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Dear Members 
 n my four years as Chairman, the Board and its 
executive led by Chris Wiscarson, has been resolute 
in executing our strategy of recreating value for 
policyholders. What this means is a relentless 
search to nd ways to return the Society’s capital 
to you as fairly and as soon as possible.

Chairman’s report
We are pleased to announce, therefore, that we will replace the 12.5% 
capital distribution introduced in April 2011 with a new level equivalent 
to 25% of policy values as at 31 December 2013. We have also decided to 
remove the 5% Financial Adjustment currently levied on policy transfers. 
These signi cant improvements come about as a result of several important 
breakthroughs over the last two years:

•  We have eliminated all the risks associated with the Staff Pension Scheme, 
as a result of which a signi cant amount of the Society’s capital has been 
freed up. 

•  We have all but withdrawn from our investment in commercial property, 
with no less than £126m being sold during 2013 leaving a residual portfolio 
of £5m. Again, this frees up capital held against the risk that property 
values fall.

•  Our very close attention to matching income from our assets to the 
expected outgoings from policy maturities. This signi cantly reduces the 
negative impact of interest rate movements and consequently the capital 
required to be held against that risk.

•  Our decision to withdraw from the annuity market in early 2012. As a result, 
the Society no longer has to hold capital against new annuities.

•  We have replaced a number of our higher risk assets with lower risk assets, 
so the Society does not need to put as much capital aside for potential 
defaults.

Chairman’s statement
The Society’s Chairman, an Brimecome, on behalf of the Board

an Brimecome
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Together, these steps have led to a very substantial improvement to our 
capital ratios, providing the foundation for a signi cant improvement to 
policy payouts. The new 25% capital distribution will be payable to with-
pro ts policyholders who take their bene ts from 1 April 2014 onwards.  
We cannot guarantee that distribution will always remain at this level if, 
for example, the economic climate changes signi cantly for the worse. 
Having said that, our strategy is to nd ways to increase the capital 
distribution, and our thinking here is described in the Strategic report 
that follows my statement.

Government Compensation Scheme
We pay tribute to the Equitable Members Action Group (“EMAG”) for their 
untiring commitment in representing policyholders who are dissatis ed 
with how they have been treated under the Government Compensation 
Scheme. EMAG also deserve enormous credit for the in uence they 
have brought to bear in securing compensation of £5,000 to with-pro ts 
annuitants whose policies had commenced prior to September 1992.  
These annuitants had been previously excluded from Government 
compensation.

Solvency II
We are pleased at last to have greater certainty around the introduction 
of the new European regulations, known as Solvency . These 
regulations are expected to be introduced from 1 January 2016. t is 
likely there will be a greater requirement for capital under Solvency  
and we were very mindful of this in deciding that the 25% capital 
distribution is affordable.
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Governance 
We welcome an Gibson who has joined the Board as a non-executive 
Director. an is a quali ed actuary, and his extensive experience of with-
pro ts business will be of great value to the Society. an also joins the 
Audit and Risk Committee.

For many years, the Society has voluntarily adopted the relevant provisions 
of the UK Corporate Governance Code (“UKCGC”). As a member of the 
Association of Financial Mutuals, we are also subject to their Annotated 
Code. These codes set out standards for strong corporate governance with 
which companies should comply or explain why they have not done so.

n 2013, we commissioned the Board’s independent advisor, Nicholas 
Wells, to carry out a full review of the Society’s Board and its Committees. 
Mr Wells concluded that the Society’s Board provides good governance 
and effective direction to the Society, that structures and processes are 
clear and well understood, that the Board has an appropriate mix of skills, 
experience and knowledge, and that a positive tone is set from the top. 
The principal recommendations together with our plans to respond are set 
out in the Corporate governance report.

We are satis ed that your Board acts with integrity, diligence and very real 
purpose in recreating policyholder value.

Serving policyholders
When the time comes to take the bene ts under your policy, the process 
that you go through should be as straightforward and as clear as possible. t 
has to be said that the options available at retirement and the vocabulary 
that is often used can be unnecessarily technical. We have endeavoured 
to simplify the payments process, and we shall be able to make further 
improvements following the major transfer of our T support services from 
the Lloyds Banking Group (“LBG”) to Atos. 

Chairman’s statement
continued
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 am pleased to report that this transfer has taken place successfully.  
This enables us not only to run our computer systems more economically, 
but the transfer also gives us much more direct control over the 
improvements that we can now make to our computerised processes.

Every year, we conduct extensive research with policyholders to obtain 
their views on how we go about managing the Society. t is heartening 
to know that there is a clear view among policyholders that the Society 
is going in the right direction. Far from any complacency creeping in, 
your feedback acts as a strong stimulus to continue to work hard on 
your behalf, having obtained a better understanding of what you tell us 
you want. 

Recreating value for policyholders
As for the future, our job is far from complete. We shall continue to reduce 
the risks of the Society, and we do this by looking at those areas where 
we continue to require signi cant capital to be put aside: for bond default 
and interest rate risk, longevity risk through our residual annuity book, 
the xed costs of the Society in run-off, and the risk associated with our 
reassurance agreements with LBG. How we will go about this is described 
in the Strategic report that follows.

t remains our rm intention to continue our programme of distributing 
capital to you, our with-pro ts policyholders, as fairly and as soon as 
possible. We consider the new capital distribution of 25% to be the best 
example of recreating policyholder value at the Society for many years.

an Brimecome
Chairman

20 March 2014
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Strategic report

Introduction

The Equitable Life Assurance Society is a mutual company owned by its 
members. The Society no longer writes any new business and is therefore in 
run-off. We manage the assets of: approximately 165,000 individual with-
pro ts policyholders  180,000 with-pro ts policyholders in company pension 
schemes  150,000 unit-linked policyholders  and 30,000 annuitants. The 
majority of the with-pro ts and unit-linked business is expected to run off 
over the next 20 years  the annuity business will take longer.

The Society’s business model is straightforward. The Society is not open to 
new sales, so our strategy is exclusively to serve the best interests of our 
existing policyholders. For those who hold with-pro ts policies, the Society’s 
capital is essentially their stake in the business. At the end of 2013, that 
capital amounted to £691m. t is necessary to hold capital to ensure that 
the Society can meet its contractual obligations to policyholders far into 
the future in any number of challenging economic circumstances. Simply 
stated, the more risks the Society takes in managing its business, the more 
capital it needs to hold in case things go wrong.

Approximately half of individual policies and the great majority of company 
pension schemes have contracts entitling the with-pro ts policyholders to 
a guaranteed investment return of 3.5% per year. The risk that returns are 
lower than this remains the most signi cant nancial exposure the Society 
faces and drives much of the strategy outlined in this report.

