. The key elements of the ERM 
framework, which are relevant to risk reporting, are the 
annual Own Risk and Solvency Assessment report and 
the Chief Risk Officer reports, which are presented to 
the BRC. These reports provide information on changes 
in key risks over the period and how these are being 
managed. 

Table 11: The core ERM framework components 
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The table below shows the high level responsibility for each line of defence 
together with the operational responsibilities: 

Under the Company’s governance structure, committees are set up 
to facilitate efficient and appropriate risk oversight, management and 
decision-making. The Chief Risk Officer (CRO), as the head of the risk 
function, is a member of several committees which allows the risk function 
to keep abreast of developments across the business, providing direction, 
oversight and challenge on a wide variety of risk related matters. 

B  System of Governance 

Line of Defence Function High Level Responsibilities

First Line
Own and manage the risks 

Business and
support functions

Business areas are the owners of risks. 

They are primarily responsible and accountable for the day-to-day risk management 
operations within the established risk management framework, including designing 
and implementing risk mitigation techniques and internal controls. 

Primary responsibility and accountability for risk identification, measurement, 
management, monitoring and reporting lies with first line operational business areas. 

Second Line
Oversee and provide 
specialist support 

Risk and  
compliance functions

The risk and compliance functions are primarily responsible and accountable for the 
oversight of all risk-related activities and processes across the Company. 

The second line of defence challenges and assesses the first line of defence’s 
operation of the risk management framework and provides oversight of compliance 
with applicable laws and regulation. 

Third Line
Independent process  
assurance 

Audit Internal Audit is responsible for the provision of comprehensive assurance to the 
Board and senior management about the operational effectiveness and design of 
the risk management framework based on the highest level of independence and 
objectivity within the Company.

The third line provides an independent assessment of the effectiveness of the first 
two lines of defence.

Table 12: 3 three Lines of Defence Responsibilities
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B.3.3 Own Risk and Solvency Assessment
The Own Risk and Solvency Assessment aims to provide a holistic picture 
of the risk and solvency environment. The ORSA provides an ongoing, 
forward-looking assessment of the risk profile and overall solvency needs of 
the Company, given its business plan, and taking into account its available 
capital resources.

B.3.3.1 Own Risk and Solvency Assessment Methodology
The ORSA is a key process within the ERM Framework. The ORSA process 
integrates a number of elements of business and risk management. These 
include:

•  Business Planning – The ORSA process links to the business planning 
processes through the assessment and identification of the risks 
associated with the Company’s business plan, including the risks to 
achieving the plan.

•  Risk Assessment – This process involves analysing the material risk 
exposures arising from the business plan and how the risk profile is 
expected to change in the future. It also covers non-quantifiable risks.

•  Forward Looking Solvency Assessment – This process focusses on 
analysing the Company’s solvency needs in the future, on a regulatory 
basis. This assessment is used to identify sources of emerging surplus, 
and the capacity for the company to pay dividends in the future.

•  Own Solvency Needs Assessment – This process evaluates the 
Company’s own view, as opposed to the regulatory view, of solvency 
needs. This includes consideration of any specific aspects of the 
Company’s business which are not appropriately allowed for under 
Solvency II reporting, taking into account the appropriateness of the 
Standard Formula used to calculate capital requirements.

•  Stress and Scenario Testing – This process involves modelling material 
risks identified using a wide range of stresses, scenarios and reverse 
stress tests, taking into account both internal and external factors. 

•  Capital Management - The Company needs to identify the risks that 
it faces in order to determine an appropriate level of capital to hold. 
The Company’s capital management activities are closely linked to 
its risk management system. The ORSA, and in particular stress and 
scenario testing, is used to inform an appropriate level of capital for 
the Company to hold as a buffer over and above its Solvency Capital 
Requirement. This buffer  is intended to ensure that the Company 
has sufficient assets to continue to cover its liabilities and to meet 
its Solvency Capital Requirement under adverse conditions. This 
information is then used to determine appropriate risk appetite limits 
against which risks can be measured, managed and monitored.

•  Continuous Compliance – This process ensures that the Company 
meets its Solvency Capital Requirement, Minimum Capital Requirement 
and Technical Provisions requirements on an ongoing basis. Processes 
are in place to monitor these requirements on a daily basis. 

The risk function coordinates the integration of these processes to 
deliver the ORSA. As part of the ORSA process, an annual report is 
produced which takes into account the Company’s business planning and 
helps inform the next business planning cycle. Additional ORSA activity 
and reporting, governed appropriately through the risk committees, is 
performed if the risk profile of the Company changes significantly. 

B.3.3.2 Use of Own Risk and Solvency Assessment in  
Decision-Making
The ORSA process is an integral part of the Company’s business 
processes. Its outputs are used to inform and influence the Company’s 
business plan in line with strategy.  The business plan, which is reviewed 
by the risk function, sets out how the Company’s strategy will be delivered 
and assesses the risks associated with the plans and their impact on the 
solvency position of the Company. The outcomes of these assessments 
are used either to inform the business plan or to develop potential 
management actions. This process is iterative and takes into account a 
wide range of risks and controls.

B  System of Governance 
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The ORSA outputs play an important role in the strategic decision 
framework of the Company. Any material acquisition or disposal of a 
portfolio or block of business, a merger or acquisition, or a material change 
to the risk profile would trigger an ORSA review. This would ensure that 
any material strategic decision is supported by an ORSA review and that 
the key findings of the ORSA review would be presented to the Board, 
alongside any financial analysis. Any recommendations for improvements, 
observations, or conclusions from the ORSA process would be recorded 
within an ORSA Action Plan. This plan ensures that any actions related to 
the ORSA are monitored and addressed.

B.3.3.3  Own Risk and Solvency Assessment Governance 
The approach to the ORSA is reviewed and approved by the BRC, including 
the basis for the OSNA, the stresses and scenarios performed and the 
evidence of the embedding of the ORSA process within business decision-
making.

The Board reviews and approves the ORSA report. In addition, the Board 
is informed, at least quarterly, about developments in the ORSA, including 
progress against actions identified in the ORSA, changes in high-level 
processes and any material results arising from the ORSA processes.

B.4  Internal Control System 
The Board is responsible for the internal control system and for ensuring 
that the controls remain effective. 

The Company operates a robust internal control system which is 
appropriate for its size, the nature of risks it faces and the complexity of 
its operations. The internal control framework is designed to ensure that 
controls are aligned to risk exposures, providing reasonable assurance 
regarding the achievement of the following objectives:

• effective and efficient operations;

• integrity of reporting;

• compliance with laws, regulations and internal operating policies; and

• effective risk management within approved risk appetite limits. 

B  System of Governance 

To achieve the objectives, the Company uses a three lines of defence  
model to support and monitor the various control activities undertaken by 
staff. These activities are described in Section B.3.2. The model clearly 
articulates the division of responsibilities for risk management between the 
three lines, the business and support functions, the compliance and risk 
functions and internal audit.

The objectives are supported by a suite of Board-approved policies which 
sets out the Board’s expectations of how risks are managed and how 
controls are designed and operated to mitigate risks in line with business 
strategy. A process of annual attestation provides assurance on the key 
requirements defined within the policies.

The Company has processes in place to evidence: 

• controls over financial results; 

• the identification, assessment and management of risks and controls;

• the reporting and analysis of risk events; 

• documentation and assessment of key business processes; and 

• the identification and assessment of emerging risks.

The BAC provides oversight of the framework of controls within respective 
areas.

The Internal Control Operating Policy establishes the minimum 
requirements for the internal control system. The policy is owned by the 
CEO and is reviewed and approved on an annual basis by the Board. The 
CEO is responsible for ensuring the appropriateness of the policy. The 
internal control system is assessed annually for continued appropriateness 
of the components of the internal control system. The findings of the 
review are presented by the CEO to the BAC. 
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The Money Laundering Reporting Officer is accountable for the Company’s 
compliance with financial crime regulatory requirements and for overall 
financial crime risk management. Compliance is responsible for ensuring 
the company’s financial crime controls meet all relevant regulatory and 
legal requirements, including compliance with regulation on Anti-Money 
Laundering, Anti-Terrorist Financing, Sanctions, Anti-Bribery and Corruption 
and Fraud.

The Data Protection Officer is accountable for the Company’s compliance 
with data protection and privacy regulation and for establishing and 
maintaining privacy risk policies and procedures.

Compliance assists with managing the relationship with the PRA and FCA 
and ensures that the timely and accurate reporting required by regulators is 
delivered. Compliance provides regular or one-off notifications and returns 
as required by UK or Canadian regulators and other authorities.

Compliance reports quarterly to the BAC on the effectiveness of day-to-day 
compliance controls and regulatory risks, as well as on the adequacy of 
key controls to manage those risks. It also advises the BAC on forthcoming 
regulatory developments. It provides an annual opinion, based on the 
independent monitoring and testing conducted, on whether the Company 
is in compliance with applicable regulatory requirements and is managing 
customer outcomes appropriately.

The Director of Compliance and Conduct Risk has a direct reporting line 
and responsibility to the BAC for oversight of compliance. 

B.4.1 Compliance Function
The compliance function provides independent compliance oversight of all 
regulatory and conduct risks across the Company. 

The compliance function sits in the second line of the Company’s three 
lines of defence model and is independent of business management. 
This enables it to carry out its primary function which is to be responsible 
and accountable for providing oversight and challenge to the business. In 
addition it provides assurance and advice to management and committees 
on compliance with regulatory requirements, the management of regulatory 
compliance, conduct risk requirements and performance across the 
company, with a particular emphasis on the delivery of fair outcomes for 
customers.  

The key responsibilities of the compliance function are set out in the 
compliance mandate which is approved by the BAC. Compliance assesses 
and oversees regulatory and conduct risk through the preparation and 
delivery of a Corporate Compliance and Conduct Risk Monitoring Plan. 
Compliance operates an annual risk based compliance review programme 
to assess whether key business processes are delivering appropriate 
customer and regulatory outcomes. It advises the business on current 
and future regulatory requirements and expectations, so as to enable the 
business to assess and manage its exposure to regulatory compliance risks 
and to change business processes where necessary. The function supports 
the annual Fit and Proper assessment and supports and advises on the 
PRA’s Senior Insurance Manager’s Regime and the FCA Approved Persons 
Regime in particular in relation to the approval processes.

B  System of Governance 
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B.5  Internal Audit Function 
The role of Internal Audit is to provide independent assurance that the 
organisation’s risk management, governance and internal control processes 
are operating effectively.

B.5.1 Overview of Internal Audit
The Internal Audit function applies a global comprehensive methodology 
framework and procedures which are adopted by all companies in the 
Great West Lifeco group. These are in accordance with accepted industry 
practice including the International Professional Practices Framework as 
set out by the Institute of Internal Auditors (IIA). The global Methodology 
& Standards team, within the Great West Lifeco internal audit function, 
monitors that audit staff utilise and comply with approved methodology and 
procedures. As part of the on-going quality assurance and improvement 
programme an external assessment is conducted every five years and the 
results are communicated to senior management, the BAC and the Board.

Internal Audit activity is carried out based on the framework of a risk-based 
audit plan which is approved by the BAC on an annual basis. 
Internal Audit prepares quarterly reports to the BAC summarising audit 
activity in the quarter, identified weaknesses in the internal control 
environment, recommendations to remedy weaknesses and updates to 
previous recommendations.

B.5.2 Independence and Objectivity of Internal Audit Function
Internal Audit is independent of the business management activities of 
the firm, thus enabling the businesses to carry out their work with full 
accountability. Internal Audit is not involved directly in revenue generation 
or in the management and financial performance of any business line. 
Internal auditors have neither direct responsibility for, nor authority over, 
any of the activities reviewed, nor do their review and appraisal relieve 
other persons in the Company of responsibilities assigned to them. Internal 
auditors are not responsible for developing, revising or installing systems, 
policies or procedures, or for appraising an individual’s performance related 
to operations audited.

The Chief Internal Auditor, Europe (CIAE) has a direct reporting line and 
responsibility to the Chief Internal Auditor (Great-West Life) and to the 
BAC for oversight matters. The BAC has sufficient authority to promote 
independence and to ensure broad audit coverage and adequate 
consideration of audit reports. The BAC annually reviews and approves 
the mandate of the CIAE, reviews and recommends the appointment/
removal of the CIAE to the Board and annually assesses the performance 
of the CIAE and the effectiveness of the Internal Audit function. The BAC 
also reviews and approves the organisational and reporting structure, the 
Internal Audit department budget and resources and can communicate 
directly with the CIAE. The CIAE maintains direct and unrestricted access to 
the BAC, and meets with the Chair of the BAC on a regular basis, without 
management present. The CIAE is responsible to the Company’s CEO for 
operating matters and day to day management.

The CIAE Mandate, as approved by the BAC, notes that the CIAE and 
Internal Audit function is independent of the activities that they audit 
and free from conditions that threaten their ability to carry out internal 
audit responsibilities in an objective manner. The internal audit activity is 
free from interference for matters of audit selection, scope, procedures, 
frequency, timing, or report content to permit maintenance of a necessary 
independent and objective attitude.

