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Dear Members

It is heartening to be able to report that, after a very
challenging 2009, the year ended with real positive
momentum. The completion of the contract with HCL
to provide administration services to the Society from
March 2011 has added many millions of pounds of
value to policyholder funds. This, together with a
considerable easing in the stresses on the bond, equity
and property markets, gave the Board confidence to
increase policy values in 2010.

While these increases in policy values cannot be
guaranteed, they are an important step towards the
recreation of policyholder value that, over so many
years, has been eroded.

Having set down our vision to recreate policyholder
value, we believe we have three principal ways of
achieving this:

» Maximising the return on policyholder assets subject
to meeting solvency requirements;

» Providing the best value for money cost base;

o Achieving maximum Government compensation for
policyholders.

It is our intention to distribute all of the assets
amongst with-profits policyholders as fairly as possible
over time.

The importance of solvency

At the heart of everything we do is the need to remain
solvent. Sadly, given the events of 2000, this is a
matter better understood by Equitable Life
policyholders than most. It is also a matter that has
profoundly affected the financial services industry, in
particular, over the last two years.

At the Society, the demands of solvency are unique.
The nature of the underlying guarantees on many
policies requires, on the one hand, conservatism in our
choice of investment which limits return much in
excess of the guarantee; and, on the other hand,
requires a great deal of capital above and beyond
policyholder liabilities to protect policy values against
unexpected events.

Given the Society’s solvency imperatives, its holdings
in equity-related investments and property (albeit a
relatively small proportion of total assets) are simply
too volatile, and the fluctuations experienced in 2008
and early 2009 put very considerable stress on the
solvency margins of the Society. While, at all times,
the Society remained solvent, the uncertainty around
a recovery in equity, property and corporate bond
prices was not assured. Prices did, of course, recover
to some degree and the Board then felt it prudent to
reduce its holdings in both equity-related investments
and property. The virtue of this was to increase
solvency cover but, in direct consequence, there is less
opportunity to achieve returns much in excess of that
needed to meet policy guarantees.

Tying up your funds in relatively low growth assets is
not consistent with recreating policyholder value, and
we will return to the implications of this at the
conclusion to this report.

Government’s proposed compensation scheme

At the Judicial Review in the High Court in October
2009, the Government were told that their rejection of
some of the Parliamentary Ombudsman’s findings was
unlawful. As a result, the Government were obliged to
change the Terms of Reference of Sir John Chadwick so
that his advice on a compensation scheme will be more
comprehensive than it might otherwise have been. We
congratulate the Equitable Members Action Group
("EMAG”) on their success in bringing that action. The
good work carried out by EMAG is both welcome and
influential and we look forward to working
productively with EMAG in the interests of past and
present policyholders.

The Society continues to work with Sir John to help him
to reach a sensible proposal as quickly as possible,
currently scheduled to be in May 2010. In Sir John’s
interim reports, he describes a flexible approach which
has the potential to cover all those who were
policyholders during the period affected by the
maladministration. We support Sir John’s argument in
this matter.

We appeal to Sir John and the Government to bring
forward a scheme that is simple and transparent.
No matter how fair the theory of any scheme, if
policyholders and commentators are unable to
understand it, it will never seem fair.



A new third party administrator

We announced in November 2009 that, following an
extensive review of the life and pensions
administration providers, the Society had awarded its
policy administration contract to HCL. This agreement
will provide very significant cost savings and cost
certainty, enabling the Society to release more value
to our policyholders in the years to come. Our latest
estimate is that policyholder funds can be increased by
some £130m as a result of the contract, and this will
be passed to policyholders in future years through
reduced charges for expenses, thereby increasing
policy values.

In March 2011, when HCL take over full responsibility
for the administration services to the Society,
policyholders can expect little change and, in
particular, the contact centre will remain based in the
UK. We will be communicating clearly and fully nearer
the time. Until then, policyholder services will
continue to be provided by HBOS, now part of the
Lloyds Banking Group.

Asset management services

In a similar manner to the way we reviewed the
provision of administrative services, we have
embarked on an assessment of companies that provide
asset management services. In recreating value,
policyholders’ assets should be optimally managed,
and we expect to complete the selection process by
the autumn of 2010.

Your Board of Directors

Over the last year, your Board has appointed a new
Chairman and a new Chief Executive following the
retirement of Vanni Treves and Charles Thomson. As
announced in our September interim report, we also
welcome Keith Nicholson, Cathryn Riley and Mark Earls
to the Board.

Peter Smith retired from the Board in March 2010 and
we take this opportunity to thank him for his sterling
service over nine years. We will miss his thoughtful,
penetrating and wise counsel through the uniquely
difficult challenges that the Society’s policyholders
have had to face.

Recreating value for policyholders

Following our decision in 2008 to run down gradually,
2009 was, in many respects, a watershed year for the
Society. Having navigated its way through the financial
crisis, having put in place new third party
administration arrangements and having refreshed the
Board membership, the Society is now studying options
for the most effective run-off strategy to recreate
value for policyholders.

As a first step, the Board is establishing a set of risk
objectives which guide the Executive in its decision
making. One such objective is that the Society will
seek to hold solvency capital in excess of the
requirements laid down by the regulators so that we
have time to effect remedial action before falling
below the regulatory requirements. This will give
reassurance to policyholders that the Society will be
able to withstand market events as challenging as so
recently experienced.

The solvency capital required to be held by the Society
is considerable and this can be expected to increase as
a result of Solvency IlI, the new regulations being
developed by the EU Commission scheduled to come
into force in October 2012.

Policyholder assets will be invested to provide a secure
and stable return but, as we described earlier, growth
much in excess of policy guarantees is unlikely. This
dilemma is one that we can only see persisting, and
one that does not easily lend itself to the recreation of
policyholder value as it is difficult to significantly
accelerate the distribution of solvency capital.

Accordingly, your Board is looking at what strategies
would maximise the return on policyholder assets and

we will report further on this well before the
introduction of the new solvency regulations.

On behalf of the Society’s Board of Directors

\M CMAWS 7

lan Brimecome
Chairman

Chris Wiscarson
Chief Executive

29 March 2010



Excess Realistic Assets

A very important measure of the Society's net
resources is the excess of realistic assets ("ERA") over
liabilities. This amount, which is reported as a policy-
related liability in the technical provisions, is available
to meet any unforeseen liabilities, and liabilities in
excess of those provided for at the balance sheet date,
and to increase policy values in the future.

At 31 December 2009, ERA were £675m, an increase of
£261m over the prior year. The analysis of the
with-profits assets and liabilities is as follows:

2009 2008
£m £m
Realistic value of with-profits
assets 5,546 5,951
less:
Policy values 4,143 4,552
Future charges (290) (300)
Impact of early surrenders (28) (34)
Cost of guarantees 574 814
Other long-term liabilities 283 287
Other liabilities 189 218
4,871 5,537
Excess Realistic Assets 675 414

The movement in the ‘Realistic value of with-profit assets’
above relates primarily to claims payments made during
2009. A description of the above liabilities is set out in Note
14f on page 44.

The key movements in the ERA during 2009, as
shown in the following table, are explained in
more detail in later sections of this review:

2009 2008
£m £m
Opening Excess Realistic Assets 414 621
Investment performance net of 242 (311)
changes in policy values
Mortality experience and assumption (24) 3
changes
Surrender experience and assumption 2 52
changes
Changes in other valuation assumptions (3) 26
Variances in expenses and provisions  (89) (7)
Transfer of with-profit annuities - (3)
to Prudential
Other movements 3 33

Expense savings from transfer to HCL 130 -

Closing Excess Realistic Assets 675 414

The Society seeks to maintain the ERA balance at a
level that protects solvency while treating continuing
and exiting policyholders fairly. The balance at
31 December 2009 represents 12% of with-profits
realistic assets, an increase from the equivalent figure
of 7% at 31 December 2008.

Financial Services Authority capital requirements
As a mutual company closed to new business, when we
report to the Financial Services Authority (“FSA”) for
solvency purposes, the ERA is deemed to be part of
policyholder liabilities, and therefore the Society does
not report a capital surplus.

