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In two very important respects, the last twelve months 
have been momentous for the Society.

Å  At long last, Government has announced total 
compensation of Ã1.5bn to policyholders, past and 
present, for the regulatory maladministration that 
took place in the 1990s.

Å  Your Board has announced the þrst important step 
in its programme for getting capital back into 
policyholdersõ hands.

Last year, we set out our strategy to recreate 
policyholder value by:

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

Å  Providing the best value for money cost base;

Å  Achieving maximum Government compensation for 
policyholders.

We are very pleased to report on our progress.

Last October, Government announced total 
compensation of Ã1.5bn, payable free of tax 
commencing in mid-2011. It is inevitable that there will 
be disappointment that compensation at this level only 
represents about one third of the total losses suffered.

However, in assessing this level of compensation, your 
Board is mindful that:

Å  The Society has consistently supported the 
Parliamentary Ombudsmanõs recommendation to 
compensate for relative losses subject to public 
purse affordability.

Å  The Government has accepted the Parliamentary 
Ombudsmanõs þndings in full. In regard to the 
reduction for public purse affordability, the 
Ombudsman has publicly stated that the 
Governmentõs decision is not incompatible with her 
recommendations.

Å  The previous Government and, indeed, the new 
Coalition, until relatively late in the day, had placed 
emphasis on the work of Sir John Chadwick in 
evaluating compensation. Had Sir John Chadwickõs 
advice prevailed, compensation would have been of 
the order of Ã340m.

Å  Our policyholder research conducted soon after 
Governmentõs announcement asserted that a line 
be drawn under the issue, and the Government 
compensation scheme be accepted so that payments 
can proceed without delay, giving closure at last.

Taking all this into consideration, we conclude that our 
focus in regard to the compensation scheme should 
now be exclusively on getting payments made. We shall 
support the Treasury with the provision of policyholder 
data to facilitate payments and we will continue to 
work constructively with EMAG and other policyholder 
groups who have been so inÿuential in securing 
compensation far in excess of the amount advised by 
Sir John Chadwick.

We set down at the end of this review some 
more information about the current status of the 
compensation scheme.

As we have made clear in our last two reports to you, 
it is a driving intention of the Board to distribute all 
of the Societyõs assets including its solvency capital to 
with-proþts policyholders as fairly as possible over time.

We begin this distribution of capital in earnest from  
1 April 2011 by earmarking a sum equivalent to 12.5% 
of policy values at 31 December 2010 to enhance 
payments for policyholders who leave the Society.

We have been managing the þnancial assets of the 
Society prudently and thoughtfully and have gone 
to great lengths to rebuild the capital base of the 
Society. In doing this, we have been mindful of the 
new regulations that come into force in 2013, known as 
Solvency II, as developed by the EU Commission.

“...the last twelve months
have been momentous for the 
Society” “...our focus in regard to the 

compensation scheme should now be 
exclusively on getting payments made”
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The more capital we hold, the better the shield it 
provides against changing circumstances, such as 
significant changes in investment conditions and where 
a change may be required to maintain fairness for all 
policyholders. Indeed, the Regulators take a very close 
interest in the level of solvency capital and prescribe 
certain minimum amounts, known as regulatory 
solvency capital. The Society’s policy is to hold amounts 
in excess of regulatory solvency capital.

While it is very important to have solvency capital, it 
is also important that with-profits policyholders leaving 
the Society receive their fair share of capital, provided 
there is enough left for those who remain. Hence, 
the Board’s very important step to introduce capital 
distribution in the way we have.

We set down the amount of capital as at 31 December 
2010 on page 5 of this document. As can be seen, it 
amounted to £694m as at 31 December 2010, a little 
ahead of the amount a year earlier notwithstanding 
that the number of policies we manage has reduced 
as many members cash in their funds from the Society, 
usually following retirement.

Administration services
In November 2009, we announced our intention to 
change our back office administration providers from 
the Lloyds Banking Group to HCL. At that time, the 
principal issues facing the Society were: first, the 
need for the new Board to establish a robust financial 
plan to demonstrate effective solvency management 
particularly in the light of the regulations known as 
Solvency II; and, second, the need to address the expiry 
in March 2011 of the administration contract terms 
with Lloyds Banking Group. 

In the period since November 2009, as is evident from 
our words above, the solvency of the Society is such 
that we feel able to commence a programme of getting 
capital back into policyholders’ hands. While having 
the right cost profile remains a key strategic objective, 
getting capital back to policyholders must, in our 
judgement, take priority. Capital release will require 
significant IT systems change and we do not feel able 
to embark on such an IT change programme at the same 

time as transferring the administrative services to a 
new provider. In consequence, we have reviewed our 
strategy for administration services and have decided 
to consider alternative operating models. In particular, 
we have decided not to proceed with the transition to 
HCL but instead take direct responsibility for our own 
back office while retaining Lloyds Banking Group to 
manage the IT platform. 

For many of the administrative staff, this will represent 
a return to the fold and enables the Society to manage 
its own operational destiny to complement its capital 
repatriation strategy.

Fit for the future
We have covered in this report the most significant 
developments during 2010. In addition, we completed 
our transfer to new investment managers, BlackRock; 
we have gone to great pains to engage with our staff 
through the many changes they have had to manage; 
and, most importantly of all, we have kept in touch 
with policyholders through extensive research, and by 
communicating with you through special letters and 
through the media.

After a decade of disappointment, we are pleased 
to report on some very positive developments in 
recreating policyholder value.

 

•	� The previous Government and, indeed, the new 
Coalition, until relatively late in the day, had placed 
emphasis on the work of Sir John Chadwick in 
evaluating compensation. Had Sir John Chadwick’s 
advice prevailed, compensation would have been of 
the order of £340m.

•	� Our policyholder research conducted soon after 
Government’s announcement asserted that a line 
be drawn under the issue, and the Government 
compensation scheme be accepted so that payments 
can proceed without delay, giving closure at last.

Taking all this into consideration, we conclude that our 
focus in regard to the compensation scheme should 
now be exclusively on getting payments made. We shall 
support the Treasury with the provision of policyholder 
data to facilitate payments and we will continue to 
work constructively with EMAG and other policyholder 
groups who have been so influential in securing 
compensation far in excess of the amount advised by 
Sir John Chadwick.

We set down at the end of this review some 
more information about the current status of the 
compensation scheme.

Getting capital back into the hands of 
policyholders
As we have made clear in our last two reports to you, 
it is a driving intention of the Board to distribute all 
of the Society’s assets including its solvency capital to 
with-profits policyholders as fairly as possible over time.

We begin this distribution of capital in earnest from  
1 April 2011 by earmarking a sum equivalent to 12.5% 
of policy values at 31 December 2010 to enhance 
payments for policyholders who leave the Society.

We have been managing the financial assets of the 
Society prudently and thoughtfully and have gone 
to great lengths to rebuild the capital base of the 
Society. In doing this, we have been mindful of the 
new regulations that come into force in 2013, known as 
Solvency II, as developed by the EU Commission.

“...it is a driving intention of the 
Board to distribute all of the Society’s 
assets”“...our focus in regard to the 

compensation scheme should now be 
exclusively on getting payments made”

“...enables the Society to manage
its own operational destiny to 
complement its capital repatriation 
strategy”

Dear Members

On behalf of the Society’s Board of Directors

Ian Brimecome	 Chris Wiscarson
Chairman	 Chief Executive

25 March 2011
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(i)   Policyholders who purchased a new with-proþts 
policy after 1 September 1992 and before 
31 December 2000; and

(ii)  Policyholders who paid a premium on an existing 
with-proþts recurrent single premium policy 
between 31 December 1992 and 31 December 
2000. Most of our pension policies are recurrent 
single premium policies.

Government will make Ã1.5bn available for 
compensating policyholders past and present. Included 
in that þgure is an amount to cover losses for with-
proþts annuitants, leaving Ã775m free of tax and 
administrative costs for distribution to everyone else. 

Government will base compensation on ôrelative lossõ, 
which is the difference between what policyholders 
receive from their Equitable policies and what they 
would have received if they had invested in certain 
comparator companies. 

With-proþts annuitants should receive the whole of 
their relative losses. Other eligible policyholders should 
receive 22.4% of their relative loss.

Wherever practicable, Government proposes to 
offset relative gains against relative losses where 
policyholders have multiple policies. They are also 
considering setting a de minimus amount, in the region 
of Ã10, beneath which payments would not be made.

Government has said that about one third of 
policyholders have not suffered a relative loss and a 
further third have relative losses under Ã500. 

Government has yet to announce how much each 
individual policyholder will be paid.

With-proþts annuitants will receive regular tax-free 
payments. All other policyholders will receive a tax-
free lump sum. 

Government has said it will begin making payments in 
the middle of 2011. For policies other than with-proþts 

annuities, it aims to complete all payments over the 
following three years. 

Government is not in a position to say when individual 
policyholders will receive payments, although it has 
stated that the oldest policyholders and the estates of 
deceased policyholders will be given priority.

We worked closely with the Equitable Members Action 
Group to support their key initiatives. In particular, 
they secured the pledges of many hundreds of MPs 
and prospective MPs to adopt the recommendations of 
the Parliamentary Ombudsman to compensate for the 
relative losses subject to public purse affordability.

We were ourselves very active in promoting the adoption 
of the Parliamentary Ombudsmanõs recommendation to 
Ministers in the new Government, and to many MPs; 
and last summer, wrote to all the Societyõs current 
policyholders encouraging them to give their own 
views in support of the Parliamentary Ombudsmanõs 
recommendation.

We were pleased that both newspapers and TV gave 
prominence to our pleas to Government.

We expect Government to publish a detailed design 
document for the scheme. This is unlikely to be later 
than June because Government have committed to 
getting compensation payments ÿowing by the middle 
of the year.

We have supplied the names, addresses and all policy 
details to the Treasuryõs representatives so they now 
have all the information they need to begin to make 
contact with policyholders.

The Treasury keeps everyone up to date on their 
progress on the website www.hm-treasury.gov.uk/
home.htm 



The excess of realistic assets (òERAó) over liabilities, 
reported as a policyðrelated liability in the technical 
provisions, is available to meet liabilities in excess of 
those provided for at the balance sheet date, as well as 
to increase payouts in the future.

At 31 December 2010, ERA were Ã694m, an increase of 
Ã19m over the previous year-end position. The analysis 
of the withðproþts assets and liabilities is as follows:
 2010 2009
 Ãm Ãm

Realistic value of with-proþts 
 assets 5,479 5,546
less:
Policy values 3,845 4,143
Future charges (294) (290)
Impact of early surrenders (19) (28)
Cost of guarantees 755 574
Other long-term liabilities 324 283
Other liabilities 174 189

 4,785 4,871

A description of the above liabilities is set out in Note 14f on 
pages 46 to 48.

The key movements in the ERA during the period are 
shown in the following table:

 2010 2009
 Ãm Ãm

Investment performance net of 136 242
 changes in policy values
Variances in expenses and provisions (90) (89)
Effect of HCL agreement (130) 130
Mortality experience and assumption ð (24)
 changes
Surrender experience and assumption (4) 2
 changes
Changes in other valuation assumptions 92 (3)
Other movements 15 3

The Society seeks to maintain its solvency capital 
at a level that protects the interests of continuing 
policyholders while treating exiting policyholders fairly. 
It is the Boardõs þrm intention to distribute all of the 
assets of the Society as fairly as possible amongst the 
holders of with-proþts policies over the lifetime of those 
policies and this is considered in more detail below. 

The Society continues to operate a cautious investment 
strategy, investing largely in þxed-interest investments 
and an increased proportion in cash. The Society 
retains a relatively low and decreasing proportion of 
equities and property. This helps the Society to match 
anticipated policyholder payments as they fall due and 
reduces the amount of solvency capital required. 

UK bond, equity and property markets all delivered 
positive returns during 2010. The environment 
remained volatile, driven by rising þscal deþcits and 
government debt levels, as we have seen in Greece 
and Ireland, and concerns over the sustainability of the 
current economic recovery. Rising interest rates in the 
latter part of 2010 added further uncertainty to the 
near-term outlook for investment markets.

The Society regularly reviews the appropriate 
composition of the with-proþts fund. In 2010, the equity 
and property portfolio was considered too volatile to 
meet the Societyõs regulatory capital objectives, and 
so we continued to reduce our exposure to investment 
risk during 2010 with equity sales of almost Ã100m and 
property sales of just over Ã100m.

The assets backing UK withðproþts policies produced 
a gross return of 8.4% for the year. An important 
component of this return arose from Government 
bond yields which fell by approximately 0.5% at most 
durations increasing the value of the Societyõs þxed-
interest holdings. We adjust the return to be passed on 
to policyholders to remove the effect of Government 
bond yield movements, as they affect both assets and 
liabilities. This reduces the return available to be passed 
on to policyholders to 5.1%. The net return on the fund 
for the year, after deducting charges for expenses and 
guarantees of 1% p.a. each, and after adjusting for tax 
and the effect of changes in accounting and technical 
provisions, is 2.7%. 
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The speciþc nature of the Societyõs liabilities makes 
comparisons with the wider market performance 
misleading. Working with our newly appointed 
investment manager, BlackRock, the Society has 
commissioned a theoretical benchmark which 
targets the highest expected return subject to our 
cashÿow matching and capital requirements. We shall 
commence reporting against the benchmark in next 
yearõs report.

In determining payouts to policyholders, the Society 
aims to balance the objectives of distributing the 
Societyõs assets, including its solvency capital, over 
the lifetime of its policies as fairly as possible, having 
regard to:

Å   Meeting guaranteed payments to policyholders; 

Å  Retaining sufþcient solvency capital as a shield 
against changing circumstances; and

Å  Meeting obligations to other creditors as they fall due.

Payouts depend, to a considerable extent, on the 
returns achieved on, and the outlook for, the Societyõs 
corporate bond, property and equity-related portfolios, 
where values and liquidity are directly affected by 
market conditions. 

After reviewing the capital required to meet regulatory 
requirements, both now and under a wide range of 
possible future economic conditions, the Board has 
decided that it is appropriate to start the process of 
distributing solvency capital to policyholders. The 
Society has, therefore, earmarked a sum equivalent to 
12.5% of policy values at 31 December 2010 to enhance 
payments for with-proþts policyholders who leave 
the Society. This level has been derived on a cautious 
basis to ensure that exiting policyholders do not 
disadvantage those who remain. Payout levels will be 
kept under regular review and, while the Board reserves 
the right to reduce or remove the distribution of capital 
at any time, it is hoped that the 12.5% enhancement can 
be maintained.

Following the valuation at the end of 2010, and as 
part of the cautious approach taken, the Board has 
determined that policy values at the end of 2010 should 
be unchanged from the levels established at the end 
of 2009. It has also conþrmed that, for UK with-proþts 
policies remaining in force at 1 April 2011, until further 
notice, policy values will increase at 2.0% p.a. for 
UK pensions policies (1.6% p.a. for UK life assurance 
policies) backdated to 1 January 2011. 