B  System of Governance 
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B.6  Actuarial function
The actuarial function is led by the Chief Actuary. The function is 
staffed and resourced by appropriately skilled and experienced actuarial 
professionals. The authority and responsibilities of the Chief Actuary are 
set out in the Chief Actuary Mandate which is approved by the BAC. The 
mandate is reviewed on an annual basis. Compliance with the mandate 
and an assessment of the performance of the actuarial function is also 
carried out each year.

The key responsibilities of the actuarial function are:

•  to co-ordinate the calculation of technical provisions in line with 
the requirements under Solvency II and to report to the BAC on the 
reliability and adequacy of technical provisions;

•  to co-ordinate the calculation of the Solvency Capital Requirement and 
Minimum Capital Requirement;

•  to support annual Solvency II reporting by producing the actuarial inputs 
for the Quantitative Reporting Templates (QRT) and contributing to the 
narrative reports for the regulator and for the public;

•  to contribute to the effective implementation of the risk management 
framework  including carrying out stress and scenario testing;

•  to review the asset liability management, including calculation and 
monitoring of the matching adjustment portfolio;

•  to monitor the Company’s capital position, and financial condition and 
to report to the Board on any findings; and 

• to oversee product development, pricing and reinsurance activities.

The Chief Actuary is independent of income generating lines of business. 
This allows the businesses to carry out their work with full accountability 
having access to objective actuarial advice and information to support the 
achievement of goals.

The Chief Actuary has a direct reporting line and responsibility to the 
BAC for oversight matters. The Chief Actuary is responsible to the Chief 
Financial Officer for operating matters and day to day management.

B.7  Outsourcing
Outsourcing of specific business functions can be used to reduce or control 
costs, to free internal resources and capital, and to utilise skills, expertise 
and resources not otherwise available to the company. The outsourcing 
of specific business functions may also expose the company to additional 
risks, and those risks must be identified and managed.  

The company takes a prudent and conservative approach to outsourcing, 
designed to ensure that no outsourcing arrangement will be entered into 
if it would entail unacceptable risk. While an outsourced activity will be 
performed directly by the Outsource Service Provider (OSP), the company  
recognises that it remains fully responsible for discharging all its obligations 
when outsourcing any activity or function and must ensure the service 
provided is satisfactorily performed. 

Outsourcing of critical or important operational functions or activities shall 
not be undertaken in such a way as to lead to any of the following:

•  materially impairing the quality of the system of governance of the 
undertaking concerned

• unduly increasing the operational risk

•  impairing the ability of the supervisory authorities to monitor the 
compliance of the undertaking with its obligations

• undermining continuous and satisfactory service to policy holders

Where critical functions and activities of the Company are outsourced, the 
Board and its senior management retain ultimate responsibility for such 
outsourced functions and activities. The Board and senior management 
retain the necessary expertise to manage outsourcing risks and provide 
oversight of outsourcing arrangements. 

B  System of Governance 
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The Company’s Outsourcing Operating Policy sets out the following main 
components: 

•  the approaches to assessing and monitoring outsourcing arrangements 
to ensure that the arrangements are suitable for the Company’s 
customers and are consistent with the Company’s risk appetite and 
business objectives as well as legal and regulatory requirements.

•  the approaches to identify, measure, manage, monitor and report the 
operational risks that arise from the Company’s outsourced activities.

The key requirements of the policy are to ensure that:

•  procedures are in place to continuously assess the capability of the 
service providers;

•  appropriate contractual agreements are in place between the Company 
and the service providers;

•  key risks, especially operational risks, arising from the outsourcing 
arrangements are assessed and managed on an ongoing basis; and

•  the governance framework around outsourcing arrangements is 
appropriate.

The Company employs several service providers which undertake functions 
on the Company’s behalf. Details of the functions and activities they provide, 
and the jurisdictions in which they operate, are shown in the table below: 
 

B.8  Any other information
No other material information about the system of governance applies.
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Provider Description of Service Provided Jurisdiction

Group Intragroup outsourcing of IS and 
related activities

Ireland and 
Canada

External Offsite document storage UK

External Support and hosting for annuity 
application

UK

External Application support for group 
insurance products

UK

External Application support for investment 
management system

UK subsidiary 
of French 
parent

External Application support for Property 
system

UK

Group Intragroup outsourcing of annuity 
payments and associated services

Ireland and 
Germany

External Quote engine for individual 
protection product

UK

External Data gathering for medical 
underwriting

UK

External Medical screening UK

External Technical expertise for  
intermediary advice support,  
e.g. estate planning

UK

Table 13: Outsourced activities and associated jurisdictions 2016
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The Company predominantly writes individual single premium and group 
insurance contracts, to meet the retirement, investment and protection 
needs of individuals and companies. This range of products exposes the 
Company to a number of different risks.

The Company owns a number of subsidiary companies, exposing it to risks, 
which are explained further in the Section C.2.3.

Risk Measurement – The Company has assessed its risk exposure by 
measuring its Solvency Capital Requirement (SCR) using the Standard 
Formula approach which is a regulatory method of quantifying the amount 
of capital that the Company is required to hold against its risk profile.  
A breakdown of the Standard Formula SCR by risk, as at 31 December 
2016, is shown below: 

 

As measured by the SCR, the Company’s risk profile is balanced across 
underwriting risk, market risk and credit risk. Each of these risks is 
analysed in the sub-sections below.

The Company’s underwriting and credit risk exposure arises mainly from 
the significant volumes of pension annuity business written over a number 
of years. The market risk arises mainly from ownership of the subsidiary 
company, Irish Life Group Limited. Operational risk capital is small in 
comparison to the other three risk categories.

The Company is also exposed to liquidity risk. There is no explicit capital 
requirement for liquidity risk within the SCR, however the Company takes a 
proactive approach to managing this risk.

For other risks, that are not explicitly covered by the Standard Formula  
(e.g. inflation risk) or for any risks where the Company has alternative views 
on capital requirements (e.g. operational risk), the Company performs an 
Own Solvency Need Assessment (OSNA). The OSNA, which forms part of 
the annual ORSA process, allows the Company to determine its own view 
on its capital holdings and capital requirements compared to the Solvency 
II capital requirements.

The Company measures and manages its risk exposure through the use 
of risk limits and key risk indicators. Risk limits, which are important 
components of the Company’s ERM framework, exist for each individual 
risk category as well as for the total of all individual risks. To ensure 
continued effectiveness, risk exposures against limits and trends in key 
risk indicators are monitored on a regular basis and reported to the BRC 
which is ultimately accountable for the governance and oversight of risk 
throughout the Company. 

The suite of risk limits and the key risk indicators are reviewed at least 
annually to ensure that they remain effective. The suite of risk limits 
is continually being developed and enhanced as the risk profile of the 
business evolves. In 2016, existing risk limits were updated, additional risk 
limits were introduced to improve monitoring in relation to risks related to 
property, commercial mortgages and reinsurance counterparties, and the 
frequency of monitoring against limits, such as the solvency position, was 
increased.

C  Risk Profile

Figure 5: Split of Standard Formula SCR by risk profile
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The Company also uses stress testing to measure its risk profile and to 
understand the sensitivity of the solvency ratio to a range of risk events. 
Stress tests are regularly carried out on the key risk exposures to help 
inform decision making and planning processes and to help to identify and 
quantify the risks to which the Company is exposed. 

Results of stress testing in relation to key risk sensitivities are set out 
below. The table below illustrates the absolute change in the Company’s 
solvency coverage ratio that would result from the stresses shown. The 
impact of each stress on the value of Canada Life Limited and subsidiary 
companies is taken into account. The stress is only applied where it would 
have a negative impact on the SCR coverage ratio. All other assumptions 
remain unchanged for each stress.

Transitional relief on technical provisions is assumed to be recalculated 
in all sensitivities where the impact would be material. Sensitivities will 
change over time and will depend on market conditions.

The Company also assesses a range of scenarios as part of the annual 
ORSA process in order to understand the impact of adverse conditions on 
the Company’s solvency position and possible actions that can be taken to 
restore solvency.

Risk Preferences – Each of the sections below refers to the Company’s 
Board-approved Risk Strategy which assigns preferences to each risk. The 
meaning of each risk preference level is set out in the table below:

C  Risk Profile 

Table 15: Risk Preference Levels and Definitions

1. No Appetite The Company has no appetite for these risks but 
recognises that limited exposures may arise from 
time to time. The Company seeks to minimise 
losses arising from these risks.

Risk Preference Level Definition

2. Limited Appetite The Company has a limited appetite for these 
risks, either because these are non-core business 
risks or because the Company will take extra 
measures to manage and mitigate these risks 
wherever they may arise. The Company manages 
its exposure to these risks by either setting 
defined limits for total exposure or by seeking to 
minimise losses arising from these risks.

3. Willing to Accept The Company is willing to accept these risks in 
certain circumstances as these are consistent 
with its business model. The Company seeks to 
mitigate these risks where appropriate.

4. Readily Accepts The Company readily accepts exposure to these 
risks through new and existing business. These 
are core business risks and the exchange of these 
risks into value is a core business activity. These 
risks are well understood and well managed.

Stress Test Impact on SCR 
Coverage Ratio

0.5% increase in interest rates 3.6%

0.5% fall in interest rates -4.2%

0.5% increase in credit spreads -1.2%

10% fall in equity and property values -5.7%

10% increase in maintenance expenses -1.9%

10% increase in policy lapse rates -1.6%

10% reduction in policy lapse rates -0.3%

5% increase in mortality rates (assured lives) -1.5%

5% deterioration in morbidity experience -1.7%

5% decrease in annuitant mortality rates -5.0%

Table 14: Results of Sensitivity Testing
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Materiality of Risks – Materiality considerations are based on the amount 
of capital required for individual risks, the sensitivity of the balance 
sheet to these risks as well as the severity of financial and reputational 
consequences. The Company’s material risk exposures are to:

• longevity risk (Underwriting)

• catastrophe risk (Underwriting)

• interest rate risk (Market)

• property risk (Market)

• equity risk (Market)

• currency risk (Market)

• fixed income investment risk (Credit)

• reinsurance counterparty risk (Credit)

• liquidity risk

• operational risk

• conduct risk 

All other risks have been assessed as being less material and are not 
covered in detail in this report.

Assets are invested in accordance with the Prudent Person Principle.  
This ensures the Company invests only in assets and financial instruments 
where the risks can be properly identified, measured, monitored and 
reported appropriately, taking into account the assessment of overall 
solvency needs and liquidity requirements. 

The Company has established criteria relating to the investment of its 
assets. The Investment Operating Policy sets out the requirements that the 
Board and senior management consider appropriate in order to protect 
customers and shareholders. Investment principles, limits, processes 
and escalation protocols are defined to ensure that suitable assets are 
purchased, having regard to the liability profile and the required diversity of 
the asset portfolio. This ensures that the Company meets the requirements 
of the Prudent Person Principle.

The Company has dedicated expertise within the Investment Division, 
plus additional analysis and oversight from risk and actuarial teams to 
ensure that assets are invested appropriately. Oversight and governance is 
provided through appropriate review and challenge by senior management, 
in particular through the investment committees and the Asset and Liability 
Committee.

C  Risk Profile 
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C  Risk Profile 

Figure 6: Split of Standard Formula SCR by Underwriting Risks
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C.1 Underwriting risk 
Underwriting risk is the risk associated with the contractual promises and 
obligations made under insurance contracts. Exposure to this risk results 
from adverse events, or customer behaviour, occurring under specified 
perils and conditions covered by the terms of an insurance policy. 

Adverse events can affect the ultimate amount of net cash flows (e.g. 
premiums, expenses and claims) and the timing of these cash flows. 
Customer behaviour (e.g. lapses) can also affect both the amount and 
timing of cash flows. 

The underwriting risk profile (based on the Standard Formula SCR), shows 
that the Company is exposed to various underwriting risks as shown below:
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Definitions for each underwriting risk are provided below: 

Given the significant volumes of annuity and group business written by the Company, longevity and catastrophe risk are considered the most material and 
will be discussed in further detail.

C  Risk Profile 

Risk Definition Risk Preference

Longevity Risk Longevity risk is the potential loss of earnings or capital due to an increase in the value of insurance 
liabilities, resulting from changes in the level, trend or volatility of mortality rates, where a decrease in 
the mortality rate leads to an increase in the value of insurance liabilities.

4. Readily Accepts

Catastrophe Risk Two sources of catastrophe risk arise through mortality and morbidity risk:

•  Mortality catastrophe risk is the potential loss of earnings or capital arising from adverse change in the 
value of insurance liabilities, due to the significant uncertainty of pricing and provisioning assumptions 
related to extreme or irregular mortality events.

•  Morbidity catastrophe risk is the potential loss of earnings or capital arising from adverse change in the 
value of insurance liabilities, due to the significant uncertainty of pricing and provisioning assumptions 
related to extreme or irregular morbidity events.