In addition to the requirement to prepare financial
statements on a realistic basis, the capital required for
the Society’s particular risks are quantified in the
preparation of a confidential assessment of its capital
needs. This is required by FSA rules, introduced under
the Individual Capital Assessment (“ICA”) framework.
The calculations are underpinned by consideration of
the underlying risks, which include credit risk, market
risk, liquidity risk, operational risk and insurance risk.
These capital requirements are met out of the ERA
and, in extreme situations, out of policyholders’ non-
guaranteed benefits.

Solvency Il regime

The current regulatory framework will be replaced in
2012 by the Solvency Il regime, a Europe-wide
regulatory basis for establishing capital requirements
for insurance companies. Current indications of the
proposals being developed by the EU Commission are
that the capital requirements under Solvency Il will be
much more onerous for the Society than the current
regime. As a mutual Society, there is no recourse to
further capital other than existing funds. The
mitigations the Society can put in place are quite
limited and generally depend upon reducing risks
taken, typically by reducing the proportion of return-
seeking assets we hold and hence reducing the
expected level of returns, or upon holding back capital
in the next few years and paying out less to
policyholders. The Board does not view either of these
options as meeting the strategic vision for recreating
value for policyholders, and is now studying options for
the most effective run-off strategy for the Society.



Investment performance and changes in policy
values

The Society continues to operate a cautious
investment strategy, investing largely in fixed-interest
investments while retaining a relatively low proportion
of the with-profits fund in equities and property. This
helps the Society to match anticipated policyholder
payments as they fall due, and reduces the amount of
capital that is required to be held. The Society
regularly reviews the appropriate composition of the
with-profits fund and seeks to manage its property and
equity holdings in line with the run-off of business.

As mentioned in the Corporate review, some of the
assets previously invested in were too volatile to meet
the Society’s solvency objectives and, in 2009, equity
investments, including equity derivatives, worth £90m,
and properties, worth over £70m, were sold.

The assets backing UK with-profits policies produced a
gross return of 6.0% during the year. The increase in
corporate bond values as a result of returning market
confidence more than offset the falls in values of
Government bonds, increasing the value of fixed-
income securities over the course of the year. Allowing
for the movements in Government bond yields over
2009 the Society’s corporate bond holdings have
recovered about half of the £380m reduction in 2008.
Some of the severe falls in property and, to a lesser
degree, equity values over 2008 were reversed during
the second half of 2009. The return adjusted for
Government bond yield movements affecting both
assets and liabilities was 9.2%. The return on the fund
after adjustments to allow 1% for the impact of
expenses, 1% for the charge for guarantees, and to
allow for tax and the effect of changes in provisions
and technical provisions, is 6.6%.

The charge of 1% referred to in the previous paragraph
is currently held back from the investment return to
meet the cost of guarantees. This charge can be
reduced or increased depending on financial conditions
from time to time and we expect the charge to
continue at this level during 2010.

In determining changes in policy values, the Society
aims to balance the objectives of:

» Retaining sufficient capital to meet regulatory
requirements;

» Meeting guaranteed payments to policyholders; and
» Meeting obligations to other creditors as they fall due

against the distribution of the Society’s assets over
the lifetime of its policies as fairly as possible. The
ability to increase policy values depends to a
considerable extent on the returns achieved on, and
the outlook for, the Society’s corporate bond, property
and equity-related portfolios, where value and
liquidity are directly affected by market conditions.
It is also dependent upon capital requirements and the
extent to which the Board believes it is fair to
distribute the ERA.

In early 2009, the Society reduced policy values by 2%
for applicable pension policies and by 1.6% for life
assurance contracts and set the rate of increase in
policy values to nil. After consideration of all risks,
reserving and capital matters, the Board reversed this
reduction in early 2010 and agreed that, from the end
of 2008, pension policies should increase at 3.5% p.a.
and life assurance policies by 2.8% p.a. Policy values,
thus increased, were used as the basis for the financial
statements. Increasing policy values by less than the
adjusted return of 6.6%, resulted in an increase in the
ERA of £126m (in 2008, the decrease in policy values
was less than the adjusted return, and this resulted in
a distribution from the ERA of £222m).

Following the valuation at the end of 2009, the Board
has determined that, for 2009, policy values should be
increased by 5.5% for applicable with-profits pension
policies and by 4.4% for life assurance policies.
It has also confirmed that, for UK with-profits policies
remaining in force at 1 April 2010, the interim bonus
rate applying until further notice would be 3.5% for
pension policies (2.8% for UK life policies) and be
backdated to 1 January 2010.

In order for the Society to meet all of its contractual
liabilities over the foreseeable future, the Board has
again confirmed that new distributions of surplus will
be made in non-guaranteed form. Accordingly, there is
no expectation of any further reversionary bonus being
awarded over the next few years and, in particular, in
respect of 2009. However, for those policies with
Guaranteed Investment Returns (“GIR”), the value of
the guaranteed benefit is not affected by a change in
policy values, but is increased instead at the rate set
out in the policy conditions, typically 3.5% p.a.



Investment performance and changes in policy
values (continued)

In consequence of the investment performance and
changes in policyholder values noted above, ERA has
increased by £242m (2008: decreased by £311m).
Future bonus declarations will reflect the capital
available for distribution in the light of the risks facing
the Society as described on the previous page.

Expenses and provisions

We announced in November 2009 that the Society has
entered into a contract with HCL for the provision of
administration services. HCL will provide services from
March 2011 and a transfer programme from HBOS, now
part of the Lloyds Banking Group, to HCL is now
underway. Our latest estimate is that policyholder
funds have been increased by some £130m as a result
of this contract, as indicated in the table on page 4.
This is after providing for the total anticipated transfer
costs included in exceptional expenses. The new
contract with HCL enables us to reduce future running
costs and to remove a large degree of uncertainty over
future administration service costs, and the financial
figures reflect these changes. The Society now expects
to levy charges for expenses on with-profits policies at
the rate of 1.0% p.a. for 2010 and 0.5% p.a. in
subsequent years as a consequence of the expense
savings anticipated to be achieved through the new
administration contract with HCL. Any underruns in
these expense charges will be held in reserve in order
to take account of the uncertainty of future charges
and the challenge of reducing running costs as policies
mature or transfer.

While investment and claim costs have remained stable
during 2009, overall expense costs have increased by
£11m (costs in 2009 were £115m compared to £104m in
2008), primarily as a result of an increase in pension
provisions. The Society has a continuing obligation to
HBOS to fund the former Equitable Life staff pension
scheme to 1 March 2016. At that time, the Society
must leave the Scheme with no deficit and the
provisions established make due allowance for this. As
at the year end 2009, it is estimated that the Scheme
has a deficit of £93.5m (2008: £63m) on the value of
past service benefits, and has provided for
contribution payments of £39m for benefits arising
from future service to 2016.

Protection of the fund and policyholder behaviour
The Society aims for the amounts paid out to maturing
and exiting policyholders to be fair but not to
disadvantage those continuing policyholders such that
their payout prospects are reduced. If asset values
reduce, the Society may apply a maturity equaliser as
in 2009 when policy values were reduced by 2%.

Where policyholders switch to a unit-linked fund or
surrender their with-profits policy before maturity, the
Society is not contractually required to pay out any
specific amount. In consequence, the Society levies a
financial adjustment of 5% of the policy value and this
applied through 2009. These adjustments can be varied
at any time without advance notice, any such change
reflecting the then financial position of the Society.

If the Society were to be forced to sell fixed-interest
securities to its disadvantage before their relevant
maturity dates, or became forced sellers of property or
equity holdings in order to make payments to
surrendering policyholders, assets and liabilities cease
to be matched. In such circumstances, those
policyholders would be expected to bear the related
costs incurred, by way of a higher financial adjustment.

The Society experienced a steady and decreasing level
of claims during 2009, and these were broadly in line
with expectations. Changes in the pattern of
surrenders have been reflected in the realistic
assumptions which, together with favourable actual
experience in the year, result in a gain of £2m (2008:
£52m) in ERA, as shown in the reconciliation table on
page 4.

