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Executive Summary

1. This report summarises the solvency assessments for each of the individual funeral trusts
operated by Co-op Funeral Plans Limited (“CFPL") which is authorised by the Financial
Conduct Authority (“FCA”).

2. Based on the assumptions set out in this report, the solvency level for 12 of the 14 trusts of
the CFPL funeral planning business (the “Funeral Plan”) is greater than 100% as at 30
September 2024, with a total net surplus for all trusts combined of £3,262k.

3. The solvency level of the United and Pinnacle Plan Liability trusts is less than 100% as at
30 September 2024, with a deficit of £10k for United and £2k for Pinnacle Plan Liability. In
December 2024 CFPL has injected £11k of capital into the United trust and £3k of capital
into the Pinnacle Plan Liability trust and so the trusts are no longer in deficit. | also confirm
that the solvency level is projected to remain above 100% over the following 2 years. On
this basis, | confirm that the deficit is resolved and no further action is needed.

4, During 2024 a deficit of £220k in the United trust was remedied by a payment of £225k in
accordance with the 2023 remediation plan.

5. CFPL transferred liabilities in respect of Woodland Burial Ground (“WBG”) Southern plans
into The Co-operative Funeral Bond Fund trust on 15 November 2024 (195 plans with Live
status as at 30 September 2024). For the purposes of the solvency assessment, the WBG
Southern plan liabilities have been included in The Co-operative Funeral Bond Fund trust
liabilities.
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6. Under section 3.2.12 of the Funeral Plan Conduct of Business sourcebook (“FPCOB”),
CFPL may consider withdrawing a total £1,080k of surplus from 11 of the trusts, where the
solvency level for each of the 11 trusts would remain at least 110%. | would approve this
withdrawal of surplus as shown in the following table, adjusted appropriately for the change
in economic conditions since 30 September 2024 and any other changes needing
consideration at the time of the withdrawal. Any withdrawals would be subject to the trust
rules and trustee approval. While not a regulatory requirement, | note that after the
withdrawal, each trust would be able to withstand a reasonable stress event (100 basis
points increase in funeral cost inflation).

Possible withdrawal of surplus by trust

: 30/09/2024
Amount of withdrawal b .

A est estimate
Trust name CFPL considering

, solvency level

£000’s .
after withdrawal

The Co-operative Funeral 0
Bond Fund 6 110%
North East Funeral Trust 367 110%
Caring Covenant Funeral 0
Bond Fund 392 110%
Kent Plan Liability 48 110%
George Burgess Plan Liability 3 111% *
Arnold Plan Liability 10 113% *
Yorkshire 0 108%
Sheffield * 15 110%
United 0 99.7%
L_ee_ds Co-Operative Society 34 110%
Limited
Plymouth & South Devon Co- 0
Operative 32 110%
Pinnacle Plan Liability 0 97%
Hinton 136 110%
P&W 37 110%
Total 1,080 109%

* Note that where the solvency level remains above 110%, this is because withdrawing an
additional £1,000 of surplus would result in a solvency level somewhat below 110%.
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Introduction

Purpose and Scope

7.

10.

11.

12.

The purpose of this report is to:

¢ Provide the Solvency Assessment Report (“SAR”) and assess the solvency of each of
the 14 CFPL trusts as at 30 September 2024. This is in line with section 3.2 of the
FPCOB.

¢ Confirm that, because CFPL injected capital into the United and Pinnacle Plan Liability
trusts in December 2024, the solvency level for these two trusts have each increased to
100% and so their deficits as at 30 September 2024 have been resolved.

This report is commissioned by CFPL to provide the SAR and review the deficit resolution
as required by FPCOB. Further information is provided in the report “Solvency
Assessment Report as at 30 September 2024: Detail and Review of Deficit Resolution”
dated 19 December 2024.

The SAR must contain an actuarial valuation for each trust, comparing the value of:
the benefits already promised to, or in respect of, plan-holders, net of the value of
outstanding instalments and lump sum payments, with
the invested assets.

The actuarial valuation for each of the CFPL trusts was previously carried out as at 30

September 2023.