The policy values as at the end of 2010, as described in 
the previous paragraph, were used as the basis for the 
þnancial statements. Leaving policy values unchanged 
over 2010 resulted in an increase in the ERA of Ã102m. 
In 2009, policy values increased by less than the 
returns, and this resulted in an increase in the ERA of 
Ã126m, which effectively reduced by Ã80m at the end 
of March 2010 following the further increase in policy 
values announced at that time.

We announced in 2009 that the Society had entered 
into a contract with HCL for the provision of 
administration services. As explained in the 
Corporate review, it has been decided not to proceed 
with the transition to HCL. Accordingly, the Society 
will take the administration services back in-house and 
approximately 350 staff will transfer across from 
Lloyds Banking Group. The expected beneþts of 
Ã130m from the HCL transfer will now not arise 
as anticipated. Higher administrative costs have 
been capitalised in the valuation at the year end. 
Expenses and provisions have been increased by 
some Ã90m, as indicated in the table on page 5. This 
increase is based on a comparison of amounts for 
ongoing costs over the future lifetime of the business, 
which provides for the total anticipated expense of 
undertaking the transfer of staff and systems. The Board 
will be actively seeking ways to reduce these costs so 
that we have the right cost proþle for a business in 
run-off. The Society expects to levy charges for 
expenses on with-proþts policies at the rate of 1.0% 
p.a. for 2011 and until further notice, as was the case 
immediately before the HCL contract was signed. 

Financial review
continued
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Investment costs remained stable during 2010, with 
higher costs from BlackRock being offset by lower 
charges from the property portfolio. Overall expense 
costs have decreased by Ã34m (costs in 2010 were 
Ã81m compared to Ã115m in 2009), primarily as a result 
of a decrease 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 deþcit and the provisions established make due 
allowance for this. As at 31 December 2010, provision 
has been made for contribution payments of Ã28m to be 
made in the period to 1 March 2016, and the estimated 
Scheme deþcit of Ã83m. 

In the valuation at the end of 2010, a number of 
important assumptions have been updated in the light 
of the changing circumstances of the Society. The 
future asset mix of the Society now reÿects the lower 
proportion of the assets expected to be invested in 
equity and property. This reduces the volatility of future 
returns and hence the expected cost of guarantees has 
fallen. We observed some changes in policyholdersõ 
retirement behaviour during 2010, with policyholders 
tending to defer their retirement decisions. Reÿecting 
this in our assumptions has a small positive effect on 
the ERA. The higher charge for expenses gives rise 
to an additional amount of income to meet future 
expenses. This is largely offset by an increase in the 
cost of guarantees. Overall, the changes in assumptions 
increased the ERA by Ã92m for 2010 (in 2009 valuation 
assumption changes reduced the ERA by Ã3m).

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 the prospects for the continuing solvency of the 
Society is impaired or payout prospects are reduced. 
If adverse conditions arise, the Society will act to 
reduce payout levels, such as in 2009 when policy 
values were reduced. 

Where policyholders switch to a unit-linked fund or 
surrender their with-proþts policy before maturity, the 
Society is not contractually required to pay out any 
speciþc amount. In consequence, the Society levies a 
þnancial adjustment of 5% of the policy value and this 
was the charge throughout 2010. These adjustments 
can be varied at any time without advance notice, any 
such change reÿecting the then þnancial position of  
the Society.

If the Society were to be forced to sell þxedðinterest 
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 þnancial 
adjustment.

The Society experienced a decreasing level of 
claims in 2010. Changes in the pattern of surrenders 
have been reÿected in the realistic assumptions 
which, after allowing for favourable actual 
experience in the year, result in a small reduction 
in respect of these, in the ERA of Ã4m (2009:  
a gain of Ã2m). 

Allowance has been made in realistic liabilities for 
future discretionary nonðguaranteed bonuses. As 
we have noted before, it is the Societyõs intention 
that any future bonuses will be in a nonðguaranteed 
form. Allowance is made for continuing contractual 
commitments, such as the Guaranteed Investment 
Return (òGIRó) of 3.5% p.a. that is applicable to 
many policies. If the Societyõs investment return 
is expected to fall below a rate which covers 
the guarantees, and the assumed retirement proþle 
ceases to be appropriate as a result of signiþcant 
numbers of policyholders deferring their retirement 
dates, higher technical provisions may be required. 
This is described further in Note 14f to the þnancial 
statements. 
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As a mutual company closed to new business, the 
Society must meet regulatory capital requirements 
out of its existing resources. The capital required 
for the Societyõs particular risks is quantiþed in the 
preparation of a conþdential assessment of its capital 
needs. This is required by FSA rules, introduced under 
the Individual Capital Assessment (òICAó) 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 policyholdersõ non-
guaranteed beneþts. The Board has agreed that its 
risk appetite is for policy values to be kept at such 
a level that the ratio of solvency capital to the ICA 
requirements is in excess of 130%.

The current regulatory framework will be replaced 
in 2013 by the Solvency II regime, a Europe-wide 
regulatory basis for establishing capital requirements 
for insurance companies. The Society continues 
to prepare for the signiþcant regulatory changes 
which, according to the latest EU Commission survey 
(Quantitative Impact Study 5), will be more onerous for 
the Society than the current regime. An EU report on 
the results of the survey was published in March 2011.

In assessing the enhancements for payouts set 
out above, the Board has taken into account the 
anticipated changes to solvency capital requirements 
under Solvency II. 

Following our decision to distribute capital, we have 
revised the Principles and Practices of Financial 
Management, which set out the way we manage the 
with-proþts fund. As a result of the enhancements 
to payouts described in the Corporate review, the 
cost of meeting policy guarantees as policies exit the 
fund will reduce. The Board has therefore concluded 
that it would be appropriate to reduce the charge for 
guarantees levied against policy values from 1% p.a. to 
0.5% p.a. for 2011, until further notice. 

At the next valuation on 30 June 2011, we will report 
on the position of the Society, taking the capital 
distribution into account and reÿecting the reduced 
cost of guarantees.

The Board is responsible for making a formal assessment 
as to whether the ôgoing concernõ basis is appropriate 
for preparing these þnancial 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 sufþcient 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: 
higher interest rates; the costs of the continuing 
pension obligations to former staff; investment losses; 
increases in corporate bond defaults in excess of 
current levels assumed in market prices; future 
expense levels; increases in provisions; effect of 
lower interest rates on the behaviour of policyholders 
with GIRs; persistency risks (the age or duration at 
which beneþts are taken); and mortality risks. 

Financial review
continued
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The þnancial position of the Society has been projected 
under a range of economic scenarios in order to assess 
how robust it remains in adverse conditions. The 
projections make allowance for capital distributions. 
The Board has also considered the level of contingent 
liabilities in its analysis of the Societyõs þnancial 
position and considers that these have reduced in 
signiþcance in recent years. Based on these analyses, 
the Board is conþdent of its ability to manage adverse 
scenarios that may arise, recognising in some scenarios, 
that very strong action to reduce policyholder payouts 
would be required.

The Board has assessed these uncertainties using the 
latest available information and has concluded that it 
is appropriate to prepare these þnancial statements 
on a going concern basis.

9
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(b) (c)
Chairman
Ian Brimecome was appointed 
Chairman in September 2009. He 
joined the Board in January 
2007 and is Chairman of the 
Nominations Committee. He is 
Executive Chairman of Financial 

Institutions at Macquarie Capital Europe and a non-
executive Director of Axa UK plc., R J Kiln and Co. 
Ltd. and Edelweiss Tokio Life in India. Ian is also 
Chairman of Kiln Group Ltd., Blueþn Group Limited 
and associated companies and is an outside Board 
Member of Philadelphia Consolidated Holdings in the 
United States. He has over 30 years of experience of 
the þnancial services industry in a wide variety of 
roles. He has advised on more than 100 merger and 
acquisition transactions in the insurance and asset 
management industries in more than 20 countries. 

(c)
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 ñ 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. 

 (a) (b) (c)
Deputy Chairman
Senior Independent Director
David Adams joined the Board 
in April 2001. He was appointed 
Deputy Chairman on 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 Trustees of the Mencap 
Pension Plan Trustees. 

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 held the post of 
With-proþts Actuary until October 2007. He was 
appointed Head of Actuarial Function for Equitable 
Life in 2005 and Finance Director in January 2008.



Chief Operating Ofþcer
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-

proþt annuities to Canada Life and the with-proþts 
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.

(a) (c)
Ian Reynolds, a Chartered 
Director and qualiþed actuary, 
joined the Board in October 2006. 
He is a non-executive Director 
of Liverpool Victoria Friendly 
Society and of Alternative Assets 
Opportunities. He served ten 

years on the Council of the Institute of Actuaries. 
Ian 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 an insurance Special Advisor at the 
Financial Services Authority.

(a)
Keith Nicholson joined the Board 
in August 2009. He chairs the 
Audit and Risk Committee. Keith 
left KPMG in 2009 after more 
than 30 years with the þrm. He 
has a wealth of experience with 
þnancial 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.

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

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

(a) ð Audit and Risk
(b) ð Remuneration
(c) ð Nominations
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The principal activity of the Society during 2010 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 Proþt and Loss Account on 
page 27. The operations of the Society are described 
in the Corporate review and Financial review on 
pages 2 to 3 and 5 to 9 respectively, which include a 
discussion by reference to certain key performance 
indicators. The Directorsõ remuneration report and 
details of the governance arrangements of the Society 
are given in the Corporate governance statement on 
pages 14 to 24.

As reported in the Financial review, the Board has 
decided that it is now appropriate to start the process 
of distributing solvency capital to policyholders. The 
Society has earmarked a sum equivalent to 12.5% of 
policy values at 31 December 2010 to enhance payments 
for with-proþts policyholders who leave the Society. 
This level has been derived on a cautious basis to 
ensure that exiting policyholders do not disadvantage 
those who remain. Payout levels will be kept under 
regular review and, while the Board reserves the right 
to reduce or remove the distribution of capital at any 
time, it is hoped that the 12.5% enhancement can be 
maintained.

Following the valuation at the end of 2010, the Board 
has determined that policy values at the end of 2010 
should be unchanged from the levels established at the 
end of 2009. It has also conþrmed that, for UK with-
proþts policies remaining in force at 1 April 2011, until 
further notice, policy values will increase at 2.0% p.a. 
for UK pension policies (1.6% p.a. for UK life assurance 
policies) backdated to 1 January 2011.

The current Directors are shown on pages 10 and 11. 

Peter Smith resigned from the Board with effect from 
31 March 2010.

In accordance with guidance issued by the Association 
of Financial Mutuals in November 2010, all the Societyõs 
directors will retire at the Annual General Meeting 
(òAGMó) and offer themselves for re-election.

The Society maintains directorsõ and ofþcersõ 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.

The Society has established a comprehensive risk 
management framework. Through this framework, 
the Society seeks to identify, monitor and manage the 
various risks to which the Society is exposed. The main 
risks which concern us are market risk, credit risk, 
liquidity risk, insurance risk and operational risk. 

These risks are described below and covered in 
more detail in Notes 14, 15, 16 and 17 to the 
þnancial statements. Additionally, there exist some 
uncertainties that, if they were to materialise, could 
adversely impact on the þnancial position of the 
Society. These are discussed in Note 22.

Market risk is the risk of adverse þnancial changes in 
fair values or future cashÿows of þnancial instruments 
from ÿuctuations on interest rates, equity and property 
prices, derivatives (which the Society invests in within 
strict guidelines agreed by the Board of Directors) and 
foreign currency exchange rates. Market risk arises 
from the portfolio of investments held by the Society 
which are subject to movements in market price.

A particular source of market risk for the Society is 
in respect of GIR on withðproþts policies, which are 
typically 3.5% p.a. When the market interest rates 
are below this level and policyholders defer their 
retirement, the cost of providing these guarantees 
is correspondingly higher. To mitigate this risk the 
Society holds a series of interest rate swaptions. 
The mechanisms for managing the risks relating to 
derivatives and other þnancial instruments are set out 
in more detail in Note 16 to the þnancial statements. 

Credit risk is the risk that a counterparty will fail to pay 
amounts in full when due. The main credit risks faced 
by the Society are:

Å  The risk of default on its portfolio of þxed-interest 
securities, especially corporate bonds;

Å  The risk of default by any of its reinsurers. 



The Society seeks to limit exposure to credit risk 
by setting robust selection criteria and exposure 
limits covering factors such as counterparty þnancial 
strength. The Society monitors against these limits so 
that appropriate management actions can be taken to 
pre-empt loss from default events.

The major reinsurance treaties are with companies in 
the HBOS Group. Because reinsurance dos not remove 
the primary liability to its policyholders, the credit 
rating of these companies is monitored closely.

Liquidity risk is the risk of the Society failing to meet 
short term cashÿow requirements, particularly those 
in respect of claims. Over the longer term, the Society 
monitors its forecast liquidity position by estimating 
both the guaranteed and expected cash outÿows from 
its insurance and investment contracts and manages 
any potential mismatch by purchasing assets with 
similar durations to meet these obligations. 

Insurance risk refers to ÿuctuations in the actual timing, 
frequency and severity of insured events relative to the 
expectations of the Society at the time of underwriting. 
The mortality of policyholders is one such example. 
The Society is not taking on any new insurance risks 
and its strategy is to manage existing risks through, for 
example, reassurance.

Operational risk is the risk of loss resulting from 
inadequate or failed internal processes, people and 
systems, or from external events. 

The process of transferring administration services 
back to the Society provides for more direct control 
over many aspects of operational risk but brings with 
it some particular operational risks which will require 
careful management. The Society has arrangements 
in place for identifying, monitoring and managing its 
operational risks. 

The Societyõs risk governance processes are described 
in more detail in the Corporate governance section of 
the Annual Report and Accounts on page 14.

During 2010, the Society issued 207,000 annual 
statements to inform policyholders of the progress of 
their policies.

The Societyõs customer services staff dealt with 
196,000 telephone calls (2009: 212,000) and 245,000 
letters (2009: 254,000).

Employees of the Society have been regularly informed 
of, and consulted with, on matters of concern to them. 
It is the Societyõs 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 individualõs 
particular aptitudes and abilities. As a mutual company, 
the Society has no employee share scheme.

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

Ian Brimecome
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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 (òthe 
Combined Codeó). The Board is responsible to the 
Societyõs policyholders for good corporate governance.

The Combined Code on Corporate Governance ñ An 
Annotated Version for Mutual Insurers (òthe Annotated 
Codeó) was published by the Association of Mutual 
Insurers (òAMIó) and the Association of Friendly Societies 
(òAFSó) in July 2005. Mutual insurers who are members 
of the AMI, as was the Society, were required to adhere 
to this Annotated Code for all þnancial 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 (òAFMó) and the Society is now a 
member of the AFM.

During 2010, the Financial Reporting Council published 
the UK Corporate Governance Code (òthe Governance 
Codeó) and the AFM published the UK Corporate 
Governance Code ñ An Annotated Version for Mutual 
Insurers (òthe Annotated Codeó). The provisions in 
the Governance Code and its related Annotated Code 
apply to þnancial years beginning on or after 29 June 
2010 and 1 November 2010 respectively. The Society 
will report against these Codes in its 2011 Report and 
Accounts.