Chris Wiscarson Simon Small
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The Society’s strategy
The Society’s aim is to recreate policyholder value by distributing all of the 
assets among with-pro ts policyholders as fairly and as soon as possible.  
To achieve this, we carefully manage solvency to enable capital distribution 
and only then seek to maximise investment return, all the while providing a 
best value-for-money cost base. 

Over the last two years, we have taken several critical steps forward in 
the mitigation of key risks, thereby reducing the Society’s capital requirements. 
n particular, the settlement of our obligations to Lloyds Banking Group 
(“LBG”) to fund the former Staff Pension Scheme has removed exposure to the 
volatility of the Scheme’s assets and liabilities, releasing a signi cant amount 
of capital for distribution. This, combined with the continuing success of 
our investment and cost strategies, has allowed the Board to double the 
capital distribution from 12.5% to 25% commencing 1 April 2014. 

We have also concluded that it is the right time to reduce to zero the 
Financial Adjustment when policyholders transfer their bene ts on non-
contractual terms. 

The Board has no wish that policyholders should leave prematurely,  
but is rm in its belief that, when policyholders do leave, they should 
leave with a fair share of capital. ndeed, subject to market conditions, 
among other things, the Board wishes to increase capital distributions in 
the future.
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Distributing all of the assets among ith pro ts 
policyholders as fairly and as soon as possible
The Board believes that distributing all of the assets as fairly and as soon as 
possible is key to recreating policyholder value. A fair distribution is one that 
allows a policyholder to leave with an amount of capital that does not 
disadvantage those that remain. As the Society is in run-off, it is also fair that 
capital is distributed as soon as possible. The main technique used by the 
Board to achieve this strategy is to reduce risks against which capital is held, 
thereby increasing the amount available for distribution.

Review of performance 
Company solvency levels are regulated by the Prudential Regulation Authority 
(“PRA”) and fairness to policyholders by the Financial Conduct Authority (“FCA”). 
We put great store in having an open and cooperative relationship so that our 
regulators fully understand our run-off strategy and how we are doing against our 
objectives.

During 2013, the Board’s key action was to extricate the Society from its obligations 
under the former Staff Pension Scheme. n March 2001, the Society entered into 
contractual commitments with Clerical Medical Group (now part of LBG), whereby 
the Society met the major part of the funding in respect of the pension schemes 
covering the many staff who transferred to Clerical Medical at the time. Our 
obligations under the Scheme exposed the Society to signi cant risks such as the 
volatility of equity assets chosen by the Scheme’s Trustees and, as important, 
sharp increases in the Scheme liabilities in a low interest rate environment.  
As a result, the Society had to hold a signi cant level of capital against these 
risks with little in uence on how the Trustees and the Scheme Actuary went about 
their affairs.

The Board reviewed these arrangements and, subsequently, entered into 
transactions with the Scheme’s Trustees and LBG, resulting in the removal of all 
the Society’s obligations in respect of the Scheme, thereby releasing signi cant 
amounts of capital for distribution.

As mentioned in the Chairman’s report, the Board has also taken action to further 
reduce the Society’s exposure to the risks related to property, interest rates 
and potential defaults. All these actions have released signi cant amounts of 
capital for distribution. The Society also continues to bene t from not writing 
new annuities as these would require additional capital.

Strategic report
continued
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Our approach to capital distribution
A number of performance indicators are used by the Board to show the extent 
to which the strategies designed to recreate policyholder value are achieving 
the desired outcome. As regards capital distribution, the key indicator is its size 
and timing. These indicators are shown from 2009 when the present Board was 
constituted and for the years when changes occurred.

  2009 2011 2014 
  %  % %

Capital distribution (% of policy value) – 12.5 25

Financial Adjustment – reduction for early leavers 5 5 –

Capital distribution to policyholders began on 1 April 2011. At that time, a sum 
equivalent to 12.5% of policy values was earmarked to enhance payments for with-
pro ts policies that mature or are transferred. Following successful completion of 
the strategic projects described earlier, we have conducted a further extensive 
review of the capital required to meet regulatory requirements, both now and 
under a wide range of possible future economic and regulatory conditions. n 
consequence, the Board has decided to double the distribution to 25%. We explain 
how this works in practice on pages 38 and 39. Full consultation with both the PRA 
and the FCA took place in advance of the Board’s decision. 

The Board has also decided that it is now the right time to remove the 5% 
Financial Adjustment deducted from policy values when bene ts are transferred 
on non-contractual terms. When policyholders leave early, we must ensure that 
the amounts paid to them should not reduce the payout prospects of those who 
remain. Given the substantial improvement in capital ratios, the Board has 
decided that the 5% deduction is no longer necessary.

Holders of policies where the guaranteed amount exceeds the policy value may 
not have seen any bene t from the capital distribution in the past. We estimate 
that the 25% capital distribution should lead to approximately nine out of ten 
individual with-pro ts policyholders receiving a payout greater than the policy 
guarantee.
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Our plans for the future 
Capital distribution and charges for guarantees
As is very clear from this report, the Board is determined to continue reducing 
the Society’s risks, thereby reducing the required levels of capital. Every year, the 
Board will assess the impact of its risk reduction programme and decide whether 
a further increase in capital distribution is warranted. 

We cannot be certain that capital distribution will increase, as the higher the 
payout, the more dif cult it is to maintain that level in times of, say, market 
turbulence. We must also be mindful of the new, potentially more stringent, 
capital adequacy regime, Solvency , coming into force in 2016.

The Society has a clear road map to meet our expected Solvency  capital 
requirements and our decision to increase the capital distribution to 25% has been 
made on the basis that it is affordable under the new solvency regime.

As capital distribution increases, the cost of meeting the 3.5% guarantees becomes 
less onerous which, in turn, leads to a reducing amount of capital required. The 
Board has assessed the potential capital available for distribution in the years 
ahead and considers that the maximum amount over and above the current level 
of Excess Realistic Assets (“ERA”) is between £400m and £600m. 

Unit-linked policies
n March 2001, substantially all of the Society’s unit-linked business was reinsured 
through Halifax Life, now part of LBG. The arrangement effectively transferred 
the risks and rewards to LBG. The reinsurance arrangement does not, however, 
remove the primary liability of the Society to its policyholders, and so we need 
to make provisions in the Balance Sheet equal to the value of the assets to which 
the unit contracts are linked. 

Under the terms of the reinsurance agreement, if the Society were to become 
insolvent, LBG can then make payments directly to policyholders. However, were 
Halifax Life, for any reason, not to honour its commitments under the reinsurance 
contract, it is the Society’s capital that unit-linked policyholders would rely on to 
meet their contractual entitlement. Therefore, the Society has to retain capital 
against the risk that Halifax Life is unable to meet its contractual obligations. This 
is known as counterparty risk capital. This becomes even more important under 
Solvency  where counterparty capital requirements are especially onerous.

Strategic report
continued
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To mitigate this risk, the Society is in discussion with LBG to repatriate the unit-
linked business. Such a transaction would also enable the Society to once again 
take control of all aspects of its business model for the bene t of policyholders.