In preparing this report | have taken account of the following professional standards as
published by the Actuarial Profession and the Financial Reporting Council, in particular:

TAS 100: General Actuarial Standards Version 2.0
TAS 400: Funeral Plans

Actuarial Profession Standard (APS) Z1: Duties and responsibilities of members
undertaking work in relation to UK funeral plans

Additionally, this report has been subject to internal peer review by a senior actuary who is
not involved in the normal day to day actuarial activities with CFPL. As such | believe this
peer review may be regarded as “independent” and in keeping with the Actuarial
Profession Standard X2: Review of Actuarial Work. No unresolved issues remain as a
result of that review.

Reliances and Limitations

13.

This report is commissioned by CFPL and must not be relied upon for any purpose other
than that set out in the paragraphs above. In line with the FPCOB, this report is to be
submitted to the FCA and is to be published on the CFPL website within 30 days of this
report being completed. This report must be considered in its entirety, as individual
sections, if considered in isolation, may be misleading.
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Data

14. CFPL have provided the following data for each of the Funeral Plan trusts as at 30
September 2024.

» Records for each of the Funeral Plan trust plans as at 30 September 2024, including
updates from further data cleansing and death registry tracing exercises.

« Information about past sales patterns to help estimate fields such as the effective date
when these are missing from these records.

e The current estimated cost to CFPL of fulfilling each funeral together with assumptions for
future funeral cost inflation.

o The amount of assets within each trust and how these are invested.

« Background information for the 14 trusts including trust deeds where available. These
trusts are dated from 1991 to 2006 and came into CFPL alongside historic business
acquisitions, such as regional Co-ops from Plymouth, Yorkshire, and Leeds. No conflicts
of interest between the trustees and CFPL have been identified. The CFPL Board have
agreed to pay all trust administration expenses in accordance with the trust deeds.

« Capital injections since the previous valuation including in December 2024.

15.  Further information about the data extract provided is summarised in “Appendix A —
Summary of Data Extract Provided”.

16. | have relied on the data provided but have also performed reasonableness checks.

17. For some plans, the level of funeral benefit, date of birth, effective date, and/or gender are
missing, and some plan-holders are likely to have lost touch with their funeral provider and
possibly died without a claim being made (“gone away”). In those instances, | have made
estimates for the missing fields.

18. As noted above, the trusts have continued to go through data cleansing and death registry
tracing exercises. CFPL has reunited some of the beneficiaries found on the death registry
with the amount due to them and continues to make progress and is developing a plan for
beneficiaries who cannot be found or engaged.

Methodology and Assumptions
Methodology
19. The best estimate liability is calculated as:

e The value of future funeral benefits on death of the plan-holder

e Plus the value of future cancellation benefits, which is the return of payments made by the
customer less cancellation fee

e Plus the value of future Funeral Savings Plans (“FSPs”) benefits, where the plan-holder
receives the premium paid at death. This year the methodology has been improved to
project these into the future rather than setting the liability equal to the benefit amount.
This change has marginally increased the surplus for those trusts with FSPs.
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20. Cancellation benefits are payable when a funeral is provided by a funeral director outside
of the CFPL network or when a plan-holder cancels their plan early. The trust plans have
been in force for many years and there is only a small likelihood that plan-holders will
cancel in the future. Plans that are gone away and where the policyholder has died are
entitled to be paid the cancellation benefit when the beneficiaries come forward and this is
included in the “cancellation” total in the “Balance sheet” section of this report.

21. Future cash flows are projected based on assumptions about the level of benefit payable
(i.e. by allowing for assumed funeral cost inflation) and when the benefits are expected to
be paid (i.e. allowing for assumed mortality and cancellation rates). These cash flows are
then discounted back to the valuation date at the assumed discount rates to a single net
present value. No future instalment payments are due for these plans.

22. The trust solvency level is calculated as the trust assets as a percentage of the trust
liabilities.

Assumptions

23. The liabilities of the trusts have been determined on a best estimate basis. A best estimate
is one that is not deliberately either optimistic or pessimistic.

24. The discount interest rate reflects expected future investment returns on the trust assets
after allowing for investment management charges and tax. Four of the trusts have their
investments in a Royal London Asset Management balanced investment fund (“balanced
fund”), with an investment management charge of 0.6% (unchanged from last year) per
annum, while the other trusts are invested in cash with Royal Bank of Scotland and so
have no investment management charge. Two of the trusts invested in cash are taxed at a
different rate to the other trusts. Further information about the balanced fund asset mix is
summarised in “ Appendix B — Summary of Balanced Fund Asset Mix”.
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25.

