Appendix
A guide to how we manage

our unit-linked funds
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Introduction

The purpose of this guide is to help you understand
how we manage the unit-linked funds available for
investment through our life products. We explain how
we price the funds and value your investment, how
charges are applied and explain when and how we use
discretion in managing the funds.

This guide does not form part of any policy you have
with us and does not change the terms and conditions
of any policy. If there is any inconsistency, your policy
terms and conditions will prevail.

It is possible that our approach to managing our unit-
linked business may change. We will inform you if we
make any changes that significantly affect your policy.

Our current range of unit-linked funds comprises of
POIS branded funds. The current funds are:

e POIS Money Bond Fund
e POIS Savings Fund
e POIS Flexible Growth Fund

If you would like further information or clarification on
any matter contained in this document, please feel free
to contact our Member Services Team on 0800 988
2418 or via email to
memberservices@forestersfriendlysociety.co.uk .

What is a unit-linked fund ?

A unit-linked fund allows investors to pool their money
with a group of similar investors, gaining exposure to
the performance of a greater variety of assets. This
allows investors to spread their risk and benefit from
investment management experience.

Unit-linked funds are divided into units of equal value,
allowing us to identify a value to each customers
holding. The value of each unit varies over time and
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depends on the value of the overall assets in the fund.
The unit price determines the number of units that you
receive when you invest in the fund, and the sum that
you receive when you sell units. One important point
about unit-linked funds is that the unit price can go
down as well as up.

Who is responsible for managing the unit-
linked investments ?

The Board of Directors of Foresters Friendly Society
carries ultimate responsibility for oversight and
management of the Society’s unit-linked funds. The
Board adopts policies to ensure policyholders are
treated fairly. The Unit-linked Advisory Arrangement
(ULAA) is an Advisory Arrangement to the Board that
meets quarterly. The duties and responsibilities of the
ULAA include:

e Reviewing the use of discretion

e Oversight of fund pricing

e Setting targets for accuracy within fund pricing

e Monitoring the box position for each fund

e Appropriateness of funds and existing funds in
relation to policyholder benefits

e Consideration of any changes to funds

Day to day management and control of the funds is the
responsibility of the following:

Investment Manager

Our Investment Manager is AXA Investment
Management UK Limited (AXA). The role of AXA is to
find investment opportunities to achieve the fund
objectives, operating within the mandates defined by
the Society. Itis responsible for short term tactical
positions together with specific stock selection. It has
extensive knowledge of the companies, markets and
territories in which investments can be made.
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Investment Team

The Foresters Friendly Society Investment Team is
responsible for:

e daily fund pricing

¢ making sure the fund always holds enough units

e the use of discretion in treating policyholders fairly
¢ Ensuring that each unit-linked fund is invested in a
way that meets its objectives

* overseeing the investment performance of AXA.

How is the value of a fund calculated ?

Unit-linked funds are valued every business day using
market prices supplied by third party data providers.
The normal valuation point for each fund is detailed in
Appendix A. The price of the units varies over time and
depends on the value of the assets in the fund. The
price used to value each asset within the fund depends
on whether the fund is expanding or contracting.

If a fund is expanding, with more units being bought by
policyholders than are being sold, we will value the
assets on an offer basis. This is because we would be
buying assets at the offer price quoted on the relevant
stock exchange in order to create units for the growing
investments. If a fund is contracting, with more units
being sold by policyholders than are being bought, we
will value the assets on a bid basis. This is because we
would have to sell assets at the bid price quoted on the
relevant stock exchange in order to cancel units for the
lower level of investments.

Changing this pricing basis may cause the unit prices
and the value of the fund to change. We regularly
review the pricing basis for each fund to take account
of the money flows into and out of the fund, taking a
longer-term view of future activity before changing the
pricing basis. This protects policyholders from being
impacted by short-term investment activity of other
policyholders.
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How do we calculate unit prices ?