Reference is made in this report to the provisions of the 
Combined Code, which applied for the reporting year 
ended 31 December 2010, and to the provisions of the 
Annotated Code, which applied for that reporting year, 
where the latter extends the relevant provisions of the 
Combined Code.

This report summarises the Societyõs governance 
arrangements.

The Board meets regularly to lead, control and monitor 
the overall performance of the Society. The Boardõs 
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 Boardõs 
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.

The Board has three executive Directors: the Chief 
Executive, the Finance Director and the Chief Operating 
Ofþcer. Peter Smith was a non-executive Director until 
he resigned on 31 March 2010. There are now þve 
non-executive Directors on the Board. Their diverse 
experience, skills and independent perspective provide 
an effective review and challenge of the Societyõs 
activities. The Chairman and the Deputy Chairman 
are elected by the Board. Peter Smith was the Deputy 
Chairman and Senior Independent non-executive 
Director until 31 March 2010. The Board appointed 
David Adams to these roles with effect from 1 April 
2010, in succession to Peter Smith. The Board members 
are described on pages 10 and 11.

One of the Directors holds a policy with the Society. 
In the opinion of the Board, this does not 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 21 to 23 explains 
the basis of remuneration of the executive and non-
executive Directors.

During 2010, 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 
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 Societyõs business. 

Directors must retire and seek re-election at the 
þrst Annual General Meeting (òAGMó) following 
appointment. The Societyõs 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. 
The revised Annotated Code, published by the 
AFM in November 2010, provides that, for larger 
mutuals such as the Society, all directors should 
submit themselves for annual re-election. 
The Board has decided that all the Societyõs Directors 
will retire and offer themselves for re-election at the 
2011 AGM.

All appointments are subject to annual review by the 
Board, as advised by the Nominations Committee. 
The Boardõs policy on remuneration is set out in the 
Remuneration report.

The Board formally delegates speciþc responsibilities 
to three Board Committees, supported by senior 
management, which are established by the Board.  
A fourth Committee, the Investment Committee, 
was disbanded in March 2010 and was replaced by an 
Executive Investment Committee which supervises 
both the asset management and liability matching of 
the Society. The Terms of Reference of the Committees 
are available on the Societyõs website (www.equitable.
co.uk) or on request.

With effect from March 2010, the Audit Committee was 
reconstituted as the Audit and Risk Committee and its 
terms of reference were amended to reÿect explicit 
responsibility for monitoring risk matters.

Keith Nicholson chairs the Audit and Risk Committee, 
which currently comprises three non-executive 
Directors. The Audit and Risk Committee meets at 
least four times a year. Its duties include reviewing: 
the Societyõs compliance with the Guidance on Audit 
Committees (accompanying the Combined Code) on 
þnancial reporting; internal controls; the Societyõs 
risk appetite; identiþcation and management of key 
risks 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 fulþlling 
its responsibilities in respect of the Annual and Interim 
Financial Statements and Annual Regulatory Returns to 
the Financial Services Authority (òFSAó) and reviews 
these items before their submission to the Board. The 
minutes of the Audit and Risk 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 and Risk Committee obtains 
conþrmation 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 speciþed amount (currently 
Ã100,000), require approval from the Audit and Risk 
Committee.

The Audit and Risk 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

15



Corporate governance statement
continued

16

including the þrmõs independence and whether it would 
be appropriate to invite tenders for the role of external 
auditors. 

PricewaterhouseCoopers LLP have acted as the 
Societyõs 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 Societyõs 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 signiþcant challenge 
and now in a period of likely major change (with 
the move to the Society undertaking administration 
of its business itself, rather than through a third party 
provider). There was a rotation of the Audit Partner 
at PricewaterhouseCoopers LLP in 2006 in line with 
recognised practice for external auditors. The standard 
period for rotation of Audit Partner for companies such 
as the Society is seven years.

The Combined Code states that the Board should satisfy 
itself that at least one member of an Audit Committee 
has recent and relevant þnancial experience. The 
Board takes the view that, rather than an individual or 
individuals, the Audit and Risk 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 an Audit Committee, 
but others may attend at the invitation of the 
Committee. The Audit and Risk Committee has 
indicated that any Director may attend its meetings if 
he or she wishes.

Ian Brimecome chaired the Investment Committee 
comprising þve non-executive Directors, the Chief 
Executive and the Finance Director until it was 
disbanded in March 2010. The Executive Investment 
Committee meets monthly and provides regular reports 
to the Board.

Cathryn Riley chairs the Remuneration Committee, 
which comprises three non-executive Directors. 
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 21 to 23.

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.

Ian Brimecome chairs the Nominations Committee, 
which comprises three non-executive Directors and 
the Chief Executive. The Committee assists the 
Board in ensuring that the composition of the Board 
is appropriate to govern the Society effectively, that 
suitable candidates are identiþed to þll 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 Societyõs Directors.

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.



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

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 is the Societyõs With-
proþts Actuary.

The Head of Actuarial Function advises on the Societyõs 
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 Societyõs assets 
and liabilities, and reports on the results. The With-

proþts Actuary advises the Board on key aspects of the 
discretion to be exercised in the treatment of with-
proþts 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 Societyõs 
Executive Team, taking advice from the Head of 
Actuarial Function, liaises with the investment advisers 
to oversee day-to-day investment matters.

The Directors are ultimately responsible for the 
Societyõs 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.

   Audit and Risk Investment Nominations Remuneration
  Board Committee Committee* Committee Committee

Number of meetings during 2010  7 5 1 1 3

Attendance by DirectorsÀ

Ian Brimecome  7 ð 1 1 3

Peter Smith1  1 2 ð 1 ð

Chris Wiscarson  7 ð 1 1 ð

David Adams2  7 4 1 ð 2

Tim Bateman  6 ð 1 ð ð

Mark Earls  7 ð ð ð ð

Keith Nicholson  7 5 1 ð ð

Ian Reynolds  7 5 1 1 ð

Cathryn Riley  5 ð ð ð 3

À See pages 15 to 16 for details of Committee membership.
* The Investment Committee was disbanded in March 2010.
1 Resigned as a Director with effect from 31 March 2010.
2 Appointed a member of the Remuneration and Nominations Committees with effect from 1 April 2010.
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The Society has outsourced its administration activities 
to HBOS and it liaises with HBOS to review the 
appropriateness of the internal control environment 
and to consider speciþc needs or requirements of the 
Society.

The effectiveness of the Societyõs system of internal 
control, including þnancial, operational and compliance 
controls and risk management, is reviewed by the 
Audit and Risk Committee on behalf of the Board, 
and the Audit and Risk Committee has reported on 
the outcome of its review to the Board. The principal 
components of the Societyõs system of internal control 
and developments in 2010 are detailed below.

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 conþrming 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 Societyõs 
objectives. The structure is reviewed and updated on a 
regular basis, taking into account the pressures on and 
conÿicting priorities of the Societyõs 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.

The Society operates a number of control procedures 
to safeguard the policyholdersõ assets and investments, 
including:

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

Å  Forums for the Executive Team and HBOS, now part 
of the Lloyds Banking Group, to monitor controls 

and other matters in relation to (i) þnance, (ii) 
operations, (iii) human resources, (iv) information 
technology, (v) projects and (vi) risk, audit and 
compliance;

Å  The Executive Investment Committee provides 
oversight and monitoring of the Societyõs investment 
managers;

Å  The Societyõs Risk and Compliance function monitors 
HBOS compliance arrangements in so far as they 
relate to the Society on a day-to-day basis in 
accordance with the Societyõs compliance strategy. 
The Executive Risk Oversight Committee, chaired by 
the Risk and Compliance Director, provides oversight 
for the Societyõs risk management and regulatory 
compliance arrangements;

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

Å  Implementation and testing of an appropriate 
Business Continuity Plan;

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

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

Monthly management information in respect of 
þnancial 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.



The Audit and Risk Committee has delegated authority 
from the Board for reviewing the Societyõs internal 
control and risk management systems, that the 
Societyõs risk appetite is appropriate for its needs and 
that key risks are identiþed and managed.

A Risk Oversight Committee, consisting of members of 
the Executive Team together with the risk managers, 
meets regularly, normally monthly. Signiþcant internal 
and external risks are identiþed and evaluated and 
accountability for their management is allocated to 
appropriate individuals. The Committee has an explicit 
oversight function for risk management. The Risk 
Oversight Committee determines the actions required 
and their adequacy, and monitors progress.

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

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

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

Å  Risk identiþcation and management procedures for 
major projects;

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

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 5 
of the signiþcant risks faced by the Society.

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

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

The Societyõs internal audit function has been provided 
by Grant Thornton in recent years. During 2010, the 
Society conducted a tendering exercise for the provision 
of these services and appointed KPMG as the Societyõs 
internal auditors with effect from 1 January 2011.

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

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

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

Å  Reporting by the Societyõs 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;
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Å  Reporting on the compliance environment and the 
management of signiþcant regulatory risks by the 
Societyõs Risk and Compliance Director;

Å  Reports received from the Societyõs risk management 
function on speciþc elements of risk and their 
management;

Å  Reporting by the forums (referred to on page 18 ñ 
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

Å  The work of other independent advisers commissioned 
to report on speciþc aspects of internal control.

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

The Board is committed to a policy of open, two-way 
communications with policyholders.

The Board commissioned research among members during 
2010 in order to understand their views. Written surveys 
were conducted among those who attended the AGM 
and, later in the year, among a larger group selected at 
random. A series of focus groups was also held.

The views of members informed the Boardõs thinking, 
for example, in their response to the Government 
compensation scheme, in the Societyõs submission to 
the Independent Commission advising the Government 
and in the new approach to distributing capital to 
policyholders.

The Society wrote to members in August 2010 to 
encourage them to make their views on Government 
compensation known directly to the Minister and, in 
December, members were provided with an update on 
key developments.

The Annual Report is mailed to all members each year 
and further information is available on the Societyõs 

website and on request for members without Internet 
access.

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 speciþcally provides 
for members to be able to abstain on a resolution or 
resolutions if they wish. 

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 Societyõs 
website.

The member relations function within the Society 
implements the member relations strategy on behalf 
of the Chairman. It 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 
our customer services people answer questions 
relating to membersõ 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 HP21 9LB.

The Society has produced ô
õ. This is a simpler, easier to follow 

version of the Principles and Practices of Financial 
Management (òPPFMó). In 2011, the Society made 
signiþcant changes to the PPFM in order to reÿect its 
new risk-based objectives and the distribution of capital. 
The latest version of the PPFM is always available on the 
Societyõs website and the revised guide was issued to 
policyholders with their annual statements in March 2011.

Also, each year reports are produced by the Board and 
by the With-proþts Actuary on how the with-proþts fund 
has been managed. In the interests of keeping costs 
down, these documents are made available on the 
corporate governance section of the Societyõs website. 
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They are also available to members on request. If there 
are material changes in these documents the Society 
draws them to the attention of policyholders.

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

As noted in Note 1 to the þnancial statements on page 
30, the Directors consider the adoption of the going 
concern basis to be appropriate in the preparation of 
the þnancial statements. A detailed assessment of the 
going concern basis is provided in the Financial review 
on pages 8 and 9.

The composition and responsibilities of the Societyõs 
Remuneration Committee are set out on page 16. 
The Remuneration Committee is the Board 
Committee established by the Society with  
responsibility for recommending remuneration 
policy to the Board. In particular, the Remuneration 
Committee is responsible for recommending the 
terms of remuneration for executive Directors, 
including incentive arrangements for bonus 
payments and the terms of remuneration for non-
executive Directors. The Committee reviews 
remuneration policy at least once a year. The  
Committeeõs recommendations are made on the 
basis of rewarding individuals for the scope of their 
responsibilities and their performance. All incentive 
and bonus schemes are established and monitored 
by the Committee. The Committee seeks to 
meet the standards set out in the Combined and 
Annotated Codes and due attention is also given to 
the FSAõs Remuneration Code and other corporate 
governance initiatives albeit these are not binding 
on the Society. Proper regard is paid to the need 
to retain good quality, highly motivated staff and 
the remuneration paid by organisations similar to 
the Society is taken into account. In this respect, 
during 2010, the Society received information from 
Towers Watson. The Committee considers Towers 
Watson to be independent of the Society.

Executive Director remuneration comprises salary, an 
annual performance bonus, and participation in long-
term incentive plans with payout based on group and 
individual performance, together with payments in lieu 
of pension contributions and other beneþts. 

Total reward for executive Directors is positioned close 
to the median for the sector, subject to the individualõs 
experience and performance in the role, with strong 
business and individual performance leading to higher 
reward. 

A range of comparative data including the Towers 
Watson Insurance sector survey is used. 

The Societyõs policy is to ensure that executive 
Directors are appropriately incentivised to meet the 
objectives of the business. Bonus and incentive schemes 
are designed to provide a strong alignment of interest 
between the individual and policyholders through 
rewarding good corporate and individual performance, 
leading to increases in value for policyholders, and to 
treating customers fairly. 

There is a strong focus upon ensuring that remuneration 
policy and practices are consistent with and promote 
risk management and do not lead to the Societyõs risk 
appetite being exceeded without prompt and effective 
mitigation. Measures are in place to avoid conÿicts of 
interest including declarations by Directors.

The Society operates an annual discretionary bonus 
scheme for executive Directors. 

Objectives against which targets are set include the 
maintenance of solvency, the management of signiþcant 
regulatory reviews, the maintenance of effective 
service delivery, policyholder and other stakeholder 
relations, and expense and asset management.
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      Performance  
  Salary    Related Bonus  Beneþts   Total
 2010  2009 2010  2009 2010  2009 2010  2009 
 Ã  Ã Ã  Ã Ã  Ã Ã  Ã
C M Wiscarson
(appointed 450,000  148,846 -  - 87,623  28,626 537,623  177,472
2.9.09)

T J Bateman 250,000  250,000 94,000  50,000 33,669  35,865 377,669  335,865

M Earls
(appointed
9.9.09) 230,000  68,332 90,000  34,356 27,296  8,439 347,296  111,127

Other* ð  ð ð  ð ð  ð ð  899,856 

* C G Thomson, resigned 26.8.09. Payments include salary, bonus, beneþts and a severance payment.