4. Readily Accepts

3. Willing to Accept

Expense Risk Expense risk is the potential loss of earnings or capital due to variability of expenses incurred in servicing 
and maintaining insurance, savings, or reinsurance contracts because of variability in the number of 
in force policies or the mix by product type. Similarly expense risk can arise due to variability in fees 
charged for services, for the same reasons.  

3. Willing to Accept

Mortality Risk Mortality risk is the potential loss of earnings or capital due to an increase in the value of insurance 
liabilities, resulting from changes in the level, trend, or volatility of mortality rates, where an 
increase in the mortality rate leads to an increase in the value of insurance liabilities.

4. Readily Accepts

Morbidity Risk Morbidity risk is the potential loss of earnings or capital due to an increase in the value of 
insurance liabilities, because of changes in the level, trend, or volatility of disability, health, dental, 
critical illness and other sickness rates, where an increase in the incidence rate or a decrease in 
the disability recovery rate leads to an increase in the value of insurance liabilities.

4. Readily Accepts

Persistency Risk Persistency risk (lapse risk) is the potential loss of earnings or capital due to an increase in the 
value of insurance liabilities, resulting from changes in the level or volatility of the rates of policy 
lapses, terminations, renewals and/or surrenders. 

3. Willing to Accept

Table 16: Risk Preferences and Definitions
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C.1.1 Longevity Risk
Longevity risk is the Company’s largest underwriting risk in terms of the 
Standard Formula SCR and arises from its annuity business. The risk is 
that annuitants live longer than expected whereupon the Company will be 
required to make additional annuity payments.

The Company is a provider of pension annuities in the UK and has taken 
the opportunity to further build its portfolio through acquiring blocks of 
annuities from other insurance companies and has also recently entered 
the bulk annuity market (selling insurance to trustees of Defined Benefit 
pension schemes). 

Exposure to longevity risk, as measured by the Standard Formula SCR, 
has reduced over 2016 by approximately 36%. This was primarily due 
to the completion of a longevity swap reinsurance arrangement covering 
approximately £4 billion of in-force annuity liabilities. The longevity swap 
was implemented to manage growing longevity risk exposure as well as to 
reduce the Company’s balance sheet’s sensitivity to adverse interest rate 
movements. 

The Company implements a range of processes to manage longevity risk:

•  Reinsurance – The Company actively participates in risk mitigation 
through longevity swaps, as well as through other reinsurance 
arrangements on existing annuity business which act to transfer out 
longevity risk. The Company regularly monitors and reports on the 
performance and effectiveness of existing reinsurance arrangements.

•  Longevity Risk Monitoring and Reporting – A comprehensive 
range of management information is used to effectively monitor and 
control longevity risks associated with annuity business, including risk 
concentrations within new business.

•  Longevity Research – The Company carries out research and analysis 
to monitor emerging trends in relation to longevity risk. Mortality 
reports, which include key management information as well as any 
emerging news relating to trends or events affecting longevity risk, are 
produced monthly.

•  Experience Analysis – Best estimate assumptions for pricing and 
reserving reflect the Company’s experience and are determined using 
current and generally accepted actuarial and statistical techniques. The 
best estimate assumptions are reviewed at least annually.

•  Policies and Standards – The Company has policies and standards 
that set out the underwriting practices to which the Company adhere. 
Controls are in place to ensure that underwriting processes and 
systems are operating as expected. Operational limits are used to 
determine whether to accept risk for individual policies or schemes and 
to manage concentration risk.

C.1.2 Catastrophe Risk
As a leading provider of UK group insurance business, the Company is 
exposed to catastrophe risk. The risk is that a catastrophic event, such as 
a pandemic or terrorist attack, leads to an increased incidence of death or 
illness of employees covered by group schemes, leading to larger benefit 
payments. 

The Company is exposed to the risk of increased deaths (mortality 
catastrophe risk) and increased incidence of group health claims (morbidity 
catastrophe risk) arising from a catastrophic event. Exposure to this risk 
increased slightly over 2016 due to growth in group insurance business. 

Concentration risk is a by-product of writing group insurance products. 
Geographic concentration of risk through group schemes can lead to an 
increased exposure to catastrophic events, such as terrorism, where the 
lives affected are likely to be within a single location. The Company has a 
material concentration of group protection schemes written within central 
London. 

C  Risk Profile 
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The Company manages catastrophe risk exposure through:

•  Reinsurance – The Company actively participates in risk mitigation 
through reinsurance arrangements on existing group business. The 
Company regularly monitors and reports on the performance and 
effectiveness of existing reinsurance arrangements.

•  Catastrophe Risk Monitoring and Reporting – A comprehensive 
range of management information is used to effectively monitor and 
control the risks associated with group business, in particular in relation 
to concentration risk. Single site limits are regularly monitored for 
underwriting purposes. Monthly management information is developed 
and analysed by the group business team and shared with members of 
the executive team and risk function. 

•  Event Limits – Catastrophic event limits are in place to restrict the 
amount that can be claimed as a result of a single catastrophic event. 
The Company regularly monitors and reports on these limits.

•  Policies and Standards  – The Company has policies and standards 
which set out the underwriting practices which the Company adheres 
to. Controls are in place to ensure that underwriting processes and 
systems are operating as expected. Operational and risk limits are used 
to determine whether to accept risk for individual policies or schemes 
and to manage concentration risk.

C.2  Market risk 
Market risk is the potential loss of earnings or capital arising from the 
changes in market rates or values. It refers to the risk of losses on the 
Company’s investment portfolio as a result of fluctuations in market rates 
or values of the underlying investments.

The market risk profile, based on the Standard Formula SCR, shows that 
the Company is exposed to various market risks as shown below:
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Figure 7: Split of Standard Formula SCR by Market Risks
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Definitions for each market risk are provided below: 

Table 17: Main Market Risk Definitions and their Associated Preference Level

Given the significant volumes of annuity business written and the exposure 
through subsidiary companies, interest rate risk, property risk and equity 
and currency risks are considered the most material market risks and are 
discussed in further detail in the following sections.

C.2.1 Interest Rate Risk
The Company’s exposure to interest rate risk arises largely from holding 
bonds, mortgages and property to provide cash flows that are expected 
to meet annuity payments in the future. The Company is also exposed 
to interest rate risk on its surplus assets, although these are generally 

invested in relatively short duration assets with low sensitivity to changes in 
interest rates. 

Interest rate risk is a small proportion of the Standard Formula SCR as 
the Company holds a well-matched portfolio of assets providing income 
to meet expected annuity cash flows. The capital held for this risk has 
remained relatively stable during 2016. However, as a result of Solvency 
II capital requirements and risk margins, the Company’s solvency position 
is sensitive to movements in interest rates. Transitional relief on technical 
provisions acts to limit the sensitivity of the solvency position.

C  Risk Profile 

Risk Definition Risk Preference

Interest Rate Risk Interest rate risk is the potential loss of earnings or capital arising from the effect of the volatility and 
uncertainty of future interest rates on asset cash flows relative to liability cash flows, as well as on the 
Company’s surplus assets.

The capital held against this risk is relatively small. However this risk is material to the Company due to 
the potential impact on the solvency position.

3. Willing to Accept

Property Risk Property risk is the potential loss of earnings or capital arising from the sensitivity of the values of assets, 
liabilities, financial instruments and fee revenue to changes in the level or the volatility of market prices 
of property.

3. Willing to Accept

Equity Risk Equity risk is the potential loss of earnings or capital arising from the sensitivity of the values of assets, 
liabilities, financial instruments and fee revenue to changes in the level or the volatility of market prices 
of common shares.

3. Willing to Accept

Currency Risk Currency risk is the potential loss of earnings or capital arising from adverse changes in the value of 
assets, liabilities and financial instruments due to changes in the level or in the volatility of currency 
exchange rates. 

3. Willing to Accept

Market  
Concentration Risk

Market concentration risk is the potential loss of earnings or capital arising from additional risks 
stemming either from a lack of diversification in the asset portfolio or from a large exposure to default 
risk by a single issuer of securities or a group of related issuers.

2. Limited Appetite
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The Company manages interest rate risk exposure through:

•  Asset Liability Matching – The primary management process for 
interest rate risk (including any concentrations) is the extensive asset 
and liability cash flow matching process that takes the expected cash 
flows on the assets backing the liabilities, including property lease cash 
flows, and matches them closely to the liability cash flows. To ensure 
the ongoing effectiveness of the asset liability matching processes, 
the Company has an Asset and Liability Committee which regularly 
reviews the asset liability matching investigations and ensures that the 
Company continues to be well matched. 

•   Investment Guarantee Matching – Liabilities with more specific 
investment guarantee features, including Guaranteed Annuity Options, 
are specifically hedged with appropriate assets, including the use of 
derivatives. The matching position on these options is also assessed 
regularly by the Asset and Liability Committee.  Currently the Company 
has low exposure to Guaranteed Annuity Options.

•  New Business Pricing – Annuity business is regularly re-priced to 
reflect current yields on assets used to back liabilities for new business. 

•  Policies and Standards – Policies and standards set out the 
investment practices to which the Company adheres. Controls are in 
place to ensure that processes and systems are operating as expected. 
Operational limits are used to determine whether to accept risk for 
individual investments and to manage concentration risk.

•  Reinsurance – The Company currently reinsures a significant proportion 
of its annuity business. This has the effect of reducing the exposure to 
the risks associated with annuity business, including interest rate risk. 
The Company regularly monitors and reports on the performance and 
effectiveness of existing reinsurance arrangements.

C.2.2 Property Risk
The Company’s exposure to property risk arises primarily from the potential 
loss of rental income on its long-lease property investments which are held 
to back annuity liabilities. Such loss can arise from rental voids caused 
either by tenant defaults or from tenant leases which have expired and not 
been renewed or replaced. 

Property risk is material for the Company, despite the relatively low 
proportion of property investments used to back annuity liabilities. Exposure 
to property risk has remained fairly stable during 2016.

The Company manages property risk exposure through:

•  Investment Limits – Investment processes ensure the selection of 
assets to maintain a diversification of the portfolio by sector and 
geography, subject to investment limits. To ensure that the portfolio 
continues to be well diversified, adherence to investment limits is 
monitored and reported to the Investment Committees on a regular 
basis.

•  Risk Monitoring and Reporting – A comprehensive range of 
management information is used to effectively monitor and control 
the risks associated with property investment. A report is produced 
regularly and shared with the Company’s Asset and Liability Committee. 
This includes analysis of currently vacant properties, and a schedule of 
properties with leases close to expiry.

•  Risk Oversight – Property risk is overseen by the Credit and Market risk 
team at Canada Life Group, who act on behalf of the company to provide 
oversight, challenge and additional reporting on property risk exposures.

•  Reinsurance – The Company currently reinsures a significant proportion 
of its annuity business. This has the effect of reducing the exposure 
to the risks associated with annuity business, including property risk. 
The Company regularly monitors and reports on the performance and 
effectiveness of existing reinsurance arrangements.

C  Risk Profile 
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C.2.3 Equity Risk
The Company’s exposure to equity risk arises mainly through owning 
subsidiaries, principally the Irish Life group. Any change to the value 
of these holdings will directly impact the value of the subsidiary to the 
Company. 

The Company is also exposed to equity risk through unit-linked investment 
products although the investment risk is borne by the customer as policy 
benefits depend on the value of the underlying investment. 

Equity risk is a material risk for Canada Life Limited and exposure has 
increased over 2016 due to an increase in the value of the Irish Life 
group’s business, as a result of business performance, an injection of 
capital and the depreciation of sterling relative to the euro.

The Company manages equity risk exposure in relation to Irish Life group 
through:

•  Irish Life Group’s Risk Management – Irish Life group has its own risk 
management framework, consistent with that of the Company, which 
comprises the processes that are carried out to identify, manage, 
monitor and report on risks. Irish Life group has its own risk function 
which provides oversight of the risks faced.

•  Risk Reporting – Members of the Irish Life group risk function regularly 
meet with the Company’s risk function to keep up to date on any 
current risk related issues in each business. In addition Irish Life group 
shares its risk reports, including its ORSA, with the Company. This 
ensures that the Company remains up to date and is well aware of risk 
events and exposures. Information is incorporated into the Company’s 
CRO reports which are regularly presented to the Board.

•  Governance – Governance arrangements are in place to ensure that 
the Company is aware of, and accepts, potential developments at Irish 
Life group which could impact the Company.

C.2.4 Currency Risk
Currency risk exposure, similarly to equity risk, is concentrated and arises 
mainly from holding Irish Life group, a euro-denominated subsidiary. If the 
value of Irish Life group reduces due to movements in exchange rates, this 
has an adverse impact on the Company. 

The Company has some additional currency risk through other investments, 
however, such exposure is less material than the currency exposure from 
Irish Life group.

Currency risk is a material risk for the Company and exposure has 
increased during 2016 as a result of an increase in the value of Irish Life 
group’s business.

