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Dear Members
It would not be far from the truth to say that the goings-on of 2011 read like 
a novel. The Japanese Tsunami, the Arab Spring, the UK riots, and the US and 
European economies conspired to defy all predictions and leave commentators 
more uncertain than ever.

Financial performance
Notwithstanding the extraordinary events of 2011, the Society’s solvency 
remained sound. In the year since we announced our proposals to get capital 
back into your hands, your Board has been resolute in its desire to maintain the 
12.5% enhancement to policy values, added to policies when they mature or are 
transferred, notwithstanding the economic traumas that we have seen day in and 
day out. 

Maintaining the capital enhancement
We are committed to reviewing the level of enhancement each year and we confirm 
that we propose to hold the 12.5% level until further notice. Given the volatile 
market conditions that we continue to face, we consider it prudent to hold the 
level rather than increase it which is the Board’s hope and intent for the future. 

How the capital distribution works
We conducted extensive policyholder research last November and, while the great 
majority of policyholders were aware of our capital distribution announcement, 
they were less clear on the actual way it worked and how it applied to them. We 
have set down at the end of this review a very simple explanation which we hope 
is helpful. 

Corporate review

The Society’s Chairman, Ian Brimecome, and 
Chief Executive, Chris Wiscarson, on behalf of the 
Board.

 Ian Chris
 Brimecome Wiscarson
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Cautious investment strategy
The fundamental economic issue remains whether the Euro can survive 
in its current form and, if not, what the alternative would be? European 
leaders have not comprehensively addressed this question and, until they do, 
it is impossible to feel that there is an economic foundation from which we can 
truly build.

What this means for the Society is that we continue to invest your assets very 
conservatively with a great predisposition towards UK government stocks and 
cash. While this does not provide the income that one would normally require 
to cover the guarantees under your policies, chasing after high interest rates 
means saddling ourselves with risks which, quite frankly, we have no appetite for 
right now. 

Managing your assets
BlackRock, our new investment managers, have performed ahead of expectations, 
delivering gross returns on the Society’s assets over 2011 of 9.6%.

Some 8.1% of the 9.6% is a capital gain as asset values have increased. The 8.1% 
cannot be used to increase policy values, because we hold the assets until the 
end of their term, ready to cover the cost of maturing policies. This is known 
as matching.

That means, as interest rates rise or fall, the value of the underlying assets fall 
and rise correspondingly. And so do our liabilities to the same extent. The impact 
on the Society is, therefore, minimal unless, for some reason, we choose to move 
away from that matched position. The great advantage of matching is that our 
ability to pay actual benefits together with the capital enhancement remains 
relatively unaffected by interest rate movements. This is by far the best way of 
managing a closed fund.

Increasing policy values 
So, after adjusting the 9.6% gross return for the 8.1% capital gain, the amount 
that can be passed on to policyholders over 2011 is 1.5%. This amount has to cover 
expenses and the cost of guarantees, and the effect of that is to show an overall 
reduction of 0.5%. In deciding a level of increase to your policy values to be 
applied for 2011, we are much influenced by the underlying return on your assets. 
We estimate this to be approximately 2% per annum. 
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Increasing policy values (continued)
Given the overall commendable investment performance in the challenging 
economic climate, it is this amount of 2% that the Board feels is appropriate to 
increase your policy values by over 2011.

The importance of solvency
Members will obviously be keen to see just how the economic climate has 
affected our solvency capital. We are pleased to confirm that our capital has 
remained at levels where we feel able to maintain the 12.5% enhancement to 
policy values.

Capital ratios 
On page 13 you can see that the amount of capital as at 31 December 2011 
amounted to £521m. This is around £170m less than at 31 December 2010. 
This must be seen in the context of how capital shaped up in the early 
months of 2009, that dreadful period after the Lehman’s collapse when it was 
under £300m.

As we have said in previous reports to you, we hold capital to protect ourselves 
against rainy days and, by that analogy, we have been through a torrential storm 
since mid 2011. That we are able to continue our capital distribution programme 
is testimony to a very solid performance by the Executive Team.

Capital available for distribution
As a result of the capital enhancement programme announced in 2011, there are 
now many fewer cases where the underlying policy guarantee exceeds the 
policy value once the capital distribution is added on. Consequently, the cost of 
guarantees is expected to be lower and, if this is the case, we estimate that almost 
£300m above and beyond Excess Realistic Assets is intended to be available for 
distribution. This serves to emphasise the importance of finding ways to get this 
capital back to you. We provide further information in our Financial review on 
pages 15 and 16. 

Corporate review
continued
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Solvency II
The new European regulations, Solvency II, have become somewhat clearer 
and they point to the Society and the industry having to hold more capital than 
currently. The Society is working to be ready for the introduction of the new 
regulations expected in January 2014. We have asserted in previous reports that 
holding back capital is not helpful to recreating value for policyholders who retire 
before they can get their hands on it. So, given the impending Solvency II world, 
this will not be our last word on how we deliver our fundamentally important 
objective of getting capital back to you. 

Return of administrative staff to the Society
The Society saw another notable achievement in 2011 with the return to the fold 
of 400 administrative staff from the Lloyds Banking Group. For a decade, the 
servicing of your policies had been undertaken by staff employed by the Lloyds 
Banking Group.

As we reported last year, capital release requires significant administrative and 
systems support and we felt that the most assured way of achieving this was by 
transferring the administrative services back to the Society. This transition was 
successfully completed in June 2011, and we pay tribute to the very positive 
manner in which all of our staff have participated in this change.

Our people strategy
One of the important requirements to achieve a value for money cost base is 
to closely align the Society’s total number of employees with the reduction in 
policies that inevitably occurs as members take their benefits. We have been very 
transparent about this with our staff and have explained that we would expect 
total numbers to reduce by around 50 in 2012 and again in 2013.