Annuities
n April 2012, the Society ceased writing new annuity business, as the capital 
required to support this type of product was particularly large.

Under their contract conditions, policyholders are entitled to shop around at 
the time they retire to secure the most competitively priced pension. To help 
with this, the Society reached an agreement with Canada Life to offer annuity 
illustrations to policyholders so that they have a starting point from which to 
compare other company products. Therefore, from 2012 onwards, the Society has 
no longer had to hold capital against new annuities.

Notwithstanding this arrangement, the Society has to hold a material level of 
capital against the remaining £0.9bn annuity book, to address the risk that 
annuitants live longer than expected. This is known as longevity risk. The prime 
concern of the Board is that the run-off pro le of the annuity book is considerably 
longer than the with-pro ts business. This would lead to a disproportionate level 
of capital required to support non-pro t annuities relative to the with-pro ts 
fund. t is the Board’s intention to establish how best to mitigate this risk, such 
that further capital can be released for distribution.

Carefully managing solvency to enable capital 
distribution and only then seeking to maximise return
The Board believes that there is great value for policyholders in managing assets 
in a manner that minimises risk. While this means that investment returns are 
expected to be lower than a strategy involving riskier equity and property assets, 
the signi cantly lower capital requirement means that the resulting surplus 
capital can be paid to policyholders more quickly. n a closed book, this is fair 
to policyholders who take their bene ts in the next few years. They should not 
be denied a fair capital distribution for the sake of higher investment returns to 
those policyholders who have yet to reach their contracted payment date, so long 
as there remains suf cient capital to support those policyholders.
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The Board has been successful in improving solvency ratios during 2013 as a direct 
result of actions it has taken in executing this investment strategy. n turn, this has 
led to an increase in capital distribution. Having carefully managed solvency, the 
return to with-pro ts policyholders has been maintained at 2%. t is the Board’s 
intention to continue with this investment strategy.

Solvency
The rst important capital measure used at the Society is ERA. ERA is the excess 
of assets (calculated on a realistic basis as used in the accounts) over policy 
liabilities (calculated on our best estimate of policyholder behaviour). The ERA has 
increased from £588m at the end of 2012 to £691m at the end of 2013, primarily 
due to investment performance, where corporate bond values have continued to 
improve in line with favourable economic news. The Board considers that a rising 
ERA, adjusted for capital distribution on policyholder exit, should be regarded as 
positive.

The second important capital measure used at the Society is Economic Capital 
(“EC”). Here we consider the impact on the Society’s capital under extreme 
conditions, that is events that could occur once in every 200 years, resulting 
from, among other things, insurance risk, credit risk, market risk, operational risk 
and liquidity risk. Allowance for these extreme events cannot be included in the 
technical provisions in the accounts. The capital required on this basis has fallen, 
primarily due to the removal of pension risk. The Board considers that a reducing 
level of EC should be regarded as positive.

A simple example will show how the ERA and EC measures interact. 

  2012 2013
  £m £m

ERA – the amount of capital we hold 588 691

Less: EC – the amount of capital we require  390 231

Surplus 198 460

Therefore, the surplus is the difference between the capital held and the capital 
required and is a key measure for deciding how much capital can be distributed 
to policyholders.

Strategic report
continued
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Individual Capital Assessment 
Under PRA rules, we are also required to prepare a con dential assessment of 
the Society’s capital needs. These capital requirements are met out of the ERA 
and, in extreme situations, from non-guaranteed bene ts. The Board has de ned 
a risk appetite such that the Society should hold capital at least 120% of that 
required under the ndividual Capital Assessment (“ CA”) rules. The current level is 
signi cantly in excess of this.

The Society’s capital position, under all measures, has considerably strengthened 
during 2013 as a direct result of actions taken by the Board in executing its strategy. 
n particular, the principal risks and uncertainties against which we have to hold 
capital under the CA regime have signi cantly reduced. Further improvements 
are planned by reducing the risks associated with credit, expenses, longevity and 
counterparty.

We place great store on what the policyholders think about our strategy and, in 
particular, our plans for capital distribution. We obtain feedback through regular 
questionnaires and other research. n particular, the Board seeks the views of 
policyholders as to whether it is steering the Society in the right direction and we 
are pleased to report that the great majority of policyholders have replied in the 
af rmative.

Investment return
The Society’s strategy is to only seek to maximise return once solvency requirements 
have been effectively managed. Key to this strategy is carefully matching expected 
outgoings from policy maturities with income from its assets. This means that, 
as interest rates rise or fall, the Society’s ability to pay actual bene ts remains 
relatively unaffected, thereby reducing the risk and, therefore, the capital required.

This necessarily leads to a relatively conservative investment approach, with the 
Society’s portfolio consisting primarily of British government securities (gilts) 
and corporate bonds. As referenced in the Chairman’s report, the Society has 
materially reduced its holding in capital intensive equities and property. The Board 
is reviewing its allocation of assets and may decide over the next few years to 
reduce its exposure to corporate bonds in order to reduce the capital required to 
be held against this asset class.

The Board considers the historic and potential return net of charges in deciding 
upon the smoothed rate to be passed on to policyholders.
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    2012 2013
    % %

Return on investments  5.6 (2.0)

Adjusted for: Movements affecting liabilities  (1.6)  5.5
  Expenses  (1.0) (1.0)
  Guarantees  (0.5) (0.5)
  Tax and changes in provisions  (0.1) (0.4)

Return net of charges  2.4  1.6

Smoothed rate  2.0  2.0

The return on investments represents both realised and unrealised gains in the 
year from the invested assets. As interest rates have risen, the value of gilts 
has fallen but, due to our matching, the liabilities have fallen by an equivalent 
amount with no change to the value of policies. Therefore, we adjust the return 
to be passed on to policyholders by removing the effect of government bond yield 
movements, as they affect both assets and liabilities. 

Out of this adjusted return, charges for expenses, guarantees and other liabilities 
are deducted. t is the return net of charges that dictates the amount payable 
to policyholders and is therefore the measure that best re ects investment 
performance. 

While recognising that the return net of charges in 2013 is lower than in 2012, in 
part due to one-off changes in provisions, our policy is to smooth out the effects 
of short-term investment performance. Following the valuation at the end of 
2013, and taking into account the outlook for longer-term returns on with-pro ts 
investments, the Board has con rmed that, for 2013 and until further notice, for 
UK with-pro ts policies, policy values will increase at 2% p.a. for pension policies 
(1.6% p.a. for life assurance policies where tax is deducted).

The Society continues to hold high levels of liquid assets in order to provide 
protection against the possible scenario of those policyholders who have passed 
their earliest contractual date deciding to take their bene ts immediately. The 
impact of this would be approximately £1.3bn, so liquid assets signi cantly in 
excess of this amount are held in mitigation. The proportion held in liquid form 
has been increased in 2013 in readiness for a potentially higher level of claims 
following the announcement of increased capital distribution.