The Company manages the size of its exposure to currency risk. During 
2016, the Company increased its currency hedging arrangements in order 
to provide further protection against currency exposure. The Company 
regularly reviews the effectiveness of this hedging arrangement.

C.3 Credit risk 
Credit risk is the potential loss of earnings or capital arising from the 
inability or unwillingness of a counterparty to meet its contractual 
obligations to the Company.

The credit risk profile (based on the Standard Formula SCR) shows that the 
Company is exposed to various credit risks as shown below:

 

C  Risk Profile 

Figure 8: Split of Standard Formula SCR by Credit Risks
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Definitions for each of these are provided below: 
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Table 18: Credit Risk Definitions and their Associated Preference Levels

Risk Definition Risk Preference

Fixed Income 
Investment Risk 
(including mortgage 
loans)

There are three risks associated with fixed income investment:

Default risk is the potential loss of earnings or capital arising from a financial loss attributed to the 
default of a borrower. Securities included in this category cover both corporate and government 
debt, in either fixed income or floating note form.

Downgrade risk is the potential loss of earnings or capital arising from a financial loss attributed 
to the downgrade of a borrower’s credit worthiness. Securities included in this category cover both 
corporate and government debt, in either fixed income or floating note form.

Spread risk is the potential loss of earnings or capital arising from a financial loss attributed to 
a change in the  yield premium required by the market for the perceived credit-worthiness of a 
borrower. Securities included in this category cover both corporate and government debt, in either 
fixed income or floating note form.

4. Readily Accept

Reinsurance 
Counterparty Risk

The Company cedes insurance, credit and market risks to reinsurance counterparties, both external 
to and within Great-West Lifeco, in order to mitigate risks. Reinsurance counterparty risk represents 
the potential loss of earnings or capital arising from a reinsurance counterparty failing to maintain 
its contractual obligations in relation to payments under the reinsurance contract.

3. Willing to Accept 
(Reinsurance within 
GWL)

2. Limited Appetite 
(Reinsurance external 
to GWL) 
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C.3.1 Fixed Income Investment Risk
The Company’s exposure to fixed income investment risk primarily arises 
from investment in assets that provide income that is expected to meet 
future annuity payments. A range of investments including corporate 
bonds, government bonds, commercial mortgages and finance leases are 
used to provide this income. Fixed income investment risk exposure also 
arises from the Company’s surplus assets, although these are generally 
invested in government bonds and money market instruments which are 
considered relatively low risk.

Fixed income investment risk is the largest contributor to the Standard 
Formula SCR. Exposure to this risk has remained relatively stable over 
2016.

The Company currently uses the following risk management techniques for 
fixed income investment risk exposure:

•  Credit Reviews – Investments are acquired where, after detailed 
analysis, the returns are considered to be favourable after taking 
account of the underlying risks. Credit ratings are determined by an 
internal credit review carried out by the Investment Division and, when 
available, compared with ratings provided by external credit rating 
agencies to avoid being more favourable. Credit ratings are subject to a 
formal governance process and are reviewed at least annually.

•  Policies and Standards – Policies and standards set out the 
investment practices to which the Company adheres. Controls 
are in place to ensure that processes and systems are operating 
as expected. Operational limits are used to determine whether to 
accept risk for individual investments. Concentrations are managed 
through investment limits, which specify an acceptable range for each 
category allowing the Company to maintain a well-diversified portfolio. 
Concentrations are monitored on a regular basis and reported to the 
Board.

•  Reinsurance – The Company currently reinsures a significant proportion 
of its annuity business. This has the effect of reducing the exposure 
to the risks associated with annuity business, including fixed income 
investment risk. The Company regularly monitors and reports on the 
performance and effectiveness of existing reinsurance arrangements.

•  Use of Solvency II Long Term Guarantee measures – Solvency II 
Long Term Guarantee measures (Matching Adjustment and Volatility 
Adjustment) give insurers credit for holding certain long-term assets 
which match the cash flows of a designated portfolio of liabilities. These 
measures help to reduce the exposure to spread risk and reduce the 
volatility of the Solvency II balance sheet. To ensure the continued 
effectiveness of these measures, the management of the related assets 
and liabilities are monitored on a regular basis.

•  New business pricing – New business is a source of additional credit 
risk as it leads to the purchase of more assets. The annuity business is 
regularly re-priced to reflect current market rates for both interest rates 
and credit spreads.

•  Governance and oversight – The Canada Life Group (U.K.) Limited 
credit and market risk function, which sits within the second line of 
defence, provides oversight and additional risk challenge and reporting 
on behalf of the Company. Credit risk is managed in accordance with 
the overall Company risk framework, with governance of credit risk 
maintained through a committee structure, in particular through the 
investment committees and the Asset and Liability Committee. 

C.3.2 Reinsurance Counterparty Risk
The Company currently uses reinsurance as a risk mitigation technique for 
underwriting, credit and market risks and such arrangements form a core 
part of the Company’s business strategy. The risk is that the reinsurance 
counterparty fails to meet its contractual obligations, leading to an increase 
in risks for the Company, and potential loss of earnings or capital.

Reinsurance counterparty risk contributes a small amount to the 
Standard Formula SCR due to the high credit worthiness of the existing 
counterparties and the existence of collateral arrangements. Exposure has 
increased over 2016 as a result of the implementation of the longevity 
swap in 2016.

The majority of the Company’s reinsurance counterparty risk results from 
reinsurance arrangements with other companies within the Great-West 
Lifeco. The Company also has small reinsurance arrangements with 
companies outside of the Great-West Lifeco. 

C  Risk Profile 
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The Company uses the following risk management techniques for 
reinsurance counterparty risk exposure:

•  Collateral arrangements – The Company uses collateral and deposit 
back arrangements to minimise reinsurance counterparty default risk. 
In the event of default by the counterparty, the Company would have 
recourse to the assets posted as collateral. Limits and restrictions 
are agreed with the counterparty on the assets used in collateral 
arrangements based on quality, type, liquidity and matching.  With 
a deposit back arrangement, assets are in effect given back to the 
Company from the counterparty, reducing the risk of large losses arising 
from counterparty default.

•  Policies and Standards – Policies and standards set out the 
reinsurance practices to which the Company adheres. These include 
verification that the reinsurer has an acceptable credit quality. Controls 
are in place to ensure that processes and systems are operating as 
expected. The Company has limits in place to manage exposure to risks 
from individual counterparties. Counterparty credit ratings are subject 
to regular monitoring to ensure that appropriate action is taken in 
response to any movements in the credit rating.

C.4 Liquidity Risk 
Liquidity risk is the potential loss of earnings or capital arising from a 
company’s inability to generate the necessary funds to meet its obligations 
as they come due. The Company has very little appetite for liquidity 
risk, reflected in a low risk preference (2 – Limited Appetite) in the Risk 
Strategy. 

The Company considers the main sources of liquidity risk to be:

•  Collateral calls – The Company is party to various derivative and 
reinsurance arrangements where the Company may be required to post 
additional collateral e.g. as a result of market movements.

•  Group insurance payments – The Company could have to pay a 
significant amount in benefits through group insurance products if there 
is a significant increase in death or critical illness claims, particularly 
following a catastrophic event such as a terrorist attack or pandemic.

There is no explicit capital requirement for liquidity risk within the Standard 
Formula SCR. However the Company actively manages and monitors its 
liquidity requirements on a regular basis. This includes regular assessments 
of liquidity requirements under normal and adverse conditions.

The Company holds significant amounts of liquid assets to meet liquidity 
calls as they fall due. In 2016, the Company posted liquid assets as 
collateral in relation to currency swaps, following the depreciation of 
sterling relative to the euro. The Company remains well within its liquidity 
risk appetite.

The profit expected from future premiums on existing insurance contracts is 
£17.9m.

The Company currently uses the following risk management techniques for 
liquidity risk exposure:

•  Asset Liability Matching – Matching the timing between incoming 
cash flows from assets and outgoing cash flows due on liabilities is key 
to mitigating liquidity risk. To ensure the ongoing effectiveness of this 
process, the Company has an Asset and Liability Committee that aims 
to ensure that all funds continue to be well matched.

•  Investment Guidelines – The Company has guidelines in place to 
facilitate cash management and ensure that adequate liquid assets 
are held in the various portfolios and that the liquid assets are of good 
quality. 

•  Reinsurance – Reinsurance can indirectly assist the Company in 
reducing its liquidity risk if the obligations for ceded customer payments 
are provided by the reinsurer as they become due. However if a 
reinsurer failed to meet these obligations, this could lead to liquidity 
risk arising in the short term as the Company would then need to meet 
those payment obligations. The existence of collateral arrangements 
helps to reduce this risk.

C  Risk Profile 
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•  Policies and Standards – The Company has a liquidity policy and a 
liquidity standard which sets out high-level processes for managing 
liquidity risk in the short and longer term. To ensure that the policy 
continues to remain effective, the Company’s liquidity position and 
other liquidity-focused management information, are monitored on a 
regular basis by the investment committees and the Asset and Liability 
Committee.

C.5 Operational Risk 
Operational risk arises from potential failures or shortcomings of the 
Company’s processes and systems; such failures or shortcomings may 
be caused by external events or by employees. Exposure to operational 
risk results from either normal day-to-day operations or an unanticipated 
event and can have material financial and/or reputational consequences. 
Operational risk includes risk exposures arising from people, infrastructure, 
process, systems, legal/regulatory, fraud and outsourcing. Operational risk 
also contributes to conduct risk. The Company does not seek to take on 
operational risk as a strategic risk but recognises that it is exposed to it in 
the execution of its business strategy.

The Company has limited appetite for most types of operational risk 
although in some cases, for instance fraud, it has no appetite. 

The capital held against this risk is relatively small, however, this risk is 
material to the Company due to the potential financial and/or reputational 
consequences. 

The Company maintains a comprehensive register of operational risks. The 
following are the most material and the management of these risks is a 
particular focus for senior management and the Board:

•  data security and disruption issues from cyber-attacks and/or threats; 

•  failing to meet regulatory and legal requirements and/or implement 
changes;

•  increase in operational errors or delays in business processes; 

•  loss of business if responses to business disruptions are ineffective;

•  potential operational changes arising from Brexit; and

•  inability to deliver strategy if ineffective in responding to a changing 
external environment.

The Company uses the following risk management techniques for 
operational risk exposure:

•  Operational Risk Assessments – These are conducted within each 
business line and aim to identify all material operational risk scenarios 
that, if they were to crystallise, would lead to a reduction in the level 
of capital resources or adversely impact the operations or reputation of 
the Company. Action plans to address unacceptable levels of risk and/
or the remediation of control weaknesses are put in place and managed 
through to resolution. 

•  Risk Function Oversight – Targeted risk function oversight of key 
business initiatives, including projects and material transactions. 

•  Operational Key Risk Indicators – The Company has identified a 
number of operational measures which are potential drivers of key 
operational risks. Monitoring these measures provides indicators of 
potential heightened risk exposures.  These indicators are assessed and 
reported to the senior management team and Board Risk Committee 
on a regular basis. The suite of Key Risk Indicators is also reviewed 
on a regular basis to ensure that it continues to remain effective for 
managing operational risks.

C  Risk Profile 
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•  Policies and Standards – Policies establish the roles and 
responsibilities with respect to management and oversight of 
operational risk. Key processes and supporting controls are identified 
in relation to requirements set out in the Company’s policies 
and standards, to ensure effective application of operational risk 
management. 

Material information from these assessments is presented for review by 
senior management and the Board on a regular basis. 

C.6 Other material risks
The only other material risk that has not been captured within this report is 
conduct risk.

C.6.1 Conduct Risk
Conduct risk is the risk of unfair outcomes for customers, from inadequate 
or failed processes or inappropriate behaviours, offerings or interactions 
by the Company, resulting in financial loss due to the cost of customer 
remediation, damage to reputation and/or regulatory fines. 

The Company has limited appetite for conduct risk exposures.
 
The Company’s main sources of conduct risk are as follows:

•  Inadequate understanding of complex products – This includes the 
possibility of the benefit conferred by a product being disproportionate 
to the cost for customers.

•  Inadequate operational controls and/or failure to respond promptly 
to material operational problems – This the risk that the Company 
does not set up records or does not manage ongoing services (including 
claims payments) or manage investments appropriately, or does not 
manage personal data securely, or fails to maintain payment and other 
administration systems, causing detriment to customers and other 
beneficiaries.

•  Legacy products are neglected – This is the risk that the Company, 
independent financial advisers and/or customers are not sufficiently 
aware of the features of products or funds sold in the past, do not 
understand how environmental changes have affected products or 
funds and customers fail to take appropriate actions at the right times, 
so that customer needs are not met in the way that was intended at 
the time of original purchase.

•  Weak financial crime controls undermine trust – This is the risk that 
incorrect handling and inadequate checking leads to money laundering, 
fraudulent claims or other payments to third parties, or identity theft, 
causing potential detriment to customers and breaching relevant 
legislation/regulation.