The cost of these redundancies will be shown as an exceptional item in the 
2012 accounts. An exceptional item in 2012 is the cost of transferring our IT 
systems, currently hosted by the Lloyds Banking Group, to a new provider. It 
has been anticipated for some years that such expenditure would be necessary, 
and it is estimated that transfer costs of approximately £30m will be mitigated 
by a reduction in the yearly fee payable to the new provider. We are currently 
undertaking extensive due diligence on the two shortlisted suppliers of the hosting 
services, before entering into a contract with the preferred organisation later 
in the year.
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Board changes
The day-to-day responsibilities of running the Society have changed markedly 
with the administration and IT staff coming back in-house. The executive skills 
required today are different to those required over the last several years.

Finance Director role
Your Board has concluded that the roles of Finance Director and Chief Actuary 
should not be held by one individual. The combined role of Finance Director and 
Chief Actuary carried out by Tim Bateman therefore became redundant and, at 
the end of last year, Tim moved on from the Society. We take this opportunity 
to thank him for his stewardship during the unprecedented period of economic 
turbulence. We shall be announcing Tim’s replacement as Finance Director in the 
near future. The Chief Actuary role has been taken on by Martin Sinkinson who 
was previously Deputy Actuary to the Society

Our longest serving Director
David Adams will retire from the Board in September 2012. David has made a very 
considerable contribution to steering the Society through its darkest days. David’s 
penetrating wisdom at Board, Audit and Risk Committee, and Remuneration 
Committee will be much missed. We thank him warmly. Keith Nicholson will 
succeed David as Deputy Chairman and Senior Independent Director from July 
2012. It is not our intention to appoint a new director to replace David, and 
Cathryn Riley will join the Audit and Risk Committee to ensure appropriate 
governance and continuity.

Governance
The governance of the Society through the Board and its committees is key to the 
success of the Equitable in run-off. The expertise provided by our independent 
directors and their challenge to the Executive Team remain a vital component to 
the good running of the Society. Board members regularly meet senior individuals 
from investment managers BlackRock, property managers Schroders, our internal 
auditors KPMG, and our external auditors PwC, and the Chairman makes a point 
of meeting the Financial Services Authority for a private meeting at least once 
each year.

Corporate review
continued
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250th anniversary
Before closing the door entirely on the last decade, we are mindful that September 
2012 sees the 250th anniversary of the Society.

Your Board has been clear in its public pronouncements that this is not an 
anniversary that should be celebrated but one that should be marked. Anything 
that has been going 250 years, however, ought not to be dismissed lightly. The 
fact of the matter is that for most of the Society’s history, many policyholders 
demonstrably benefited from their association with the Equitable.

In the years following 2000, uncertainty and distress was caused to hundreds of 
thousands of policyholders and, worse still, the retirement savings of many individuals 
were a good deal less than they were anticipating. Much has been said and written 
about these ten years and we do not propose to add anything more here.

Learning the lessons
How then to mark the 250th anniversary? In our experience, when people are 
unhappy with the way they have been treated, not only do they want satisfaction 
in regard to their own particular circumstances, but they also wish to know what 
has been learnt so that it doesn’t happen again.

It was evident as the new millennium progressed, regulators introduced new 
rules to give proper visibility to the sorts of stresses that would have shown the 
Equitable’s weaknesses in the 1990s. So, while the life assurance industry as 
prompted by regulation could be deemed to have learned from the Equitable, 
we can ask whether other financial services organisations were cognisant of the 
potential causes of the Equitable failure; and, if so, what action did they take?

New research
We are pleased that King’s College London has agreed to carry out proper 
academic research to address the question “Has anyone outside of the life 
assurance industry learned anything from the Equitable?”. Dick Roberts, Professor 
of Contemporary History at King’s College London will present the research 
findings on 7 September 2012, the actual day of the 250th anniversary, in the 
Great Hall at King’s College London in the Strand. 
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250th anniversary (continued)
New research (continued)
We are sure that there will be quite a few policyholders who would wish to come 
along and, if you are interested, please write to our Company Secretary, Peter 
Wilmot, at Equitable Life, Walton Street, Aylesbury, Bucks HP21 7QW to reserve a 
place. Please contact us soon to reserve your seat.

Progress on the Government compensation 
scheme
As we write, Government compensation payments have started to flow strongly. 
We take the opportunity to thank the Equitable Members Action Group for their 
continual prompting of Government to make the payments as quickly as they can.

Time to draw a line
Our policyholder research at the end of 2011 confirmed the findings of a year 
earlier when policyholders asserted that a line be drawn with the Government 
compensation scheme being accepted so that payments can proceed, giving closure 
at last. It has been an unacceptably long and distressing time for policyholders to 
wait for Government compensation to be paid, and we are sorry that this should 
have been so.

Recreating value for policyholders
Now, at last, our strategy to recreate policyholder value can be focused exclusively 
on the future. In this respect, maximising the return on your assets subject to 
meeting solvency requirements and providing the best value for money cost base 
are the foundations to achieving our strategy.

We have recently entered into an agreement with Canada Life whereby 
policyholders will be offered competitive annuity rates when they come to take 
their pension. We shall continue to encourage policyholders to shop around at 
retirement so that they can compare the Canada Life annuity with that available 
on the open market. The most important thing is that policyholders make a 
decision which provides them with the best income in their retirement. 

Corporate review
continued
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The agreement with Canada Life, together with the introduction of the 12.5% 
enhancement to policies as they mature or transfer, are important steps in 
recreating value for policyholders. 