Strategic report
continued
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Providing best value-for-money cost base
We consider a value-for-money cost base to be one where the business-as-usual 
costs reduce in line with policy run-off, all the time providing a trusted and valued 
service. Not all costs are business-as-usual. n particular, any change in the former 
Staff Pension Scheme de cit has to be treated as a cost, thankfully for the last 
time in 2013. We also incur costs through the need for one-off projects. Success 
for such spend is to reap the bene ts of the projects, which are often critical to 
enabling capital distribution.

During 2013, actions have been taken that have ensured that business-as-usual 
costs have fallen in line with policy run-off. At the same time, operational service 
and staff engagement scores have been maintained at very satisfactory levels. 
The Board intends to execute plans such that the current charge to policyholders 
of 1% for costs is maintained during run-off. The critically important re-hosting of 
the Society’s T infrastructure to Atos has completed successfully, marking another 
signi cant milestone in regaining control of the Society’s destiny from LBG.

Administrative expenses
A key performance indicator is the reduction in administrative expenses in line 
with the run-off in numbers of policy bene ts. This requires ef ciency savings to 
be made which more than mitigate upward pressures on the cost base such as 
in ation. Since the current Board was constituted in 2009, policy bene t numbers 
have reduced by 20% and administrative expenses by 19%. 

The main areas of saving continue to be from the Lean Manufacturing techniques 
introduced in 2011. These techniques promote continuous improvement and 
operational excellence within the business. n consequence, staff numbers, 
including contractors, fell from 416 in December 2012 to 371 by the end of 2013. 
This has contributed to costs falling from £34.5m in 2012 to £32.8m in 2013.

Therefore, the following is a key performance indicator.  
  2012 2013 
  % %

Administrative expenses cost reduction  3.7 4.8

n setting targets to deliver a value-for-money cost base, the Board is mindful 
of the need to, rst, have in place strong controls and, second, deliver a service 
trusted by policyholders. 
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n regard to strong controls, the Society operates a robust and comprehensive risk 
management framework. Service is monitored across a range of objectives against 
which there are speci c targets. n the last few years, a high level of service has 
been maintained in excess of the targets while reducing costs in line with run-off. 

t is also essential to the success of the Society to have a motivated and engaged 
workforce which is exible, responsive and understands its role in living up to the 
Society’s four values of transparency, fairness, affordability and delivering for 
our policyholders. Each year, staff are asked to complete a survey covering areas 
important to their engagement at work. n 2013, the vast majority of staff clearly 
understood their role in recreating value for policyholders and that the Equitable 
Life is a good place to work. Very similar results were also recorded in 2012.

Other costs
Following settlement of the former Staff Pension Scheme, there will be no further 
scheme related costs from 2014 onwards. At the end of 2012, the reserves held for 
the Scheme were £80m and, during 2013, £79m was paid to settle the contractual 
commitments. Therefore, there was no impact on the balance sheet for a series 
of transactions that has released a signi cant amount of economic capital.

Exceptional project expenditure in 2013 of £20m remains broadly the same as in 
2012, driven by the transfer of the T estate to Atos. This project has successfully 
completed within the budget of £35m.

Our future cost plans 
n 2014, there will be no signi cant levels of redundancy, so we can ensure that 
experienced staff are retained to cover any rise in claims following the increase 
in capital distribution. Should there be a material increase in claims, the key 
performance indicators for business-as-usual cost reduction in line with policy 
numbers may not be achieved in 2014, but for very good reasons.

A reserve has been built up over the last few years which, together with the 1% 
charge to policyholders for expenses, is intended to provide suf cient funds to 
meet the Society’s future expenses.

Exceptional project expenditure is planned to halve in 2014. The main areas 
of future expenditure include the mitigation of unit-linked counterparty and 
longevity risks, and funding the cost reduction programme and any regulatory 
change.

Strategic report
continued
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n conclusion, the Society has successfully achieved its key performance indicators 
relating to costs in 2013. Moreover, the Board has plans to reduce costs further to 
ensure that they run off in line with policies over the long term.

Principal risks
The Society operates a comprehensive risk management framework, through 
which it identi es, monitors, reports and manages its principal risks and ensures 
that adequate capital is held against them.

The main risk types relevant to the Society are insurance, credit, market, 
operational, liquidity, regulatory and strategic. The Board successfully reduced 
the Society’s exposure to many of the risks during 2013. n particular, pension risk 
was eliminated in 2013 following the completion of the transactions with LBG.

Insurance risk
nsurance risk refers to uctuations in the actual timing, frequency and severity 
of insured events relative to the expectations of the Society at the time of 
underwriting. The two most important examples are:

(i)  Longevity risk, which is discussed on page 11 along with the Board’s intention 
to reduce it within the annuity business  and

(ii)  Expenses risk: the risk that the Society may not be able to reduce its costs in 
line with policyholder run-off. This is discussed on page 15.

Credit risk
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:

(i)  Default risk: the risk of default on its portfolio of xed-interest securities, 
especially corporate bonds  and

(ii) Counterparty risk: 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 nancial strength. The 
Society monitors against these limits so that appropriate management actions can 
be taken to pre-empt loss from default events. No such defaults have occurred 
in 2013.
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The major reinsurance treaties are with companies in LBG. Because reinsurance 
does not remove the Society’s primary liability to its policyholders, the credit 
rating of LBG and certain of its group companies are monitored closely. As noted 
on page 10, the Board has plans to substantially reduce our exposure to this risk.

Market risk
(i)  nterest rates: the risk that interest rate changes have a nancial impact 

through mismatching of assets and liabilities.

  The Society closely matches the expected income from assets to the expected 
outgoings from policy maturities. The more closely we are matched, the less 
capital is required against interest rate movements. During 2013, there were 
two adjustments to asset terms in line with the half year and year-end liability 
valuations. As a result, cash ow matching has been further strengthened and 
capital released.

(ii)  Policy transfers: the risk that transfers are not in line with estimates. 

  Should interest rates fall even further from today’s very low levels, there 
is a risk that some policyholders with a 3.5% guarantee would delay taking 
bene ts as the guarantee becomes more attractive. This means that more 
capital would need to be held for longer and would therefore not be available 
for early distribution. To mitigate this risk, the Society holds a series of 
derivatives called swaptions designed to increase in value when interest rates 
fall below certain levels. These were changed to work more effectively in 
2013, realising a small pro t.

Operational risk 
Operational risk is the risk of loss resulting from inadequate or failed internal 
processes, people and systems, or from external events. The programme to 
transfer our T systems from LBG to Atos represented a signi cant operational 
risk to the Society and has now been satisfactorily eliminated. Going forward, the 
main sources of operational risk for the Society are those related to continued 
delivery of services to our policyholders, the delivery of service to the Society by 
signi cant third party suppliers, and risks in executing strategic projects. 