26.

The discount and funeral cost inflation rate assumptions vary by projection year. Example
rates are shown in the following table, along with a comparison to last year’'s assumptions.

Assumption
Discount:
cash taxed at
25%

Discount:
cash taxed at
45%

Discount:
balanced
fund

Funeral cost
inflation

Date

30/09/2024

2.8%

2.7%

2.7%

2.8%

2.9%

3.6%

4.0%

2.1%

2.0%

2.0%

2.1%

2.1%

2.6%

3.0%

3.8%

3.6%

3.7%

3.8%

3.9%

4.6%

5.0%

3.4%

3.6%

3.4%

3.2%

3.1%

3.0%

3.2%

Discount:
cash taxed at
25%

Discount:
cash taxed at
45%

Discount:
balanced
fund

Funeral cost
inflation

The discount rate assumption for the 10 trusts invested in cash is based on the gilt yield

30/09/2023

3.5%

3.2%

3.1%

3.1%

3.1%

3.9%

4.3%

2.5%

2.3%

2.3%

2.3%

2.3%

2.8%

3.1%

4.4%

4.1%

4.0%

4.0%

4.1%

4.8%

5.2%

3.1%

3.7%

3.7%

3.6%

3.5%

3.4%

3.3%

less tax. The discount interest rate for the four trusts invested in the balanced fund allows
for excess returns above the gilt yield to reflect the higher yields expected from the
corporate bond, equity, property, and alternative investments of the balanced fund.
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27. The following table shows the current investment strategy, funeral cost assumption, and tax
rate on investment returns assumption for last year and this year by trust.

Valuation assumptions by trust

Investment | S0/09/2023 | 30/09/2024 30/09/2024 and 30/09/2023
Trust name funeral funeral
strategy tax rate (no change)
cost cost
The Co-
operative Balanced 25%
Funeral Bond fund £3,054 £3,187
Fund
0,
North East Cash £3,054 £3,187 25%
Funeral Trust
Caring
Covenant Balanced 25%
Funeral Bond fund £3,054 £3,187
Fund
0,
Kent Plan Cash £3,054 £3,187 25%
Liability
George 2504
Burgess Plan Cash £3,054 £3,187
Liability
0,
Arnold Plan Cash £3,054 £3,187 25%
Liability
i 0,
Yorkshire Balanced £3.054 £3.187 25%
fund
Sheffield * Cash N/A N/A 25%
i 0,
United Cash £3,054 £3,187 25%
Leeds Co-
Operative Cash £3,054 £3,187 25%
Society
Limited
Plymouth & 0
South Devon | Balanced £3,054 £3,187 25%
) fund
Co-Operative
i 0,
Pinnacle Plan - .o, £3,054 £3,187 25%
Liability
i 0,
Hinton Cash £1,864 £1,908 45%
0,
P&W Cash £1.864 £1.908 45%

* The Sheffield trust only contains FSPs in which the benefit on death is the return of
premium.
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28. Other assumptions made for the SAR valuation are summarised in the table below,
including a comparison to the previous year’s valuation.

Valuation assumptions for all trusts

Assumption 30/09/2023 30/09/2024

Mortality for 112% ELT17 for males with 1% per 111% ELT17 for males with 1% per

males annum future mortality improvement annum future mortality improvement

Mortality for 112% ELT17 for females with 1% per 111% ELT17 for females with 1% per

females annum future mortality improvement annum future mortality improvement
. 0.2% plus an allowance in the first 0.3% plus an allowance in the first

Cancellation A T

rate before projection month to reflect data _ projection month to reflect data _

death adjustments for gone away plans adjustments for gone away plans which

which varies by trust varies by trust

Cancellation

rate at death 0.8% 2%

Expenses Nil Nil

Cancellation

fee £50 £50

29. Further information about how the assumptions are derived is provided in “Appendix C -
Assumptions Detail”.

»
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Actuarial Valuation and Analysis of Change

Balance sheet

30. The balance sheet below sets out the results of the actuarial valuation as at 30 September
2024 for all the trusts in total. It also projects the future position for three years reflecting
the capital injections made by CFPL in December 2024. At the valuation date, the fair
value of the trust assets is £28,291k and the trust liability is £25,029Kk, resulting in an
overall surplus of £3,262k and a total trust solvency level of 113%. Note that throughout
this report, totals are calculated by summing unrounded figures, and so may be very
slightly different from the sum of the rounded figures shown.