This review is rather longer than in previous years. Much was achieved in 2011 
and we wanted to take this important opportunity to share with you the degree 
of thought going into running the Society through a period of unprecedented 
turbulence. Our quest to establish options to return capital to you as fairly as 
possible continues. We will report further as these options become clear and 
actionable.

Our determination to recreate policyholder value remains undimmed.

On behalf of the Society’s Board of Directors

Ian Brimecome   Chris Wiscarson
Chairman   Chief Executive

23 March 2012
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How does the capital distribution work?
It is really quite easy. At the point a policyholder decides to leave the Society, we 
look at the precise underlying policy value as at 31 December 2010 and, for every 
£1,000, we add an extra £125. We then compare the policy value, plus the 12.5% 
enhancement with any underlying guaranteed benefit, and pay out the larger 
figure. The Annual Statement that you received showed both the transfer value  
as enhanced by the 12.5% and the guaranteed value, so a comparison is easy.

Why is it only being paid to policyholders when they leave?
Because that is the most appropriate time to see that policyholders get their fair 
share of the Society’s capital. We have set the 12.5% capital distribution at a 
level that we consider is sustainable. We will review this each year and it may go 
up or down should market conditions significantly change. Our hope is it will be 
maintained or increased over time.

Are policyholders being paid to leave?
Certainly not. We see the position as rewarding those policyholders for their 
loyalty when it comes to their retirement. Our job is to be clear and transparent 
in explaining to policyholders what their policies will deliver, and this is what we 
are doing. In the year since the introduction of the 12.5% enhancement, there  
has been absolutely no increase to the number of policyholders moving on from 
the Society. 

Is the 12.5% enhancement certain to be paid?
No. The amount of the enhancement may go up or down in the future. That 
may happen if, for example, investment conditions change significantly. Also, 
guaranteeing benefits always require the Society to hold back more capital – 
exactly the opposite of what we want to do.

Is this 12.5% in addition to the amount you announced in 2011?
No. We are pleased to confirm that we are maintaining the 12.5% increase  
into 2012.

12.5% Capital distribution: your questions answered
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Why doesn’t the guarantee under my policy increase by 12.5%?
Any uplift to the guarantees would not represent a fair distribution of capital 
because it is the guarantees that require us to hold such a large amount of capital 
in the first place. Indeed, it is capital that is utilised to make up any gap between 
the underlying policy value and the guarantee itself. If we were to increase the 
guarantee for any reason, that would require the Society to hold more capital; 
the very opposite of what we are trying to achieve.

Will there be enough money left for policyholders who don’t leave for 
some years?
In setting the 12.5% capital enhancement, the Board has gone to great pains to 
satisfy itself that the Society strikes an appropriate level of fairness between 
those policyholders who 
transfer and those who stay. 
It was at the front of mind 
not to do something which 
would lead to less security for 
those members who stayed. 
We have set the 12.5% capital 
distribution at a level that we 
consider is sustainable. We 
shall review this from time to 
time with the intention that, if 
appropriate, it may increase.

How did you tell 
policyholders about the 
capital distribution?
We enclosed a leaflet with your 
Annual Statement as shown on 
the right. 

Dear Policyholder

•  The transfer value of your with-profits policy in your Annual 
Statement includes a 12.5% increase.

•  The increase comes from capital that we hold on your 
behalf to provide a shield against unexpected events. Our 
strategy is to get some of this capital into your hands as 
soon as we can.

•  For every £1000 of your policy value as at 31 December 
2010, we have added £125 which you will receive when 
your policy matures or you transfer out of the Society.

•  The 12.5% increase continues to apply in 2012.

•  We will review this each year and it may go up or down 
should market conditions significantly change. Our hope is 
it will be maintained or increased over time.

Good news for policyholders

IMPORTANT INFORMATION 
ABOUT THE VALUE OF 

YOUR POLICY
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Financial review

Excess Realistic Assets
The excess of realistic assets over liabilities (“ERA”), is the amount 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 2011, ERA were £521m, a decrease of £173m over the previous 
year-end position. The analysis of the with–profits assets and liabilities is as 
follows:

 2011 2010
 £m £m

Realistic value of with-profits assets 5,548 5,479
less:
Policy values 3,609 3,845
Future charges (288) (294)
Impact of early surrenders (15) (19)
Cost of guarantees 1,130 755
Other long-term liabilities 360 324
Other liabilities 231 174

 5,027 4,785

Excess Realistic Assets 521 694

The increase in the cost of guarantees from £755m at 31 December 2010 to 
£1,130m at 31 December 2011 is primarily as a result of the large decrease in 
interest rates during 2011.
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The key movements in the ERA during the period are shown in the following table:

 2011 2010
 £m £m

Opening Excess Realistic Assets 694 675
Investment performance net of changes in policy values (129) 136
Variances in expenses and provisions  (18) (90)
Effect of HCL agreement - (130)
Mortality experience and assumption changes (27) -
Surrender experience and assumption changes  (8) (4)
Changes in other valuation assumptions  7 92
Other movements 2 15

Closing Excess Realistic Assets 521 694

The reduction of £129m shown against investment performance is primarily as a 
result of decreasing corporate bond values.

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 Board’s firm intention to distribute all of the assets of the Society as fairly 
as possible amongst the holders of with-profits policies over the lifetime of those 
policies and this is considered in the following sections. 

Investment performance 
The Eurozone crisis made headline news for much of the second half of 2011. 
Corporate bond values, particularly those issued by banks, decreased significantly 
with fears that a number of European countries would be unable to service their 
debts. Many investors, including the Society, chose to direct funds towards UK 
Government stocks where interest rates fell markedly in the second half of the year.

At the end of 2011, the asset mix of the with-profits fund was 56% gilts (over a 
fifth of which are short term), 28% corporate bonds, 8% cash, 4% property and 4% 
other investments.