Strategic report
continued
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Liquidity risk
Liquidity risk is the risk of the Society failing to meet short-term cash ow 
requirements, particularly those in respect of claims. For many years ahead, the 
Society monitors its forecast liquidity position by estimating both the guaranteed 
and expected cash out ows from its insurance and investment contracts and 
manages any potential mismatch by purchasing assets with similar durations to 
meet these obligations. 

Regulatory risk
Regulatory risk is the risk to capital and reputation associated with a failure to 
identify or comply with regulatory requirements and expectations. The Society 
maintains an open and cooperative relationship with its regulators and has 
arrangements in place to identify new regulatory developments, implement 
changes to meet these requirements, and monitor ongoing compliance, such that 
the risk was fully mitigated in 2013. 

Strategic risk
The Society faces a number of risks to the achievement of its strategic objectives, 
especially those related to capital distribution. When determining the Society’s 
strategy, the Board assesses the risks associated with the implementation of that 
strategy, and sets its risk appetite. The Society manages the risks within the 
speci ed appetite, taking action when necessary to bring them back within that 
appetite. 

The Board considers that, as a result of action it has taken, the principal risks 
faced by the Society are signi cantly less at the end of 2013 than they were at 
the start. Therefore, the capital required to be held against them is lower, and 
the amount available for distribution consequently higher. This has been critical 
to the decision to increase the capital distribution to 25% and to remove the 
Financial Adjustment. n short, policyholder value has been recreated.

Chris Wiscarson Simon Small 
Chief Executive inance Director
20 March 2014
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Board of Directors

Board of Directors
1. an Brimecome, Chairman (b) (c)
2. Keith Nicholson, Deputy Chairman (a) (b) (c)
3. Chris Wiscarson, Chief Executive (c)
4. Simon Small, Finance Director
5. an Gibson (a)
6. an Reynolds (a) (c)
7. Cathryn Riley (a) (b)

Key to membership of principal Board Committees
(a) Audit and Risk
(b) Remuneration
(c) Nominations
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Statement from the Remuneration Committee 
Chair
My philosophy since taking over as Chair, supported 
wholeheartedly by the Remuneration Committee, 
has been to signi cantly strengthen governance over 
executive compensation. t is vitally important to have 
stretching but achievable targets, regular performance 
reviews, clear distinction between short-term and 
long-term  incentives  and,  most  importantly  of  all,  to

have remuneration aligned to the Society’s strategy and the interests of 
policyholders. n all these areas, we can point to considerable improvement over 
the last few years.

n determining executive compensation, the Committee under my leadership 
strives to provide a clear link between pay and the Society’s strategic priorities. 
We are determined to get the balance right between recognition of the Society’s 
good performance and policyholder views on excessive pay. We also seek to achieve 
to strike an appropriate balance between xed and variable compensation. n 
making its assessment of executive performance in 2013, the Committee was 
mindful of the very signi cant progress the Society has made against its strategic 
objective of recreating value for policyholders. n particular, the increase in 
capital distribution to 25% and the transfer of the Society’s T systems to Atos 
represent very considerable achievements.

To assist the Committee in exercising judgement, we are scrupulous in 
examining relevant data such as the pay of other nancial services organisations. 
Such data is used with caution, as there are few direct comparators with the 
Society, and we wish to avoid remuneration being ratcheted up on the basis of 
such information. When applying judgement, we seek to ensure that the Society 
pays the right amount to attract and retain talented individuals while not 
overpaying.

All executive incentive and bonus schemes are established and monitored by the 
Committee. We seek to reward Directors on the scope of their responsibilities 
and, most importantly, their performance.

 wish to talk more about how the Committee approaches the issue of balance.

Directors’ remuneration report

Cathryn Riley
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On the one hand, remuneration policy must support the Society’s need to recruit 
and motivate appropriately quali ed individuals, recognising the signi cance of 
their responsibilities, competencies, experience and performance. The policy 
should, in our view, encourage enhanced performance aligned with prudent risk 
taking.

On the other hand, we put great store on the concept of reasonableness. 
For example, we reference pay to the median of the sector, not the upper 
quartile, recognising that we are a business in run-off. Having said that, where 
we have fewer people carrying out larger roles and delivering signi cantly better 
outcomes for policyholders, an increase in their reward can be justi ed as 
reasonable.

During the year, the major items considered by the Committee were: the rst 
vesting under the Long-term ncentive Plan (“LT P”)  and, for executive Directors, 
the maximum bonus opportunity and the introduction of bonus deferral. The 
details of each of these items are set out later in the Directors’ remuneration 
report.

 have put great emphasis in this report on the all-important balance that must 
be achieved in regard to executive remuneration. Members of the Committee 
have satis ed themselves that the decisions and policies re ected in this report 
achieve this balance.

Cathryn Riley
Chair, Remuneration Committee

20 March 2014

Directors’ remuneration report
continued
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The following provides a summary of our remuneration policy and of 
remuneration paid in 2013. More detail is set out in the Directors’ 
remuneration report in the 2013 Annual Report and Accounts, which can be 
seen on our website at www.equitable.co.uk

Directors’ remuneration policy
This section of the report sets out the remuneration policy for which the Society 
will seek approval at the AGM. Our intention is that the policy, subject to such 
approval, will be effective from the day after the AGM.

We would make particular reference to the following:

•  The maximum opportunity under the discretionary annual bonus scheme for 
executive Directors to be 50% of base salary. This is consistent with the Finance 
Director’s maximum opportunity of 50%. As an exception, the current Chief 
Executive’s bonus opportunity will remain at 25% for the remainder of his 
employment at the Society, this having been agreed when he joined in 2009.

•  Part deferral of discretionary annual bonus commencing with effect from 
the 2014 nancial year. An amount of 70% of the sum determined by the 
Remuneration Committee under the bonus scheme will be paid in January 2015 
with the remaining 30% payable in January 2016. Payment of the deferred 
amount can be cancelled or reduced in speci c circumstances, which are 
detailed in the policy table that follows.

•  The Society currently has two executive Directors. While there are no current 
plans, the Society may, in the future, decide to increase the number of 
executive Directors.

The policy is intended to give the Society suf cient exibility to manage Directors’ 
remuneration and to handle changing circumstances without having to seek 
approval other than at future AGMs.

Executive Director remuneration comprises salary, an annual performance bonus, 
participation in an LT P and payments in lieu of pension contributions, together 
with bene ts comprising travel, private medical insurance, life insurance and 
permanent health insurance. Details are set out in the table that follows.

http://www.equitable.co.uk
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Base salary

Purpose and link to strategy
Guaranteed cash earnings to attract and retain executives of suitably high 
calibre to manage the Board’s strategic plans and lead the Society.

Maximum potential value
Chief Executive: £450,000 p.a.  Finance Director: £229,500 p.a.

Re ects the individual’s skills and experience.