Balance sheet for all the trusts in total

£000’s 30/09/2024 | 30/09/2025 | 30/09/2026 | 30/09/2027
Actual Projected Projected Projected
Trust assets 28,291 25,497 23,468 21,585
Present value of future cash
flows:
Funeral costs 22,397 20,163 18,119 16,199
Cancellation - premium refunds 1,898 307 267 232
Cancellation - fees -34 -11 -10 -8
FSPs 768 578 482 399
Expense reserve Nil Nil Nil Nil
Trust liability 25,029 21,037 18,860 16,822
Trust solvency level = assets /
. 113% 121% 124% 128%
liability
Trust surplus = assets less liability 3,262 4,460 4,608 4,763

31. Based on how economic conditions have changed from 30 September 2024 to the date of
this report, with gilt yields increasing by more than inflation has increased, we would expect

the surplus to have increased somewhat and the solvency level to be about 118%.

»
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32.

33.

34.

By trust, the balance sheets as at the valuation date are as follows.

Trust name Assets Liability | Surplus Sol_v:g;:gtlse/vel
£000’s £000’s £000’s T
liability
'llz'zﬁdCo-operatlve Funeral Bond 12.315 11,154 1,162 110%
North East Funeral Trust 4,248 3,527 720 120%
gj:gg Covenant Funeral Bond 3.507 2845 662 123%
Kent Plan Liability 520 415 105 125%
George Burgess Plan Liability 76 66 10 116%
Arnold Plan Liability 40 26 13 151%
Yorkshire 1,156 1,074 83 108%
Sheffield 189 158 31 119%
United 3,199 3,209 -10 99.7%
L_ee_ds Co-Operative Society 349 286 63 129%
Limited
PIymoqth & South Devon Co- 1,175 1,038 136 113%
Operative
Pinnacle Plan Liability 79 81 -2 97%
Hinton 1,008 793 215 127%
P&W 431 357 73 121%
Total 28,291 25,029 3,262 113%

The valuation result is sensitive to the funeral cost inflation assumption in relation to the
discount interest rate. For example, an increase in the funeral cost inflation assumptions of
100 basis points in each projection year (e.g. from 3.1% to 4.1% in projection year 5) would
reduce the overall surplus of £3,262k by £1,505k to an overall surplus of £1,757k. At the
latest valuation, as at 30 September 2024 and updated for the economic conditions at the
date of this report, the financial position of CFPL is strong enough to cover such a stress
event.

The valuation result is not very sensitive to the cancellation assumption, which is currently
very low (and would be more sensitive if the cancellation experience were higher than
0.3%), or to the mortality assumption due to the relatively high current ages of the
customers.

Analysis of Change

35.

36.

37.

For each of the four trusts invested in managed funds, the surplus has increased over the
past year, mainly due to investment returns exceeding expectations.

For six of the 10 trusts invested in cash, the surplus has increased over the past year,
mainly due to claims experience being lighter than expected and, for those trusts with
FSPs, projecting the FSP benefits into the future, somewhat offset by the investment

returns being less than expected.

For the remaining four trusts invested in cash, the surplus has reduced over the past year,
mainly due to investment returns being less than projected.
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38.

39.

40.

41.

42.

43.

44,

»
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Twelve of the trusts continue to have a surplus, and the United and Pinnacle Plan Liability
trusts have small deficits.

A further breakdown of the change in surplus over the past year is summarised in the
following table.