Allowance has been made in realistic liabilities for
future discretionary non-guaranteed bonuses. As noted
previously, it is the Society’s intention that any future
bonuses will be in a non-guaranteed form. Allowance is
made for continuing contractual commitments, such as
the GIR of 3.5% p.a. that is applicable to many policies.
If the Society’s investment return is expected to fall
below a rate which covers the guarantees, and its
expenses and the assumed retirement profile ceases to
be appropriate as a result of significant numbers of
policyholders deferring their retirement dates, higher
technical provisions may be required, as described in
Note 14f to the financial statements.



The Board’s conclusions on provisions and going
concern

The Board is responsible for making a formal
assessment as to whether the ‘going concern’ basis is
appropriate for preparing these financial statements.
The going concern basis presumes that the Society will
continue to be able to meet its guaranteed obligations
to policyholders and other creditors as they fall due. To
do this, the Society must have sufficient assets, not
only to meet the payments associated with its
business, but also to withstand the impact of other
events that might reasonably be expected to happen.

The Board has examined the issues relevant to the
going concern basis which include the exposure to:
investment losses; increases in corporate bond
defaults in excess of current levels assumed in market
prices; increases in provisions; effect of lower interest
rates on the behaviour of policyholders with GIR;
future expense levels (including the costs of the
continuing pension obligations to former staff);
persistency risks (the age or duration at which benefits
are taken); and mortality risks.

The Board will take proactive action to maintain
regulatory solvency at all times. With the volatility in
investment and property markets, the uncertain
nature of provisions and other potential strains on the
Society’s finances, the Board recognises the possibility
that the Society may not meet regulatory solvency
requirements at all times in the future. This does not,
of itself, mean the Society will not be able to meet
policyholder liabilities as and when they fall due.

The financial position of the Society has been
projected under a range of economic scenarios. The
Board has also considered the level of contingent
liabilities in its analysis of the Society’s financial
position, as expressed in Note 22. The Board is
confident of its ability to manage adverse scenarios
that may arise, but extremely adverse scenarios could
prejudice the continuing ability of the Society to meet
policyholder liabilities as they fall due, and so there
cannot be absolute assurance.

The Board has given due consideration to all the
potential risks and possible actions available to it and
has concluded that it remains appropriate to prepare
these financial statements on a going concern basis.



lan Brimecome (b) (c) (d)
Chairman

lan Brimecome was appointed
Chairman in September 2009. He
joined the Board in January 2007
and is Chairman of the Investment
Committee and the Nominations
Committee. He is Vice Chairman of
Macquarie Capital Europe and a non-executive Director
of Axa UK plc and Kiln Group Ltd. lan is also Chairman
of Bluefin Group Limited and Bluefin Insurance Group
Limited and is an outside Board Member of Philadelphia
Consolidated Holdings in the United States. He has
over 30 years of experience of the financial services
industry in a wide variety of roles. He has advised on
more than 80 merger and acquisition transactions in
the insurance and asset management industries in
more than 20 countries. He is an Associate of the
Institute of Financial Services and a Member of the
Institute of Management.

Chris Wiscarson (c) (d)

Chief Executive

Chris Wiscarson was appointed
Chief Executive in September 2009.
He was previously at Lloyds Banking
Group, where he held very senior
roles on the Group Executive
Committee, most recently Group
Integration Director. He started his career with
Equitable Life, before moving to South Africa in 1979
as General Manager of Southern Life. In 1986, he
returned to England to take up the position of Chief
Executive of Save & Prosper Insurance. In 1990, he
became European Director of the Lloyds Abbey Life
Group and, in 1991, took up the position of Group
Finance Director before becoming Chief Executive of
Lloyds TSB Life. At the beginning of 2000, Chris took
responsibility for the non-UK businesses in the Lloyds
TSB Group, participating in 30 countries.

- David Adams OBE (a) (b) (c) (d)
Deputy Chairman

David Adams joined the Board in
April  2001. He has been
appointed Deputy Chairman from
1 April 2010. He was Finance
Director from 1974 and Chief
Executive from 1979 of Harrow
Council. In 1987, he became Finance Director of the
Railways Pension Scheme and was appointed Chief
Executive four years later. From 1997 to 2000, he was
Chief Executive of CIPFA. He is a non-executive
Director of the Keystone Investment Trust plc. He is
honorary Chair of the Mencap Pension Plan Trustees.

7 e Tim Bateman (c)

Finance Director

Tim Bateman joined the Board in
January 2008. Tim has experience
of consultancy with PwC and was
also Appointed Actuary for Sun Life
Assurance Company of Canada (UK)
Ltd. until 2004. He has been with
the Society since 2004 and he has held the posts of
With-profits Actuary and Head of Actuarial Function
with Equitable Life. He was appointed General
Manager (Finance) in April 2007 and Finance Director in
January 2008.



Mark Earls

Chief Operating Officer

Mark Earls joined the Board in
September 2009, having worked for
Equitable Life since 2002. He was
responsible for managing the
programmes which led to the
transfers of the non-profit annuities
to Canada Life and the with-profits annuities to
Prudential. He is playing the leading role in securing
the new administration arrangements. Prior to joining
Equitable, he was a Programme Director at PwC and
prior to that spent 20 years at Marks and Spencer.

lan Reynolds (a) (c) (d)

lan Reynolds, a Chartered Director,
joined the Board in October 2006.
He is a non-executive Director of
Liverpool Victoria Friendly Society
and of  Alternative  Assets
Opportunities, and is a Member of
the Council of the Institute of
Actuaries. He has over 40 years of experience in the
insurance industry. He held the roles of UK Divisional
Director and then General Manager Life at Commercial
Union plc and a variety of posts at Royal Insurance. He
has also worked as a Special Advisor at the Financial
Services Authority.

Key to membership of principal Board Committees
(a) - Audit

(b) - Remuneration

(c) - Investment

(d) - Nominations

. Keith Nicholson (a) (c)

Keith Nicholson joined the Board in
August 2009. He chairs the Audit
Committee. Keith left KPMG in 2009
after more than 30 years with the
firm. He has a wealth of experience
with financial services companies
covering audit and advisory roles.
These included FTSE 100 companies in the UK and non-
UK multinationals. He has also served on the Auditing
Practices Board and on the Insurance Subcommittee of
the Institute of Chartered Accountants in England and
Wales.

. Cathryn Riley (b) (c)
Cathryn Riley joined the Board in
August 2009. She chairs the
Remuneration Committee. She is
UK Commercial Director at Aviva
plc after having served in a number
of executive roles within the Aviva
Group. In a wide-ranging career
resources, customer services,

covering human
operations and general management, she has worked
for British Coal, British Airways, Coopers & Lybrand and
BUPA before joining Aviva in 1996.



Principal activities and business review

The principal activity of the Society during 2009 was
the transaction of life assurance, annuity and pension
business in the form of guaranteed, participating and
unit-linked contracts. The Society closed to new
business on 8 December 2000. The results of the
Society are presented in the Profit and Loss Account on
page 25. The operations of the Society are described in
the Corporate review and Financial review on pages 2
and 3 and 4 to 7 respectively, which include a
discussion by reference to certain key performance
indicators. The Directors’ remuneration report and
details of the governance arrangements of the Society
are given in the Corporate governance statement on
pages 12 to 22.

Valuation and bonus declaration

In February 2009, the Board announced that policy
values would be reduced for UK with-profits pension
policies by 2.0% from 1 March 2009 (1.6% reduction
for UK life policies). It was also confirmed that no
further increases to policy values would accrue until
further notice and that there was no guaranteed
bonus for 2008.

The Board decided that from January 2010, the
reduction in policy values made in March 2009 should
be reversed.

The Board further decided that with effect from 1 April
2010, policy values should be increased by 5.5% for UK
with-profits pension policies (4.4% for UK life policies)
in respect of 2009. It also confirmed that, for UK with-
profits policies remaining in force at 1 April 2010, the
interim bonus rate applying until further notice would
be 3.5% for pension policies (2.8% for UK life policies)
and be backdated to 1 January 2010.

This has had the effect that, for with-profits policies
remaining in force at 1 April 2010, policy values have
been increased by 5.5% for UK pension policies and by
4.4% for UK life policies in respect of 2009 (2008:
reductions of 3.0% p.a. and 2.4% p.a. respectively).