The Society has no bond holdings in Greece or Portugal and relatively small 
holdings in Spain, Italy and Ireland.
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Investment performance (continued)
The Society continued its strategy of carefully matching the outgoings from 
maturities with the income from its assets. That means as interest rates rise or 
fall, the Society’s ability to pay actual benefits remains relatively unaffected. 
This is by far the best way of managing a closed fund.

In line with previous years, the Society maintained its cautious approach to 
investment management by reducing its holdings in equities and property as these 
are not particularly suitable for matching the Society’s liabilities. In 2011 the 
Society completed property sales of £193m (2010: £100m) and equity sales of 
£96m (2010: £100m).

UK equity markets were down by approximately 5% during 2011 and property 
markets were broadly flat. Although interest rates in the first half of 2011 were 
stable, over the second half of the year there was a large decrease.

The assets backing UK with–profits policies produced a gross return of 9.6% for the 
year. The most significant contributor to the return arose from Government bond 
yields which fell by approximately 1.5% at most durations increasing the value 
of the Society’s fixed-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 from the gross return of 9.6% to 1.5%. The net return on the 
fund for the year, after deducting charges for expenses of 1% and guarantees of 
0.5%, and after adjusting for tax and the effect of changes in accounting and 
technical provisions, is -0.5%. 

The Society is a mutual organisation in run-off and the Society’s strategy of 
matching assets and liabilities requires a more cautious investment strategy than 
many other life offices. Under the Society’s direction, our investment manager, 
BlackRock, has created a benchmark portfolio which targets the highest expected 
return subject to our cash flow matching and capital requirements. The Society 
is, as a result, able to measure the performance of the investment manager 
objectively. 

Financial review
continued
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The figures below represent only the performance of the fixed-interest element 
of the with-profits fund over 2011.

Performance of UK with-profits fixed-income portfolio 2011
 Returns

Benchmark portfolio 8.6%
Actual portfolio 9.7%
Excess return 1.1%

BlackRock are targeted to outperform the benchmark by an average of 0.15% p.a. 
over a rolling three-year period. 

Payout enhancements and policy values
In determining payouts to policyholders, the Society aims to balance the 
objectives of distributing the Society’s assets, including its solvency capital, over 
the lifetime of its policies as fairly as possible, having regard to:

• Meeting guaranteed payments to policyholders;

•  Retaining sufficient solvency capital as a shield against changing circumstances; 
and

• Meeting obligations to other creditors as they fall due.

Payouts depend on the returns achieved on the Society’s assets. The returns 
achieved on, and the outlook for, the Society’s corporate bond, property and 
relatively small equity portfolio, where values and liquidity are directly affected 
by market conditions, are more volatile than UK Government bonds. The 
dependence on property and equity returns has been significantly reduced over 
recent years following our disinvestment from those asset types.

As circumstances permit, the Society manages changes in the levels of payouts so 
that they are gradual and smooth, reflecting the underlying trend of investment 
returns. In adverse scenarios, however, and especially where investment returns 
are poor, there is limited scope for smoothing. 
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Payout enhancements and policy values (continued)
While recognising that the net return on the fund for 2011 has been -0.5%, the 
Board believes that it is appropriate to smooth out the effects of short-term 
investment performance. Following the valuation at the end of 2011, and taking 
into account the outlook for longer-term returns on with-profits investments, the 
Board has confirmed that, for UK with-profits policies, until further notice, policy 
values will increase at 2% p.a. for UK pensions policies (1.6% p.a. for UK life 
assurance policies).

The Board started the process of distributing solvency capital to policyholders 
on 1 April 2011. At that time, a sum equivalent to 12.5% of policy values at 
31 December 2010 was earmarked to enhance payments for with-profits policies 
that mature or are transferred. We have conducted a further review of the capital 
required to meet regulatory requirements, both now and under a wide range of 
possible future economic conditions, and the Board are maintaining the 12.5% 
enhancement. The level of enhancement has been derived on a cautious basis to 
ensure that exiting policyholders do not disadvantage those who remain. Payout 
levels are kept under regular review. 

Expenses and provisions
On 6 June 2011, the Society brought its administration services back in-house. 
The Board has been actively seeking ways to reduce the administration costs 
so that we have the right cost profile for a business in run-off. During 2011, a 
number of operational efficiencies were implemented including the launch of 
Lean Manufacturing, a methodology which promotes continuous improvement and 
operational excellence within the business. 

The Society’s IT hosting contract with the Lloyds Banking Group (“LBG”) expires 
in 2013, and a project has commenced to move the IT systems to a dedicated IT 
organisation. It is expected that this transition will cost the Society approximately 
£30m. We anticipate a reduction in the ongoing costs of IT support as a result.

Administration costs of non-reinsured policies for 2011 were £33m (2010: 
£33m). Up to 5 June 2011, administration of reinsured policies was carried 
out by LBG. After that date, administration for these policies has been carried 
out by the Society, and administration costs have been charged to LBG. 

Financial review
continued
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The charges made to LBG for the period from 6 June 2011 to 31 December 2011 
were £2m (2010: £nil). The cost of projects reduced to £21m in 2011 
(2010: £33m). Claims handling expenses in 2011 were £1m (2010: £1m).

The Society has a continuing obligation to LBG to fund the former Equitable 
Life staff pension scheme to 1 March 2016. At that time, the Society must leave 
the Scheme with no deficit, and the provisions established make due allowance 
for this. As at 31 December 2011, provision has been made for contribution 
payments of £16m in the period to 1 March 2016 (£28m at 31 December 2010), 
and for the estimated Scheme deficit of £100m (£83m at 31 December 2010). 
The Scheme deficit has increased principally as a result of falling equity values 
and falling interest rates. Payments in respect of the deficit of £7m were 
made during 2011.