023 to 30/09/2024 £0
Claims
. assumptions
Economic .
- and Capital
Trust name Surplus Projection Model assumptions experience inject- Surplus
30/09/2023 and . 30/09/2024
changes - and other ions
experience data
cleansing
The Co-
operative
Funeral Bond 513 124 55 237 233 0 1,162
Fund
North East
Funeral Trust 624 51 31 -193 206 0 720
Caring
Covenant
Funeral Bond 319 41 0 71 232 0 662
Fund
Kent Plan
Liability 120 7 2 -21 -3 0 105
George
Burgess Plan 11 1 0 -4 2 0 10
Liability
Arnold Plan
Liability 18 1 0 -1 -4 0 13
Yorkshire 29 9 2 19 24 0 83
Sheffield 0 3 45 -7 -10 0 31
United -220 17 -1 -159 127 225 -10
Leeds Co-
Operative
Society 51 5 47 -14 -25 0 63
Limited
Plymouth &
South Devon 52 10 0 20 54 0 136
Co-Operative
Pinnacle Plan
Liability 1 1 0 -4 0 0 2
Hinton 124 4 -15 95 0 215
P&W 12 2 2 -7 64 0 73
Total 1,652 280 187 -78 996 225 3,262

Explanations for each of the analysis of changes figures are as follows.

“Projection”: This shows the best estimate view of how the surplus was expected to
change last year, after any model and/or plan data adjustments are made. A small
increase was expected for each of the trusts.

“Model changes”: Minor changes were made during the year to improve the projection of
cash flows and this was mainly around the timings of the FSP cash flows.

“Economic assumptions and experience”: This reflects the actual movement in funeral cost
inflation and interest rates in the past year in excess of what was expected last year. There
is an increase for the trusts invested in the managed fund and a reduction for the trusts
invested in cash, mainly due to the investment returns compared to expectations.

“Claims assumptions and experience and other data cleansing”. This reflects the actual
movement in death and cancellation rates in the past year in excess of what was expected
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last year. There was an overall increase in surplus for the trusts, mainly due to fewer
cancellations than projected.

Conclusion

45. In line with the FCA regulations, the solvency for each of the CFPL trusts has been
assessed on a stand-alone basis.

46. On a best estimate basis, 12 of the 14 trusts each have a surplus, with assets exceeding
liabilities by £3,262k in total for all trusts as at 30 September 2024.

47. The United and Pinnacle Plan Liability trusts have a deficit, with liabilities exceeding assets
by £10k and £2k respectively as at 30 September 2024.

48. In December 2024 CFPL has injected £11k of capital into the United trust and £3k of
capital into the Pinnacle Plan Liability trust and so the trusts are no longer in deficit. | also
confirm that the solvency level is projected to remain above 100% over the following 2
years. On this basis, | confirm that no further action is needed.

49. One of the key assumptions in the best estimate basis is the projected funeral costs for
each plan-holder. CFPL have a good understanding of funeral costs through their
traditional funeral business and have provided both the current funeral cost and the funeral
cost inflation assumptions. | have reviewed these assumptions for reasonableness.

50. The major risk to the Funeral Plan is higher than expected funeral cost inflation in relation
to the discount interest rate. For example, an increase in the funeral cost inflation
assumptions of 100 basis points in all projection years, with no change in investment
returns, would reduce the overall surplus of £3,262k by £1,505k to an overall surplus of

£1,757k. The sensitivity of the valuation result to variations in the main assumptions is
illustrated in “Appendix D — Sensitivity Analysis”.

%LLQLL R Pake

Erika Parker FIA FSA

Actuarial Director

" Broadstone Private and Confidential Page 14 of 22



Appendix A — Summary of Data Extract Provided

51.

52.

53.

»
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The table below summarises the data extract information provided, excluding assets and
plan values for FSPs of £1,260k. The FSP benefit is a return of premium and not a funeral.

Data extract and other information provided by trust excluding FSPs

Number Assets for | Funeral | Average
T of Payment funeral plan funeral
rust name
funeral method plans costs plan
plans £000’s £000’s * | cost£*
The Co-operative Funeral Single
Bond Fund 4,088 payments 11,794 13,028 3,187
North East Funeral Trust 1,092 Single 3,862 3480 | 3,187
payments
Caring Covenant Funeral Bond Single
Fund 1,090 payments 3,506 3,474 3,187
N Single
Kent Plan Liability 137 494 437 3,187
payments
- Single
George Burgess Plan Liability 22 76 70 3,187
payments
Arnold Plan Liability 9 Single 40 29 3,187
payments
Yorkshire 383 Single 1,143 1,221 | 3,187
payments
Sheffield o | Single 0 0 | 3187
payments
United 1,102 Single 3,196 3,512 | 3,187
payments
Lge_ds Co-Operative Society 71 Single 597 296 3.187
Limited payments
PIymogth & South Devon Co- 390 Single 1,175 1,243 3.187
Operative payments
Pinnacle Plan Liability 27 Single 79 86 3,187
payments '
Hinton 404 Single 1,008 771 1,908
payments
P&W 181 Single 431 345 1,908
payments
Total excluding FSPs 8,996 27,030 27,922 3,104
WBG Southern 195 | Single 0 372 | 3,187
payments