The Company does not seek to take on conduct risk as a strategic risk, but 
is inevitably exposed to it both as a result of having written business and in 
the execution of its business strategy. It is difficult to mitigate fully against 
conduct risk. Instead the Company seeks to control the risk through close 
monitoring and, where necessary, interventions.

The Company currently uses the following risk management techniques for 
conduct risk exposure: 

•  Conduct Risk Framework – Conduct risk is subject to the requirements 
of the Company’s ERM Framework in terms of the Identification, 
Measurement, Management, Monitoring and Reporting of the risks. 

•  Conduct Risk Appetite, Policy and Standard – As part of the 
framework a Conduct Risk Appetite and supporting Conduct Risk Policy 
and Standard are in place.

•  E-Learning – A conduct risk E-Learning module which aims to help staff 
to identify, understand and manage what is meant by conduct risk, and 
explains the importance of delivering better customer outcomes.

•  Conduct Risk Indicators – A suite of conduct related Key Risk 
Indicators assists with the identification and monitoring of potential 
conduct risks across the business.

C  Risk Profile 
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D.1 Assets

D.1.1 Solvency II Balance Sheet Asset Values
The asset value for each material class of asset on the Company’s 
Solvency II balance sheet as at 31 December 2016 is as follows:

D.1.2 Methods, Bases and Assumptions for Solvency II Balance 
Sheet Valuation
Under Solvency II, firms adopt a risk based approach to the valuation of all 
items reported in their Solvency II balance sheets. This generally means 
that assets are valued at an amount that would be paid under fair market 
conditions. 

The Company generally holds investment assets to either produce income 
or for capital growth. Their economic value can be affected by the tax on 
any increase or decrease in their value during the period they are held by 
the Company. Amounts on account of such tax are accrued for either as 
current or deferred tax liabilities and settled with the UK tax authorities 
when due (see Section D.1.2.3 for comment on unit-linked and index-
linked funds, including tax considerations).

D.1.2.1 Fixed Income Securities

Fixed income securities include:

• government bonds;

• corporate bonds;

• structured notes; and

• collateralised securities. 

These investments are initially recognised by the Company on the date the 
trade is placed at the amount paid. Subsequently, they are held at their fair 
value. Fair value is determined by reference to quoted market bid prices 
primarily provided by a third party independent pricing source.

Where prices are not quoted in a normally active market, fair values are 
determined using valuation models. These valuation models discount the 
expected future cash flows using discount rates derived by comparing 
investment returns to movements in the market rates for comparable 
investments. 

D  Valuation for Solvency Purposes

31 December 2016
Asset Class

Document 
Reference

(£m) 
Asset Value

Fixed Income Securities D.1.2.1 15,611.5

Reinsurance Recoverable Asset D.1.2.2 5,028.5

Assets held for Unit-linked and 
Index-linked Funds

D.1.2.3 4,163.1

Other Loans and Mortgages D.1.2.4 2,516.3

Participations D.1.2.5 1,770.9

Property D.1.2.6 1,624.8

Collective Investment Undertakings D.1.2.7 267.5

Deposits other than Cash Equivalents D.1.2.8 163.1

Other Investments D.1.2.9 79.7

Cash and Cash Equivalents D.1.2.10 57.2

Derivatives D.1.2.11 51.6

Insurance and Intermediaries Receivable D.1.2.12 45.0

Listed Equities D.1.2.13 41.6

Trade Receivables D.1.2.14 25.6

Other Assets D.1.2.15 21.1

Reinsurance Receivables D.1.2.16 6.2

Total assets 31,473.7

Table 19: Solvency II Asset Valuation
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D.1.2.2 Reinsurance Recoverable Asset
Amounts expected to be recovered from reinsurers are valued using 
valuation models. These valuation models calculate the present value of 
future policy payments using appropriate assumptions consistent with 
the relevant reinsurance treaty and calculation of technical provisions. 
A reduction to the value is applied to account for the possibility of each 
reinsurer defaulting under best estimate conditions based on their current 
credit rating.

The reinsurance recoverable assets for each business line are:

As at 31 December 2016, the Company does not expect any recoveries 
from special purpose vehicles as the Company does not make use of 
special purpose vehicles, see Section D.2.5.

D.1.2.3 Assets Held for Unit-linked and Index-linked Funds
A unit-linked fund is an investment product that pools the premiums 
from many investors. Premiums are used to buy units in the fund. Fund 
managers invest premiums in a range of assets in line with the fund’s 
objectives and mandate.

Funds can be internal or external. Internal funds are managed by the 
Company. The customer selects which fund to invest their premiums in and 
then the Company’s fund managers invest those premiums. The Company 
also offers customers access to external funds. These funds operate in a 
similar manner to an internal fund but are managed by a chosen range of 
fund management companies. Premiums invested in external funds and 
their administration remains the responsibility of the Company.

The Company values assets in internal funds such as shares and bonds 
on a daily basis (not on weekends or Bank Holidays) using current publicly 
quoted market prices. For external funds, the Company receives daily 
valuations provided by the external fund managers. Assets that do not have 
a day to day market price, such as commercial property, are valued at 
regular intervals by suitably qualified independent professionals.

The main components of a fund’s Net Asset Value calculation are:

• fair value of the assets;

• dealing costs or trading fees associated with buying and selling assets;

• cash and cash equivalents;

•  provisions for tax on investment income and capital gains on realised 
and unrealised gains; and

• ongoing fund charges.

D  Valuation for Solvency Purposes

31 December 2016
Business Line

(£m) 
Asset Value

Annuities 4,894.5

Group Health 86.3

Group Life 38.6

Individual Health 5.2

Individual Life 3.9

Unit-linked 0.0

With-profits 0.0

Total 5,028.5

Table 20: Reinsurance recoverable assets for each business line
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D.1.2.5 Participations
Participations are holdings of 20% or more of the voting rights or capital 
in other companies, whether invested directly or indirectly. Participations 
are valued on a fair value basis, determined as the percentage of the 
participation’s Net Asset Value on a Solvency II basis. The Company’s 
largest participation is a 100% holding in the Irish Life Group Limited.

D.1.2.6 Property
Property assets are valued at fair value and are determined at least 
annually by external surveyors. In the period between valuations, the 
Company may include adjustments for material changes in property cash 
flows, capital expenditures or general market conditions. 

The determination of the fair value of investment properties requires the 
use of estimates, which may affect future cash flows. These estimates may 
impact:

• future leasing assumptions;

• rental rates;

• capital and operating expenditures;

• discount; and

•  reversionary and overall capitalisation rates applicable to the asset 
based on current market conditions. 

D.1.2.7 Collective Investment Undertakings
Collective investment undertakings invest capital raised from unit-holders 
(investors in the fund) in transferable or liquid securities so that any 
associated investment risk is spread amongst the unit holders. These 
undertakings include Open-Ended Investment Companies and investment 
trusts and are generally traded as securities on active investment 
exchanges. Asset fair values are generally determined by the last price of 
the security on the exchange it is principally traded. Collective investment 
undertakings which are not traded on an active investment exchange are 
valued at the most recent price published by the fund manager.

D  Valuation for Solvency Purposes

The unit-linked funds invest in a number of investment assets, including:

• listed equities;

• fixed income securities:

 –  government bonds; and

 –  corporate bonds; and

• commercial property.

Funds can also invest, where permitted by their investment mandate, in:

• derivatives; 

• foreign currency;

• commercial mortgages; 

• Exchange-Traded Funds; and

•  Collective Investment Schemes such as a unit trust, investment trust or 
Open-Ended Investment Company.

Commercial property held in unit-linked funds are revalued monthly. 
They are also assessed externally at least quarterly by an independent 
professional valuer.

D.1.2.4 Other Loans and Mortgages
Commercial mortgages are initially recognised by the Company on the 
date the loan is paid to the borrower. Subsequently, they are valued using 
valuation models based on discounting expected future cash flows to 
determine a present value. Valuation inputs typically include market returns 
and risk-adjusted spreads based on current lending and market activity. 

In cases where the Company does not expect to receive all contractual 
cash flows the mortgage is valued at its net realisable value i.e. the 
estimated selling price less the estimated selling expenses and deductions.    

The Company has a series of interest bearing promissory notes totalling 
£116.8m as at 31 December 2016. The notes are with The Canada Life 
Assurance Company.
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D.1.2.8 Deposits other than Cash Equivalents
Deposits other than cash equivalents comprise:

•  short-term bonds, i.e. bonds that have an original term to maturity of 
less than 3 months from issue;

•  money market funds (mutual funds which invest in bank deposits and 
short term debt instruments); and

•  other short-term investments held to meet short-term cash 
requirements. 

Fair value is determined with reference to quoted market prices. Third party 
organisations are the primary source of these prices.

D.1.2.9 Other Investments
The assets reported as other investments are finance leases, i.e. leases 
which transfer, to the leaseholder, substantially all the risks and rewards 
related to ownership of the leased asset. The fair value of a finance lease 
is the present value of all of its future cash flows using an appropriate 
discount rate based on market data.

D.1.2.10 Cash and Cash Equivalents
Cash and cash equivalents are carried at face value.

D.1.2.11 Derivatives
The fair market value of derivative contracts are obtained from the 
respective counterparties and the prices are validated against an 
independent over-the-counter derivative pricing data specialist. The 
following derivative contracts are in place:

•  Interest rate swap contract

•  Foreign currency swap contracts

•  FX forward contracts

•  Swaption contracts

To mitigate the credit risk of exposure to counterparties, all over-the-
counter contracts are fully collateralised.

The Company only enters into derivative transactions for risk mitigation 
purposes.

D.1.2.12 Insurance and Intermediaries Receivable
Insurance and intermediaries receivable are policyholder payments due at 
the reporting date. These payments are valued at the future cash amount 
expected to be received.

D.1.2.13 Listed Equities
Listed equities include:

• ordinary shares;

• preference shares; and

•  Exchange Traded Funds that are listed on a recognised investment 
exchange. 

Fair values are determined by the closing price from the exchange where 
the equity is principally traded. 

D.1.2.14 Trade Receivables
Trade receivables represent payments due from trade debtors due as at 
the reporting date. These payments are valued at the future cash amount 
expected to be received.

D.1.2.15 Other Assets
Other assets are valued at the future cash amount expected to be 
received.

D.1.2.16 Reinsurance Receivables
Reinsurance receivables represent payments due from reinsurers as at 
the reporting date. These payments are valued at the future cash amount 
expected to be received.

D  Valuation for Solvency Purposes



Canada Life Limited – Solvency and Financial Condition Report 2016  49

D.1.3  Asset Valuations – Solvency II and UK GAAP
Significant differences in the asset values for material asset classes 
recorded on the Solvency II balance sheet and on the UK GAAP balance 
sheet as at 31 December 2016 are shown in Table 21 below: 

Table 21 highlights revaluation differences only. It excludes the effect of 
reclassification.

D.1.3.1  Participations
Under Solvency II, the participation amount is determined as 
the subsidiaries’ Net Asset Value as calculated under Solvency 
II rules. Under UK GAAP, the equivalent value is the original 
purchase price less any subsequent impairment charges.

D.1.3.2  Other Loans and Mortgages
Commercial mortgages are valued using  the effective interest
method (amortised cost) for UK GAAP and fair value for 
Solvency II.

D.1.3.3  Reinsurance Recoverable Asset
The reinsurance recoverable asset is valued using assumptions 
and methodologies consistent with the underlying liability 
valuation bases. The two underlying bases are Solvency II and 
UK GAAP. As a result the values of the reinsurance asset differ 
between the two bases.

D.1.3.4 Deferred Acquisition Costs
Under UK GAAP, certain costs incurred as part of writing new 
policies are deferred to future periods. Under Solvency II these 
costs are expensed immediately.

D  Valuation for Solvency Purposes

31 December 2016 
(£m)

Solvency II 
Asset 
Value

UK GAAP 
Asset Class

Difference

Asset class

Participations 1,770.9 1,453.3 317.6

Other loans & mortgages 2,516.3 2,238.5 277.8

Reinsurance recoverable asset 5,028.5 4,958.1 70.4

Deferred acquisition costs             -   80.0 (80.0)

Assets without significant  
valuation differences

22,158.0 22,134.7 23.3

Total Assets 31,473.7 30,864.6 609.1

Table 21: Significant Valuation Differences in Material Asset Classes 
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D.2 Technical provisions 
Technical provisions under Solvency II are generally calculated as the sum 
of a best estimate liability plus a risk margin, although for some lines of 
business the technical provisions are calculated as a whole. 

Best estimate liabilities are calculated on a policy-by-policy basis using 
the values of future expected cash flows, allowing for premiums, claims, 
expenses, lapses and tax. Best estimate liabilities are calculated without 
allowing for reinsurance. 

The risk margin is calculated based on the methodology and assumptions 
largely prescribed in the Solvency II rules. This methodology requires a 
calculation of the cost of continuing to hold solvency capital requirements 
over the remaining life of the policies. The solvency capital requirement 
for calculating the risk margin is not the same as the solvency capital 
requirement for the Company, as the risk margin basis assumes that 
certain risks can be hedged.