To calculate the price at which you can buy and sell
your units, we will take the value of the fund calculated
as described above, add any income received by or due
to the fund from holding those assets, and then deduct
applicable taxes, the annual management charge
(AMC) and any other applicable charges or expenses
paid or owed by the fund. This gives us the Net Asset
Value of the fund. The fund price is calculated by
dividing the Net Asset Value by the total number of
units owned by investors, plus any spare units
temporarily owned by us awaiting allocation to new
investors. We own some spare units in each fund,
known as box management, to allow us to manage
daily investments and disinvestments without having
to immediately buy and sell assets. The price to buy or
sell units is the same on each business day, with no
spread between the two different activities. Prices are
rounded to 4 significant digits and are published on the
POIS website each business day morning.
https://www.pois.co.uk/fund-information/daily-fund-

prices/

We have a system of detailed control processes and
checks to ensure that we value the funds correctly and
that unit prices are accurate. All pricing errors are
recorded and corrected as soon as reasonably
practical.

Where a pricing error occurs which affects the unit
price by more than 0.5%, compensation would
normally be paid, subject to de minimis levels. Units
will be allocated or removed from an existing policy or
a cash payment made if the policy has been
surrendered.
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How are units bought or sold ?

We currently use historic pricing, meaning that the
price at which you buy or sell units will have been
calculated at the last valuation point. This means that:

For selling units

We will use the unit price on the day we receive an
instruction to sell units or the date of death (or the
next business day if this does not fall on a business
day).

If the plan hasn’t already been cashed in, it will mature
and be paid out in the year before the 85 birthday of
the policyholder, or named child for a Children’s Tax
Exempt Plan, on the anniversary of the date on which
the policy was taken out. If a policy is due to be paid
out on a non-business day we will use the last business
day’s price to calculate the pay-out.

We are bound by Money Laundering legislation to
verify the identity of investors. If we need to request
identification when we receive an instruction to sell
units, we will sell those units within the normal time-
scale as described above. The proceeds from the sale
will then be held until the necessary identification is
received.

For buying units

Contributions are usually received either by Direct
Debit or by deductions via payroll. Direct Debits are
processed on defined dates in the month, or the next
business day if the collection date falls on a weekend.
Units are bought using the price on the day the Direct
Debit is collected. Alternatively, premiums can be
deducted monthly or weekly from payroll. For monthly
deductions, units will be bought using the price on the
last day of the due date month (or the next business
day if it is not a business day). Weekly deductions are
notified by the employer at intervals of 4 or 5 weeks
and are processed using the price on an agreed date in
the last week, or the next business day.
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Treating Customers Fairly

Historic pricing carries the risk of mismatch between
the price at which units are bought or sold and the
underlying value of the units. We reserve the right to
temporarily defer the execution of deals that could
unfairly affect existing policyholders, for example if
there is a significant movement in the value of a fund’s
assets during the day(s) since the last valuation point.

We also reserve the right to move to a forward pricing
basis if this is considered appropriate to ensure fairness
to policyholders. Forward pricing means that we would
apply the next available price after the instruction to
buy or sell was received. You would therefore not
know, at the time of instructing, what the final cash
value will be or the price at which you buy or sell units.

Charges and Expenses

The charges and expenses detailed in this document
are those which are applied to the fund only, there
may be other policy specific charges that apply to the
type of policy you have (for example, a monthly
administration charge) which will be detailed in any
documents that you received when you applied for
your policy.

We reserve the right to make charges in addition to
those detailed in the policy documents in response to a
new or unforeseen expense.

Annual Management Charge (AMC)

The AMC is calculated and deducted on a daily basis. It
is calculated by multiplying the Net Asset Value of the
fund by the relevant AMC divided by 365 (366 in a leap
year). This deduction is made before the unit price is
calculated. We reserve the right to change how we
calculate the AMC if a specific need arises which makes
it necessary to do so.
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The AMC applied to each fund is detailed in Appendix
A.

Other expenses

Various other expenses may be incurred by a fund if it
invests in certain assets (typically, but not restricted to,
externally held unit trusts and other collective
investment schemes).