* This is the funeral plan value required by section 3.2.3 of the FPCOB to be disclosed. It
is the total cost if all of the funerals covered by the plans were provided at the valuation
date.

Assets are the amount of payments made by the customer and invested by the valuation
date (net of historical sales cost allowances) including asset returns and interest, and the
capital injections made by CFPL before 30 September 2024. The funeral plan value is the
cost of the funeral if it were provided at the valuation date, and can be higher than the
liability, for example if expected future investment returns are generally greater than
expected future funeral cost inflation.

There have been no withdrawals of surplus from any of the trusts in the past year.
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Appendix B — Summary of Balanced Fund Asset Mix

54,

Four of the trusts (identified in paragraph 27) are invested in the balanced fund. The table
below summarises the fund mix by asset type at the valuation date. It is noted that there
are plans to move the investments of the other 10 trusts from cash to a managed fund,

which would be expected to increase surplus.

Royal London GMAP Balanced M Acc (balanced fund)
30/09/2024

Asset class Asset mix
Cash and absolute return 2.7%
UK equities 6.0%
Overseas equities 22.8%
Investment grade corporate bonds 18.5%
Index linked gilts 7.4%
UK property 6.5%
Gilts 15.5%
Commadities 4.8%
Global high yield bonds (£ hedged) 9.2%
Emerging market equities 6.6%
Total 100.0%

»
> Broadstone
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Appendix C — Assumptions Detail

55.

The derivation and justification for the assumptions are discussed in detail below.

Administration and Trustee Expenses

56.

For most trust deeds, CFPL is allowed to cover all administration and trustee expenses,
and the CFPL Board have confirmed that they will not charge the trusts the amount of
overall administration expenses paid by CFPL that can be fairly attributed to them.

Discount Interest Rate

57.

I have derived the discount interest rate for placing a present value on the projected liability
cash flows within each trust. The discount interest rate reflects expected future investment
returns on the trust assets after allowing for investment management charge and tax, as
follows.

Expected investment returns

58.

59.

60.

61.

Four of the trusts have their investments in the balanced fund, which carries an annual
investment management charge of 0.6%. While the necessary trust deed amendments are
made for the other 10 trusts, they remain invested in cash and so have no investment
management charge. The Hinton and P&W trusts incur a tax rate of 45%, reflecting the
unique arrangements for these trusts, and the other trusts incur a tax rate of 25% on
investment return after the investment management charge.

For the 10 trusts invested in cash, the cash returns have been below the short-term gilt
yields estimated by the Bank of England (4.4% for 6-month, 3.7% for 1-year, and 3.6% for
1.5-year as at the valuation date) but | understand the funds are being positioned in
anticipation of moving to the balanced fund. Therefore, gilt yields less tax have been used
for the discount interest rate.

For the four trusts invested in the balanced fund, the discount interest rate assumed is the
gilt yield plus an extra return that might be achieved by holding risker assets i.e. a “risk
premium”.

The risk premium depends on the risk profile of the assets themselves and is subjective. |
have adopted risk premiums that vary by asset type that are within what is generally
considered to be a reasonable range. The assets are mostly held in bonds and equities
(UK and overseas). A breakdown of the underlying assets and the assumed risk premium
is shown in the following table.
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62.

Royal London GMAP Balanced M Acc (balanced fund) 30/09/2024

Asset class Asset mix Risk premium
Cash and absolute return 2.7% Nil
UK equities 6.0% 3.50%
Overseas equities 22.8% 3.50%
Investment grade corporate bonds 18.5% 1.20%
Index linked gilts 7.4% -0.25%
UK property 6.5% 3.00%
Gilts 15.5% Nil
Commaodities 4.8% 1.00%
Global high yield bonds (£ hedged) 9.2% 1.60%
Emerging market equities 6.6% 4.50%
Total 100.0% 1.90%

The risk premium assumption by asset class has been updated from the 30 September
2023 valuation, but when combined with the updated asset mix, the changes have had no
net effect on the overall risk premium.