The following table shows the technical provisions by line of business as at 
31 December 2016:

The main assumptions used in calculating the technical provisions are 
determined as follows:

•  Interest rates for discounting the projected cash flows are determined 
using risk-free interest rates published by the European Insurance and 
Occupational Pension Authority. In addition, the Company uses the 
volatility and matching adjustments to the risk-free interest rates as set 
out in Sections D.2.3 and D.2.4 below. 

•  Inflation rates are based on implied Retail Price Index inflation rates 
provided by the Bank of England.

•  Expenses consist of administration, claims management/handling, 
investment and overhead expenses. The Company performs regular 
expense analyses in order to allocate the expenses between ongoing 
administration and investment expenses and expenses at the start  
of a policy. 

•  Life expectancy assumptions and other claim assumptions are 
reviewed annually against the Company’s latest experience and known 
industry trends. 

•  Lapse assumptions are set with reference to recent experience and 
expected trends. Lapse assumptions vary by type of business and how 
long the policy has been in force. 

The Company also uses the Transitional Measure on Technical Provisions 
which is described in Section D.2.2.

D.2.1 Technical Provisions: Level of Uncertainty in Valuation
Uncertainty in the valuation of technical provisions arises principally 
because future experience will differ from the assumptions underlying 
the best estimate liabilities. The Company monitors how well actual 
experience compares to expected experience and adjusts the best estimate 
assumptions as appropriate. 

Sensitivities of the Company’s solvency position to key assumptions are 
shown in Section C of this document.

D  Valuation for Solvency Purposes

31 December 2016 
(£m)
Business Line

 
Best Estimate 

Liability

 
Risk  

Margin

 
Technical 
Provision

Annuities 15,966.2 729.8 16,696.0

Unit-Linked 4,170.5 42.2 4,212.7

Group Health 676.9 67.0 743.9 

Group Life 80.1 18.1 98.2 

With-profit Funds 224.2 - 224.2

Individual Life 67.0 11.5 78.5 

Individual Health 29.6 2.1 31.7 

Total 21,214.4 870.8 22,085.2 

Table 22: Technical Provisions by Line of Business
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D.2.2 Transitional Measure on Technical Provisions   
The Company has received approval from the PRA to use the Transitional 
Measure on Technical Provisions (TMTP).

The following table shows the Company pro-forma Solvency II balance 
sheet with and without TMTP:

The TMTP is required to be run off over a maximum 16 year period. The 
Company runs the TMTP off annually on 1 January each year, in line 
with the Solvency II regulations. At 31 December 2016, the TMTP was 
£1,892m, which reduces to £1,774m on 1 January 2017.

D.2.3 Volatility Adjustment
The Company has received approval from the PRA to apply a “Volatility 
Adjustment” in respect of certain lines of business, primarily annuities in 
payment not included in the Matching Adjustment fund (see Section D.2.4) 
income protection claims in payment, individual life business and group 
insurance business. The level of Volatility Adjustment is determined by the 
European Insurance and Occupational Pensions Authority.

The following table shows the Company pro-forma Solvency II balance 
sheet with and without Volatility Adjustment.

D.2.4 Matching Adjustment
The Company has received approval from the PRA to apply a Matching 
Adjustment in respect of certain lines of business, primarily annuities 
in payment. This enables the Company to determine its technical 
provisions for this business using expected yields on the assets held 
to support the business, adjusted appropriately for risk, in place of the 
risk-free rate determined by the European Insurance and Occupational 
Pensions Authority. There are strict conditions which apply to both the 
assets and liabilities within any matching adjustment fund. These include 
demonstrating that the expected cash flows from the assets closely match 
the expected payments to policyholders. Assets included in the matching 
adjustment fund are mainly corporate bonds, government securities, 
commercial mortgages, finance leases and cash.

D  Valuation for Solvency Purposes

31 December 2016 
(£m)
Pro-forma Balance Sheet As published

Without 
TMTP Difference

Technical Provisions 22,085.2 23,977.4 1,892.2  

Basic own funds/ Eligible 
own funds to meet SCR

3,970.9 2,287.5 (1,683.4) 

SCR 2,387.6 2,596.4 208.8  

Eligible own funds to  
meet MCR

3,713.6 2,040.6 (1,673.0) 

MCR 596.9 649.1 52.2  

Table 23: Solvency II Balance Sheet without TMTP

31 December 2016 
(£m)
Pro-forma Balance Sheet As published

Without 
Volatility 

Adjustment Difference

Technical Provisions 22,085.2 22,521.6 436.4

Basic own funds/ Eligible 
own funds to meet SCR

3,970.9 3,715.8 (255.1)

SCR 2,387.6 2,465.4 77.8

Eligible own funds to  
meet MCR

3,713.6 3,462.4 (251.2)

MCR 596.9 616.3 19.4

Table 24: Solvency II Balance Sheet Without Volatility Adjustment
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D.3 Other Liabilities 
The Other Liabilities included in the Solvency II balance sheet are:

 

D.3.1 Deposits from reinsurers
The Company has entered into a number of reinsurance contracts in which 
reinsurance companies have deposited assets, e.g. property, fixed interest 
securities and cash, with the Company. The assets are held as collateral 
against the amount due from the reinsurance companies for reinsurance 
recoverable.

The table below shows the Company pro-forma Solvency II balance sheet 
with and without Matching Adjustment.

D.2.5 Recoverables from Reinsurance and Special Purpose 
Vehicles
Recoverables from reinsurance arrangements are set out in Sections 
D.1.2.2 and D.3.1. The Company does not make use of special purpose 
vehicles.

D.2.6 Simplifications in Calculating Technical Provisions
The Company does not use any significant simplifications in calculating 
technical provisions or risk margins.

D  Valuation for Solvency Purposes

31 December 2016 
(£m)
Pro-forma Balance Sheet As published

Without 
Matching 

Adjustment Difference

Technical Provisions 22,085.2 22,857.2 772.0  

Basic own funds/ Eligible 
own funds to meet SCR 

3,970.9 3,355.1 (615.8) 

SCR 2,387.6 2,760.2 372.6  

Eligible own funds to meet 
MCR

3,713.6 3,116.4 (597.2) 

MCR 596.9 690.0 93.2  

Table 25: Solvency II Balance Sheet without Matching Adjustment

31 December 2016 
(£m)
Liability class

Document 
Reference

Solvency II 
Value

Deposits from reinsurers D.3.1 4,874.7 

Deferred tax liabilities D.3.2 127.5 

Derivatives D.3.3 133.6 

Insurance & intermediaries payables D.3.4 88.7

Payables 
(trade, not insurance) 

D.3.5 114.1

Subordinated liabilities D.3.6 376.8

Reinsurance payables D.3.7 28.6

Other liabilities D.3.8 50.3

Total Other Liabilities 5,794.3

Table 26: Solvency II Other Liabilities
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D.3.7 Reinsurance Payable
Reinsurance payables represent payments due to reinsurers as at the 
reporting date. Such payments are valued at the future cash amount the 
Company expects to pay.

D.3.8 Any other Liabilities, not elsewhere shown 
Other material liabilities include tenant deposits and intercompany 
balances. Other liabilities are undiscounted and valued at the amount 
expected to be paid in the future.
 
D.3.9 Liability Valuations – Solvency II and UK GAAP
Significant differences in the liability values recorded on the Solvency II 
balance sheet and the UK GAAP balance sheet as at 31 December 2016 
are shown in Table 27 below. 

D.3.2 Deferred Tax Liabilities
Deferred tax is recognised when transactions or events have occurred at 
the balance sheet date which will result in either more or less tax being 
payable than is due on the current year’s tax return. A deferred tax liability 
arises when the tax which is calculated on an asset value at balance sheet 
date does not have to be paid in the current tax period but may be payable 
sometime in the future, e.g. when the asset is sold. 
 
The tax rate used in the calculation of the deferred tax balance is the rate 
that is expected to be in force at the time the tax becomes payable.

D.3.3 Derivatives
See Section D.1.2.11 for recognition and valuation basis applied to 
derivative contracts. 

D.3.4 Insurance & Intermediaries payable
Insurance and intermediaries payable includes outstanding claims 
not yet paid to policyholders, premiums which have been received 
from policyholders in advance and outstanding commissions due to 
intermediaries. 

D.3.5 Payables (trade, not insurance)
Trade payables are payments billed by suppliers for goods and services but 
not yet paid by the Company at the reporting date. These payments are 
valued at the future cash amount expected to be paid.

D.3.6 Subordinated Liabilities
Subordinated liabilities represent borrowings from other Great-West Lifeco 
companies, and are detailed further in Section E.1.5. In the event of the 
Company going into liquidation, this debt would only be repaid after other 
creditors had been paid. Valuations are based on discounting expected 
future cash flows, i.e. the present value of any cash which will be paid out 
in the future. The discount rate is based on observable market rates for 
comparable levels of credit risk.

D  Valuation for Solvency Purposes

31 December 2016 
(£m)
Liability class

Solvency 
II Liability 

Value

UK GAAP 
Liability 

Value Difference

Technical provisions  22,085.2  22,327.7 (242.5)

Deposits from reinsurers    4,874.7    4,840.5       34.2 

Deferred tax liabilities       127.5         47.1 80.4

Derivatives       133.6       133.8 (0.2)

Subordinated liabilities       376.8       330.0 46.8

Deferred income reserve             -           92.4 (92.4)

All other liabilities       281.7       302.8 (21.1)

Total Liabilities  27,879.5 28,074.3  (194.8)         

Table 27: Solvency II to UK GAAP Valuation differences
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D.3.9.1  Valuation Differences

D.3.9.1.1 Technical provisions
The technical provisions are valued using assumptions and methodologies 
consistent with Solvency II and UK GAAP.

D.3.9.1.2 Deferred tax liabilities
The difference in deferred tax reflects the difference in the timing of 
recognition of earnings between Solvency II and UK GAAP. 

D.3.9.1.3  Deferred income reserve
Under UK GAAP, certain fees earned are deferred to future periods. Under 
Solvency II this income is recognised immediately.

D.3.9.1.4  Subordinated Liabilities
Subordinated liabilities are valued using:
• the effective interest method (amortised cost) for UK GAAP; and 
• fair value for Solvency II.

D.4  Alternative methods for valuation 
The Company uses the valuation approaches described in Sections D.1 
and D.2 and does not use any alternative methods for valuation.

D.5  Any other information 
There is no further material information to report in relation to the valuation 
of assets and liabilities under Solvency II.

D  Valuation for Solvency Purposes
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E.1  Own funds 
The Company’s own funds are the excess of the value of the Company’s 
assets over the value of its liabilities. 

The Company manages its own funds so that its solvency position stays 
within a targeted range which is specified in the Capital Management 
Operating Policy. The range is determined to ensure sufficient coverage 
above the SCR to enable the Company to meet its financial liabilities.

The Company’s Capital Management Operating Policy is supported by 
its capital management plan. The capital management plan is produced 
annually and forecasts the Company’s solvency position. This plan 
also includes any additional capital requirements or dividend payments 
expected to be made in the three year forecast.

E.1.1 Own Funds
Own funds are divided into two categories: basic own funds and ancillary 
own funds. 

Basic own funds are assets held on the balance sheet. They are divided 
into three tiers based on their permanence and ability to absorb losses, 
with tier 1 being the highest quality.

Ancillary own funds are resources which can be called up by the Company 
under certain circumstances, e.g. letters of credit or guarantees, and such 
resources are subject to regulatory approval. The Company had no ancillary 
own funds as at 31 December 2016. 

Under the regulations, some own fund items are restricted and are not 
permitted to cover all capital requirements (SCR). The Company had no 
restricted own funds at 31 December 2016. 

As at 31 December 2016, the Company’s own funds consisted of:

The Company’s reconciliation reserve accounts for approximately half of 
the total own funds. It equals the excess of assets over liabilities from the 
Solvency II Balance Sheet, reduced for the following; issued share capital, 
share premium account and initial own funds.

E.1.2 With-Profit Funds
The Company has two with-profit funds. Any surplus in these funds does 
not contribute to the Company’s own funds because it will eventually be 
distributed to policyholders.  

E  Capital Management

31 December 2016 
Description

£m

Tier 1 - unrestricted

    Issued share capital 342.2

    Share premium account 811.8

    Initial funds 397.4

    Reconciliation reserve 2,042.8

Tier 2

    Subordinated liabilities 376.8

Tier 3

    Tier 3 assets 0.0

Total Own Funds 3,970.9

Table 28: Own funds as at 31 December 2016 
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E.1.3 Own Funds to Meet Solvency Capital Requirement
The own funds eligible to meet the Solvency Capital Requirement at  
31 December 2016 are:

E.1.4 Own Funds to meet Minimum Capital Requirement
The own funds eligible to meet the Minimum Capital Requirement at  
31 December 2016 are:

E  Capital Management 

31 December 2016 
Description £m

Tier 1 - unrestricted 3,594.1

Tier 2 376.8

Eligible own funds to meet SCR 3,970.9

Solvency Capital Requirement 2,387.6

Solvency Capital Ratio 166%

31 December 2016 
Description £m

Tier 1 - unrestricted 3,594.2

Tier 2 119.4

Eligible own funds to meet MCR 3,713.6

Minimum Capital Requirement 596.9

Minimum Capital Ratio 622%

Table 29: Own funds and Solvency Capital Requirement Table 30: Own funds and Minimum Capital Requirement
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E.1.5 Subordinated liabilities
The Company has six subordinated loans from other Great-West Life group companies. Four of the loans are admissible as own funds under Solvency II 
transitional regulations. The remaining two loans are admissible under Solvency II regulations, without reliance on transitional regulations. 