Reviewed annually with changes usually effective from 1 January if applicable. 
The annual pay increase for the Society’s staff is taken into account. Promotion 
or an increase in responsibility could lead to a higher increase.

Total remuneration is referenced to the median for the sector. We may pay 
higher salaries and total remuneration for strongly performing individuals or to 
attract and retain executives of the right calibre.

Operation
Paid monthly in twelve equal instalments.

Performance metrics
None, although overall performance of the individual is considered by the 
Committee when setting and reviewing salary annually.

Directors’ remuneration report
continued
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Bene ts

Purpose and link to strategy
The Society does not provide an occupational pension scheme for Directors. 
Directors are provided with a cash allowance in lieu.

The Society also pays the premiums on behalf of Directors relating to medical 
insurance, permanent health insurance and life assurance, particulars of which 
may be obtained from the Company Secretary. The Committee may alter 
bene ts from time to time and, where this occurs, an explanation will be 
provided in the subsequent Directors’ remuneration report.

London is the principal place of work for executive Directors. When Directors 
are required to travel to the Society’s Aylesbury of ce, the associated costs are 
covered by the Society.

Maximum potential value
Cash allowance in lieu of pension: Chief Executive: £70,000 p.a.  other 
executive Directors: 10% of base annual salary.

nsurance premiums vary year by year. The current annual cost is shown in the 
executive Directors’ emoluments table.

The costs of travel to Aylesbury vary year by year in line with business needs.

Operation
The cash allowance in lieu of pension is paid monthly in twelve equal 
instalments.

No changes were made to the insurance bene ts during the year.

The costs of travel to Aylesbury are taxable bene ts and are paid by the Society 
on a ‘grossed up’ basis.

Performance metrics
None.
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Annual discretionary bonus

Purpose and link to strategy
Rewards achievement of key deliverables in the relevant nancial year.

Maximum potential value
50% of base salary.

The current Chief Executive’s maximum bonus opportunity will remain at 25% 
for the remainder of his employment with the Society.

Operation
Performance is monitored throughout the year, and a formal assessment in 
respect of senior management is presented to the Remuneration Committee at 
the half year and year end.

Where performance is at the threshold level, typically 75% of the maximum 
bonus is paid but, in some circumstances, it may be lower. Where performance 
is assessed as exceeded, bonus of up to the maximum is payable. Where 
performance does not reach the threshold level, no bonus is payable.

An amount of 30% of the sum awarded is to be deferred with effect from 
the 2014 nancial year. Payment of the deferred amount can be cancelled 
or reduced in speci c circumstances such as: re-statement of the nancial 
accounts of the Society  failure by the individual to comply with regulation  
signi cant adverse post-implementation review ndings relating to a project or 
task for which the individual is accountable  or dismissal for cause.

Performance metrics
A ‘balanced scorecard’ is agreed each year setting out speci c performance 
objectives. Objectives are determined so that the interests of bonus scheme 
participants and of policyholders are aligned. n particular, there is a strong 
focus on ensuring that executives act in ways that achieve business stability 
through, for example, treating customers fairly and prudently managing risk. 
The target objectives of executive Directors clearly state the tolerated level 
of risk, and support the prompt and effective mitigation of risks arising beyond 
this tolerated level. 

Directors’ remuneration report
continued
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Long-term incentive plan

Purpose and link to strategy
Rewards achievement of key deliverables relevant to the longer-term strategy 
of the Society and is designed to retain key staff.

Maximum potential value
The total maximum value of the plan for the Finance Director is £337,500. 
The Chief Executive does not participate in the plan. 

Operation
Two vesting dates to which business and individual performance conditions 
apply. The rst vesting payment is deferred by 12 months. Performance 
conditions must be met for payment to be made.

The current LT P comes to an end in 2015 and the Remuneration Committee 
is considering what to do for the future. As is the case today, performance 
conditions under any new plan will relate to the longer-term delivery of the 
Society’s strategy and will be distinct from the criteria used to determine 
payment of the discretionary annual bonus. Should a new incentive plan be 
introduced, the value will remain broadly similar to that currently.

Performance metrics
Continued effective capital distribution to policyholders  expense reduction in 
line with long-term targets  prompt identi cation and mitigation of risks.

Non-executive Directors’ fees
Non-executive Directors receive only fees and are not eligible to receive bene ts, 
pension or any annual or long-term incentives. Fees are set by reference to market 
data, and the Board has discretion to increase fees periodically. The rationale 
for any increase will be provided. The fees for non-executive Directors, other 
than the Chairman, were last increased in 2012. The Chairman’s fees were last 
increased in 2013. n both cases, these increases were the rst since 2009.

Non-executive Directors’ remuneration, other than that for the Chairman, is set 
by the Board. The remuneration of the Chairman is set by the Remuneration 
Committee.
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The fees for the non-executive Directors are as follows:

 Annual Fee Effective from

Chairman £140,000 p.a. 1 July 2013

Senior ndependent Director and £55,000 p.a. 1 July 2012 
Chair of Audit and Risk Committee

Other non-executive Directors £45,000 p.a. 1 July 2012 
including Chair of Remuneration 
Committee

There is a one month notice period under non-executive Directors’ service agreements.

Annual report on renumeration

The total emoluments of the Directors were as follows:

Executive Directors’ emoluments

  Performance   Long-term 
 Salary related bonus Bene ts1 incentive plan Total
  2012 2013 2012 2013 2012 2013 2012 2013 2012 2013
  £ £ £ £ £ £ £ £ £ £

C M Wiscarson 450,000 450,000 – – 90,896 101,712 – – 540,896 551,712

S A Small2 99,808 225,000 98,438 112,500 15,740 65,192 – – 213,986 402,692

Other3 230,000 95,795 86,250 – 29,158 11,215 – – 345,408 107,010

Total 779,808 770,795 184,688 112,500 135,794 178,119 – – 1,100,290 1,061,414

Notes:
1  London is the principal place of work for executive Directors. When they are required to 

travel to the Society’s Aylesbury of ce, the associated costs are covered by the Society. 
These are taxable bene ts. The amount in 2013 in respect of C M Wiscarson was £21,375 
(2012: £9,760) and S A Small £37,715 (2012: £3,928), and these sums are included under 
Bene ts above. The increased travel in 2013 was necessary following M Earls’ resignation. 
The 2013 gures are best estimates, with the precise amount to be nalised following 
tax year end.

2 S A Small was appointed as a Director with effect from 23 July 2012.
3  M Earls was paid to 6 May 2013, the end of his contractual notice period.

Directors’ remuneration report
continued
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Payments to past Directors
No discretion was applied by the Remuneration Committee to payments made to 
M Earls. Mr Earls received payment in accordance with his contract, being his base 
salary and associated bene ts. His eligibility for a payment under the LT P ceased 
upon his resignation.