Since then, in accordance with the Society’s Articles
of Association and insurance company legislation, a
valuation of the assets and liabilities of the Society
has been carried out as at 31 December 2009. There is
no guaranteed bonus for 2009, although those policies
containing a Guaranteed Investment Return (“GIR”)
(typically 3.5% p.a.) will have this added to the
guaranteed value of their policies as usual.

Directors
The Directors shown on pages 8 and 9 are those who
will be in post as at 1 April 2010.

Fred Shedden and Andrew Threadgold were Directors
until 11 May 2009. Charles Thomson was a Director
until 26 August 2009 and Vanni Treves and Jean Wood
were Directors until 31 August 2009. Peter Smith will
be resigning from the Board with effect from 31 March
2010.

Four Directors have been appointed in 2009: Mark Earls
(appointed from 9 September 2009), Keith Nicholson
(appointed from 26 August 2009), Cathryn Riley
(appointed from 24 August 2009) and Chris Wiscarson
(appointed from 2 September 2009). As they have been
appointed since the last Annual General Meeting
(“AGM”), in accordance with the Articles of
Association, they are required to retire at the AGM. By
the time of the AGM, David Adams will have served as
a Director of the Society for more than nine years and,
in line with the provisions of the Combined Code, will
retire at the AGM. The Directors retiring at the AGM by
rotation are lan Brimecome and lan Reynolds, who
were both last re-elected at the AGM in 2007. All the
directors retiring at the AGM offer themselves for re-
election.

Directors’ indemnities

The Society maintains directors’ and officers’ liability
insurance which gives appropriate cover for any
legal action brought against its Directors. The Society
has also provided an indemnity for each of its
Directors, which is a qualifying third party indemnity
provision for the purposes of section 234 of the
Companies Act 2006.

Subsidiary companies

In 2007 the Society concluded that, following the
redemption of the Subordinated Debt, it had no further
purpose for its wholly-owned subsidiary, Equitable Life
Finance plc. This company was placed into liquidation
and was formally dissolved on 7 January 2009.

Financial instruments

Financial instruments such as gilts, corporate bonds
and equities form a significant proportion of the assets
held by the Society to enable it to fulfil its obligations
to its policyholders. The Society is exposed to some
risks in relation to certain of these assets and has



specific objectives and policies for managing these
risks. The key risks affecting the financial instruments
are market risk (asset price changes), credit risk (bond
default) and liquidity risk (cash flow). The Society’s
risk management processes are described in the
Corporate governance section of the Annual Report and
Accounts on page 17 and the mechanisms for managing
these risks relating to financial instruments are set out
in more detail in Note 16 to the financial statements.

Customer service

During 2009, the Society issued 229,000 annual
statements to inform policyholders of the progress of
their policies.

The Society’s customer services staff dealt with
212,000 telephone calls (2008: 261,000) and 254,000
letters (2008: 273,000).

Employees

The majority of staff transferred to HBOS Group
companies on 1 March 2001. Employees of the Society
have been regularly informed of, and consulted with,
on matters of concern to them. It is the Society’s policy
to give equal consideration to disabled people as to
others regarding applications for employment,
continuation of employment, training, career
development and promotion, having regard to their
particular aptitudes and abilities. In relation to
employment opportunities, the Society treats
applications from all sectors of the community fairly
and consistently. All applications for employment,
consideration for continued employment, training
opportunities, career development and promotion are
fully considered with regard to an individual’s
particular aptitudes and abilities. As a mutual
company, the Society has no employee share scheme.

Auditors

PricewaterhouseCoopers LLP have expressed their
willingness to continue in office and a resolution to
reappoint them as Auditors to the Society will be
proposed at the AGM.

Signed on behalf of the Board

G

lan Brimecome
Chairman
29 March 2010



1. Introduction

The Society continues to aim to meet the highest
standards in corporate governance and voluntarily
adopts the relevant provisions of the Principles of Good
Corporate Governance and Code of Best Practice (“the

Combined Code”). The Board is responsible to the
Society’s policyholders for good corporate governance.

The Combined Code on Corporate Governance - An
Annotated Version for Mutual Insurers (“the Annotated
Code”) was published by the Association of Mutual
Insurers (“AMI”) and the Association of Friendly
Societies ("AFS”) in July 2005. Mutual insurers who are
members of the AMI, as is the Society, are required to
adhere to this Annotated Code for all financial years
beginning on or after 1 April 2005. The Society has
adopted the relevant provisions of the Annotated
Code. The AMI and AFS merged on 1 January 2010 to
form the Association of Financial Mutuals.

Amendments were made to both the Combined Code
and Annotated Code during 2008 and the Society
adopted the relevant revised provisions.

Reference is made in this report to the provisions of
the Combined Code and of the Annotated Code, where
the latter extends the relevant provisions of the
Combined Code.

This report summarises the Society’s governance
arrangements.

2. Governance by Directors

The Board

The Board meets regularly to lead, control and monitor
the overall performance of the Society. The Board’s
principal functions are to determine the strategy and
policies of the Society, to set out guidelines within
which the business is managed and to review business
performance. The Board considers and decides on all
major matters of Society corporate strategy. There is a
formal schedule of matters reserved for the Board’s
decision. Senior management supply the Board with
appropriate and timely information and are available
to attend meetings and answer questions. The
Directors are free to seek any further information they
consider necessary and advice from the Company
Secretary or independent professional advisers.
Authority is delegated to the Chief Executive for
implementing strategy and managing the Society.

The roles of Chairman and Chief Executive are
separated and the Chairman has primary responsibility
for the effective functioning of the Board.

Directors

The Board has three executive Directors: the Chief
Executive, the Finance Director and the Chief
Operating Officer. Peter Smith will resign as a Director
from 31 March 2010 and there will then be five non-
executive Directors on the Board. Their diverse
experience, skills and independent perspective provide
an effective review and challenge of the Society’s
activities. The Chairman and the Deputy Chairman are
elected by the Board. lan Brimecome was elected as
Chairman with effect from 1 September 2009, in
succession to Vanni Treves who left the Board. Peter
Smith has been the Deputy Chairman and Senior
Independent non-executive Director. The Board has
appointed David Adams to these roles with effect from
1 April 2010, in succession to Peter Smith.

During 2009, a number of other changes in the
composition of the Board took place, including the
appointment of two new non-executive Directors and
two new executive Directors, including the new Chief
Executive Officer. Details of the appointment and
resignation of Directors during the year are shown in
the Directors’ report on page 10, and the Board
members are described on pages 8 and 9.

Some of the Directors hold policies with the Society. In
the opinion of the Board, in no instance do these
interests interfere with the independence of the
relevant Director. The Board reviews the independence
of the non-executive Directors and has concluded that
all the non-executive Directors should continue to be
considered to be independent.

The Remuneration report on pages 18 to 22 explains
the basis of remuneration of the executive and non-
executive Directors.

Performance evaluation

During 2009, the Board reviewed its own performance
and that of its Committees. With assistance from the
Nominations Committee, it also reviewed the
performance of individual Directors. The non-executive
Directors met under the leadership of the Senior
Independent non-executive Director to review the
performance of the Chairman. In conducting these



13

reviews, the Board had regard to the guidance on
performance evaluation accompanying the Combined
Code. The Board recognised that, in accordance with
the Combined Code, any term beyond six years for a
non-executive Director should be subject to particularly
rigorous review and should take into account the need
for progressive refreshing of the Board.

The Board considers that it has the appropriate
balance of skills and experience to meet the
requirements of the Society’s business.

Appointments to the Board

Directors must retire and seek re-election at the first
Annual General Meeting ("AGM”) following
appointment. The Society’s Articles require one-third
of the Directors who are subject to retirement by
rotation to retire at each AGM and also that all
Directors must submit themselves for re-election by
rotation at an AGM at least every three years. All
appointments are subject to annual review by the
Board, as advised by the Nominations Committee. The
Board’s policy on remuneration is set out in the
Remuneration report.

Board Committees

The Board formally delegates specific responsibilities
to four Board Committees, supported by senior
management, which are established by the Board. The
Terms of Reference of the Committees are available on
the Society’s website (www.equitable.co.uk) or on
request.