Discount interest rate assumption

63.

On this basis, the discount interest rate assumed will be the gilt return plus risk premium
less 0.60% investment management expense (for Trusts invested in the Balanced Fund) as
provided by the investment manager and tax. Example forward rates are shown in the
following tables. Note that overall, gilt yields have reduced between last year’s to this
year’s valuation, particularly at early projection years.

Assumption (forward rate)

30/09/2024 by projection year

3 4 5 10
Gilt yield 37% | 3.6% | 3.6% | 3.8% | 3.9% | 48% | 5.4%
Less deduction for 25% tax 0.9% 0.9% 0.9% 0.9% 1.0% 1.2% 1.3%
= Discount. cash for 28% | 27% | 2.7% | 2.8% | 2.9% | 3.6% | 4.0%
trusts taxed at 25% 070 70 070 070 270 070 70

Assumption (forward rate)

30/09/2024 by projection year

3 4 5 10
Gilt yield 37% | 36% | 36% | 3.8% | 3.9% | 4.8% 5.4%
Less deduction for 45% tax 1.7% 1.6% 1.6% 1.7% 1.8% 2.2% 2.4%
= Discount: cash for 21% | 2.0% | 2.0% | 21% | 21% | 2.6% | 3.0%
trusts taxed at 45% ) ’ ’ ) ) ) )

»
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64.

30/09/2024 by projection year

Assumption (forward rate)

Gilt yield 3.7% 3.6% 3.6% 3.8% 3.9% 4.8% 5.4%

Plus risk premium 1.9% 1.9% 1.9% 1.9% 1.9% 1.9% 1.9%

Less investment

0.6% 0.6% 0.6% 0.6% 0.6% 0.6% 0.6%
management fee

Less deduction for 25% tax 1.3% 1.2% 1.2% 1.3% 1.3% 1.5% 1.7%

= Discount: balanced

fund 3.8% 3.6% 3.7% 3.8% 3.9% 4.6% 5.0%

It is important to note that the valuation result is quite sensitive to the difference between
the discount rate and funeral cost inflation rate rather than to the discount rate itself. This
aspect is discussed further in the “Funeral Cost Inflation” section below.

Funeral Cost Inflation

65.

66.

67.

CFPL have a good understanding of how funeral costs increase through their traditional
funeral business and have provided the funeral cost inflation assumption equal to RPI as at
the valuation date less 25 basis points to allow for high levels of demand for inflation linked
gilts increasing inflation expectations. | have reviewed this assumption for reasonableness.
Example rates are shown in the following table.

30/09/2023 by projection year

Assumption 4 10

Funeral cost inflation 3.4% 3.6% 3.4% 3.2% 3.1% 3.0% 3.2%

| have considered climate change in the valuation. The biggest risk is higher funeral costs
associated with future climate change regulation compliance. The Control of Mercury
(Enforcement) Regulations from 2017 is the most recent example for this, where
crematoriums were required to reduce emissions. This resulted in a one-off increase in
cremation costs of about 5%. However, this increase in cost is a very small proportion of
the total funeral costs and there are no current regulatory proposals of a similar nature.
The duration of the trust liabilities is short enough that this future scenario is unlikely to
affect the costs of the current plans.

For the above reasons, no adjustment to the valuation for climate change has been made.

Mortality

68.

The mortality experience investigation for the non-trust funeral plans completed in 2023
determined that the overall mortality rate over the period of the investigation was 112% of
the standard mortality table ELT17, and this is an improvement from the previous mortality
experience investigation of approximately 1% per annum. | have used this in the current
valuation, bringing the assumption to 111% (compared to 112% last year less 1% for one
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69.

70.

year of mortality improvement), along with 1% per annum future improvement (the same as
last year).

ELT17 is one of a series of English Life Tables published by the Office for National
Statistics. It is based on the mortality experienced by the population of England and Wales
during the years 2010, 2011 and 2012.

The next mortality investigation is due to be carried out in 2026.