The details of the six loans, all of which are classified as tier 2 own funds are:

None of the above subordinated liabilities has either future call dates or incentives to redeem.

E  Capital Management 

Table 30: Subordinated loans

31 December 2016 
Description

Nominal Amount 
(£m)

Coupon rate Maturity date Lender (£m)
Value

Admissible under transitional Regulations

Dated 2005 intra-group subordinated loan 65 LIBOR +1.05% Jun-35 CL Luxembourg Capital 
Management S.á.R.L 

53

Dated 2005 intra-group subordinated loan 25 LIBOR +1.05% Jun-35 CL Luxembourg Capital 
Management S.á.R.L 

21

Dated 2006 intra-group subordinated loan 50 5.90% May-36 CL Luxembourg Capital 
Management S.á.R.L

64

Undated 2006 intra-group subordinated loan 80 5.90% None Canada Life Finance  
(U.K.) Limited

113

Admissible under Solvency II 
regulations 

Dated 2016 intra-group subordinated loan 70 LIBOR +4.2% Sep-32 CL Luxembourg Capital 
Management S.á.R.L

78

Undated 2016 intra-group subordinated loan 40 LIBOR +4.2% None Canada Life Finance  
(U.K.) Limited

48

Total 330   377

Table 31: Subordinated loans
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E.2 Solvency Capital Requirement and  
Minimum Capital Requirement 
 
The amounts of the Company’s SCR and MCR, together with the coverage 
of each by Own Funds items, are shown in Sections E.1.3 and E.1.4 
above, and are:

The Company uses the standard formula to calculate its SCR. The 
breakdown by risk modules at 31 December 2016 is as follows:

 

No simplified calculations were used for any of the risk modules  
or sub-modules.

The inputs to the MCR calculation are shown in the table below: 

E.3 Use of the duration-based equity risk sub-module in the 
calculation of the Solvency Capital Requirement 
The Company does not use the duration-based equity risk sub-module. 

E.4 Differences between the standard formula and any  
internal model used 
During 2016 the Company used the standard formula only.

E.5 Non-compliance with the Minimum Capital Requirement and 
non-compliance with the Solvency Capital Requirement 
We are required to disclose whether there have been any significant 
non-compliance with the Solvency Capital Requirement and any non-
compliance with the Minimum Capital Requirement.

We can confirm that there have been no such occurrences.

E.6 Any other information
There is no further material information to report in relation to capital 
management.

E  Capital Management 

31 December 2016 
Description £m

Solvency Capital Requirement 2,387.6

Minimum Capital Requirement 596.9

31 December 2016 
Risk £m

Market risk 2,111.5

Counterparty default risk 40.0

Life underwriting risk 747.1

Health underwriting risk 162.2

Diversification benefits (585.8)

Basic Solvency Capital Requirement 2,475.0

Operational Risk 90.0

Loss-absorbing capacity of deferred taxes (208.8)

Adjustment due to ring fenced funds 49.0 

Loss absorbing capacity of technical provisions (17.6)

Net Solvency Capital Requirement 2,387.6

31 December 2016
MCR Inputs £m

Linear MCR                 437.9

SCR              2,387.6 

MCR cap              1,074.4 

MCR floor                 596.9 

Combined MCR                 596.9 

Absolute floor of the MCR                     3.2 

Minimum Capital Requirement 596.9

Table 32: Capital Requirements

Table 33: Standard Formula SCR breakdown by risk modules

Table 34: MCR calculation inputs
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List of Undertakings

F  Appendix

Name Country of 
incorporation

Principal  
activity

Holding and  
voting rights 

Albany Life Assurance Company Limited United Kingdom Dormant 100%

Ballsbridge Property Investments Limited Ireland Management services 100%

Canada Life (Ireland) Limited Ireland Dormant 100%

Canada Life (UK) Limited United Kingdom Holding company 100%

Canada Life Fund Managers (UK) Limited United Kingdom Fund management 100%

Canada Life Group Services (UK) Limited United Kingdom Ancillary services 100%

Canada Life Holdings (UK) Limited United Kingdom Dormant 100%

Canada Life Ireland Holdings Limited   Ireland Ancillary services 100%

Canada Life Irish Operations Limited  United Kingdom Dormant 100%

Canada Life Management (UK) Limited United Kingdom Dormant 100%

Canada Life Services (UK) Limited United Kingdom Dormant 100%

Cathair Cé Limited Ireland Management Services 100%

Chesterhill Investments Limited Isle of Man Property Management 100%

Cornmarket Group Financial Services Limited Ireland Insurance brokerage holding 
company

100%

Cornmarket Insurance Brokers Limited Ireland Insurance brokerage 100%

Cornmarket Insurance Services Limited United Kingdom Insurance brokerage 100%

Cornmarket Retail Trading Limited Ireland Insurance brokerage 100%

GD (2,3 & 4) Basement Company Limited Ireland Property Management 100%

Glohealth Financial Services Limited Ireland Health Insurance agency Services 100%

Gregan Mcguiness (Life and Pensions) Limited Ireland Dormant 100%
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List of Undertakings Continued

F  Appendix

Name Country of 
incorporation

Principal activity Holding and  
voting rights 

Ilona Financial Group Inc. USA Management Services 100%

Irish Life Associate Holdings Unlimited Company Ireland Investment holding company 100%

Irish Life Assurance Public Limited Company Ireland Life assurance 100%

Irish Life Financial Services Limited Ireland Insurance intermediary, investment 
business, mortgage intermediary, 
life assurance service provider

100%

Irish Life Group Limited Ireland Holding company 100%

Irish Life Group Services Limited Ireland Administrative service provider 100%

Irish Life Health Designated Activity Company Ireland Health Insurance 100%

Irish Life Irish Holdings Unlimited Company Ireland Holding company 100%

Irish Life Trustee Services Limited Ireland Management Services 100%

Irish Life Unit Fund Managers Limited Ireland Management services 100%

Irish Progressive Services International Limited Ireland Life assurance service provider 100%

Office Park De Mont-St-Guibert A SA Belgium Property Management 100%

Office Park De Mont-St-Guibert B SA Belgium Property Management 100%

Office Park De Mont-St-Guibert C SA Belgium Property Management 100%

Penpro Limited Ireland Dormant 100%

Savings and Investments Limited Ireland Dormant 100%

Stephen Court Limited Ireland Property Management 100%

Synergy Sunrise (Wellington Row) Limited United Kingdom Property Management 100%

Tredwell Associates imited Ireland Property Management 100%

Vestone Limited Ireland Insurance brokerage holding 
company

100%
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List of Undertakings Continued

F  Appendix

Name Country of 
incorporation

Principal activity Holding and  
voting rights 

Affinity First Limited United Kingdom Management Services 49%

Allianz Northern Ireland Ltd Ireland Life assurance 30%

Allianz plc Ireland Life assurance 30%

Allianz-Irish Life Holdings plc Ireland Holding Company 30%

Baggot Court Management Limited Ireland Property Management 14%

Choralli Limited Ireland Property Management 20%

City Gate Park Administration Company Limited Ireland Property Management 67%

Dakline Company Limited by Guarantee Ireland Property Management 50%

EIS Financial Services Limited United Kingdom Activities of insurance agents  
and brokers 

25%

ETC Hobley Drive Management Company Limited United Kingdom Property Management 26%

Hollins Clough Management Company Limited United Kingdom Property Management 50%

Padamul Limited Ireland Property Management 6%

Radial Park Management Limited  United Kingdom Dormant 76%

SJRQ Riverside IV Management Limited Ireland Property Management 51%
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G  Annex

General information

Undertaking name Canada Life Limited

Undertaking identification code JD3QAJDNG52JLJXV1L22

Type of code of undertaking LEI
Type of undertaking Life undertakings
Country of authorisation GB
Language of reporting en
Reporting reference date 31 December 2016
Currency used for reporting GBP
Accounting standards The undertaking is using local GAAP (other than IFRS)
Method of Calculation of the SCR Standard formula
Matching adjustment Use of matching adjustment
Volatility adjustment Use of volatility adjustment
Transitional measure on the risk-free interest rate No use of transitional measure on the risk-free interest rate
Transitional measure on technical provisions Use of transitional measure on technical provisions

List of reported templates
S.02.01.02 - Balance sheet

S.05.01.02 - Premiums, claims and expenses by line of business

S.05.02.01 - Premiums, claims and expenses by country

S.12.01.02 - Life and Health SLT Technical Provisions

S.22.01.21 - Impact of long term guarantees measures and transitionals 

S.23.01.01 - Own Funds

S.25.01.21 - Solvency Capital Requirement - for undertakings on Standard Formula

S.28.01.01 - Minimum Capital Requirement - Only life or only non-life insurance or reinsurance activity 
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S.05.01.02

Life

Health 
insurance 

Insurance with 
profit 

participation

Index-linked 
and unit-linked 

insurance

Other life 
insurance

Annuities 
stemming from 

non-life insurance 
contracts and 

relating to health 
insurance 
obligations

Annuities 
stemming from 

non-life insurance 
contracts and 

relating to 
insurance 

obligations other 
than health 
insurance 
obligations

Health 
reinsurance

Life 
reinsurance

C0210 C0220 C0230 C0240 C0250 C0260 C0270 C0280 C0300

Premiums written

R1410 Gross 154,669 1,722 8,940 910,462 1,075,793

R1420 Reinsurers' share 13,082 0 0 643,792 656,874

R1500 Net 141,587 1,722 8,940 266,670 418,919

Premiums earned

R1510 Gross 195,141 1,722 8,940 915,381 1,121,184

R1520 Reinsurers' share 12,939 0 0 644,736 657,675

R1600 Net 182,201 1,722 8,940 270,645 463,508

Claims incurred

R1610 Gross 127,108 16,647 71,688 1,420,776 1,636,218

R1620 Reinsurers' share 22,826 0 0 807,111 829,937

R1700 Net 104,282 16,647 71,688 613,665 806,281

Changes in other technical provisions

R1710 Gross 86,745 5,108 288,333 878,250 1,258,436

R1720 Reinsurers' share -4,346 0 0 179,106 174,761

R1800 Net 91,091 5,108 288,333 699,144 1,083,675

R1900 Expenses incurred 24,794 1,552 34,869 61,639 122,854

R2500 Other expenses 20,052

R2600 Total expenses 142,906

Premiums, claims and expenses by line of business

Line of Business for: life insurance obligations Life reinsurance obligations

Total
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S.05.02.01

Premiums, claims and expenses by country

Life

C0150 C0160 C0170 C0180 C0190 C0200 C0210

R1400

C0220 C0230 C0240 C0250 C0260 C0270 C0280

Premiums written

R1410 Gross 1,073,969 1,073,969

R1420 Reinsurers' share 656,874 656,874

R1500 Net 417,094 0 0 0 0 0 417,094

Premiums earned

R1510 Gross 1,119,359 1,119,359

R1520 Reinsurers' share 657,675 657,675

R1600 Net 461,684 0 0 0 0 0 461,684

Claims incurred

R1610 Gross 1,629,303 1,629,303

R1620 Reinsurers' share 829,937 829,937

R1700 Net 799,366 0 0 0 0 0 799,366

Changes in other technical provisions

R1710 Gross 1,253,463 1,253,463

R1720 Reinsurers' share 174,761 174,761

R1800 Net 1,078,703 0 0 0 0 0 1,078,703

R1900 Expenses incurred 122,096 122,096

R2500 Other expenses 20,052

R2600 Total expenses 142,148

Home Country

Top 5 countries (by amount of gross premiums written) - life 
obligations

Top 5 countries (by amount of gross 
premiums written) - life obligations Total Top 5 and 

home country
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S.12.01.02

Life and Health SLT Technical Provisions

Contracts 
without

options and 
guarantees

Contracts with 
options or 
guarantees

Contracts 
without

options and 
guarantees

Contracts with 
options or 
guarantees

Contracts 
without 

options and 
guarantees

Contracts 
with options 

or 
guarantees

C0020 C0030 C0040 C0050 C0060 C0070 C0080 C0090 C0100 C0150 C0160 C0170 C0180 C0190 C0200 C0210

R0010 Technical provisions calculated as a whole 4,156,270 4,156,270 0

R0020

Total Recoverables from reinsurance/SPV and Finite Re after 
the adjustment for expected losses due to counterparty default 
associated to TP calculated as a whole 0 0