The Audit Committee

Keith Nicholson chairs the Audit Committee, which
currently comprises four non-executive Directors. This
will reduce to three when Peter Smith leaves the Board
on 31 March 2010. Peter Smith was Chairman of the
Committee until 31 December 2009. The Audit
Committee meets at least four times a year. Its duties
include reviewing the Society’s compliance with the
Guidance on Audit Committees (accompanying the
Combined Code) on financial reporting, internal
controls and risk management systems, the internal
and external audit processes and procedures for
handling allegations from whistleblowers. The
Committee receives and reviews reports on these
matters during the year. The Committee assists the
Board in fulfilling its responsibilities in respect of the

Annual and Interim Financial Statements and Annual
Regulatory Returns to the Financial Services Authority
("FSA”) and reviews these items before their
submission to the Board. The minutes of the Audit
Committee meetings are circulated to the Board.

The Committee has a meeting at least once a year
solely with the external auditors and with the internal
auditors. The external auditors attend key meetings
and have direct access to the Chairman of the
Committee. The Committee keeps the relationship
between the Society and its auditors under review and
considers their independence, including the extent of
their fees from non-audit services. As part of the
review, the Audit Committee obtains confirmation
from PricewaterhouseCoopers LLP that, in their
opinion, their independence as auditors has not been
compromised. The Committee approves the terms of
engagement and the remuneration to be paid to the
external auditors in respect of audit services provided.
Any non-audit services to be provided, where the fees
are expected to exceed a specified amount (currently
£100,000), require approval from the Audit
Committee.

The Audit Committee has primary responsibility for
making a recommendation to the Board on the
appointment, reappointment and removal of the
external auditors. In considering such matters, the
Committee takes into account a number of factors
including the firm’s independence and whether it
would be appropriate to invite tenders for the role of
external auditors. PricewaterhouseCoopers LLP have
acted as the Society’s external auditors since 2001
and the Society has not made the role of external
auditor subject to formal tender process in that
time. In recommending the reappointment of
PricewaterhouseCoopers LLP as the Society’s external
auditors and not making the role subject to tender, the
Committee has considered the need for continuity of
experience in the external auditor, in particular in
periods of significant challenge and now in a period of
likely major change (with the possible move of the
Society’s administration to a new third party provider).
There was a rotation of the Audit Partner at
PricewaterhouseCoopers LLP in 2006 in line with
recognised practice for external auditors.



2. Governance by Directors (continued)

The Audit Committee (continued)

The Combined Code states that the Board should
satisfy itself that at least one member of the Audit

Committee has recent and relevant financial
experience. The Board takes the view that, rather than
an individual or individuals, the Audit Committee as a
whole should be considered and has concluded that it
does have the requisite skills and experience.

The Combined Code states that no one other than the
Committee Chairman and members should be entitled
to be present at a meeting of the Audit Committee,
but others may attend at the invitation of the
Committee. The Audit Committee has indicated that
any Director may attend its meetings if he or she
wishes.

The Investment Committee

lan Brimecome chairs the Investment Committee
currently comprising five non-executive Directors, the
Chief Executive and the Finance Director. The
Committee normally meets bi-monthly. It is
responsible for managing credit, market and liquidity
risk in accordance with the risk policies set by the
Board. It sets policy for strategic asset allocation for
the with-profits, non-profit and index-linked funds,
delegating implementation to management. It also
oversees the activities of the Society’s investment
managers. The Committee receives advice from the
Head of Actuarial Function.

The Remuneration Committee

Cathryn Riley chairs the Remuneration Committee
which comprises three non-executive Directors. Jean
Wood was Chairman of the Remuneration Committee
until she left the Board on 31 August 2009. The
Committee is responsible for recommending to the
Board the terms of remuneration for executive
Directors, including incentive arrangements for bonus
payments, and the terms of remuneration for non-
executive Directors. More information on the work of
the Remuneration Committee is given in the
Remuneration report on pages 18 to 22.

The Combined Code states that the Remuneration
Committee should have delegated responsibility for
setting the remuneration for executive Directors and
the Chairman. The Remuneration Committee makes
recommendations to the Board on such matters but the
decisions are taken by the Board.

The Nominations Committee

lan Brimecome chairs the Nominations Committee
which comprises three non-executive Directors and the
Chief Executive. Vanni Treves was Chairman of the
Nominations Committee until he left the Board on
31 August 2009. The Committee assists the Board in
ensuring that the composition of the Board is
appropriate to govern the Society effectively, that
suitable candidates are identified to fill vacancies or to
add to the strength of the Board, and that the Society,
wherever possible, meets the relevant principles and
provisions of the Combined Code and the Annotated
Code. The Committee also reviews, on an ongoing
basis, the appropriateness and suitability of each
Director for continuing membership of the Board. The
Committee meets as necessary to consider and make
recommendations to the Board regarding the
appointment of Directors and the continuing suitability
of the Society’s Directors.

Board and Committee meetings

Details of the number of meetings of the Board and
attendance by Directors are given in the following
table. Details of the number of meetings of
Committees of the Board and attendance by members
of those Committees are also shown in this table.
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Audit
Committee

Investment Nominations Remuneration
Committee Committee  Committee

Number of meetings during 2009 9

5 5 1 4

Attendance by Directorst

Vanni Treves (retired 31.8.2009)

lan Brimecome

Peter Smith

Charles Thomson (resigned 26.8.2009)

Chris Wiscarson (appointed 2.9.2009)

David Adams

Tim Bateman?
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Mark Earls (appointed 9.9.2009)

Keith Nicholson (appointed 26.8.2009)

lan Reynolds?

Cathryn Riley (appointed 24.8.2009)

Fred Shedden (resigned 11.5.2009)

Andrew Threadgold (resigned 11.5.2009)
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Jean Wood (resigned 31.8.2009)

T See pages 13 and 14 for details of Committee membership

1 Appointed Chairman of the Nominations Committee and a member of the Remunerations Committee with effect from

1 September 2009

2 Appointed a member of the Investment Committee with effect from 1 September 2009
3 Appointed a member of the Nominations Committee with effect from 1 September 2009

Taking advice

The Board and its Committees, subject to defined
procedures and parameters, take advice from
professional advisers, enabling them to manage the
risks and issues arising from the Society’s affairs. Each
Director has access to the Company Secretary. They
may also obtain independent professional advice, at
the Society’s expense, about any matter concerning
the Society relevant to their duties, subject to defined
procedures and parameters.

Subsidiary company governance

In 2007, the Society concluded that it had no further
purpose for its wholly-owned subsidiary, Equitable Life
Finance plc. This company was placed into liquidation
and was formally dissolved on 7 January 2009.

3. Management of the Society

The Executive Team meets regularly, usually weekly, to
manage business activities. Papers are prepared and
presented to the Board and its Committees by the
Executive Team. Tim Bateman holds the role of Head

of Actuarial Function. Rob Merry became the With-
profits Actuary on 5 June 2009, a role previously held
by Tim Sheldon.

The Head of Actuarial Function advises on the Society’s
ability to meet obligations to policyholders, the risks
that could have a material impact on this, and the
capital needed to support the business. He also advises
the Board on the methods and assumptions to be used
for the assessment of the value of the Society’s assets
and liabilities, and reports on the results. The With-
profits Actuary advises the Board on key aspects of the
discretion to be exercised in the treatment of with-
profits policyholders, including advice on bonus rates.

The Society retains responsibility for investment
strategy and policy, instructing independent
investment managers and advisers to implement
desired changes to asset allocations within the
portfolio. The Society’s Executive Team, taking advice
from the Head of Actuarial Function, liaises with the
investment advisers to oversee day-to-day investment
matters.
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4, Accountability and audit

The Directors are ultimately responsible for the
Society’s system of internal control and for reviewing
its effectiveness, including any outsourced activities.
This system is designed to manage rather than
eliminate the risk of failure to achieve business
objectives and can only provide reasonable, not
absolute, assurance against material loss or
misstatement. The Directors actively seek to minimise
the exposure to risks and, in doing so, take into
consideration the materiality of the risks to be
managed and the cost-effectiveness of the relevant
aspects of internal control in light of the particular
environment in which the Society operates.