The type of expenses incurred by the fund or the
underlying investment(s) can include:

e Registrar Fees

e Custody Charges

e Transaction Charges

e Handling Charges

e Trustee Fees

e Bank Charges

e Interest Charges

e Audit Fees

e Stamp Duty Reserve Tax
e Broker Commission

e Administration Charges
e Other regional charges

The impact of these expenses on unit prices will vary
and an estimate of the future impact on each fund is
included in the table in the Appendix A. The actual
impact of the other expenses and the estimates of the
future impact are reviewed every six months.

Tax

Tax calculations can be complex and in practice may
involve estimations or judgements about future tax in
order to make a fair and appropriate allowance on a
daily basis.

Tax-exempt funds
Income received in the form of dividends from both UK

and overseas companies is taxed at source.
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For dividends from overseas companies, if there is a tax
treaty in place between the UK and the country that
taxed the dividend, a portion of this tax may be
recoverable. If this is the case, the Society reserves the
right to write off these amounts if they are deemed too
small to recover, as the cost of reclaiming the tax may
be prohibitive.

Tax-exempt funds do not pay any further tax.

Taxable funds

Corporation Tax is payable by taxable funds on taxable
income less expenses. Taxable income encompasses all
types of income, with the exception of most dividends
received from UK and overseas companies which are
taxed at source. Corporation tax does not have to be
paid if the fund’s expenses exceed the taxable income.
Corporation tax is calculated and deducted from the
fund valuation daily.

Taxable funds are also liable for corporation tax on
realised gains. This arises when an underlying asset
held by the fund is sold at more than the original cost
paid for the asset. Capital losses can be carried
forward and offset against future gains. Capital Gains
Tax is calculated and deducted from the fund
valuations daily.

Certain securities such as Unit Trusts and OEICS are
subject to ‘deemed disposal’ at the end of each
accounting year. This means that the capital gain or
loss is calculated as if there had been an actual
disposal. The cost for the asset is then revalued to the
market value at this point, as if it had been
repurchased. However, only one-seventh of the
gain/loss is treated as having arisen in that period, and
the same applies for the following six years. Therefore,
the gain/loss is effectively spread over seven years for
tax purposes.

In order to treat all policy holders fairly we also include
an allowance for any expected future payments of tax
on assets held by the fund which have increased in
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value but have not yet been sold (unrealised gains or
deemed disposals).

Income received in the form of dividends from
overseas companies may also be taxed at source. If
there is a tax treaty in place, however, between the UK
and the country which taxed the income, a portion of
the tax paid may be recoverable. If this is the case, the
Society reserves the right to write off these amounts if
they are deemed too small to recover, as the cost of
reclaiming the tax may be prohibitive.

Changes in taxation

We review the basis of these rules and how they are
kept at least on an annual basis. We reserve the right
to revise the taxation applied to funds upon changes in
tax legislation that affect unit-linked funds or policies.
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Use of Discretion

The primary objective in the use of discretion is to
ensure that all policyholders are treated fairly, whether
they are joining a fund, leaving a fund, or remaining as
an investor within a fund. The scope of discretion is
reviewed and confirmed at least annually.

Allowance for tax on unrealised capital gains

Funds containing assets that are liable to tax on capital
gains normally only pay tax on capital gains when they
are realised through sale of the assets. In order to treat
all unit holders fairly, an allowance is needed in the
unit price to take account of the expected future tax
payments on assets that have increased in value but
have not yet been sold (“unrealised” capital gains). We
use discretion in setting the rate applicable for capital
gains tax, making assumptions of the period to tax and
the return expected on the tax reserve.

Rounding of unit prices

Prices are denominated in pounds sterling and are
currently rounded to 4 significant digits. The rounding
convention may be changed at our discretion, subject
to policy conditions and statutory regulations. The aim
is to be neutral and not to systematically favour the
Society or the policyholder.