Investment costs increased during 2011 to £8m (2010: £7m), with higher costs 
from BlackRock being offset, to a limited extent, by lower charges from the 
property portfolio.

We are required to show the increase in pension provision as a cost and, taking 
this into account, overall expense costs increased to £89m in 2011 (2010: £81m).

The Society currently levies charges for expenses on with-profits policies at the 
rate of 1% p.a. and a charge of 1% of policy values was levied for 2011.

Valuation assumptions
In the valuation at the end of 2011, a number of assumptions have been 
updated. We have continued to observe policyholders deferring their retirement 
decisions. Furthermore, the Society has adopted new mortality assumptions 
in respect of the remaining annuity business which reflect the continuing 
improvements in longevity in the population. The combined effect of these 
changes has reduced the ERA by £20m.
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Protection of the fund and policyholder behaviour
The Society aims for the amounts paid out to maturing and exiting policyholders 
to be fair while not disadvantaging continuing policyholders. In particular, exiting 
policyholders must not leave on terms that would cause the future solvency of the 
Society to be impaired or payout prospects to be 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-profits 
policy before maturity, the Society is not contractually required to pay out any 
specific amount. In consequence, the Society levies a financial adjustment of 5% 
of the policy value and this was the charge throughout 2011. These adjustments 
can be varied at any time without advance notice, any such change reflecting the 
then financial position of the Society.

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

The Society experienced lower levels of claims in 2011. With-profits claims 
decreased to £383m from £441m in 2010. Changes in the pattern of surrenders have 
been reflected in the realistic assumptions, which have resulted in a reduction in 
the ERA of £8m (2010: a reduction of £4m). 

Allowance has been made in realistic liabilities for future discretionary non–
guaranteed bonuses. It continues to be the Society’s intention that any future 
bonuses will be in a non–guaranteed form. Allowance is made for continuing 
contractual commitments, such as the Guaranteed Investment Return (“GIR”) of 
3.5% p.a. that is applicable to many policies. We are seeing a general deferral of 
retirement decisions and that deferral is taken into account within the valuation 
assumptions. If the assumed retirement profile ceases to be appropriate as a 
result of significant numbers of policyholders deferring their retirement dates, 
higher technical provisions may be required. 

Financial review
continued
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Capital requirements now and in the future
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 Society’s particular risks is quantified in the preparation of a confidential 
assessment of its capital needs. This is required by Financial Services Authority 
(“FSA”) rules, introduced under the Individual Capital Assessment (“ICA”) 
framework. The calculations are underpinned by consideration of the underlying 
risks, which include credit risk, market risk, liquidity risk, operational risk and 
insurance risk. These capital requirements are met out of the ERA and, in extreme 
situations, from policyholders’ non-guaranteed benefits. 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%.

As we explained last year, the current regulatory framework will be replaced by 
the Solvency II regime, a Europe-wide regulatory basis for establishing capital 
requirements for insurance companies. The Society continues to prepare for the 
Solvency II implementation date which is now expected to be 1 January 2014. The 
change to the Solvency II capital requirements is likely to require the Society to 
hold more capital than under the current regime.

In assessing the level of enhancement to payouts as set out above, the Board has 
taken into account a number of the planned changes under Solvency II. Further 
changes in Solvency II capital requirements could have an impact on the speed of 
the Society’s capital distribution plans.
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Capital distribution and charges for guarantees
As a result of the payout enhancement introduced on 1 April 2011, the cost of 
meeting policy guarantees as policies exit the fund has reduced. 

Within the annual valuation we do not make an allowance for future capital 
distribution. It is instructive, however, to assess the working capital of the fund 
under the alternative assumptions shown below: one which assumes no future 
capital distributions; one which shows future capital distributions. 

 Assuming No Assuming
 Future Capital Future Capital
 Distributions Distributions
 £m £m

Realistic value of with–profits assets 5,548 5,548
less:
Policy values 3,609 3,609
Future capital distributions - 801
Future charges (288) (152)
Impact of early surrenders (15) (15)
Cost of guarantees 1,130 722
Other long–term liabilities 360 352
Other liabilities 231 231
Total realistic liabilities 5,027 5,548

Working Capital for Fund (ERA) 521 -

The key point to note is that in order to assess the potential capital available for 
distribution in the years ahead, one should make reference to the future capital 
distributions of £801m in the alternative presentation. The difference between 
that figure and the ERA of £521m, some £280m, is intended to be available under 
the Society’s distribution plans.

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

The financial position of the Society has been projected under a range of economic 
scenarios, which take into account consequential policyholder behaviour, in order 
to assess how robust the Society remains in adverse conditions. The projections 
make allowance for capital distributions. The Board has also considered both 
contingent liabilities and uncertainties in its analysis of the Society’s financial 
position, and considers that these have reduced in significance in recent years. 
Based on these analyses, the Board is confident of its ability to manage adverse 
scenarios that may arise, recognising in some scenarios, that reductions to 
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 financial statements on 
a going concern basis.
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Board of Directors

Board of Directors
 1. Ian Brimecome, Chairman (b) (c)
 2. David Adams OBE, Deputy Chairman (a) (b) (c)
 3. Chris Wiscarson, Chief Executive (c)
 4. Mark Earls, Chief Operating Officer
 5. Keith Nicholson (a)
 6. Ian Reynolds (a) (c)
 7. Cathryn Riley (b)

Key to membership of principal Board Committees
(a) Audit and Risk
(b) Remuneration
(c) Nominations

1

5

2

6

3
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Reflecting our desire for transparency about remuneration arrangements, we 
have increased the amount of information provided in this report.