Technical provisions calculated as a sum of BE and RM

Best estimate

R0030 Gross Best Estimate 224,176 -423 62,538 17,822,385 19,706 18,128,381 821,996 821,996

R0080

Total Recoverables from reinsurance/SPV and Finite Re after 
the adjustment for expected losses due to counterparty default 4,936,927 4,936,927 91,562 91,562

R0090
Best estimate minus recoverables from reinsurance/SPV 
and Finite Re

224,176 -423 62,538 12,885,458 19,706 13,191,454 730,434 0 730,434

R0100 Risk margin 42,192 759,441 801,632 69,141 69,141

Amount of the transitional on Technical Provisions

R0110 Technical Provisions calculated as a whole 0 0

R0120 Best estimate -75,486 -1,701,218 -1,776,704 -115,526 -115,526

R0130 Risk margin 0 0

R0200 Technical provisions - total 224,176 4,185,091 16,900,313 21,309,579 775,610 775,610

Health insurance (direct business)
Annuities 

stemming from 
non-life 

insurance 
contracts and 

relating to 
health 

insurance 
obligations

Health 
reinsurance 
(reinsurance 

accepted)

Total (Health 
similar to life 

insurance)

Insurance 
with profit 

participation

Index-linked and unit-linked insurance Other life insurance Annuities 
stemming from 

non-life 
insurance 

contracts and 
relating to 
insurance 

obligation other 
than health 
insurance 
obligations

Accepted 
reinsurance

Total 
(Life other 
than health 
insurance, 
including 

Unit-Linked)
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S.22.01.21

Impact of long term guarantees measures and transitionals 

Amount with 
Long Term 
Guarantee 

measures and 
transitionals

Impact of 
transitional on 

technical 
provisions

Impact of 
transitional on 
interest rate

Impact of 
volatility 

adjustment 
set to zero

Impact of 
matching 

adjustment 
set to zero

C0010 C0030 C0050 C0070 C0090

R0010 Technical provisions 22,085,190 1,892,231 0 436,365 772,015

R0020 Basic own funds 3,970,940 -1,683,420 0 -311,095 -751,028

R0050 Eligible own funds to meet Solvency Capital Requirement 3,970,940 -1,683,420 0 -311,095 -751,028

R0090 Solvency Capital Requirement 2,387,579 208,811 0 21,790 237,434

R0100 Eligible own funds to meet Minimum Capital Requirement 3,713,567 -1,672,979 0 -310,006 -739,156

R0110 Minimum Capital Requirement 596,895 52,203 0 5,448 59,359
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S.23.01.01

Own Funds

Basic own funds before deduction for participations in other financial sector as foreseen in article 68 of Delegated Regulation 2015/35 Total
Tier 1

unrestricted
Tier 1

restricted
Tier 2 Tier 3

C0010 C0020 C0030 C0040 C0050

R0010 Ordinary share capital (gross of own shares) 342,150 342,150 0

R0030 Share premium account related to ordinary share capital 811,765 811,765 0

R0040 Initial funds, members' contributions or the equivalent basic own-fund item for mutual and mutual-type undertakings 397,392 397,392 0

R0050 Subordinated mutual member accounts 0 0 0 0

R0070 Surplus funds 0 0

R0090 Preference shares 0 0 0 0

R0110 Share premium account related to preference shares 0 0 0 0

R0130 Reconciliation reserve 2,042,881 2,042,881

R0140 Subordinated liabilities 376,752 0 376,752 0

R0160 An amount equal to the value of net deferred tax assets 0 0

R0180 Other own fund items approved by the supervisory authority as basic own funds not specified above 0 0 0 0 0

R0220 Own funds from the financial statements that should not be represented by the reconciliation reserve and do not meet the criteria to be classified as Solvency II own funds 0

R0230 Deductions for participations in financial and credit institutions 0 0 0 0

R0290 Total basic own funds after deductions 3,970,940 3,594,188 0 376,752 0

Ancillary own funds

R0300 Unpaid and uncalled ordinary share capital callable on demand 0

R0310 Unpaid and uncalled initial funds, members' contributions or the equivalent basic own fund item for mutual and mutual - type undertakings, callable on demand 0

R0320 Unpaid and uncalled preference shares callable on demand 0

R0330 A legally binding commitment to subscribe and pay for subordinated liabilities on demand 0

R0340 Letters of credit and guarantees under Article 96(2) of the Directive 2009/138/EC 0

R0350 Letters of credit and guarantees other than under Article 96(2) of the Directive 2009/138/EC 0

R0360 Supplementary members calls under first subparagraph of Article 96(3) of the Directive 2009/138/EC 0

R0370 Supplementary members calls - other than under first subparagraph of Article 96(3) of the Directive 2009/138/EC 0

R0390 Other ancillary own funds 0

R0400 Total ancillary own funds 0 0 0

Available and eligible own funds

R0500 Total available own funds to meet the SCR 3,970,940 3,594,188 0 376,752 0

R0510 Total available own funds to meet the MCR 3,970,940 3,594,188 0 376,752

R0540 Total eligible own funds to meet the SCR 3,970,940 3,594,188 0 376,752 0

R0550 Total eligible own funds to meet the MCR 3,713,567 3,594,188 0 119,379

R0580 SCR 2,387,579

R0600 MCR 596,895

R0620 Ratio of Eligible own funds to SCR 166.32%

R0640 Ratio of Eligible own funds to MCR 622.15%

Reconcilliation reserve C0060

R0700 Excess of assets over liabilities 3,594,188

R0710 Own shares (held directly and indirectly) 0

R0720 Foreseeable dividends, distributions and charges

R0730 Other basic own fund items 1,551,307

R0740 Adjustment for restricted own fund items in respect of matching adjustment portfolios and ring fenced funds 0

R0760 Reconciliation reserve 2,042,881

Expected profits

R0770 Expected profits included in future premiums (EPIFP) - Life business 17,900

R0780 Expected profits included in future premiums (EPIFP) - Non- life business

R0790 Total Expected profits included in future premiums (EPIFP) 17,900
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S.25.01.21

Solvency Capital Requirement - for undertakings on Standard Formula

Gross solvency capital 
requirement

USP Simplifications

C0110 C0080 C0090

R0010 Market risk 2,153,325

R0020 Counterparty default risk 40,817

R0030 Life underwriting risk 761,873

R0040 Health underwriting risk 165,429

R0050 Non-life underwriting risk 0

R0060 Diversification -597,445

R0070 Intangible asset risk 0

R0100 Basic Solvency Capital Requirement 2,524,000

Calculation of Solvency Capital Requirement C0100

R0130 Operational risk 90,033

R0140 Loss-absorbing capacity of technical provisions -17,643

R0150 Loss-absorbing capacity of deferred taxes -208,811

R0160 Capital requirement for business operated in accordance with Art. 4 of Directive 2003/41/EC 0

R0200 Solvency Capital Requirement excluding capital add-on 2,387,579

R0210 Capital add-ons already set 0

R0220 Solvency capital requirement 2,387,579

Other information on SCR

R0400 Capital requirement for duration-based equity risk sub-module 0

R0410 Total amount of Notional Solvency Capital Requirements for remaining part 1,776,933

R0420 Total amount of Notional Solvency Capital Requirements for ring fenced funds 1,009

R0430 Total amount of Notional Solvency Capital Requirements for matching adjustment portfolios 609,637

R0440 Diversification effects due to RFF nSCR aggregation for article 304 0
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Best Estimate Liability 
abbreviated to BEL

Actuaries use a number of different inputs and assumptions such as current and future premium income, 
administration costs, the cost of any guarantees and when and if the insured event is liable to happen, 
e.g. death will happen; illness may happen.

This will provide the actuaries with a best estimate of what the present value is of a payment at a  
future date.

Bid price This is the price at which an investment asset can be sold by an investor.

Collateral arrangements An arrangement under which providers of collateral do one of the following:

(a)  transfer full ownership of the collateral to the collateral taker for the purposes of securing or otherwise 
covering the performance of a relevant obligation;

(b)  provide collateral by way of security in favour of, or to, a collateral taker, and the legal ownership of the 
collateral remains with the collateral provider or a custodian when the security right is established.

Diversification benefit If an insurer writes business across different geographical areas and age of policyholders and invests 
across different markets and asset classes its risks are less concentrated and more diversified. This 
reduces the risk of unexpected investment losses or pay-outs to policyholders. The insurer benefits from 
being allowed to hold less risk capital.

Financial Conduct Authority
abbreviated to FCA

The financial conduct regulator of financial services companies in the UK. It is also the prudential regulator 
for smaller firms. Its statutory duty is to retain confidence in markets, promote financial stability, protect 
consumers and reduce financial crime.

Hedging Hedging is a commonly used risk tool used in investment management. Its purpose is to offset a potential 
loss or gain by associating two or more investments. One example is interest rate hedging by matching 
interest bearing assets and liabilities. In its most simple form the asset is a deposit account paying, for 
example, Libor rate + 1% matched to a loan on which the interest rate payable, for example, is Libor 
+ 4%. As long as both investments are linked to Libor, any movements in interest rates will be offset 
between the two investments.

Homogeneous Risk Group A homogeneous risk group is a collection of policies with similar and stable risk characteristics. The nature 
of the underlying risks justify segmentation when calculating gross of reinsurance technical provisions and 
its reinsurance recoverables.

Longevity swap This is a derivatives contract that transfers the risk of members of a pension scheme living longer than 
was expected from the insurer to a counterparty (an investment bank, another insurer).
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Loss Absorbing Capacity of Deferred Tax Insurers must draw up a Solvency II balance sheet and also a hypothetical balance sheet which shows 
the impact of stress testing. The movement in the deferred tax balance between the two balance sheets 
is known as the Loss Absorbing Capacity of Deferred Tax. A description of deferred tax can be found in 
Section D.3.2.

Mark to model Used when there is no regular market price for an investment on an exchange, such as is the case for 
investments not listed on an exchange or investments that are traded only infrequently, in order to get a 
fair value price. Investment professionals will use an internal valuation model to calculate a fair value.

Minimum Capital Requirement
abbreviated to MCR

MCR is a minimum level of capital below which the amount of financial resources (own funds) must not 
fall. If they do, the company may lose its license to trade.

Own Risk and Solvency Assessment
abbreviated to ORSA

The ORSA is central to the Solvency II Directive. It is a way in which insurance companies measure their 
own risk profile and calculate how much risk capital to hold to cover their risks.

Participation A participation means the ownership, directly or by way of control, of 20% or more of the voting rights or 
capital of another company.

Private placements Private placements are private long-term loans to companies. They are structured in the same way as 
corporate bonds and issued to institutional investors.

Promissory Note A financial debt instrument containing an unconditional promise to pay both principal amount and interest 
on demand or on an agreed date in accordance with the terms agreed.

Prudential Regulation Authority
Abbreviated to PRA

The prudential regulator of large financial services companies, such as insurance companies, banks, 
building societies, credit unions and major investment firms, in the UK.

Quoted market price A price based on an active market where quoted prices are readily and regularly available because there 
are both willing sellers and buyers trading regularly.

Reconciliation reserve The value of the reconciliation reserve is the excess of assets over liabilities that are not associated with 
capital items in the financial statements, such as ordinary share capital, share premium and subordinated 
loans etc.

Reinsurance Where an insurance company pays a premium to buy insurance against loss for some of its insured risks 
from another company, the reinsurer. This will reduce the insurer’s risk and the insurance company is said 
to have ceded risk to the reinsurer. 
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Reversionary and overall capitalisation rates Property which is valued based on rental income is valued on two different bases, in both cases the rate is 
determined by dividing the rental income by the capital value of the property.

The overall capitalisation rate is determined when the rental income is in line with the current externally 
valued market rent market rent.

The reversionary rate is determined when the rental income is below the current externally valued market 
rent. 

Risk-free interest rate The theoretical rate of return that would be obtained on an investment that carries no risk. 

Solvency Capital Requirement
abbreviated to SCR

SCR is a prospective calculation equal to a level of eligible own funds that should be maintained on 
an on-going basis by an insurance company to absorb significant losses and which gives reasonable 
assurance to policy holders and beneficiaries that payments will be made as they fall due.

Solvency position An insurer’s solvency position is determined by evaluating its assets and liabilities to ensure that the 
insurer has enough income from investment assets to meet the pay-out obligations on its liabilities,  
i.e. it can pay claims as they fall due which may be a long time into the future. 

Subordinated loans Subordinated loans are loans which will be repaid only after other specified debts e.g. policy holder and 
beneficiary liabilities have been repaid, when a company is liquidated. 

Transitional Measure on Technical Provisions
(TMTP) 

TMTP may be used by firms which have PRA approval to do so. The aim of the TMTP is to reduce market 
disruption potentially associated with the move from an existing to a new regulatory regime. It applies 
for 16 years, and is a deduction from the amount of Solvency II technical provisions. The deduction is 
calculated as the difference between current technical provisions and Solvency II technical provisions, 
and decreases linearly over the course of the 16-year transitional period.
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