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

 Notes 2010 2009
  Ã Ã

I Brimecome, Chairman (from 1.9.09) 1 125,000 63,667

V E Treves (resigned 31.8.09) 1 ð 83,333

D H Adams OBE 2 40,000 35,333

K Nicholson (appointed 26.8.09) 2, 3 45,000 13,949

D I W Reynolds  2 40,000 32,000

C Riley (appointed 24.8.09) 2 40,000 14,256

P A Smith (resigned 31.3.10)  10,000 40,333

Other non-executive Directors not in ofþce during 2010 4 ð 52,222

  

:
(1) The Chairmanõs fees have been Ã125,000 p.a. with effect from 1 January 2009.
(2)  During 2010 the non-executive Directors (other than the Chairman) have received fees at the rate of Ã40,000 p.a. 
(3) An additional fee of Ã5,000 was paid to K Nicholson, Chairman of the Audit and Risk Committee in 2010.
(4)  Non-executive Directors not holding ofþce during 2010 and who resigned in 2009 are included for comparative 

purposes.
# Audited by PricewaterhouseCoopers LLP.
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From his date of joining, 2 September 2009, 
C M Wiscarsonõs annual rate of salary has been Ã450,000 
plus annual beneþts of Ã70,000. Beneþts in kind in 
2010 were Ã17,623 (2009: Ã5,472). He is eligible for an 
annual discretionary bonus of up to 25% of his salary. In 
considering Mr Wiscarsonõs performance since joining 
the Society as Chief Executive, the Board concluded  
that it was at the top end of their expectations. In 
anything remotely resembling normal times, the Board 
would be recommending a bonus towards the maximum 
of 25% of salary. However, these times are not normal 
for Equitable policyholders and the Board and 
Mr Wiscarson have agreed that it is not appropriate 
for any bonus to be paid notwithstanding his very good 
performance.

The annual rate of salary for T J Bateman, who was 
appointed an executive Director on 11 January 2008, 
has been Ã250,000 plus annual beneþts of Ã25,000 since 
that date. Beneþts in kind for 2010 were Ã8,669 (2009: 
Ã10,865). He is eligible for an annual discretionary 
bonus of up to 50% of his salary. For the period to 
31 December 2010 the Board approved that the amount 
of T J Batemanõs discretionary bonus award was 
Ã94,000 (38% of salary) and this was paid in January 
2011. T J Bateman received Ã50,000 in February 2010 
for the 2009 period.

The annual rate of salary for M Earls, who was appointed 
an executive Director on 9 September 2009, has been 
Ã230,000 since 1 January 2010 with annual beneþts of 
Ã23,000 since that date. Beneþts in kind in 2010 were 
Ã4,296 (2009: Ã1,606). He is eligible for an annual 
discretionary bonus of up to 50% of his salary. For 
the period to 31 December 2010 the Board approved 
that the amount of his discretionary bonus award was 
Ã90,000 (39% of salary) and this was paid in January 
2011. M Earls received Ã110,000 in February 2010 for 
service in 2009, Ã34,356 of which is in respect of the 
period from his appointment as a Director.

# Audited by PricewaterhouseCoopers LLP.

A long-term incentive plan for senior staff was 
introduced in 2009 replacing an earlier scheme. Subject 
to remaining in the Societyõs employment and subject 
to performance criteria, the potential maximum award 
under the scheme for T J Bateman and M Earls is 100% 
of salary (Ã250,000 and Ã230,000 respectively). Any 
award made would not be payable before June 2011. 

With respect to 2009 performance, M Earls received 
Ã115,000 in February 2010; of this, Ã35,826 related to 
the period from his appointment as a Director.

C M Wiscarson does not participate in any long-term 
incentive plan.

# Audited by PricewaterhouseCoopers LLP.

Executive Directorsõ beneþts include payments in lieu 
of pension contributions. C M Wiscarson, T J Bateman 
and M Earls have no accrued pension entitlements 
(2009: no accrued entitlements). No beneþts are paid 
to non-executive Directors.

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 Directorsõ 
contracts.

No share options are available. Other than the long-
term incentive plan, the Society does not operate any 
other long-term beneþts scheme.

Non-executive Directorsõ remuneration comprises a 
speciþed fee, which includes extra amounts for speciþc 
additional responsibilities, as set out on page 22.

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

The total emoluments of the highest-paid Director 
(C M Wiscarson) in 2010 were Ã537,623 (2009: 
C G Thomson Ã1,388,153). 

# Audited by PricewaterhouseCoopers LLP.



The Board considers that 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 speciþc 
term. However, each Directorõs continued appointment 
is subject to periodic review by the Board, assisted 
by the Nominations Committee, at least annually. 
The Societyõs 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 
þnancial experience, the Audit and Risk Committee as 
a whole should be considered as having the requisite 
skills and experience.

Ian Brimecome
Chairman
25 March 2011
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Company law requires the Directors to prepare  
þnancial statements for each þnancial 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 þnancial statements, the Directors 
are required to:

Å  Select suitable accounting policies and then apply 
them consistently;

Å  Make judgements and estimates that are reasonable 
and prudent;

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

Å  Prepare the þnancial statements on the going 
concern basis unless it is inappropriate to presume 
that the Society will continue in business (see pages 
8 and 9 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 þnancial 
position of the Society, and enable them to ensure that 
the þnancial 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 þnancial statements are published on the Societyõs 
website. The maintenance and integrity of this website 
is the responsibility of the Directors. Legislation in the 
UK governing the preparation and dissemination of 
þnancial statements may differ from the legislation in 
other jurisdictions.

As far as the Directors are aware, there is no relevant 
audit information of which the Societyõs 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 Societyõs auditors are aware 
of that information. 
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We have audited the þnancial statements of The 
Equitable Life Assurance Society for the year ended 
31 December 2010, which comprise the Proþt and Loss 
Account, the Balance Sheet and the related notes. 
The þnancial reporting framework that has been 
applied in their preparation is applicable law and 
United Kingdom Accounting Standards (United 
Kingdom Generally Accepted Accounting Practice). 

As explained more fully in the Directorsõ Responsibilities 
Statement the directors are responsible for the 
preparation of the þnancial statements and for being 
satisþed that they give a true and fair view. Our 
responsibility is to audit and express an opinion on the 
þnancial statements in accordance with applicable law 
and International Standards on Auditing (UK and Ireland). 
Those standards require us to comply with the Auditing 
Practices Boardõs Ethical Standards for Auditors. 

This report, including the opinions, has been prepared 
for and only for the Societyõs 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.

An audit involves obtaining evidence about the amounts 
and disclosures in the þnancial statements sufþcient to 
give reasonable assurance that the þnancial 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 Societyõs 
circumstances and have been consistently applied and 
adequately disclosed; the reasonableness of signiþcant 
accounting estimates made by the directors; and the 
overall presentation of the þnancial statements.

In our opinion the þnancial statements: 
Å  give a true and fair view of the state of the Societyõs 

affairs as at 31 December 2010 and of its result for 
the year then ended; 

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

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

In our opinion the information given in the Directorsõ 
report for the þnancial year for which the þnancial 
statements are prepared is consistent with the þnancial 
statements. 

We have nothing to report in respect of the following 
matters where the Companies Act 2006 requires us to 
report to you if, in our opinion:

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

Å  the þnancial statements are not in agreement with 
the accounting records and returns; or

Å  certain disclosures of directorsõ remuneration 
speciþed by law are not made; or

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

In accordance with our instructions from the Society we 
review whether the Corporate Governance Statement 
reÿects the Societyõs compliance with the eight 
provisions of the Annotated Combined Code speciþed by 
the Association of Financial Mutuals. We have nothing 
to report in respect of this review.

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



 Notes 2010 2009
  Ãm Ãm Ãm Ãm

Gross premiums written 2a 90  183 
Outward reinsurance premiums 3 (19)  (29) 

   71  154
 4a  292  321

 4c  178  15
 5a  3  4

   

Claims paid ð gross amount 6 545  729
Reinsurersõ share 3 (53)  (48)

   492  681
Change in provision for claims ð gross amount 6  (2)  2

   490  683

Long-term business provision ð gross amount 14a (9)  (476)
Reinsurersõ share 3,14c (22)  2

   (31)  (474)
Technical provisions for linked liabilities ð gross amount 14b 228  491
Reinsurersõ share 3,14c (227)  (326)

   1  165

Net operating expenses ð non-exceptional 7a 33  37
Net operating expenses ð exceptional 7b 40  70

   73  107
 4b  7  10

 5b  1  1
 9a  3  2

   84  120

     

   ð  ð

The results for 2010 and 2009 are not consolidated as explained in Note 1a. All signiþcant recognised gains and 
losses are dealt with in the Proþt and Loss Account. The Notes on pages 30 to 60 form an integral part of these 
þnancial statements.

Proþt and loss account
for the year ended 31 December 2010

27
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 Notes   2010 2009
    Ãm Ãm

Land and buildings 10a   320 375
Investments in Group undertakings 10b   25 24
Shares and other variable yield securities 
 and units in unit trusts 10c   228 316
Debt and other þxed-income securities 10c   4,220 4,746
Deposits and other investments 10c   1,109 478

    

 11   

Longðterm business provision 14c   364 341
Technical provisions for linked liabilities 14c   2,064 1,971

    

 12
Debtors arising out of direct insurance operations    5 5
Other debtors    12 11

    

Cash at bank and in hand    

Accrued interest and rent    85 104
Other prepayments and accrued income 13   1 1

    

The Notes on pages 30 to 60 form an integral part of these þnancial statements.



 Notes   2010 2009
    Ãm Ãm

 14a, 14g
Longðterm business technical provision ð gross amount    6,206 6,216
Claims outstanding    1 3

    

14b   

    

 17   

Creditors arising out of direct insurance operations    25 26
Creditors arising out of reinsurance operations    1 1
Amounts owed to credit institutions 18a   5 7
Other creditors including taxation and social security 18b   44 55

    

    

   

Ian Brimecome   Chris Wiscarson

registered company number 37038

The Notes on pages 30 to 60 form an integral part of these þnancial statements.
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The þnancial statements have been prepared under the 
provision of The Large and Medium-sized Companies 
and Groups (Accounts and Reports) Regulations 2008 
(òSI2008/410ó) relating to insurance groups, section 
405 of the Companies Act 2006 and in accordance with 
applicable accounting standards and the Association of 
British Insurersõ Statement of Recommended Practice 
on Accounting for Insurance Business (òthe ABI SORPõõ) 
issued by the Association of British Insurers dated 
December 2005 and revised in December 2006, which, 
inter alia, incorporates the requirements of ôFRS 27 
Life Assuranceõ. The true and fair override provisions 
of the Companies Act 2006 have been invoked.

The Directors have considered the appropriateness of 
the going concern basis used in the preparation of these 
þnancial statements, having regard to the ability of the 
Society to be able to meet its liabilities as and when 
they fall due, and the adequacy of available assets 
to meet liabilities. In the opinion of the Directors, 
the going concern basis adopted in the preparation of 
these þnancial statements continues to be appropriate. 
A more detailed explanation is provided in the Financial 
review on pages 8 and 9. 

Certain administrative expenses were incurred in 
respect of customer support services provided by HBOS, 
now part of the Lloyds Banking Group. References to 
HBOS in these accounts relate to various HBOS Group 
companies.

The sale in recent years of subsidiary companies 
has resulted in the aggregate size of the remaining 
subsidiary companies becoming immaterial from the 
point of providing a true and fair view of the affairs 
of the Group. Therefore, these accounts represent the 
results and position of the Society only.

The Directors have reviewed the accounting policies 
and satisþed themselves as to their appropriateness. 
There are no changes in accounting policy from the 
prior year.

The Society has classiþed its Long Term Assurance 
business in accordance with ôFRS 26 Financial 
Instruments: Recognition and Measurementõ. Insurance 
contracts are contracts that transfer signiþcant 
insurance risk such as non unitðlinked nonðproþt 
contracts. Investment contracts are those contracts 
where no signiþcant insurance risk is transferred. 
Investment contracts that contain a discretionary 
participation feature entitling the policyholder to 
receive additional bonuses or beneþts, such as withð
proþt contracts, are classiþed as investment contracts 
with discretionary participation feature. Those 
investment contracts that do not have this feature are 
classiþed as investment contracts without discretionary 
participation feature. 

Hybrid policies that include both discretionary 
participation features and unitðlinked components 
have been unbundled and the two components have 
been accounted for separately.

Reinsurance contracts have been classiþed in the same 
manner as direct contracts, with those reinsurance 
contracts which do not transfer signiþcant insurance 
risk classiþed as þnancial assets.

A major treaty with HBOS reinsures unitðlinked and 
non-proþt business. Some of the reinsured policies 
are classiþed as insurance and others as investment. 
Rather than classifying the reinsurance treaty as a 
whole, the underlying policies have been considered 
and classiþed.

Earned premiums
Premiums earned are accounted for on a cash basis, in 
respect of single premium business and recurrent single 
premium pension business, and on an accruals basis in 
respect of all other business. 

All pension policies contain an open market option 
under which, in lieu of the beneþts that must be 
taken on retirement, the equivalent lump sum can be 
transferred to another provider. All such lump sums, 
arising from policies within the Society, are included 
in claims paid. Where such lump sums are used to 
purchase annuities from the Society, these are included 
in premium income.



Claims
Death claims are recorded on the basis of notiþcations 
received. Surrenders are recorded when notiþed; 
maturities and annuity payments are recorded when 
due. Claims on participating business include bonuses 
payable and interest. Claims payable include direct 
costs of settlement.

Reinsurance contracts
Outward reinsurance premiums are recognised when 
payable. Reinsurance recoveries are credited to match 
the relevant gross claims.

Liabilities
Liabilities for insurance contracts and investment 
contracts with discretionary participation feature are 
measured on an amortised cost basis as described in 
Note1m on page 33. 

Contracts classiþed as investment without discretionary 
participation feature are classiþed as þnancial 
instruments under FRS 26 and have been accounted 
for using the principles of deposit accounting. Deposits 
are no longer accounted for through the Proþt and Loss 
Account, but accounted for directly in the Balance 
Sheet as an adjustment to technical provisions. 
Fees receivable from investment contracts without 
discretionary participation feature are reported in 
ôOther technical incomeõ.

Withdrawals notiþed have been accounted for directly 
in the Balance Sheet as an adjustment to technical 
provisions and not through the Proþt and Loss Account 
as claims.

Liabilities for contracts classiþed as investment without 
discretionary participation feature are measured on 
an amortised cost basis. The amortised cost of these 
þnancial liabilities is equivalent to the amount payable 
on demand without penalty.

Investment return comprises all investment income, 
realised gains and losses, movements in unrealised 
gains and losses, net of investment expenses, including 
interest payable on þnancial liabilities.

All income from listed stocks and shares is included in 
the accounts when the security becomes exðdividend. 
Other investment income, including interest income 
from þxedðinterest investments and rent, is accrued up 
to the balance sheet date. 

Property rental income arising under operating leases 
is recognised in equal instalments over the period of 
the lease.

Realised gains and losses on investments are calculated 
as the difference between net sales proceeds and the 
original cost.

Unrealised gains and losses on investments represent 
the difference between the valuation of investments at 
the balance sheet date and their purchase price or, if 
they have been previously valued, their valuation at the 
last balance sheet date. The movement in unrealised 
gains and losses recognised in the year also includes 
the reversal of unrealised gains and losses recognised 
in earlier accounting periods in respect of investment 
disposals in the current period.

The Society declares bonuses annually. Guaranteed 
bonuses are included in the longðterm business provision. 
Nonðguaranteed þnal bonuses are payable when a claim 
is made and an estimate of these nonðguaranteed 
beneþts, including any future discretionary increases 
to policy values, is included in the longðterm business 
provision. Nonðguaranteed þnal bonuses, payable when 
a claim is made, are included in claims paid.