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 approving the terms 
of employment and remuneration for executive Directors, including incentive 
arrangements. The Committee reviews remuneration policy at least once a year. 
The Committee’s 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 UK Corporate Governance Code, and 
due attention is also given to the FSA’s 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 2011, the Society received survey information from Towers 
Watson about remuneration in the UK insurance sector. The Committee considers 
Towers Watson to be independent of the Society.

In April 2011, the Remuneration Committee instructed independent advisors to 
review the Society’s remuneration policy and Remuneration Committee processes. 
The advisors reported that both the policy and processes are sound.

Remuneration policy
The Society’s policy is to ensure that executive Directors are appropriately 
incentivised to meet the objectives of the business. Executive Director remuneration 
comprises salary, an annual performance bonus and participation in a long-term 
incentive plan, together with payments in lieu of pension contributions and other 
benefits. 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.

Our policy is that total reward for executive Directors is referenced to the median 
for the sector, subject to the individual’s experience and performance in the role, 
with strong business and individual performance leading to higher reward. The 
Towers Watson Insurance survey is an important reference source in understanding 
the levels of remuneration in the sector.

Directors’ remuneration report
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Directors’ remuneration report
continued

Remuneration policy (continued)
A variety of measures are in place in the Society to avoid conflicts of interest, 
including declarations by Directors and a requirement that individuals are not 
present when discussion of their own remuneration takes place.

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 tolerated 
level of risk as set out in the Society’s risk appetite being exceeded without 
prompt and effective mitigation. 

Executive Director bonus entitlements
The Society operates an annual discretionary bonus scheme for executive 
Directors. At the start of each year, performance objectives are set covering: the 
management of regulatory solvency measures to risk appetite; the maintenance of 
effective service delivery and of policyholder and other stakeholder relations; the 
management of significant regulatory reviews; process improvement; motivating 
our people; and in respect of expense and asset management. 

Objectives for C M Wiscarson and his immediate reports are approved by the 
Remuneration Committee. Objectives are then cascaded through the Society 
to ensure that employee objectives are consistent with the Society’s strategy 
and support delivery of the required performance. Objectives are determined so 
that the interests of bonus scheme participants and of policyholders are aligned, 
leading to the distribution of capital to policyholders subject to remaining within 
our solvency risk appetite. In 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. 

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 meets the required level, bonus of up 
to 75% of the maximum is payable; where performance is assessed as exceeded, 
bonus of up to the maximum is payable; and where performance does not meet 
the required level, no bonus is payable. 
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Executive Directors’ emoluments

  Performance Benefits Severance Total
 Salary Related Bonus Due  Payment 
  2011 2010 2011 2010 2011 2010 2011 2010 2011 2010
  £ £ £ £ £ £ £ £ £ £
C M Wiscarson 450,000 450,000 - - 83,788 87,623 - - 533,788 537,623

T J 
Bateman * 229,167 250,000 83,833 94,000 31,883 33,669 134,615  479,498 377,669

M Earls 230,000 230,000 86,250 90,000 26,075 27,296 - - 342,325 347,296

Total for 
executive 909,167 930,000 170,083 184,000 141,746 148,588 134,615 - 1,355,611 1,262,588 
Directors

* Resigned from Board 1 December 2011.

From his date of joining on 2 September 2009, C M Wiscarson’s annual rate of 
salary has been £450,000 plus annual benefits of £70,000. These levels will remain 
in place for 2012. Benefits in kind in 2011 were £13,788 (2010: £17,623). He is 
eligible for an annual discretionary bonus of up to 25% of his salary. In considering 
Mr Wiscarson’s performance in 2011, the Board concluded that it was most 
commendable, reflecting both success in the introduction of the capital distribution 
scheme to policyholders and in the successful transfer of the administration staff 
from the Lloyds Banking Group to the Society. Notwithstanding this, the Board 
and Mr Wiscarson agreed that it is not appropriate for any bonus to be paid so 
long as the great majority of Equitable policyholders eligible for Government 
compensation had not received their compensation, which was the position as at 
the end of 2011.

T J Bateman was appointed an executive Director on 11 January 2008. In the period 
January 2008 to September 2011, the role of Finance Director at the Society had been 
combined with that of Chief Actuary. In 2011, the Society moved into an important 
new phase of its strategy, embarking on its first steps on capital repatriation and 
the in-house transfer of the back office. In consequence, the Board concluded that 
the role of Finance Director and Chief Actuary should be split. An appointment 
to the role of Chief Actuary was made in November 2011 following FSA approval. 
These changes led to T J Bateman’s role becoming redundant and he resigned as a 
Director on 1 December 2011. T J Bateman received a severance payment of 
£134,615, which was calculated in accordance with the terms of the Society’s 
redundancy policy for its employees. T J Bateman’s annual rate of salary was 
£250,000 plus annual benefits of £25,000 during that period. 
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Executive Directors’ emoluments (continued)
Benefits in kind for 2011 were £6,883 (2010: £8,669). He was eligible for an 
annual discretionary bonus of up to 50% of his salary. For the 2011 financial year, 
the Board approved a discretionary bonus award of £83,833 (34% of salary) and this 
was paid in January 2012. T J Bateman received £94,000 in January 2011 in respect 
of 2010 performance. 

The annual rate of salary for M Earls, who was appointed an executive Director on 
9 September 2009, has been £230,000 since 1 January 2010 with annual benefits 
of £23,000 since that date. Benefits in kind in 2011 were £3,075 (2010: £4,296). 
He is eligible for an annual discretionary bonus of up to 50% of his salary. For the 
2011 financial year, the Board approved a discretionary bonus award of £86,250 
(37.5% of salary) and this was paid in January 2012. M Earls received £90,000 in 
January 2011 in respect of 2010 performance.