The Society has outsourced its administration activities
to HBOS, now part of the Lloyds Banking Group, and it
liaises with HBOS to review the appropriateness of the
internal control environment and to consider specific
needs or requirements of the Society.

The effectiveness of the Society’s system of internal
control, including financial, operational and
compliance controls and risk management, is reviewed
by the Audit Committee on behalf of the Board, and
the Audit Committee has reported on the outcome of
its review to the Board. The principal components of
the Society’s system of internal control and
developments in 2009 are detailed below.

Control environment

The Society is committed to the highest standards of
business ethics and conduct, and seeks to maintain
these standards across all of its operations. The Society
regularly reviews its governance manual confirming
the governance structure for the business and the
guiding policies for the organisation.

An appropriate organisational structure for planning,
executing, controlling and monitoring business
operations is in place in order to achieve the Society’s
objectives. The structure is reviewed and updated on
a regular basis, taking into account the pressures on
and conflicting priorities of the Society’s business, to
ensure that it provides clear responsibilities and
control for key areas. Separate functions have been
established for risk management, internal audit and
programme management.

Control procedures
The Society operates a number of control procedures

to safeguard the assets and

investments, including:

policyholders’

» Physical controls, segregation of duties and reviews
by management;

o Forums for the Executive Team and HBOS to monitor
controls and other matters in relation to (i) finance,
(ii) operations, (iii) human resources, (iv) information
technology, (v) projects and (vi) risk, audit and
compliance;

* The Investment Committee provides oversight and
monitoring of the Society’s investment managers;

» The Society’s Compliance Officer monitors the HBOS
compliance function as it relates to the Society on a
day-to-day basis in accordance with the Society’s
compliance strategy;

o The contractual arrangement with HBOS dated
1 March 2001 that establishes operational
delegations and outline service levels;

« Implementation and testing of an appropriate
Business Continuity Plan;

» Preparation and monitoring of detailed budgets for
functional business segments; and

o A programme management function to structure,
co-ordinate, monitor and report on the very
significant projects within the programme
management function.

Information and communication

Monthly management information in respect of
financial performance, service to and fair treatment of
policyholders, complaints handling and investment
performance is prepared and reviewed by senior
management, the Executive Team and the Board.
Additionally, projects have their own management
information processes.

The Society prepares an annual business plan and
budget to assist in the monitoring of results, assets,
liabilities and investment performance. Actual
performance against these plans is actively monitored
and, where appropriate, corrective action is agreed
and implemented.
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Risk management

The Audit Committee has delegated authority from the
Board for the review of the Society’s internal control
and risk management systems.

A Risk and Capital Committee, consisting of all
members of the Executive Team together with other
relevant senior managers, meets regularly, normally
monthly. Significant internal and external risks are
identified and evaluated and accountability for their
management is allocated to appropriate individuals.
The Committee has an explicit oversight function for
current capital management and future regulatory
requirements. The Risk and Capital Committee
determines the actions required and their adequacy,
and monitors progress.

There is a clear risk and capital management
framework and methodology, which includes:

» The approval of risk policies by the Board covering
each of the key risk categories of credit, market,
liquidity, operational and insurance risks;

o The agreement by the Board of risk tolerance for
each of the key risks facing the Society and key risk
indicators for the monitoring of these risks;

« Risk identification and management procedures for
major projects;

» The detailed reporting and review of material risks,
including operational risks and those that impact the
solvency of the Society; and

» The application of detailed modelling to assess the
sensitivity of the Society’s capital position to
economic and business scenarios.

The framework described above is designed to comply
with the regime for prudential management of
insurance companies contained in the FSA Handbook.

There is a discussion in the Financial review on page 4
of the significant risks faced by the Society.

Internal audit

The Society has an internal audit capability to provide
assurance over the operation of the system of internal
control. The programme of internal audit reviews is
based on the Society’s risk register and the internal

audit programme is designed to provide assurance that
the risk-mitigating actions, identified by management,
and the risk register are working effectively. The
internal audit plan and activities are reviewed by the
Risk and Capital Committee and are reported to, and
approved by, the Audit Committee.

The Society also receives regular reports from HBOS in
relation to the findings of internal audit reviews HBOS
has conducted that are relevant to the Society.

Monitoring and corrective action

The risk management function reports the results of
the risk assessment and other significant changes to
risks to the Risk and Capital Committee, Audit
Committee, Investment Committee and the Board.
Assurance is provided to the Audit Committee and the
Board on the effectiveness of the key controls through:

» Monthly consideration by the Risk and Capital
Committee of key risks, controls effectiveness and
adequacy of mitigating actions;

o Annual review of effectiveness of key internal
controls by the Executive Team;

» Reporting by the Society’s internal audit function on
the key controls reviewed. In performing this work,
reliance is placed where possible on the HBOS risk
management and internal audit functions that
review systems and controls operated by HBOS on
behalf of the Society and on information received
from and appropriate disclosures having been made
by HBOS to the Society;

» Reporting on the compliance environment and the
management of significant regulatory risks by the
Society’s Compliance Officer;

o Reports received from the Society’s risk
management function on specific elements of risk
and their management;

o Reporting by the forums (referred to on page 16 -
Control procedures), comprising representatives
from the Society and HBOS, of key risks, controls
and mitigating actions arising from the processes
operated by HBOS on behalf of the Society.
This includes tracking the implementation of
agreed actions from Internal Audit and Compliance
reviews; and



4. Accountability and audit (continued)

Monitoring and corrective action (continued)

» The work of other independent advisers commissioned
to report on specific aspects of internal control.

The Audit Committee monitors the status of corrective
actions for the improvement of effectiveness of the
system of internal control.

5. Policyholder communications
The Board is committed to a policy of openness in its
communications with policyholders.

At the AGM, the members of the Board are available to
answer questions. Separate resolutions are proposed
on each issue so that they can be given proper
consideration. Resolutions are dealt with on a show of
hands unless a poll is called. The Society counts all
proxy votes and will indicate the level of proxies
lodged on each resolution, after it has been dealt with
on a show of hands. The proxy form specifically
provides for members to be able to abstain on a
resolution or resolutions if they wish. All policyholders
can gain access to the Society’s Annual Report and
Accounts and further information on its website.

The Board has a member relations strategy, the
purpose of which is to help members of the Society to
take an interest in its governance. The strategy is
available in the corporate governance section of the
Society’s website.

The member relations function within the Society
implements the member relations strategy on behalf of
the Chairman.

The member relations function is responsible for the
provision of realistic, appropriate and proportionate
information to members and for organising the AGM.

The member relations function provides answers to
members in respect of corporate issues (whereas
the customer services staff answer questions
relating to members’ policies). The member relations
function is accessible to members through a dedicated
email address: member.relations@equitable.co.uk and
through a special postal address: Member relations,
The Equitable Life Assurance Society, 2-4 Wendover
Road, Aylesbury, Buckinghamshire, HP21 9LB.

The Board has always sought to keep all relevant
stakeholders informed on all major issues and the Annual

Report is mailed to all members each year. Further
information is made available on the Society’s website
(and on request for members without Internet access).

The Society has produced a guide on how we manage
the with-profits fund. This is a simpler, easier to follow
version of the Principles and Practices of Financial
Management (“PPFM”). Also, each year we produce
reports by the Board and by the With-profits Actuary
on how the with-profits fund has been managed. In the
interests of keeping costs down, we make these
documents available on the corporate governance
section of the Society’s website. They are also
available to members on request. If there are material
changes in these documents we will, of course, draw
them to your attention.

The member relations strategy is reviewed annually by
the Board, who also receive reports on issues raised,
feedback from members and recommendations for
improvement.

6. Going concern

As noted in Note 1 to the financial statements on page 28,
the Directors consider the adoption of the going concern
basis to be appropriate in the preparation of the financial
statements. A detailed assessment of the going concern
basis is provided in the Financial review on page 7.