Change of pricing point

The unit-linked funds have a valuation point as shown
in Appendix A. The prices derived from this valuation
apply to the next business day after the valuation. We
may change the defined valuation point of any fund to
ensure the most current values are used in calculating
the price.

Valuing Assets

In valuing the assets, if the price is unreliable or no
recent price exists, the asset will be given a value
which, in our opinion (having taken advice from our
Investment Manager), is fair and reasonable.
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Pricing basis

If we believe the fund is expanding we will value the
fund on an offer basis. If we believe the fund is
contracting, we will value the fund on a bid basis. The
decision to change the pricing basis is generally taken
only after a sustained period of expansion or
contraction against the current basis.

Dealing

We reserve the right to move to a forward pricing
model if this is considered appropriate to ensure
fairness to policyholders.

If circumstances arise where unit dealing could result in
a material detriment to existing policyholders due to
historic pricing, we may temporarily defer the
execution of deals in order to safeguard their interests.

Box management

The Society holds additional units in excess of those
allocated to policyholders and uses this box position to
cover the typical daily transactions of policyholders.
This helps to minimise the dealing expenses of the fund
and reduces the exposure of the Society when the net
cash flows are on a different basis than the current
pricing basis.

We will not run a box with the aim of making a profit
by taking a position based on investment conditions.

Changes to investments

To allow for changing circumstances in the investment
markets, for regulatory or legal changes involving unit-
linked business and to manage the liquidity of a fund,
we may at times alter the nature or profile of the
investments in a fund. In doing so we will act fairly in
relation to the aims and objectives of a fund as
disclosed in marketing material and policy conditions of
unit-linked policies.
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Glossary

AMC — Annual Management Charge. A charge levied
for administering the product and managing the fund.
The amount of the charge is quoted as an annual
percentage but is deducted from the value of the fund
on a daily basis. The charges applied are detailed in
Appendix A.

Asset or assets — The Investments that make up a fund.
Examples of assets used in the investments of the
funds are company shares, unitised funds and fixed
interest bonds (government, corporate and
convertible)

Bid price — The price quoted for each underlying asset
in the fund, used to calculate the fund value if a fund is
contracting.

Business day— Any day of the week not including
Saturdays, Sundays and English public (bank) holidays.

Forward pricing - Forward pricing is when the unit
price for a transaction is calculated after we have
received the relevant instruction. Forward pricing
means that an up-to-date value will be reflected in the
unit price that members receive for any transaction
they instruct us to carry out. It also means, however,
that members will not know in advance what price will
be used for a particular transaction.

Historic pricing - Historic pricing is when transactions
are carried out at a known price that is based on an
historic valuation of the assets in the fund. Historic
pricing means that members can deal at a known price.
It also means, however, that the unit price used for a
transaction may not exactly reflect the current value of
the fund’s assets.

Net Asset Value (NAV) —The value of the assets held by
a fund, plus any income received by or due to the fund
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from holding those assets, minus all tax, charges and
expenses paid or owed by the fund.

Offer price — The price quoted for each underlying
asset in the fund, used to calculate the fund value if a
fund is expanding.

Realised Gain - A gain resulting from selling an asset at
a price higher than the original purchase price.

Unitised funds — A unitised fund allows a large number
of people to invest in a wide range of investments,
sharing the costs. Examples of unitised funds are unit-
trusts, OEICS and SICAVs.

Unrealised Gain - If you own an investment that has
increased in value, your gain is unrealised until you sell
and take your profit.

We/us/our — Foresters Friendly Society including POIS

You/your — an investor in one of our unit-linked funds
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Appendix A

Pricing Fund Taxable Annual Estimated future Pricing basis
frequency  valuation | status management other expenses
Pont charge (AMC)
POIS Money Bond Fund Daily Close of Taxable 1.25% 0.05% Bid
business
POIS Savings Fund Daily Close of Taxable 1.95% 0.05% Bid
business
POIS Flexible Growth Daily Close of Tax-exempt | 1.95% 0.05% Bid
Fund business
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