Bene ts
As the Society does not provide an occupational pension scheme for Directors,  
C M Wiscarson and S A Small have no accrued pension entitlements (2012: 
no accrued pension entitlements). Other bene ts relate to travel and premiums 
for medical insurance, permanent health insurance and life assurance.

Performance related bonus
Details of the performance objectives of C M Wiscarson and S A Small are set 
out in the 2013 Annual Report and Accounts. No deferral was applied to bonuses 
payable in respect of the 2013 nancial year.

The Remuneration Committee considered that C M Wiscarson’s performance was 
at the top of expectations and merited a bonus at 25% of base salary. t was 
C M Wiscarson’s wish not to accept a bonus and the Committee accepted this. 
No bonus payments have been made to C M Wiscarson since joining in 2009.

S A Small’s performance was considered by the Committee to merit a maximum 
bonus of 50% of base salary, particularly in view of the increase in capital 
distribution, and his leadership of the T data centre transfer programme.
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Directors’ remuneration report
continued

Payments made to non-executive Directors
Total payments to non-executive Directors are set out below. No other payments 
were made.

Non-executive Directors  2012 2013 
  £ £

 Brimecome, Chairman  125,000 132,500

Other non-Executive Directors
 A Gibson   n a 16,558
K Nicholson  50,000 55,000
D  W Reynolds  42,500 45,000
C Riley  42,500 45,000 
Other   30,000 n a

Total for non-executive Directors  290,000 294,058

  A Gibson was appointed on 20 August 2013.
 D H Adams retired on 30 September 2012.

Approval
This summary report was approved by the Board of Directors on 20 March 2014 
and signed on its behalf by:

Cathryn Riley 
Chair, Remuneration Committee
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We have examined the summary nancial information included within the Summary 
Annual Report for the year ended 31 December 2013, which comprises the Summary 
balance sheet as at 31 December 2013 and the Summary pro t and loss account for 
the year then ended and the Notes to the summary nancial information. 

Respective responsibilities of the Directors and the Auditors
The Directors are responsible for preparing the summary nancial information, in 
accordance with the Companies Act 2006, which includes information extracted 
from the full annual nancial statements of The Equitable Life Assurance Society 
for the year ended 31 December 2013.

The maintenance and integrity of the Society’s website is the responsibility of the 
Directors  we accept no responsibility for any changes that may have occurred 
to the full annual nancial statements or the summary nancial information 
since it was initially presented on the website. Legislation in the United Kingdom 
governing the preparation and dissemination of nancial statements may differ 
from legislation in other jurisdictions.

Our responsibility is to report to you our opinion on the consistency of the summary 
nancial information, included within the Summary Annual Report with those full 

annual nancial statements.

This statement, including the opinion, has been prepared for and only for the 
Society’s members as a body and for no other purpose. We do not, in giving this 
opinion, accept or assume responsibility for any other purpose or to any other 
person to whom this statement is shown or into whose hands it may come save 
where expressly agreed by our prior consent in writing.

Basis of opinion
Our examination involved agreeing the balances disclosed in the summary 
nancial information to the full annual nancial statements. Our audit report on 

the Society’s full annual nancial statements describes the basis of our opinion on 
those nancial statements.

Opinion
n our opinion, the summary nancial information is consistent with the full 
annual nancial statements of The Equitable Life Assurance Society for the year 
ended 31 December 2013.
 

PricewaterhouseCoopers LLP
Chartered Accountants and Statutory Auditors
London, United Kingdom
20 March 2014

ndependent Auditors’ report
to the members of The Equitable Life Assurance Society
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Supplementary nancial information

Summary pro t and loss account
For the year ended 31 December 2013

   2012 2013
  Notes £m £m

Earned premiums, net of reinsurance  32 10
nvestment return net of investment charges  333 (112)
Claims incurred, net of reinsurance  (430) (368)

Net operating expenses 2 

Cost of operating the business  (59) (54)
Exceptional expense former staff pension scheme  10 (16)

Net charge on the technical account excluding 
changes in technical provisions  (114) (540)

Decrease in technical provisions, net of reinsurance  
excluding Excess Realistic Assets  (181) (643)

ncrease in Excess Realistic Assets 4 67 103

Decrease in total technical provisions  (114) (540)

Balance on the Technical Account  – –

The main item of note in the Pro t and Loss Account is the continuing increase in 
the Excess Realistic Assets (“ERA”), a key measure of the amount of capital we 
hold. This increase is despite a negative investment return, as the close matching 
of our assets with our liabilities meant the impact of higher interest rates on the 
value of our gilt portfolio had an equivalent effect on our liabilities.

The full nancial statements have been subject to an audit in accordance with 
the requirements of the Companies Act 2006. The Auditors’ report was not 
quali ed and the report stated that, in their opinion, the information given in the 
Strategic report and the Directors’ report for the nancial year is consistent with 
the Society’s nancial statements.
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Summary balance sheet
as at 31 December 2013

  2012 2013
Assets Notes £m £m

nvestments 3
Land and buildings  114 3
nvestments in Group undertakings  21 22
Shares and other variable yield securities  129 61 
and units in unit trusts  
Debt and other xed-income securities  5,384 4,934
Deposits and other investments  311  307

  5,959 5,327
Assets held to cover linked liabilities  262 263

  6,221 5,590
Reinsurers’ share of technical provisions  2,364 2,335
Other assets  108 84

Total assets  8,693 8,009

Liabilities

Total technical provisions 
Technical provisions excluding Excess Realistic Assets  4 7,877 7,204 
Excess Realistic Assets 4 588 691

  8,465 7,895

Other liabilities  228 114

Total liabilities   8,693 8,009

The Society is in run-off and, therefore, the size of the Balance Sheet continues to 
reduce. The capital position has continued to improve with ERA increasing to £691m.
This summary was approved by the Board on 20 March 2014 and was signed on its 
behalf by:

Simon Small
inance Director



34

1. Basis of presentation
The full nancial statements for the Society have been prepared in accordance with 
UK accounting standards and conventions (UK GAAP, Companies Act 2006 and AB  
SORP) for insurance companies and have been prepared on a going concern basis. 
The Directors have reviewed the accounting policies used in the preparation of the 
full nancial statements and satis ed themselves as to their appropriateness. There 
have been no changes in accounting policy from the prior year.

The supplementary nancial information is an extract from the full nancial 
statements and is consistent with them. The information is summarised and 
presented so as to provide an understanding of the performance and position of 
the Society.

2. Net operating expenses
Costs of strategic initiatives and other projects included the costs associated with 
the transfer of T services to our new T provider Atos, projects to deliver regulatory 
change and activity relating to future strategic initiatives.

The exceptional cost of the former Staff Pension Scheme is the cost of settlement 
of all obligations in connection with the schemes, as explained in the Annual Report 
and Accounts.

3. Investments
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 valuation techniques use 
market observable data wherever possible, including prices obtained via pricing 
services, dealer quotations or models such as net asset value.