7. Remuneration report

The composition and responsibilities of the Society’s
Remuneration Committee are set out on page 14. The
Remuneration Committee’s recommendations are
made on the basis of rewarding individuals for the
scope of their responsibilities and their performance.
Where possible, the Committee seeks to meet the
standards set out in the Combined and Annotated
Codes. Proper regard is paid to the need to retain good
quality, highly motivated staff and the remuneration
being paid by competitors of the Society is taken into
consideration. In this respect, during 2009 the
Committee has received information and advice from
remuneration consultants, Towers Perrin (now known
as Towers Watson), and recruitment consultants, The
Zygos Partnership. The Committee considers both
Towers Perrin and The Zygos Partnership to be
independent of the Society. Towers Perrin had no other
connections with the Society. The Zygos Partnership
was engaged to assist in the recruitment of a new Chief
Executive and two new non-executive Directors. It has
no other connections with the Society.



The total emoluments of the Directors, excluding pension benefits, comprise:

Non-executive Directors” Notes 2009 2008
£ £
V E Treves, Chairman (resigned 31.8.09) 1 83,333 140,000
| Brimecome, Chairman (from 1.9.09) 1,2 63,667 33,000
Other non-executive Directors
P A Smith 2,3 40,333 38,000
D H Adams OBE 2,3 35,333 33,000
K Nicholson (appointed 26.8.09) 3 13,949 -
D I W Reynolds 2,3 32,000 28,000
C Riley (appointed 24.8.09) 3 14,256 -
F Shedden OBE (resigned 11.5.09) 2 10,111 28,417
A Threadgold (resigned 11.5.09) 2 10,111 28,000
J Wood (resigned 31.8.09) 2 32,000 33,000
188,093 188,417
Total for non-executive Directors 335,093 361,417

Notes:

M

2)

The Chairman’s fees were £140,000 p.a. from 1 July 2004. The fees were reduced to £125,000 p.a. with effect from
1 January 2009.

From 1 July 2004 to 31 August 2009, the non-executive Directors (other than the Chairman) received fees at the rate of
£28,000 p.a. The following non-executive Directors also received additional fees of £5,000 p.a. in relation to specific
services: | Brimecome (Chairman, Investment Committee); F Shedden (Chairman, Legal Audit Committee for the period
up to 31 January 2008); J Wood (Chairman, Remuneration Committee) and D H Adams (Deputy Chairman, Audit
Committee). A further additional fee of £10,000 was paid to J Wood in 2009. P A Smith (Deputy Chairman and Chairman
of Audit Committee) received an additional fee of £10,000 p.a. from 1 July 2004 to 31 August 2009.

The fees payable to K Nicholson and C Riley are £40,000 p.a. from the date of their appointment as Directors. Fees payable
to other non-executive Directors (other than the Chairman) were increased to £40,000 p.a. with effect from 1 September
2009. From 1 September 2009 to 31 December 2009, P A Smith (Deputy Chairman and Chairman of Audit Committee)
received an additional fee of £5,000 p.a. From 1 January 2010, K Nicholson (Chairman of Audit Committee) has received
an additional fee of £5,000 p.a.

Audited by PricewaterhouseCoopers LLP.



7. Remuneration report (continued)
Executive Directors”
Salary and bonuses

Performance Redundancy
Salary Related Bonus Paid Benefits Payment Total
2009 2008 2009 2008 2009 2008 2009 2008 2009 2008

£ £ £ £ £ £ £ £ £ £
C G Thomson
(resigned 318,645 476,672 207,526 232,523 73,195 113,552 300,490 899,856 822,747
26.8.09)
C M Wiscarson
(appointed 148,846 28,626 177,472
2.9.09)
T J Bateman 250,000 250,000 100,000 125,000 35,865 32,402 385,865 407,402
M Earls
(appointed 68,332 8,439 76,771
9.9.09)
Total for
executive 785,823 726,672 307,526 357,523 146,125 145,954 300,490 - 1,539,964 1,230,149
Directors

C G Thomson’s annual rate of salary for the period
1 January to 30 June 2008 was £465,045 plus annual
benefits of £88,050. His annual rate of salary was
increased to £488,297 with effect from 1 July 2008, with
annual benefits remaining at the same level. In addition,
benefits in kind received in 2009 totalled £15,737. The
maximum potential annual discretionary bonus award he
could receive was 50% of his salary and awards made are
included in the table above. C G Thomson was made
redundant with effect from 26 August 2009. He received
a redundancy payment of £300,490.

The annual rate of salary for T J Bateman, who was
appointed an executive Director on 11 January 2008,
has been £250,000 plus annual benefits of £25,000 since
that date. Benefits in kind for 2009 were £10,865 (2008:
£7,402). He is eligible for an annual discretionary
bonus of up to 50% of his salary. For the period to 31
December 2009 the Board approved that the amount of
T J Bateman’s discretionary bonus award should be
£50,000 and this was paid in February 2010.

From his date of joining, 2 September 2009, C M
Wiscarson’s annual rate of salary has been £450,000
plus annual benefits of £70,000. Benefits in kind in
2009 were £5,472. He is eligible for an annual
discretionary bonus of up to 25% of his salary. No
annual discretionary bonus has been awarded in
respect of the period to 31 December 2009.

M Earls was appointed a Director on 9 September 2009.
His annual rate of salary for the period 9 September
2009 to 31 December 2009 was £220,000 plus annual
benefits of £22,000. His annual rate of salary was
increased to £230,000 with effect from 1 January 2010
with annual benefits of £23,000. In addition, benefits
in kind in 2009 since his appointment as a Director
were £1,606. M Earls is eligible for an annual
discretionary bonus of up to 50% of his salary. For the
period to 31 December 2009 the Board approved that
the amount of his discretionary bonus award should be
£110,000 and this was paid in February 2010.

# Audited by PricewaterhouseCoopers LLP.

Long-term retention scheme”

2009 2008

£ £

C G Thomson - 366,223
T J Bateman - 187,500

M Earls (appointed 9.9.09) - -

A retention scheme for senior staff was introduced in
July 2008. Under this, C G Thomson, T J Bateman and
M Earls are each eligible to receive a payment equal to
100% of their then prevailing salary in certain
circumstances relating to the strategic options open to
the Society. This retention bonus vests:
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« In the event of the sale of the Society, or

o If it is determined that the long-term future of the
business should be run off, the date on which a Run-
off Project Plan has been approved by the Board and
the Remuneration Committee, in its absolute
discretion, determines that the participant has
completed his responsibilities in connection with the
Run-off Project Plan.

The Board announced in November 2008 that it had
decided that the process of investigating a sale of the
Society to a third party should be put ‘on hold’. It had
decided that the best possible strategy for the Society
was to continue running the business until the current
policies mature (i.e. ‘run-off’) and that this would
include looking in detail at the company, people,
structure and costs. Under these circumstances, the
retention bonus will vest in the second of the above
circumstances (i.e. relating to the Run-off Project Plan).

C G Thomson was made redundant with effect from
26 August 2009 and a payment of £488,297 under the
retention scheme was made to him on 29 January 2010.

In lieu of receiving payments under the retention
scheme introduced in July 2008, it has been agreed
with T J Bateman and M Earls that they will participate
in a replacement retention scheme under which,
subject to remaining in the Society’s employment
and subject to performance criteria, they will be
eligible to awards on the dates below of up to the
following percentages of their salary applying on
1 January 2010:

T J Bateman
o Up to 50% in November 2010;
o Up to 100% in June 2011.

M Earls

« Up to 50% in January 2010;

« Up to 50% in November 2010;
« Up to 100% in June 2011.

Under the replacement retention scheme M Earls was
paid £115,000 in January 2010.

C M Wiscarson does not participate in any retention
scheme.

# Audited by PricewaterhouseCoopers LLP.

Benefits

Executive Directors’ benefits include payments in lieu
of pension contributions and, for C G Thomson only, a
car allowance. C G Thomson, C M Wiscarson, T J
Bateman and M Earls have no accrued pension
entitlements (2008: no accrued entitlements). No
benefits are paid to non-executive Directors.

Service contracts

C M Wiscarson, T J Bateman and M Earls have service
contracts with a six-month notice period. There is no
notice period in respect of non-executive Directors’
contracts.

Long-term benefits

No share options are available. Other than a retention
bonus scheme, the Society does not operate any other
long-term benefits scheme.