Long-term incentive plan
A long-term incentive plan for senior staff was introduced in 2009, replacing an 
earlier scheme. Final payment subject to the meeting of performance criteria 
became due under the plan, in June 2011. The principal company performance 
criteria related to the move to new investment managers, commencing the process 
of capital distribution to policyholders and the successful transfer of administration 
from our existing third party administrator to a new third party provider. In the 
latter case, the Committee determined that the successful transfer to in-house 
management should be considered as equivalent to a third party provider under 
the plan rules. Personal performance conditions were also set down for each 
participant. These performance conditions differ from, but are aligned with, the 
business objectives against which the annual discretionary bonus is assessed. 

Payments to Directors under the plan have been as follows:
   % of Maximum 
 2011 2010  Award Since
 £ £  Plan Inception

T J Bateman 90,000 – 24%
M Earls 115,000 115,000 50%

Following closure of this long-term incentive plan, the Remuneration Committee 
determined that it was in the interests of policyholders to put in place a new long-
term incentive plan. Membership of the plan is by invitation of the Committee 
and is restricted to those individuals who, by their roles, directly contribute to 
recreating value for policyholders. 

Directors’ remuneration report
continued
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Careful attention was paid by the Committee to setting appropriate business 
and individual performance criteria against which performance under the plan 
will be assessed. 

The principal performance criteria for this new plan include the successful transfer 
of the Society’s IT systems to a third party host organisation, continued effective 
capital distribution to policyholders, expense reduction in line with long-term 
targets, together with personal objectives including prompt identification and 
mitigation of risks in the participant’s area of responsibility.

These performance criteria are different from those used in respect of determining 
payment of the annual discretionary bonus so as to ensure that recipients are not 
rewarded under two different incentive schemes for the same achievements. The 
award under the plan is considered in two parts, the first in June 2013 and then in 
June 2014. Payments under the plan cannot be made earlier than June 2014 once 
the Remuneration Committee has satisfied itself in regard to the performance 
criteria. The potential maximum award under the scheme for M Earls is 150% of 
salary (£345,000). In assessing the size of reward under the long-term incentive 
plan, the Committee drew on external data about such schemes.

C M Wiscarson did not participate in the previous long-term incentive plan and 
does not participate in the new long-term incentive plan. 

Benefits
Executive Directors’ benefits include payments in lieu of pension contributions. 
C M Wiscarson, T J Bateman and M Earls have no accrued pension entitlements 
(2010: no accrued entitlements). No benefits are paid to non-executive Directors.

2012 pay award
It is the Society’s practice to review basic salaries towards the end of each financial 
year taking into account affordability, changes in pay in the insurance and other 
sectors and the external economic environment. In 2011, following such review, 
it was decided not to make an across-the-board increase to staff including senior 
management. C M Wiscarson’s salary is reviewed annually and it was agreed that 
this would not change in 2012. 

Service contracts
C M Wiscarson, T J Bateman and M Earls had service contracts with a six-month 
notice period during 2011. The notice period in C M Wiscarson’s service contract 
has been increased to 12 months in order to give the Society sufficient time to 
find a long-term successor. There is no notice period in respect of non-executive 
Directors’ contracts.
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Succession planning
The Society acts to ensure that successors are identified and prepared for filling 
senior management positions in case of planned or unplanned departure. In some 
cases, this can be achieved by passing responsibilities to other senior managers 
rather than making a replacement appointment. The relatively small size of the 
Society means that it is not always possible to fill senior positions internally nor 
externally at short notice. The Society maintains links with external providers 
who are experienced at identifying external candidates when the need arises. 
Succession planning is reviewed twice a year by the Remuneration Committee and 
actions are pursued to ensure effective management continuity within the Society. 

Redundancy policy
Service under the Society’s redundancy policy is calculated based on the period 
during which a staff member has been continuously employed under a Contract 
of Employment with the Society, including maternity leave and sickness absence. 
The basic salary is used for calculating the redundancy lump sum payment. All 
other elements of pay such as discretionary bonus are excluded. The precise 
calculation of the sum payable, while not markedly different, varies as employees 
are on differing terms and conditions. Executive Directors are treated in the same 
way under the policy as other staff. Where an employee is redundant, eligibility 
for a payment, under the discretionary bonus scheme and the long-term incentive 
plan, is determined in line with the terms of those benefits. The Society ensures 
that any payments reflect satisfactory or better performance by the individual. No 
payment is made where performance is deemed unsatisfactory by management.

Long-term benefits
Other than the long-term incentive plan, the Society does not operate any other 
long-term benefits scheme. 

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

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

Directors’ remuneration report
continued
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Non-executive Directors Notes 2011 2010
  £ £
I Brimecome, Chairman  125,000 125,000

Other non-executive Directors
D H Adams OBE  40,000 40,000
K Nicholson 1 45,000 45,000
D I W Reynolds  40,000 40,000
C Riley  40,000 40,000
Other non-executive Directors  2 – 10,000 
not in office during 2011
  165,000 175,000

Total for non-executive Directors  290,000 300,000

Notes:
(1)  An additional fee of £5,000 was paid to K Nicholson as Chairman of the Audit and Risk 

Committee.
(2)  Non-executive Directors not holding office during 2011 and who resigned in 2010 are 

included for comparative purposes.

Following D H Adam’s retirement, K Nicholson will become the Senior Independent 
Director and Deputy Chairman from 1 July 2012, subject to the appropriate 
approvals. Accordingly, K Nicholson’s fees will increase by £10,000 to £55,000 with 
effect from 1 July 2012. In recognition of their work on the Audit and Remuneration 
Committees, the fees for D I W Reynolds and C Riley will increase by £5,000 to 
£45,000 with effect from 1 July 2012. These are the first fee increases for non-
executive Directors since September 2009.