For xed-income securities for which there is no active market, the fair value is based 
on prices obtained from pricing services or 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.

Notes on the supplementary nancial 
information
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The large majority of the Society’s investments are valued according to prices 
quoted in active markets or using market observable data.

n line with the Society’s investment policy, with-pro ts investments are mainly in 
xed–interest securities, as follows:

 2012 2013
UK with-pro ts assets mix % %

Gilts 56 47
Corporate bonds 29 30
Short-term gilts and cash 10 21
Property 2 –
Other 3 2

Total 100 100

4. Technical provisions
Gross technical provisions 2012 2013
  £m £m

Non-pro t technical provisions 1,078 968

With-pro ts technical provisions  
 Policy values 3,370 3,168
 Cost of guarantees 1,180 877
 Future charges (288) (265)
 mpact of early surrenders (13) (11)
 Other long-term liabilities 352 243

  4,601 4,012
Excess Realistic Assets 588 691

Total with-pro ts technical provisions 5,189 4,703

Long-term business provision 6,267 5,671
Linked liabilities 2,198 2,224

Gross technical provisions 8,465 7,895
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Excess Realistic Assets 2012 2013
  £m £m

Opening Excess Realistic Assets 521 588
ncrease in Excess Realistic Assets 67 103

Closing Excess Realistic Assets 588 691

Movement in Excess Realistic Assets 2012 2013
  £m £m

Opening Excess Realistic Assets 521 588
 nvestment performance net of changes in policy values 81 75
 Variances in expenses and provisions 34 8
 Mortality experience and assumption changes (6) -
 Surrender experience and assumption changes (5) (5)
 Changes in other valuation assumptions (29) 24
 Other movements (8) 1

Closing Excess Realistic Assets 588 691

The primary reason for the increase in the ERA, shown within ‘ nvestment 
performance net of changes in policy value’, is the strong performance by 
corporate bonds in the year, as described in the Strategic report.

Notes on the supplementary nancial 
information continued
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Additional information for members

Capital distribution and the cost of guarantees
As described in the Strategic report, the distribution of capital as policies exit 
from the fund decreases the cost of meeting policy guarantees. Within the 
annual valuation, we do not make an allowance for future capital distribution. 
t is instructive, however, to assess the working capital of the fund under the 
alternative assumptions shown below: the rst assuming no capital distribution, 
as per the accounts  the second assuming capital distribution remains at 25% for 
the remainder of the lifetime of the business  and the third assuming capital 
increases each year from 25% in 2014 at a constant rate, which aims to pay out all 
the capital over the lifetime of the business.
 Capital Distribution
   Nil% 25% 25% 
    unchanged increasing
   £m £m £m

Total with-pro ts assets 4,817 4,817 4,817
less:
Technical provisions
 Policy values 3,168 3,168 3,168
 Cost of guarantees 877 364 144
 Future charges (265) (140) (140)
 mpact of early surrenders (11) (11) (11)
 Future capital distributions – 1,079 1,299
 Other long-term liabilities 243 243 243
Other liabilities 114 114 114

Working capital for fund (ERA) 691 – –

Under the description ‘Future capital distributions’, it can be seen that £1,299m 
is available for distribution. The Strategic report describes this as “between 
£400m and £600m” over ERA.

Economic capital analysis
The Strategic report refers to a second measure of capital, being the amount 
the Society is required to hold, Economic Capital, which reduced from £390m to 
£231m during the year. n 2013, the Society settled all obligations associated with 
the former Staff Pension Scheme and this reduced the amount of Economic Capital 
the Society is required to hold by approximately £160m. ncluding 2012, the total 
reduction in Economic Capital relating to the former Staff Pension Scheme was 
£200m. Other factors affecting Economic Capital in 2013 were the disinvestment 
from riskier property and equity assets and the decision to hold more capital in 
preparation for Solvency .
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ow does the capital distribution work?
For each with-pro ts policy, we look at its value as at 31 December 2013 and, 
for every £1,000, we allocate an extra capital distribution of £250 to that value. 
At the point a policyholder leaves the Society, we take the policy value plus the 
capital distribution, compare it with the policy’s guaranteed value and pay out 
the larger amount.

What do you mean by the policy’s “guaranteed value”?
Most policies have a guaranteed value and this is clearly shown on your Annual 
Statement.

Why is the capital distribution only being paid to policyholders when 
they leave?
Because that’s when we know for sure that the Society no longer needs to hold 
capital for that particular policyholder.

What is capital?
t’s the money a company needs to hold to protect itself against things going badly 
wrong that would otherwise lead to insolvency.

ow do you calculate the amount of capital the Society needs?
We take the value of all the assets we hold and then deduct a conservative 
estimate of what we are contractually required to pay out to policyholders 
in the future. Our regulators specify a certain minimum excess. Anything in  
addition to that is known as surplus capital. That is what we are determined to 
return to with-pro ts policyholders as fairly and as soon as possible.

ow can you afford to pay capital out?
Over the last few years, the Society has been successful in reducing the risks 
it faces. As risks are reduced, this frees up capital which can be returned to 
policyholders.

Capital distribution: your questions answered
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Is the 25% capital distribution guaranteed?
No. t can go up or down in the future depending on, among other things, regulatory 
requirements and the Society’s capital needs from time to time. We intend to 
continue to reduce the Society’s risks and, if these plans are successful, our hope 
is that the capital distribution will increase.

Does this 25% replace the 12.5% distribution announced in 2011?
Yes.

Are you paying policyholders to leave?
No. De nitely not.

ow do I know that you will have enough money for policyholders 
who aren’t planning to take their bene ts for some years?
We have gone to great lengths to establish an appropriate level of fairness between 
policyholders who leave and those who stay. We know that we can afford the 25% 
now. That doesn’t mean to say it will never go down, because it might. We believe 
that the 25% currently best meets the balance between policyholders who want 
to take their bene ts now, compared with those who want to take theirs in the 
years to come.

Why aren’t you increasing the guaranteed value by 25%?
f we increased the guaranteed value of your policy beyond that we are already 
committed to, we would have to increase the amount of capital that we hold. 
That’s the very opposite of what we are trying to achieve.

Do I need to do anything now?
No, you do not need to take any action now.

Where can I nd further details on the Society’s performance?
On our website www.equitable.co.uk

Where can I get nancial advice?
We recommend you speak to an ndependent Financial Advisor or visit the website 
www.moneyadviceservice.org.uk

http://www.equitable.co.uk
http://www.moneyadviceservice.org.uk


For security and training purposes, telephone calls may be recorded. Authorised by the Prudential Regulation Authority and regulated by the 
Financial Conduct Authority and the Prudential Regulation Authority. The Equitable Life Assurance Society is a mutual society registered in 
England No. 37038. Registered Of ce: 20-22 Bedford Row, London WC1R 4JS, United Kingdom
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