All þnancial assets are initially recognised at cost, being 
the fair value at the date of acquisition. Subsequently, 
all þnancial assets are valued at fair value through the 
Proþt and Loss Account. Fair value is determined on 
either bid market prices for listed investments, if readily 
available, broker or dealer quotations, or market values 
of another instrument that is substantially the same. If 
prices are not readily available, the fair value is based 
on appropriate valuation techniques, supported by 
observable market data, where available.
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A þnancial asset is recognised when the Society commits 
to purchase the asset, and is derecognised when the 
contractual right to receive cashÿows expires or when 
the asset is transferred. 

Financial assets at fair value through the Proþt and Loss 
Account have two subcategories: þnancial assets held 
for trading; and those designated at fair value through 
the Proþt and Loss Account at inception. Derivative 
instruments have been classiþed as held for trading. All 
other þnancial assets have been classiþed as fair value 
through proþt and loss category. No material þnancial 
assets have been classiþed as held to maturity or as 
available for sale under FRS 26 classiþcation. 

The Societyõs derivatives are primarily concentrated in 
interest rate swaptions and Forward contracts. Hedge 
accounting has not been used for these Instruments. 
Collateral received to back derivative positions is 
recognised on the Balance Sheet as cash, with a 
corresponding liability in ôOther creditorsõ.

Securities lent, where substantially all the risks and 
rewards of ownership remain with the Society, are 
retained on the Balance Sheet at their current value. 
Collateral received in respect of securities lent is not 
recorded on the Balance Sheet.

Freehold and leasehold properties are valued 
individually by the qualiþed surveyors Jones Lang 
LaSalle on the basis of open market value, less the 
estimated costs of disposal.

No depreciation is provided in respect of investment 
properties. The Directors consider that this accounting 
policy is appropriate for the þnancial statements to give 
a true and fair view as required by ôSSAP 19 Accounting 
for Investment Propertiesõ. Depreciation is only one 
of the factors reÿected in the annual valuations and 
the amount which might otherwise have been shown 
cannot be separately identiþed or quantiþed.

Investments in Group undertakings are carried at net 
asset value with changes in carrying value reported in 
the Proþt and Loss Account. 

The Society reviews the carrying value of its assets 
(other than those held at fair value through proþt and 
loss) at each balance sheet date. If the carrying value 
of a þnancial asset is impaired, the carrying value is 
reduced through a charge to the income statement. 
Impairment is only recognised if the loss event has 
an impact on the estimated future cashÿows of the 
þnancial asset or group of þnancial assets that can be 
reliably estimated.

The longðterm business provision is determined for the 
Society, following an investigation of the longðterm 
funds, and is calculated in accordance with the rules 
contained in The FSA Handbook of Rules and Guidance. 
The investigation is carried out as at 31 December. For 
the withðproþts business of the Society, the liabilities 
to policyholders are determined in accordance with 
the FSA realistic capital regime and in accordance with 
the requirements of FRS 27. These liabilities include an 
estimate of nonðguaranteed beneþts, including future 
discretionary increases to policy values, and provision 
for any guaranteed values which are in excess of policy 
values. Also included in the liability is an amount 
representing the excess of assets over other realistic 
liabilities. This amount is referred to as Excess Realistic 
Assets (òERAó) in these þnancial statements and is a key 
measure of the Societyõs resources, representing the 
amount available to meet any unforeseen liabilities and 
liabilities in excess of those provided for at the balance 
sheet date, and to enhance bonuses in the future. 

The calculation of the longðterm business provision 
for all nonðproþt business is calculated using the gross 
premium valuation method. 

The technical provision in respect of indexðlinked 
annuities in payment is equal to the discounted value of 
the annuity beneþts which allows for indexation.

The Societyõs investment contracts without discretionary 
participation feature consist almost entirely of unitð
linked contracts. The liability in respect of unitðlinked 
contracts is equal to the value of assets to which the 
contracts are linked, and is included in ôTechnical 
provisionsõ in the Balance Sheet.



Borrowings are initially recognised at fair value and 
subsequently stated at amortised cost, using the 
effective interest method where appropriate.

The charge for taxation in the Proþt and Loss Account 
is based on the method of assessing taxation for longð
term funds. Provision has been made for deferred tax 
assets and liabilities using the liability method on all 
material timing differences, including revaluation gains 
and losses on investments recognised in the Proþt and 
Loss Account. Deferred tax is calculated at the rates at 
which it is expected that the tax will arise and has not 
been discounted, and is only recognised to the extent 
that recovery is possible at a later date.

Monetary assets and liabilities in foreign currencies 
are expressed in Pounds Sterling at the exchange rates 
ruling at the balance sheet date. Revenue transactions 
have been translated at rates of exchange ruling at the 
time of the transactions.

In the opinion of the Directors, the Society operates 
in one business segment, being that of longðterm 
insurance business.

 2010 2009 
 Premiums Premiums 
 Ãm Ãm

Individual premiums 87 176
Premiums under group contracts 3 7

 

Regular premiums 39 49
Single premiums 51 134

 

Premiums from nonðproþt contracts 47 51
Premiums from withðproþts contracts 37 47
Premiums from linked contracts 6 85

 

Premiums from life business  19 24
Premiums from annuity business  1 1
Premiums from pension business  70 158

  

Premiums from UK business  88 180
Premiums from overseas business 2 3

 

Individual premiums 51 134
Premiums under group contracts 1 2

 

Regular premiums 1 2
Single premiums 51 134

Premiums from nonðproþt contracts 24 25
Premiums from withðproþts contracts 22 30
Premiums from linked contracts 6 81

Premiums from life business  ð ð
Premiums from annuity business  ð ð
Premiums from pension business 52 136

 

Premiums from UK business  52 136
Premiums from overseas business  ð ð
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Annual equivalent premiums in respect of new business 
received during the year were Ã6m (2009: Ã16m). New 
premiums in respect of reinsured business during the 
year were Ã6m (2009: Ã4m). The decrease in individual 
premiums year-on-year relates primarily to a one-off 
premium in 2009 for the conversion from non-proþt to 
index-linked annuities for the Staff Pension Scheme.

Following the adoption of FRS 26, deposits received in 
respect of investment contracts without discretionary 
participation feature are not included in the Technical 
Account or in the previous tables. Total deposits 
received in 2010 were Ã49m (2009: Ã36m) and new 
premium deposits were Ã22m (2009: Ã15m).

The Society closed to new business on 8 December 
2000. However, the Society continues to recognise 
new business premiums and deposits in the following 
instances:

Å  Recurrent single premiums are classiþed as regular 
where they are deemed likely to renew at or above 
the amount of initial premium or deposit. Incremental 
increases on existing policies are classiþed as new 
business premiums;

Å  Department for Work and Pensions rebates are 
classiþed as new single premiums;

Å  Unless classiþed as investment without discretionary 
participation feature, funds at retirement under 
individual pension contracts reinvested with the 
Society and transfers from group to individual 
contracts are classiþed as new business single 
premiums and, for accounting purposes, are 
included in both claims incurred and as single 
premiums within gross premiums written. Such 
amounts constitute the majority of premiums from 
nonðproþt contracts. Where an amount of fund 
under a managed pension is applied to secure an 
immediate annuity, that amount is included in both 
claims incurred and as a single premium within gross 
premiums written;

Å  Increments under existing group pension schemes 
are classiþed as new business premiums; and

Å  Where regular premiums are received other than 
annually, the regular new business premiums are 
stated on an annualised basis.

On 1 March 2001, the Society entered into reinsurance 
contracts with HBOS in respect of certain of its unitð
linked and nonðproþt business. The establishment of 
the reinsurance contracts effectively transferred the 
risks and rewards in respect of the reinsured business 
to HBOS.

Premiums and deposits received from policyholders 
in respect of reinsured business are immediately 
forwarded to HBOS. HBOS reimburse the Society for 
any claims and withdrawals the Society has paid to 
policyholders in respect of reinsured business. As a 
result of these processes, after allowing for special 
features of the reinsurance contracts, the impact to 
the Society of these contracts is minimal.

Under the terms of the reinsurance contracts with 
HBOS, if the Society were to become insolvent, or 
reasonably likely to become insolvent in the opinion of 
the reinsurerõs board, HBOS can then make payments 
directly to policyholders whose policies have been 
reinsured. 

The Society has several other outward reinsurance 
contracts under which relatively small volumes of 
business are reinsured.

The reinsurance balance, as required to be disclosed 
by the Companies Act 2006, and as deþned by the 
Statement of Recommended Practice (òSORPó), which 
represents the aggregate total of all those items 
included in the Technical Account which relate to 
reinsurance transactions, net of related gains of Ã416m 
(2009: gains of Ã467m), is a net credit of Ãnil m (2009: 
Ãnil m credit). 



 2010 2009 
 Ãm Ãm

Land and buildings  19 30
Other investments  260 291

 279 321
Net gains on realisation of investments 13 ð

Investment income and net realised gains at fair value
through the Proþt and Loss Account

Investment management expenses  7 7
Net losses on realisation of investments - 3

 

Investment income 279 321
Realised investment gains/(losses) 13 (3)
Unrealised investment gains/(losses)  178 15

Total fair value investment income and net gains at 470 333
fair value through the Proþt and Loss Account
Investment management expenses and charges (7) (7)

Investment return for the year 

Included within the tables above is Ã2m net gain (2009: Ã22m net loss) in respect of derivative instruments 
designated as held for trading, and Ã11m unrealised loss (2009: Ã29m unrealised loss) resulting from the retranslation 
of balances in connection with overseas business.

Contracts classiþed as investment with discretionary participation feature are measured at amortised cost. 
The interest income and expense in respect of such contracts is included within the Technical Account under the 
heading ôChange in longðterm business provisionõ.
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    2010 2009 
    Ãm Ãm

Other income    3 4

    

Other charges    1 1

    

    2010 2009 
    Claims Claims
    Ãm Ãm

Claims paid ð gross amount    545 729
Change in provision for claims ð gross amount    (2) 2

Gross claims incurred comprise gross claims paid and the change in provision for claims outstanding.

    2010 2009
    Claims Claims
    Ãm Ãm

On death     32 32
On maturity     327 436
On surrender    108 184
By way of periodic payments     75 78
Claims handling expenses     1 1

    

Life and annuity business    97 141
Pension business     445 589
Claims handling expenses     1 1

    



    2010 2009
    Claims Claims
    Ãm Ãm

Linked business     39 33
Nonðproþt business     62 61
Withðproþts business     441 636
Claims handling expenses     1 1

    

UK business     522 710
Overseas business     20 20
Claims handling expenses     1 1

    

Included in the above payments are attributable þnal and interim bonuses for the Society of Ã19m (2009: Ã22m). 

Following the adoption of FRS 26, withdrawals made in respect of investment contracts without discretionary 
participation feature are not included in the Technical Account or in the tables above. Total withdrawals in 2010 
were Ã183m (2009: Ã161m).

    2010 2009
    Ãm Ãm

Administrative expenses     

The Society incurred the following exceptional expenses during the year:
    2010 2009
    Ãm Ãm

Pension costs for former staff     7 47
Costs of strategic initiatives    30 19
Other projects    3 4

    

Exceptional expenses represent expenses associated with the Societyõs strategic initiatives and not associated with 
the administration of policies. As explained in the Financial review on page 5, exceptional expenses decreased 
following a review of pension commitments. Costs for strategic projects included the costs of developing the 
Societyõs capital distribution strategy and its future administration strategy.
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PricewaterhouseCoopers LLP (òPwCó) is one of a number of professional þrms that undertake advisory work for 
the Society. Where PwC has been engaged to perform such nonðaudit work, in circumstances where it is to the 
Societyõs advantage that it does so, the Societyõs regular commitments procedures are followed and the Audit and 
Risk Committee reviews them to ensure that auditor independence is preserved.

During the year, the Society received the following services from the Societyõs auditor:
    2010 2009
    Ãm Ãm

Fees payable for the audit of the Society accounts    0.5 0.5

Fees payable to the Societyõs auditor and its associates for other services:
  Other services pursuant to legislation    0.1 0.1
  All other services    0.6 1.4

    

In addition to work performed by PwC on the interim review, non-audit fees relate to technical and project support 
on investment accounting for the change of asset manager during 2010. Objectivity and audit independence 
were maintained by the use of non-audit PwC staff and guidelines established to maintain separate audit integrity. 
Fees were pre-approved on a þxed fee basis.

    2010 2009
    Ãm Ãm

Wages and salaries    4 5
Social security costs    - 1

    

The monthly average number of employees employed by the Society during the year, including executive Directors, 
required to be disclosed in accordance with the Companies Act 2006, was 21 (2009: 21). In addition, the Society 
employs a number of contractors and, under its agreement with HBOS, uses the services of HBOS staff.

Full details of Directorsõ emoluments, pensions and interests, as required by the Companies Act 2006, are included 
in the Remuneration report on pages 21 to 23.

As a result of contractual commitments arising as part of the agreement entered into with HBOS in March 2001, 
when the Society sold its administrative and sales operations, the Society meets the major part of the funding in 
respect of the pension schemes for those staff that transferred to the employment of HBOS as a result of the sale 
transaction. An amount of Ã83m (2009: Ã94m) is provided in respect of the contractual commitment to HBOS in 
relation to the deþned beneþt scheme, following the triennial actuarial valuation performed as at 31 December 
2007, as modiþed for relevant changes to the current balance sheet date. An additional provision of Ã28m (2009: 
Ã39m), representing an estimate of the current value of the contractual commitment to HBOS in respect of future 
service costs until 2016, and a provision for pension augmentations and future staff pension scheme administration 
costs of Ã3m (2009: Ã2m) are included within ôTechnical provisions: longðterm businessõ. The Societyõs commitments 
terminate in 2016 and the provisions above represent the best estimate of closing them out at the current balance 
sheet date. The basis to be used in 2016 could produce a different result.



    2010 2009
    Ãm Ãm

UK corporation tax
  Current tax on income for the period    2 3
  Adjustments in respect of previous years     1 -

    3 3
Deferred tax
  Unrealised gains on investments    - (1)

The UK corporation tax charge is provided at 20% (2009: 20%), computed in accordance with the rules applicable 
to life assurance companies, whereby no tax is charged on pension business proþts.

    2010 2009
    Ãm Ãm

Provided in the þnancial statements:
Deferred tax of the longðterm fund
Unrealised depreciation/(appreciation) in investments     1 2

Deferred taxation not provided for in the accounts relates to immaterial unrealised losses on the reinsured book.

  Current Value  Cost
  2010 2009 2010 2009
  Ãm Ãm Ãm Ãm

Society
Leasehold   112 114 110 131
Freehold   208 261 271 325

  

The Society invests indirectly in property through specialised unit trusts, which are classiþed as ôOther þnancial 
investmentsõ (see Note 10c). Total propertyðrelated investments at 31 December 2010 are Ã379m (2009: Ã450m).
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  Current Value  Cost
  2010 2009 2010 2009
  Ãm Ãm Ãm Ãm

Shares  

The Society has a wholly-owned subsidiary, Basinghall Street Real Estate Inc. (òBSREó). BSRE is an American 
incorporated property vehicle with a value as at 31 December 2010 of Ã6m (2009: Ã5m). BSREõs principal investment 
is cash and its proþt for 2010 was Ã0.1m ($0.1m) (2009: Ã0.1m ($0.2m)).