Cancellation

71.

72.

73.

74.

The term “cancellation” is used in the funeral plan to refer to events that result in the
payment of a cancellation benefit as opposed to the provision of a funeral. Cancellation
can occur on either surrender or death, where the family of the plan-holder may decide to
have the funeral outside of the provider network.

The cancellation benefit is assumed to be the return of instalment(s) less a £50
cancellation fee in accordance with the trust deeds overall.

The CFPL cancellation experience investigation covering trust and non-trust funeral plans
was carried out in 2024. These provide for the cancellation experience at surrender by
plan year and for cancellation at death overall. Itis based on historical experience. | have
used these rates in the valuation as follows, noting that all trust plans are currently in plan
years 15+.

At death At surrender for projection years 15+

Cancellation rate 2% 0.3%

Additionally, plans that are assumed gone away are assumed to cancel in the first
projection month.
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Appendix D — Sensitivity Analysis

75.

76.

77.

78.

79.

80.

81.

82.

83.

The results of the sensitivity analysis for all of the trusts in total, i.e. the calculation of the
surplus or deficit using assumptions higher or lower than the base assumptions, are set out
in the table and graph below.

The central vertical axis of the graph represents the first row of the table i.e. the best
estimate of a surplus of £3,262k. Bars to the right represent a larger surplus and bars to
the left a smaller surplus.

As expected, the assumptions to which the valuation is most sensitive are the discount rate
and the rate of funeral cost inflation. More specifically, it is the difference between these
two assumptions that has the greatest impact on the result.

A reduction in the discount interest rate increases the value of the liabilities by more than
the increase in value of cash, gilt, and corporate bond assets, and this is reflected in the
sensitivities below.

The surplus is not very sensitive to the mortality or cancellation assumptions.

The FCA, Financial Reporting Council (FRC), and Institute and Faculty of Actuaries
conducted a round table discussion with funeral plan actuaries in September 2023. The
FCA recommended the consideration of operational and regulatory risk.

CFPL have considered a plausible operational and regulatory risk scenario in which an
unspecified event occurs that causes reputational damage, a subsequent loss of members,
plus temporary additional costs associated with resolving the issues that have occurred.
This might be the costs of supporting an investigation requested by the Regulator (section
166) or simply additional costs addressing issues that have arisen. Due to the value of the
funeral that the plan provides to plan-holders, a mass lapse of more than 5% is unlikely.
The scenario therefore assumes a 5% mass lapse, plus an additional £0.5m of expenses in
the first year. This event increases surplus due to the reduction in liabilities from the mass
lapse being greater than the increase in expenses. Therefore, further mitigation of this
potential risk is not needed.

Care needs to be taken when using the graph to estimate the impact of changing more
than one assumption at a time. For example, assuming both a lower discount rate and a
higher rate of inflation will have a greater impact than the sum of the impacts in isolation.

These sensitivities will change once a new investment strategy is implemented for the 10
trusts invested in cash.
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Sensitivity Results

Increase Surplus for all

Scenario Sensitivity from base | trusts in total
(£000’s) (£000’s)

Base 3,262

1 Discount interest rate + 1% 926 4,189

2 Discount interest rate - 1% -1,110 2,153

3

4 Funeral cost inflation -1% 1,340

5

6

7 Mortality - 40%

8

9 Cancellation rate - 50%

10 | Operational risk | 146 | 3,408

Size of the surplus/deficit under various sensitivities and scenarios

4 Discount Rate plus 1.0% p.a.
2 Discount Rate minus 1.0% p.a.
i Funeral Cost Inflation plus 1.0% p.a.

Funeral Cost Inflation minus 1.0% p.a.

2 M Inflation - climate scenario

Mortality - live 1 year less

4
4 r Mortality - live 1 year longer

3 m Cancellation rates double

0 1 2 3 4 5  ®Cancellation rates halved

Operational risk scenario (5%

Surplus £m cancellation, £500k expenses)

Broadstone Regulatory & Risk Advisory Limited, is a company registered in England and Wales under no. 04663795. Registered
office 100 Wood Street, London EC2V 7AN. The company uses the trading name Broadstone, which is a trademark owned by
Broadstone Corporate Benefits Limited and used by companies in the Broadstone group.
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