Directors’ remuneration

Non-executive Directors’ remuneration comprises a
specified fee, which includes extra amounts for specific
additional responsibilities, as set out on page 19.

Executive bonus entitlements

The Society operates an annual discretionary bonus
scheme for executive Directors. The Society’s policy
is to ensure that executive Directors are appropriately
incentivised to meet the objectives of the business.
In particular, significant objectives against which
targets are set and approved by the Remuneration
Committee include the maintenance of solvency, the
achievement of business stability, the management
of significant regulatory reviews and the maintenance
of effective service delivery. These objectives have
been further strengthened for 2010 to include
policyholder relations, stakeholder relations (including
third party providers and Equitable Members Action
Group), transition to the new third party
administration provider and expense and asset
management.

Directors’ pension entitlement

The Society does not provide an occupational scheme
for Directors. Executive Directors are provided with a
specific allowance in lieu of direct contributions.



7. Remuneration report (continued)

Highest-paid Director#

The total emoluments of the highest-paid Director
(C G Thomson) in 2009 were £1,388,153 including the
payment in respect of redundancy and the payment in
respect of the long-term retention scheme made in
January 2010 (2008: £1,188,970).

# Audited by PricewaterhouseCoopers LLP.

8. Statement of compliance with the Combined
and Annotated Codes

The Board considers the Society has applied the
relevant principles and has complied with all the
relevant provisions of the Combined Code and the
Annotated Code (and associated guidance) throughout
the year except for the matters explained in this
report and summarised below. The Board does not
regard the exceptions as a material departure from the
principles and provisions of the Combined Code and
the Annotated Code.

The Board continues to seek to adopt the relevant
provisions of the Combined Code, including
formalisation of service level agreements with
outsourced providers.

Non-executive Directors are not appointed for a
specific term. However, each Director’s continued
appointment is subject to periodic review by the
Board, assisted by the Nominations Committee, at
least annually. The Society’s Articles of Association
require that all Directors must seek re-election at the
AGM at least every three years.

Decisions regarding the remuneration of executive
Directors and the Chairman are taken by the Board,
following recommendations from the Remuneration
Committee.

The Board considers that, rather than an individual or
individuals needing to have recent and relevant financial
experience, the Audit Committee as a whole should be
considered as having the requisite skills and experience.

Signed on behalf of the Board

G

lan Brimecome
Chairman
29 March 2010



Company law requires the Directors to prepare
financial statements for each financial year which give
a true and fair view of the state of affairs of the
Society and of the result of the Society for that period.
In preparing those financial statements, the Directors
are required to:

» Select suitable accounting policies and then apply
them consistently;

« Make judgements and estimates that are reasonable
and prudent;

» State whether applicable accounting standards have
been followed, subject to any material departures
disclosed and explained in the financial statements;
and

» Prepare the financial statements on the going
concern basis unless it is inappropriate to presume
that the Society will continue in business (see page
7 of the Financial review).

The Directors have complied with the above
requirements. The Directors are responsible for
keeping proper accounting records, which disclose
with reasonable accuracy at any time the financial
position of the Society, and enable them to ensure the
financial statements comply with the Companies Act
2006 as described above. They also have a general
responsibility for taking such steps as are reasonably
open to them to safeguard the assets of the Society
and to prevent and detect fraud and other
irregularities.

The financial statements are published on the Society's
website. The maintenance and integrity of this website
is the responsibility of the Directors. Legislation in the
UK governing the preparation and dissemination of
financial statements may differ from the legislation in
other jurisdictions.

Statement of disclosure of information to auditors
As far as the Directors are aware, there is no relevant
audit information of which the Society’s auditors are
unaware. The Directors have taken all the steps that
they ought to have taken as Directors in order to make
themselves aware of any relevant audit information
and to establish that the Society's auditors are aware
of that information.



We have audited the financial statements of The
Equitable Life Assurance Society for the year ended
31 December 2009 which comprise the Profit and Loss
Account, the Balance Sheet and the related notes. The
financial reporting framework that has been applied in
their preparation is applicable law and United Kingdom
Accounting Standards (United Kingdom Generally
Accepted Accounting Practice).

Respective responsibilities of directors and auditors
As explained more fully in the Directors’
Responsibilities Statement the directors are responsible
for the preparation of the financial statements and for
being satisfied that they give a true and fair view. Our
responsibility is to audit the financial statements in
accordance with applicable law and International
Standards on Auditing (UK and Ireland). Those
standards require us to comply with the Auditing
Practices Board’s Ethical Standards for Auditors.

This report, including the opinions, has been prepared
for and only for the company’s members as a body in
accordance with Chapter 3 of Part 16 of the Companies
Act 2006 and for no other purpose. We do not, in giving
these opinions, accept or assume responsibility for any
other purpose or to any other person to whom this
report is shown or into whose hands it may come save
where expressly agreed by our prior consent in writing.

Scope of the audit of the financial statements

An audit involves obtaining evidence about the
amounts and disclosures in the financial statements
sufficient to give reasonable assurance that the
financial statements are free from material
misstatement, whether caused by fraud or error.
This includes an assessment of: whether the
accounting policies are appropriate to the company’s
circumstances and have been consistently applied and
adequately disclosed; the reasonableness of significant
accounting estimates made by the directors; and the
overall presentation of the financial statements.

Opinion on financial statements

In our opinion the financial statements:

» give a true and fair view of the state of the
company’s affairs as at 31 December 2009 and of its
result for the year then ended;

« have been properly prepared in accordance with
United Kingdom Generally Accepted Accounting
Practice; and

« have been prepared in accordance with the
requirements of the Companies Act 2006.

Emphasis of matter - contingent liabilities and
uncertainties

In arriving at our opinion we have considered the
adequacy of the disclosures made in relation to

contingent liabilities and uncertainties in Note 22 and
under the heading The Board's conclusions on provisions
and going concern’ in the Financial review. These
disclosures relate to the volatility in investment and
property markets, potential additional claims against the
Society, increases in provisions that could arise as a result
of different legal and regulatory views on its historical
conduct and any changes in provisions arising from GIR
policyholder behaviour. If the uncertainties prevail
further obligations would arise. These uncertainties, in
combination with significant investment losses, may in
extreme circumstances have consequences for the going
concern basis of preparation of the financial statements.

Our opinion is not qualified in respect of this emphasis
of matter.

Opinion on other matter prescribed by the
Companies Act 2006

In our opinion the information given in the Directors’
report for the financial year for which the financial
statements are prepared is consistent with the
financial statements.

Matters on which we are required to report by
exception
We have nothing to report in respect of the following:

Under the Companies Act 2006 we are required to

report to you if, in our opinion:

» adequate accounting records have not been kept, or
returns adequate for our audit have not been
received from branches not visited by us; or

« the financial statements are not in agreement with
the accounting records and returns; or

» certain disclosures of directors’ remuneration
specified by law are not made; or

« we have not received all the information and
explanations we require for our audit.

Other matters

The directors have requested, that we review the parts
of the Corporate governance statement relating to the
company’s compliance with the eight provisions of the
Annotated Combined Code on Corporate Governance
for Mutual Insurers (2008). We have nothing to report
in respect of these reviews.

/ZM{%

Paul Clarke (Senior Statutory Auditor) for and on behalf of
PricewaterhouseCoopers LLP

Chartered Accountants and Statutory Auditors
London, United Kingdom

29 March 2010



Technical account - long-term business

Society Society
Notes 2009 2008
£m £m £m £m

Earned premiums, net of reinsurance
Gross premiums written 2a 183 103
Outward reinsurance premiums 3 (29) (36)

154 67
Investment income 4a 321 370
Unrealised gains on investments 4c 15 -
Other technical income 5a 4 4
Total technical income 494 441
Claims incurred, net of reinsurance
Claims paid - gross amount 6 729 940
Reinsurers’ share 3 (48) (66)

681 874
Change in provision for claims - gross amount 6 2 (2)

683 872
Changes in other technical provisions, net of reinsurance
Long-term business provision - gross amount 14a (476) (782)
Reinsurers’ share 3,14c 2 (28)

(474) (810)
Technical provisions for linked liabilities - gross amount  14b 491 (529)
Reinsurers’ share 3,14c (