The Society holds a majority investment in Equitable Private Equity Holdings Limited (òEPEHLó), a Guernsey 
registered company with a value as at 31 December 2010 of Ã19m (2009: Ã19m). EPEHLõs investment is Knightsbridge 
Integrated Holdings V L.P., which invests in equity and venture capital projects. EPEHL made a loss in 2010 of Ã31k 
($48k) (2009: Ã32k ($52k)) and its total capital value is Ã19m ($31m) (2009: Ã19m ($30m)).

 Current Value Cost
  2010 2009 2010 2009
  Ãm Ãm Ãm Ãm

Society
Shares and other variable yield securities and units in unit trusts
Shares and units in unit trusts(1)  193 282 258 353
Other variable income and securities(2)  35 34 26 27

  
Debt securities and other þxedðincome securities(3)  
Deposits and other investments  

  

(1) Includes listed investments of Ã63m (2009: Ã34m) for the Society at fair value.
(2)  Comprise derivatives including FTSE 100 Futures, US Dollar to Sterling Forward exchange contracts and interest rate 

swaptions. The interest rate swaption is valued on a mark-to-model basis. Both categories are classiþed as held for 
trading.

(3) Includes listed investments of Ã4,216m (2009: Ã4,739m) for the Society at fair value.

During the year, the Society has undertaken stock lending but this is not reÿected on the balance sheet. Stock 
lending is undertaken to support market liquidity. Investments of Ã623m (2009: Ã763m) were lent in the normal 
course of business to authorised money brokers on a secured basis. Investments of Ã641m (2009: Ã773m) were 
received as collateral from brokers. Income earned on stock lending during the year, net of fees paid, was Ã1m 
(2009: Ã1m). 

Collateral is government obligations issued or guaranteed by states which are full members of the Organisation for 
Economic Cooperation and Development (òOECDó) and shall not be less than 102% of the market value of borrowed 
securities where they are þxed-income securities or 105% where they are equity securities.

The Society closely monitors the valuation of assets in markets that have become less liquid. Determining whether 
a market is active requires the exercise of judgement and is determined based upon the facts and circumstances 
of the market for the instrument being measured. Where it is determined that there is no active market, fair value 
is established using a valuation technique, such as mark-to-model or net asset value.



For þxed-income securities for which there is no active market, the fair value is based on broker/dealer price 
quotations. Where possible, the Society seeks at least two quotations for each bond and considers whether these 
are representative of fair value. Where this information is not available the fair value has been estimated using 
quoted market prices for securities with similar credit, maturity and yield characteristics.

(i) In accordance with FRS 29, investments carried at fair value have been categorised into a fair value hierarchy:

Inputs to Level 1 fair values are quoted prices (unadjusted) in active markets for identical assets.

Inputs to Level 2 fair values are inputs other than quoted prices included within Level 1 that are observable for the 
asset either directly or indirectly. Level 2 inputs include the following:

Å Quoted prices for similar (i.e. not identical) assets in active markets;

Å  Quoted prices for identical or similar assets in markets that are not active, the prices are not current, or price 
quotations vary substantially either over time or among market makers, or in which little information is released 
publicly.

Inputs to Level 3 fair values are unobservable inputs for the asset, for example, assets valued by a model or 
securities for which no recent market price observable price is available.
 
The Society holds interest rate swaptions, which are valued based on an industry recognised model, which are 
calibrated to market observable data where possible. Signiþcant inputs to this model include interest rate curves 
and interest rate volatility. The sensitivity of the model to changes in assumptions has been assessed and indicates 
that changing one or more of the assumptions to reasonably possible alternative assumptions would not signiþcantly 
change the fair value of þnancial assets.

(ii) Analysis of investments according to fair value hierarchy:

31 December 2010 Level 1 Level 2 Level 3 Total Fair Other Balance
    Value Assets Sheet
      Total
Asset category Ãm Ãm Ãm Ãm Ãm Ãm

Land and buildings ð ð ð  320 
Investments in Group undertakings ð ð 25 
Shares and units in unit trusts ð 63 130 
Other variable income securities ð ð 35 
Debt securities and other þxed-income securities 2,153 1,903 164  ð 
Deposits with credit institutions 55 1,053 1  ð 

Assets held to cover linked liabilities 166 74 ð  ð 
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(iii) There have been no signiþcant transfers between Level 1 and Level 2 during the year.

(iv) Level 3 reconciliation:

      Total
      Ãm

Balance at 1 January 2010      369
Total net gains or (losses) recognised in the Proþt and Loss Account     (4)
Purchases      -
Sales      (43)
Transfers into Level 3      51
Transfers out of Level 3      (18)

The total net losses shown above are included within ôUnrealised gains on investmentsõ within the Proþt and Loss 
Account, of which Ã4m loss relates to assets which were still held at the end of the period.

Ten stocks, of total value Ã51m, were transferred into Level 3 during the period as their valuation was based on 
inputs that are no longer observable for those assets.

Seven stocks, of total value Ã18m, were transferred from Level 3 to Level 2 during the period as market observable 
inputs for these assets became available.

     2010 2009
     Ãm Ãm

     

The cost of assets held to cover linked liabilities is Ã208m (2009: Ã222m) for the Society.

     2010 2009
     Ãm Ãm

Debtors arising out of direct insurance
Amounts owed by policyholders     5 5
Other debtors
Corporation tax debtor     1 ð
Deferred tax asset     1 1
Debtors other than Group and related companies     10 10

     

The carrying values of these items equate closely to fair values and are expected to be realised within a year of 
the balance sheet date.

Amounts in ôDebtors other than Group and related companiesõ include an assigned account owned by HSBC 
(2010: Ã7m, 2009: Ã7m).



     2010 2009
     Ãm Ãm

     2010 2009

     Ãm Ãm

With-proþts insurance technical provisions
 Policy values     258 313
 Future charges     (29) (32)
 Impact of early surrenders     (1) (1)
 Cost of guarantees     55 52
 Other longðterm liabilities     60 65

     
Withðproþts investment technical provisions
 Policy values     3,587 3,831
 Future charges     (265) (258)
 Impact of early surrenders     (18) (28)
 Cost of guarantees     700 522 
 Other longðterm liabilities     264 219
     
Excess Realistic Assets     

Nonðproþt insurance technical provisions     890 848
Nonðproþt investment technical provisions     11 10
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     2010 2009
    Ãm Ãm

Indexðlinked annuities     249 247
Other linked insurance liabilities     149 153
Other linked investment liabilities     1,906 1,810

     2010 2009
    Ãm Ãm

Nonðproþt insurance technical provisions     353 331
Nonðproþt investment technical provisions     11 10

     

Withðproþts insurance technical provisions     ð ð
Withðproþts investment technical provisions     ð ð
Indexðlinked annuities     9 8
Other linked insurance liabilities     149 153
Other linked investment liabilities     1,906 1,810

     

     2010 2009
    Ãm Ãm

At 1 January     1,820 1,631
Change arising from new deposits      49 36
Change arising from withdrawals     (183) (161)
Other changes     231 314

The longðterm business provisions for the Societyõs nonðproþt and indexðlinked annuities have been calculated 
using the gross premium method. The principal assumptions and their comparatives are shown in the table below. 
Actuarial bases have been modiþed in respect of valuation interest rates, mortality assumptions and future 
expense allowances. Explanations of the effect of those changes are set out in notes (1), (2) and (3) on the 
next page. 



The principal assumptions used in valuing the nonðproþt and indexðlinked annuities in payment were as follows:

Interest rate % Future expense allowance
 2010 2009 2010 2009

Nonðproþt annuities in payment
 Basic Life and General Annuity business ð pre 1992 4.66 5.00 Ã3.13 p.a. Ã4.46 p.a.
 Basic Life and General Annuity business ð post 1991 4.19 4.50 Ã3.13 p.a. Ã4.46 p.a.
 Pension business  4.66 5.00 Ã3.13 p.a. Ã4.46 p.a.
Indexðlinked annuities in payment
 Basic Life and General Annuity business ð pre 1992 0.52 0.54 Ã3.13 p.a. Ã4.46 p.a.
 Basic Life and General Annuity business ð post 1991 0.47 0.49 Ã3.13 p.a. Ã4.46 p.a.
 Pension business 0.52 0.54 Ã3.13 p.a. Ã4.46 p.a.

(1)  Valuation interest rates are based on the yields on the assets held, reduced for risk. Reductions from the yield for 
risk for corporate þxedðinterest securities are based on credit ratings and these reductions have been lowered this 
year. Fixedðinterest yields and index-linked yields have fallen compared to those at the end of 2009. The changes to 
the valuation interest rates in aggregate have increased the indexðlinked annuity provision by Ã1m and increased the 
nonðproþt technical provisions by Ã18m. Similarly, the market value of the backing assets has changed as yields have 
changed and this in part offsets the change in technical provisions. 

(2)  Future expenses arising directly from nonðproþt and indexðlinked annuities in payment are allowed for in two ways: an 
explicit per policy allowance and an expense allowance for fund management, expressed as a percentage of the value 
of the fund, of 0.11% p.a. (2009: 0.06% p.a.). The per policy expense allowance in the basis reÿects an assessment of 
variable administration costs after the transfer of administration from Lloyds Banking Group to the Society. The 2009 
per policy expense allowance was based on HCLõs charging structure under which a higher proportion of the Societyõs 
costbase varied in line with policy volumes. These were loaded into these allowances. The expense allowance has 
been assumed to increase at 3.4% p.a. (2009: 5.1% p.a.). The expense allowances for 2010 shown above apply to both 
UK and non-UK policies. The changes to the expense basis in aggregate have increased the provision for expenses 
by Ã1m.

(3)  The Society continues to make allowance for future improvements in longevity of annuitants. The Societyõs valuation 
has been carried out using published mortality tables and an investigation into the Societyõs actual mortality 
experience. The overall effect of this review of mortality has been to increase indexðlinked annuity and nonðproþt 
annuity technical provisions by Ã3m (2009: increased by Ã26m). 

A sensitivity analysis, carried out in connection with the effect of a change in mortality basis on the technical provisions, has 
demonstrated that an assumed 10% improvement in the mortality rates would result in a Ã30m (2009: Ã26m) increase in the 
non-proþt and indexðlinked annuity technical provisions. This change is equivalent to the life expectancy of a 65ðyearðold male 
increasing by an additional 12 months (2009: 12 months).

 2010 2009

Non-proþt and index-linked annuities in payment
Basic Life and General Annuity business  72.5% IML00 ult (U=2010)* for males 72.5% IML00 ult (U=2009)* for males
 77.5% IFL00 ult (U=2010) * for females 77.5% IFL00 ult (U=2009) * for females
Pension business 87.5% PNMA00MC (U=2013) ** for males 87.5% PNMA00MC (U=2012) ** for males
(both reinsured and retained business) 80.0% PNFA00MC (U=2013) ** for females 80.0% PNFA00MC (U=2012) ** for females

*  The allowance for future mortality improvements is based on implied mortality improvements as per IML92/IFL92  
(subject to a minimum improvement of 1.5% p.a.).

**  The allowance for future mortality improvements is based on the implied future improvements as per PMA/PFA92 MC 
tables (subject to a minimum improvement of 1.5% p.a.).
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The longðterm business provisions for the Societyõs withðproþts business have been calculated in accordance with 
the FSA realistic capital regime. The principal assumptions used to calculate these provisions and the comparatives 
are described below. 

The calculation of realistic liabilities for the Society is based upon the projection of 5,000 different scenarios and 
includes an estimate of any future nonðguaranteed bonuses that may be payable. The value of the liabilities is 
made up of the following components:

Å  Policy values ð the total of policy values for all withðproþts policies (or their equivalents for withðproþts annuities 
and conventional withðproþts contracts);

Å  Future charges ð the margin assumed to be retained each year before making future increases to policy values;

Å  Impact of early surrenders ð the value of the þnancial adjustment assumed to be deducted on nonðcontractual 
surrenders;

Å  Cost of guarantees ð the cost of meeting contractual guarantees in excess of the policy values; and

Å  Other longðterm liabilities include miscellaneous provisions (as described in Note 14g), withðproþts reinsured 
business, less a deduction for the present value of future proþts from nonðproþt business as described below.

The present value of future proþts from nonðproþt business represents the future proþts expected from cashÿows 
of the inðforce nonðproþt and indexðlinked annuity business, less an amount to meet the cost of holding capital in 
respect of this business. These proþts have been deducted as a capitalised amount from the technical provisions 
in accordance with the requirements of FRS 27. The resulting anticipated present value of future proþts is a loss 
of Ã32m (2009: Ã23m loss).

(i) Options and guarantees
Options and guarantees are features of life assurance contracts that confer potentially valuable beneþts to 
policyholders. They expose the Society to two types of risk: insurance (such as mortality and morbidity) and 
þnancial (such as market prices and interest rates). The value of an option or guarantee comprises two elements: 
the intrinsic value and the time value. The intrinsic value is the amount that would be payable if the option or 
guarantee was exercised immediately. The time value is the additional value that reÿects the possibility of the 
intrinsic value increasing in future, before the expiry of the option or guarantee. In adopting FRS 27, the intrinsic 
and time values of all options and guarantees are included in policyholder liabilities.

The Society now has in issue two principal types of withðproþts policy: Recurrent Single Premium (òRSPó) policies 
and Conventional WithðProþts (òCWPó) policies. These policies represented 98% and 2%, respectively, of the total 
policy values at 31 December 2010 (97% and 3% of the total policy values at 31 December 2009). For the majority 
of RSP policies issued before 1 July 1996, each premium (after charges) secures a Guaranteed Investment Return 
(òGIRó), typically at the rate of 3.5% p.a. For the majority of RSP policies issued after 1 July 1996, the GIR is nil%. 
For CWP policies, guarantees are payable at speciþed dates or on the occurrence of speciþed events. 

The options and guarantees in respect of the Societyõs withðproþts business relate to a guarantee on contractual 
termination (for example, on retirement, maturity, death or on payment of an annuity). The terms of the guarantee 
vary by contract. For the Societyõs RSP contracts where there is a GIR, the value of that guaranteed return is 
assessed based on assumed retirement ages of policyholders. Certain policies also contain a guaranteed minimum 
level of pension as part of the condition of the original transfer of state beneþts to the policy.



For CWP business, there is a guarantee that the amount payable on death or at maturity (where appropriate) will 
not be less than the sum assured and any declared reversionary bonuses.

All the Societyõs material options and guarantees are valued on a marketðconsistent stochastic basis. The 
valuation involves constructing 5,000 scenarios, aggregating the results under each scenario and then calculating 
the average liability.

For policies where the guaranteed value at contractual termination exceeds the policy value at that date, the 
excess would be paid and estimates of such excess form part of the realistic liabilities. In calculating the amount 
payable to policyholders, account is taken of any management actions such as making changes to policy values 
in response to changes in market conditions. The cost of these guarantees has increased from Ã574m in 2009 to 
Ã755m at 31 December 2010 principally as a result of an assumed increase in the charge for expenses from 2011 
and falling Government bond yields. This amount is included within ôTechnical provisionsõ (see Note 14a).

There is inherent uncertainty in calculating the cost of these guarantees and options, as the value depends on 
future economic conditions, policyholder actions (such as early or late retirement and surrenders) and mortality. 
In calculating the value of the guarantees, account has been taken of actual experience to date, in addition to 
industry benchmarks and trends. For economic assumptions, prices for relevant quoted and nonðquoted derivatives 
are used to conþrm market consistency.

(ii) Assumptions ð withðproþts business

Using the results of an investigation into the Societyõs actual mortality experience, mortality assumptions have 
been derived for the withðproþts business as detailed in the table below:

2010 2009

Endowment assurances (with-proþts)
Basic Life and General Annuity business  90.0% AMC00 ultimate for males 90.0% AMC00 ultimate for males
 97.5% AFC00 ultimate for females  97.5% AFC00 ultimate for females 
Pension business  90.0% AMC00 ultimate for males 90.0% AMC00 ultimate for males
 97.5% AFC00 ultimate for females 97.5% AFC00 ultimate for females

Mortality assumptions for other classes of business are not material and, for this reason, are not shown above.

A charge of 1.0% p.a. (2009: 1.0% p.a.) is assumed to be retained before making future increases to policy values. 
This charge provides capital to meet the expected cost of guarantees (the additional cost where a policyõs 
guaranteed beneþts exceed its policy value, now or expected in the future).

A further charge of 1.0% p.a. (2009: 1.0% p.a. for 2010, reducing to 0.5% p.a. from 2011) reÿecting the decision 
not to proceed with the transfer of administration to HCL, is assumed to be deducted each year before making 
future increases to policy values. In addition, an expense provision of Ã180m for expenses (2009: Ã107m) has been 
incorporated with the aim of maintaining a stable expense charge as the business declines. Taken together, these 
allowances are intended to provide for future expenses in respect of withðproþts business. A 10% increase in future 
expenses would decrease the ERA by Ã46m (2009: Ã27m).
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(ii) Assumptions ð withðproþts business (continued)

For the majority of RSP contracts, beneþts can be taken on contractual terms at a range of ages. For example, 
beneþts from Retirement Annuity policies can be taken at any age between 60 and 75, whereas beneþts from 
Group Pension policies are expected to be taken at the schemeõs normal retirement age. This date is referred 
to as the Earliest Contractual Date (òECDó). A proportion of policyholders take their beneþts before the earliest 
expected retirement date. 

An investigation of the actual retirement ages for the Societyõs withðproþts policyholders, analysed by type of 
contract, has been carried out based on actual experience during 2009 and 2010. The results of that investigation 
have been used to set the assumed retirement ages for the valuation.

The retirement assumptions vary between different product types. The range of retirement dates assumed varies 
between policyholders being assumed to retire 2 years (2009: 2 years) earlier than ECD and up to 12 years (2009: 
14 years) later than ECD. 

A sensitivity analysis has been carried out to illustrate the potential impact on ERA, at 31 December 2010, of GIR 
on RSP business under certain scenarios modelled on a stochastic basis, where the results are aggregated and 
the average liability is calculated. If interest rates fall below a given level, it is possible that policyholders with 
policies that have a guaranteed return (usually 3.5% p.a.) and variable retirement dates may choose to defer 
retirement. If policyholders wait until interest rates fall below 2.5% and defer their retirement by up to þve years 
(from that previously assumed), while the interest rate in the scenario is below 2.5%, ERA would reduce by Ã40m 
(2009: Ã25m). If the level of interest rates at which behaviour changes is 3.5% and the same period of deferment 
is assumed, the reduction is Ã70m (2009: Ã45m). If the deferral were for a period of up to 10 years, the reduction 
is Ã55m (2009: Ã35m) at 2.5% and Ã105m (2009: Ã65m) at 3.5% respectively.

The Society holds a series of receiver swaptions with a range of terms. The purpose of these swaptions is to provide 
additional capital when interest rates on similar þxed-interest securities fall. These swaptions are designed to 
partially mitigate any increase in liabilities for RSP policies with a nonðzero GIR, if policyholders defer their 
retirement plans. A fall in interest rates of 1.0% at all terms would increase the value of the swaptions by Ã36m 
(2009: Ã34m) and a similar increase would decrease the value by Ã18m (2009: Ã17m). 

An investigation of the actual surrender rates for the Societyõs withðproþts business, analysed by type of contract, 
has been carried out based on actual experience during 2009 and 2010. The results of that investigation have been 
used to set the assumed surrender rates for the valuation. 

Nonðcontractual surrender rates are assumed to fall steadily over the next few years to a longðterm rate of 1.5% 
p.a. (2009: 1.5% p.a.). The effect of the change in the surrender rates has been to decrease the ERA by Ã16m 
(2009: decrease by Ã16m).

A þnancial adjustment of 5.0% (2009: 5.0%) of policy values is assumed as a deduction on surrender prior to 
contractual termination.

In order to produce many projections of different scenarios of the business, an economic model is required.  
The economic model used by the Society in the valuation was supplied by Barrie & Hibbert. The model used is 
market consistent and has been calibrated to the gilt yield curve at the valuation date and this determines the 
risk-free rates used in the projections. The effect of the change in yield curve from 2009 to 2010 was to increase 
the ERA by Ã47m (2009: decrease of Ã36m). Assumptions are also required for the volatility of the asset values for 
different asset categories. Bond volatilities vary by term and duration and are calibrated to those implied by swap 
option volatilities obtained from market sources. For equity values, the model produces a ten year volatility of  
26% (2009: 27%). For property values, the model uses an assumed volatility of 15% (2009: 15%).



Technical provisions include amounts in respect of speciþc provisions:

Å  Anticipated additional exceptional expenses of Ã104m (2009: Ã133m) over future years, including costs of 
implementing changes in administration provider, contractual commitments to HBOS in respect of pension 
scheme future service costs and anticipated additional costs associated with servicing policies in the medium 
term; and

Å  An amount of Ã2m for legal claims made in Germany against the Society (2009: Ã10m total legal claims).

The technical provision in respect of other linked business (excluding indexðlinked annuities) is equal to the value 
of the assets to which the contracts are linked. This business is wholly reinsured to HBOS (see Note 3).

A provision in respect of future expenses and mortality risks on other linked insurance business is included in the 
longðterm business provision. An allowance is made in the valuation for the extent to which these are payable by 
the reinsurer.

The capital statement in respect of the Societyõs life assurance business at 31 December 2010 is set out below. 
These þgures are calculated in accordance with the regulations set out in The FSA Handbook of Rules and Guidance. 

    2010 2009 
   Ãm Ãm

Adjustments onto a regulatory basis ð valuation differences (1)   361 615
Adjustments onto a regulatory basis ð inadmissible assets    (1) (2)

Total available capital resources    

Longðterm Insurance Capital Requirement (LTICR)    (238) (230)
Withðproþts Insurance Capital Component (WPICC)    (122) (383)

Total regulatory Capital Resource Requirements (CRR)    

(1)  Valuation differences represent any difference placed on the valuation of liabilities in the þnancial statements 
compared with those reported in the regulatory return to the FSA.

The total available capital resources show the capital, calculated in accordance with regulations set out 
in The FSA Handbook of Rules and Guidance, that is available to meet the capital requirements of the 
business. The available capital resources for the Society amount to Ã360m (31 December 2009: Ã613m).
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The table below shows the effect of movements in the total amount of available capital of the Society during 
the year. Other movements in 2010 include Ã287m for the impact on expenses of insourcing administration from 
Lloyds Banking Group to the Society:
    2010 2009 

    Ãm Ãm

At 1 January    613 449
Investment return and interest rate movements    13 114
Other valuation assumptions    32 22
Other movements    (298) 28

It is the Societyõs aim to manage its business in a sound and prudent manner for the beneþt of all policyholders. 
The Society closed to new business in 2000 and new policies are only issued where there is a regulatory or 
contractual obligation to do so. The Society has no shareholders and all surpluses and deþcits belong to the withð
proþts policyholders. The Society seeks to ensure that it can meet its contractual obligations to both policyholders 
and creditors as they fall due. Any new distributions of surplus will be made in nonðguaranteed form.

Each life assurance company must retain sufþcient capital to meet the capital requirements speciþed by the FSA. 
The minimum level of capital required is represented by the Capital Resource Requirement (òCRRó).

For the Society, the CRR comprises the Long-Term Insurance Capital Requirement (òLTICRó) and any additional 
capital requirement over LTICR, which results from consideration of realistic liabilities. This additional amount of 
capital required is referred to as the WithðProþts Insurance Capital Component (òWPICCó).

Actuarial guidance together with FSA rules for closed with-proþts funds requires that all capital is anticipated to be 
distributed to policyholders, leaving a nil balance for the realistic capital of the Society. The WPICC for the Society 
is therefore the difference between the available capital resources (representing the balance of realistic capital) 
and the LTICR, leaving a nil balance of excess capital resources.

The withðproþts realistic liabilities are sensitive to both market conditions and changes to a number of nonð
economic assumptions that affect the valuation of the liabilities of the fund. The available capital resources 
(and capital requirements) are most sensitive to the level of þxedðinterest yields and the values of equities and 
property, with the reduction in capital resources being more pronounced at lower levels of yields, as a result 
of the guarantees to policyholders increasing in value. Reductions in the value of property and equities directly 
reduce the available capital resources. The Board may take actions, such as changes to policy values, to mitigate 
reductions in capital resulting from an adverse change in market conditions.

The principal nonðeconomic assumptions are the level of future mortality rates, level of future expenses,  
changes in future retirement ages and future surrender rates.



As described in the Corporate governance section, the Society has established a comprehensive risk management 
framework. Through this framework, the Society seeks to manage and monitor the various risks to which the 
Society is exposed. These include other risks such as operational risk and insurance risk.

Also included within this process are the various þnancial risks, namely:

Å Market risk: covering interest rate risk, equity and property price risk, derivative risk and currency risk;

Å Credit risk; and

Å Liquidity risk.

These risks are discussed in more detail below, and form part of the FRS 29 disclosures.

The Society uses a number of tools to manage the above risks. In addition to the regulatory testing described in 
Notes 14 and 15, the Society prepares an Individual Capital Assessment (òICAó) report in accordance with FSA 
requirements on an annual basis, where a number of scenarios are tested to assess the potential effect on capital. 
The current regulatory framework will be replaced in 2013 by the Solvency II regime, a Europe-wide regulatory 
basis for establishing capital requirements for insurance companies. Other tools more speciþc to managing an 
individual risk are included below. 

The Society holds a portfolio of investments which are subject to movements in market price. Market risk is the risk 
of adverse þnancial changes in fair values or future cashÿows of þnancial instruments from ÿuctuations in interest 
rates, equity and property prices, and foreign currency exchange rates. The main responsibility for monitoring this 
risk lies with the Executive Investment Committee of the Society. The majority of these assets are held to support 
contractual liabilities arising from both withðproþts and nonðproþt classes of business.

For these longðterm business classes, the Societyõs asset liability management framework aims to hold assets 
whose values will, as far as possible, move in line with the corresponding guaranteed liabilities to limit the overall 
impact of market risk on capital.

In line with the Societyõs with-proþts investment policy, investments are mainly in þxedðinterest securities, gilts 
(2010: 39%, 2009: 35%) and corporate bonds (2010: 30%, 2009: 42%).

With regard to unitðlinked business, liabilities are reinsured with HBOS and no market risk is considered to fall on 
the Society in respect of this class of business.
 
As an overall indication of the sensitivity of the Society to changes in market price, consideration is given to the 
impact on the ERA as a consequence of a number of adverse changes simultaneously occurring. These changes are 
detailed in the table below and include: reductions in the market price of key asset categories; adverse changes 
on the yields of corporate bond relative to government-backed þxed-interest securities; and adverse changes in 
the assumed level of future policy surrenders. These adverse changes are consistent with the requirements for the 
Societyõs regulatory risk capital margin tests. 
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    2010 2009

Reduction in market price of equities    20.0% 20.0%
Reduction in market price of properties    12.5% 12.5%
Percentage change in longðterm gilt yields    17.5% 17.5%
Widening of spread of corporate bonds relative to gilts    0.7% 0.7%
Reduction in surrender rates    32.5% 32.5%

In such adverse investment conditions, the Society could make appropriate reductions to withðproþts policy values. 
These reductions would mitigate market risk, but do not remove the risk entirely for withðproþts policies because 
of the guarantees provided. After adjusting for the reductions, the adverse impact on the ERA of the Society would 
be as follows:

    2010 2009 
    Ãm Ãm

Above adverse changes ð including where long-term gilt yields rise   153 197
Above adverse changes - including where long-term gilt yields fall   192 122

In the scenario where long-term gilt yields are assumed to fall, the þgures above exclude the gain in the value of 
the Societyõs swaptions. However, where long-term gilt yields are assumed to rise, the corresponding loss has been 
included. In both scenarios, any potential impact in policy liabilities as a result of changes to ÿexible retirement 
dates assumptions has been excluded.

(i) Interest rate risk
Interest rate risk is the risk that the value or future cashÿows of a þnancial instrument will ÿuctuate because of 
changes in interest rates. 

The Societyõs exposure to changes in interest rates is concentrated in the investment portfolio. However, changes 
in investment values attributable to interest rate changes are mitigated by corresponding and partially offsetting 
changes in the economic value of the insurance provisions, and investment contracts liabilities. A potential market 
risk for the Society is in respect of GIR on withðproþts policies, which are typically 3.5% p.a. When the market 
returns are below this rate, the cost of providing these guarantees is correspondingly higher. To mitigate this risk 
the Society holds a series of interest rate swaptions.

The Society monitors this exposure to changes in interest rates through regular periodic reviews of the asset 
and liability position. Estimates of cashÿows, as well as the impact of interest rate ÿuctuations relating to the 
investment portfolio and insurance provisions, are modelled and reviewed periodically.

The Society is also exposed to the risk of changes in future cashÿows from variable income securities arising from 
the changes in interest rates.

The Societyõs sensitivity to interest rate risk is included in the overall market risk sensitivity included in the stress 
scenario table above, excluding the impact of the Societyõs swaptions.

(ii) Equity and property price risk
The Society invests in equity and property assets, whose market values are typically more volatile than other 
classes of asset held by the Society, but which we believe provide longðterm beneþts for the Societyõs members. 
To mitigate the risk of changes in the market price of these asset classes, the Society limits the proportion of the 
total assets invested in these categories. In addition, as indicated in section (i) above, further mitigation takes 
place by partially offsetting changes in the liabilities of the Society.



The Societyõs sensitivity to equity and property price risk is included in the overall sensitivity to market risk 
described previously.

(iii) Derivative risk
The Society invests in derivatives within strict guidelines agreed by the Board of Directors and overseen by the 
Executive Investment Committee. Derivatives are used for efþcient investment management and risk management. 
Interest rate swaption derivatives are used to mitigate interest rate risk. Forward exchange contracts are used to 
mitigate currency risk. Long-term gilt futures are used to manage market risk during periods of asset transition. 
Derivative transactions are fully covered by cash or corresponding assets and liabilities. Derivative contracts are 
entered into only with approved counterparties and, where possible, on regulated exchanges, thereby reducing 
the risk of credit loss.

(iv) Currency risk 
The Societyõs principal transactions are carried out in Pounds Sterling and its exposure to the risk of movements in 
foreign exchange rates is limited. The risk arises primarily with respect to the US Dollar. 

The Societyõs þnancial assets are primarily denominated in the same currencies as its insurance and investment 
liabilities, which mitigate the foreign currency exchange rate risk for any overseas operations. Therefore, the main 
foreign exchange risk arises from recognised assets and liabilities denominated in currencies other than those in 
which insurance and investment liabilities are expected to be settled. The Society invests in a US Dollar Forward 
exchange contract to partially mitigate this risk.

The relative exposure of the Society to currency risk is shown in the following table:

 2010 2009
 Assets Liabilities Assets Liabilities
 Ãm % Ãm % Ãm % Ãm %

Sterling 8,365 96 7,806 98 8,271 96 7,749 98
Euro 214 3 177 2 225 3 184 2
US Dollar 105 1 6 ð 118 1 6 
Other ð ð - ð -   

The excess of the total value of assets over the total value of liabilities represents the Societyõs ERA. A change of 
10% in Pounds Sterling to Euro/US Dollar exchange rates at the reporting date would have changed the ERA by Ã5m 
(2009: Ã7m) after allowing for the mitigating impact of the US Dollar Forward exchange contract.

Credit risk is the risk that a counterparty will fail to pay amounts in full when due. The main credit risks faced by 
the Society are:

Å The risk of default on its portfolio of þxedðinterest securities, especially corporate bonds; 

Å The risk of default by any of its reinsurers.
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These risks are monitored by the Societyõs Executive Investment Committee. A key aspect of this is the Societyõs 
policy of investing predominantly in highðquality corporate bonds and government issued debts. 

The Societyõs objective is to earn competitive relative returns by investing in a diversiþed portfolio of securities. 
The Society manages this risk by upðfront stringent underwriting analysis, reviews by the Executive Investment 
Committee and regular meetings to review credit developments. Watch lists are maintained for exposures requiring 
additional review and all credit exposures are reviewed at least annually. 

With regard to reinsurance, steps are taken, wherever possible, to limit counterparty risk. The major reinsurance 
treaties are with companies in the HBOS Group. Because reinsurance does not remove the primary liability of the 
Society to its policyholders, the credit rating of these companies is monitored closely.

The Societyõs exposure to credit risk is summarised below according to the lowest of the external credit ratings 
supplied by Moody, Standard & Poor, and Fitch:

   AAA AA A BBB Other Total
2010   Ãm Ãm Ãm Ãm Ãm Ãm

Debt and other þxedðincome securities  2,313 344 808 470 45 3,980
Other variable yield securities   459 ð 12 9 ð 480

Total of þxed and variable yield securities  

Deposits with credit institutions   1,053 - 55 - ð 1,108
Cash at bank and in hand   ð ð 11 ð ð 11
Other þnancial assets   43 6 28 11 15 103
Reinsurersõ share of technical provisions 
and liabilities (Note 14c)   ð ð 2,428 ð ð 2,428

   

   AAA AA A BBB Other Total
2009   Ãm Ãm Ãm Ãm Ãm Ãm

Debt and other þxedðincome securities  
Other variable yield securities   428 - 20 - ð 448

Total of þxed and variable yield securities  

Deposits with credit institutions   473 - 14 - - 487
Cash at bank and in hand   ð 3 - ð ð 3
Other þnancial assets   45 16 28 12 20 121
Reinsurersõ share of technical provisions 
and liabilities (Note 14c)   ð - 2,312 ð ð 2,312

  

The total of þxed and variable yield securities and deposits with credit institutions includes Ã240m of assets held 
to back linked liabilities. Other þnancial assets comprise debtors and prepayments and accrued income.



When calculating technical provisions in respect of nonðproþt business, when deriving the discount rate to be 
used, reductions based on credit risk are made to the published yields of invested assets exposed to credit risk. 
This reduction to the discount rate results in an increase to the assessed technical provision, thereby providing an 
implicit margin against the risk of default by the counterparties. 

The potential credit risk exposure from default by swaption counterparties is mitigated by the receiving of 
collateral. Collateral of Ã25.7m (2009: Ã26.6m) has been received in cash and has been invested in assets similar 
in nature to cash. The value of these assets at the year end was Ã25.7m and is included in ôDeposits and other 
investmentsõ in Note 10c.
 
The potential credit risk exposure from default by futures counterparties is mitigated by daily settlement of 
variation payments and through trading on a regulated futures exchange. None of the change in value of derivatives 
has been driven by changes in the credit rating of counterparties.

The largest single credit risk exposure amounts to Ã2,428m for HBOS reinsurance (2009: Ã2,312m). In the event 
of the insolvency of the reinsurer, the Society would be liable for any shortfall between the obligations under the 
policies and the amounts recovered. The Society holds a further Ã10m (2009: Ã36m) of investments (credit ratings 
of BBB: Ã7m and AA: Ã3m) with the Lloyds Banking Group, parent company of HBOS.

At the reporting date, no material þnancial assets were past due nor impaired (2009: Ãnil) and management 
expects no signiþcant losses from non-performance by these counterparties.

Over the longer term, the Society monitors its forecast liquidity position by estimating both the guaranteed and 
expected cash outÿows from its insurance and investment contracts and purchasing assets with similar durations 
to meet these obligations. The sensitivity of these outÿows to changes in policyholder behaviour is also monitored. 
Large volumes of surrenders or policyholders taking their beneþts earlier than expected can cause the forced 
sale of illiquid assets at impaired values. If this is to the disadvantage of continuing customers the market value 
adjustment to policy values will be varied to maintain fairness.

An important aspect of the Societyõs management of assets and liabilities is ensuring that cash is available to 
settle liabilities as they fall due. Monitoring of this risk is undertaken by the Investment Committee. The Society 
maintains cash and liquid deposits to meet these demands on a daily basis, thereby mitigating liquidity risk. The 
ratio of illiquid assets to total invested assets is monitored monthly.

The Societyõs liquidity exposure is relatively limited even in a scenario such as corporate bonds becoming illiquid, 
over 55% of investment assets held backing insurance and investment liabilities are held in liquid assets such 
as gilts and cash, which can normally be quickly realised. Also, in times of market uncertainty and potentially 
poorer liquidity, market value adjustments may be borne by those withðproþts insurance and investment contract 
customers who decide to transfer or withdraw their beneþts.

Part of the Societyõs assets is invested in property (including property unit trusts) and unlisted equity, amounting 
to Ã451m at year end 2010 (2009: Ã657m). In adverse market conditions, it may not be possible to realise these 
investments without delay.

As noted in Note 14f (ii), the majority of RSP beneþts can be taken on contractual terms at a range of ages.  
The table below details the cashÿows using retirement assumptions based on recent experience, that vary  
between different product types. The range of retirement dates assumed varies between policyholders being 
assumed to retire 2 years (2009: 2 years) earlier than ECD and up to 12 years (2009: 14 years) later than ECD.
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  0-1 1-5 5-10 10 No Total Carrying
  year years years years Term  value
     and over 

 Ãm Ãm Ãm Ãm Ãm Ãm Ãm

Unitðlinked investment contracts 134 646 580 1,279 - 2,639 1,906
Other nonðproþt investment contracts 11 - - - - 11 11
Withðproþts investment contracts 370 996 1,494 1,926 - 4,786 4,268
Other þnancial liabilities  76 - - - - 76 76

Of which reinsured  145 646 580 1,279 - 2,650 1,917

Net insurance liabilities  143 281 323 978 - 1,725 1,120
Excess Realistic Assets  - - - - 694 694 694

  0-1 1-5 5-10 10 No Total Carrying
  year years years years Term  value
     and over

 Ãm Ãm Ãm Ãm Ãm Ãm Ãm

Unitðlinked investment contracts 153 696 599 1,141 - 2,589 1,810
Other nonðproþt investment contracts 10 - - -  10 10
Withðproþts investment contracts 530 1,363 1,291 2,102 - 5,286 4,286
Other þnancial liabilities  92 - - - - 92 92

Of which reinsured  163 696 599 1,141 - 2,599 1,820

Net insurance liabilities  208 295 317 1,080 - 1,900 1,153
Excess Realistic Assets  - - - - 675 675 675

The cashÿows assuming policies are terminated on ECD, would vary from those detailed above as policies past 
the ECD would result in a cashÿow in the category ô0-1 yearõ and policies yet to reach ECD would be earlier than 
shown. Unitðlinked contracts, with the exception of unit-linked annuities, can be terminated at any time resulting 
in a cashÿow in the category ô0-1 yearõ. All liabilities relating to unitðlinked and other nonðproþt investment 
contracts are reinsured so that, in practice, the Society is not exposed to any liquidity risk in respect of such 
contracts. The following graph indicates how the estimated cashÿows for with-proþts investment contracts above 
(solid graph lines) would vary from those at ECD (broken graph lines).



With-proþts policies with an ECD prior to 31 December 2010 have a contractual value no lower than total guaranteed 
beneþts, and equalled Ã1.1bn at 31 December 2010 (2009: Ã1.3bn). The liquid assets referred to above include 
Ã3.1bn (2009: Ã2.5bn) to back with-proþts policies, which is more than sufþcient to meet the value of these 
guaranteed with-proþts beneþts.

All liabilities relating to unitðlinked and other nonðproþt investment contracts are reinsured so that the Society  
is not exposed to a material liquidity risk in respect of such contracts. In extreme scenarios the reinsurer might be 
unable to liquidate underlying assets. 

       2010 2009

       Ãm Ãm

Pension commitments for former staff      77 77

   

The provision for pension commitments for former staff of Ã77.3m is in addition to a creditor to HBOS for  
payments during 2011 totalling Ã5.6m (2009: Ã16.8m). Pension payments for former staff relate to the  
contractual agreement with HBOS (described in Note 8c). The balance of the movements is due to changes in 
economic assumptions.

Estimated cashflows from with-profits investment contracts
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       2010 2009
       Ãm Ãm

   

Amounts owed to credit institutions represent uncleared payments to policyholders. An amount of Ã7m (2009: 
Ã7m) placed in an assigned account owned by HSBC is included in ôDebtorsõ in Note 12.

       2010 2009
       Ãm Ãm

 Balances with Group companies      9 8
 Corporation tax       - 1
 Derivatives positions       26 27
 Other creditors       9 19

      

Amounts in ôDerivative positionsõ include:

Å  The obligation to return the variation margin associated with the swaption investment to Morgan Stanley (2010: 
Ã25.7m, 2009: Ã26.6m).

Å  The fair value of a forward US Dollar and Sterling currency exchange contract (2010: Ã1.2m liability, 2009: 
Ã0.1m asset). If the balance sheet position is held to maturity in March 2011 the Society will be obliged to  
pay $135.9m and receive Ã85.6m.

Amounts in ôOther creditorsõ include the contractual commitment to HBOS in relation to the deþned beneþt 
pension scheme referred to in Note 17.

The Society has no material subsidiary undertakings as outlined in Notes 1 and 10.

At 31 December 2010, the Society held more than 20% of the nominal value of a class of equity shares in 
8 companies with a value of Ã12m (2009: 9 companies, value Ã13m).

At 31 December 2010, the Society held more than 20% of the partnership interests in 1 limited partnership investing 
in properties with a value of Ã14m (2009: 1 partnership, value Ã18m). 

At 31 December 2010, the Society held more than 20% of the partnership interest in 4 portfolios investing in 
private equity investment companies included in shares and other variable yield securities, with a value of Ã3m 
(2009: 4 portfolios, value Ã4m).

None of the above holdings are regarded by the Directors as associated undertakings as the Society does not 
exert signiþcant inÿuence. None of the holdings materially affects the results or net assets of the Society. 
These investments are included in the Balance Sheet at current value, which is based upon the Societyõs share of 
relevant net assets.



Full information on subsidiary undertakings and companies and limited partnerships, in which the Society holds 
more than 20% of the nominal value of a class of equity share or ownership interests, will be annexed to the 
Societyõs next statutory annual return submitted to the Registrar of Companies.

There were no material related party transactions during 2010 (2009: Ãnil).

The Society has no material operating lease commitments.

Commitments in respect of uncalled capital on private equity fund interests, not provided for in the þnancial 
statements, amounted to Ã18.9m (2009: Ã21.4m) for the Society.

No new warranties have been provided for the strategic transactions completed in the year, although the Society 
remains subject to warranties provided in previous years. 

There exist some uncertainties that, if they were to materialise, could adversely impact on the þnancial position 
of the Society. Over the last few years, these uncertainties have been addressed to a very signiþcant extent, and 
the range of possible outcomes has continued to narrow.

The major development during 2010 was Governmentõs announcement of a payment scheme in response 
to the Parliamentary Ombudsmanõs report into the regulatory handling of the Society. In contrast, there was 
little change in respect of the 91 claims against the Society in district courts across Germany where the cases 
have all been defended successfully so far. Also outstanding are investigations initiated by the Accountancy and 
Actuarial Disciplinary Board (òAADBó). The AADB are investigating an accountant and an actuary in respect of 
the provision of information for use by the Financial Reporting Review Panel relating to the þnancial statements 
of Equitable Life in 1999. The actuary is also being investigated by the AADB in relation to audits of the 
1997, 1998 and 1999 þnancial statements. The AADB is also investigating the conduct of certain actuaries 
in relation to the provision of advice by, or on behalf of, the Government Actuaryõs Department to prudential 
regulators. 

It is not considered that the uncertainties described above represent a signiþcant þnancial threat, and it is 
considered that the risk of any material new issues arising for the Society appears limited.

The Board continues to closely monitor the contractual commitments the Society has in respect of the two pension 
schemes for which HBOS is principal employer, as set down in Note 8c to the þnancial statements. There remains 
a possibility that it may be necessary for a more conservative basis to be adopted in future in calculating the 
Societyõs obligations.

Additionally, there remains a risk to the Society that investment conditions change or policyholders defer their 
retirement, which may materially alter the calculations of technical provisions for policy liabilities.

The process of transferring administration services back to the Society brings with it a range of operational 
risks, which makes the estimation of future costs more uncertain, and will require careful management.  
he Society has arrangements in place for identifying, monitoring and managing these risks. 
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The þnancial position of the Society has been projected under a range of economic scenarios, in order to assess 
how robust it remains in adverse conditions. The projections make allowance for capital distribution. The Board 
has also considered the level of contingent liabilities in its analysis of the Societyõs þnancial position and considers 
that these have reduced in signiþcance in recent years. Based on these analyses, the Board is conþdent of its 
ability to manage adverse scenarios that may arise, recognising that in some scenarios very strong action to reduce 
policyholder payouts would be required. 

The Board has assessed these uncertainties using the latest available information and has concluded that it is 
appropriate to prepare these þnancial statements on a going concern basis.
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