The fees of the Chairman were scheduled for their first review since 1 July 2009. 
He has agreed with the Board that there should be no change in 2012 given that the 
great majority of Equitable policyholders eligible for Government compensation 
had not received their compensation at the end of 2011.

Highest-paid Director
The total emoluments of the highest-paid Director, T J Bateman, were £569,498, 
which includes the remuneration benefits in the table on page 25 and the payment 
made under the long-term incentive plan. In 2010, the total emoluments of the 
highest-paid director, C M Wiscarson, were £537,623.
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We have examined the Summary Financial Statements which comprise the 
Summary Profit and Loss Account, the Summary Balance Sheet and the Summary 
Directors’ Remuneration Report. 

Respective responsibilities of Directors and Auditors
The Directors are responsible for preparing the Summary Financial Statements in 
accordance with applicable United Kingdom law.

Our responsibility is to report to you our opinion on the consistency of the Summary 
Financial Statements within the Annual Report and Summary Financial Statements 
with the full Annual Financial Statements, the Directors’ report and the Directors’ 
remuneration report and its compliance with the relevant requirements of section 
427 of the Companies Act 2006 and the regulations made thereunder. 

We also read the other information contained in the Annual Report and Summary 
Financial Statements and consider the implications for our statement if we 
become aware of any apparent misstatements or material inconsistencies with 
the Summary Financial Statements. The other information comprises only the 
Corporate review, the Financial review, listing of the Board of Directors and notes 
on the financial statements.

This statement, including the opinion, has been prepared for and only for the 
Society’s members as a body in accordance with section 427 of the Companies 
Act 2006 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.

We conducted our work in accordance with Bulletin 2008/3 issued by the Auditing 
Practices Board. Our report on the Society’s full Annual Financial Statements 
describes the basis of our audit opinion on those Financial Statements, the 
Directors’ report and the Directors’ remuneration report.

Independent Auditors’ report
to the members of The Equitable Life Assurance Society
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Opinion
In our opinion the Summary Financial Statements are consistent with the full Annual 
Financial Statements, the Directors’ report and the Directors’ remuneration report 
of The Equitable Life Assurance Society for the year ended 31 December 2011 and 
complies with the applicable requirements of section 427 of the Companies Act 
2006, and the regulations made thereunder. 

PricewaterhouseCoopers LLP
Chartered Accountants and Statutory Auditors
London, United Kingdom
23 March 2012 
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Summary profit and loss account
for the year ended 31 December 2011

   2011 2010
Technical account – long-term business Notes £m £m

Gross premiums written  76 90
Outward reinsurance premiums  (16) (19)

   60 71

Investment return  588 463
Net other (charges)/income  - (1)

   588 462

Claims paid 2 (472) (543)
Reinsurers’ share  37 53

   (435) (490)

Net operating expenses 3   
Administration expenses non-reinsured policies  (33) (33)
Administration expenses reinsured policies  (2) -
Exceptional expenses – former pension scheme  (24) (7)
Exceptional expenses - projects  (21) (33)

   (80) (73)

Changes in other technical provisions,
net of reinsurance  (133) 30

Balance on the Technical Account  – –
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Summary balance sheet
as at 31 December 2011

  2011 2010
Assets Notes £m £m

Investments 4
Land and buildings  174 320
Investments in Group undertakings  27 25
Shares and other variable yield securities and  158 228
units in unit trusts
Debt and other fixed-income securities  5,235 4,220
Deposits and other investments  454 1,109

  6,048 5,902
Assets held to cover linked liabilities  288 240

  6,336 6,142
Reinsurers’ share of technical provisions  2,224 2,428
Other assets  110 114

Total assets  8,670 8,684

Liabilities

Technical provisions 5 8,439 8,511
Other liabilities  231 173

Total liabilities   8,670 8,684

These financial statements were approved by the Board on 23 March 2012 and 
were signed on its behalf by:

Ian Brimecome Chris Wiscarson
Chairman Chief Executive
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1. Accounting policies
a. Basis of presentation
The financial statements have been prepared under the provision of The Large 
and Medium-sized Companies and Groups (Accounts and Reports) Regulations 2008 
(“SI2008/410”) relating to insurance groups, section 405 of the Companies Act 2006 
and in accordance with applicable accounting standards and the Association of 
British Insurers’ Statement of Recommended Practice on Accounting for Insurance 
Business (“the ABI SORP’’) issued by the Association of British Insurers dated 
December 2005 and revised in December 2006, which, inter alia, incorporates 
the requirements of ‘FRS 27 Life Assurance’. The true and fair override provisions 
of the Companies Act 2006 have been invoked in respect of the non-depreciation 
of investment properties. The financial statements do not include a cash flow 
statement under the exemption for mutual life assurance companies within 
‘FRS 1 Cash flow statements’.

The Directors have considered the appropriateness of the going concern basis 
used in the preparation of these financial 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 financial statements 
continues to be appropriate. A more detailed explanation is provided in the 
Financial review on page 21. 

Up to 6 June 2011 certain administrative expenses were incurred in respect of 
customer support services provided by companies that are part of the Lloyds 
Banking Group (“LBG”). Since 6 June 2011 the Society has IT services provided 
by LBG and has funding commitments in connection with former staff pension 
arrangements. References to LBG in these accounts relate to various LBG Group 
companies.

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

Notes on the financial statements 
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2. Claims paid
 2011 2010
 Claims Claims
 £m £m

Gross claims paid comprise:
On death  32 32
On maturity  264 327
On surrender 104 108
By way of periodic payments  71 75
Claims handling expenses  1 1

 472 543

Included in the above payments are capital distribution amounts, attributable 
final and interim bonuses of £33m (2010: £19m).

3. Net operating expenses
 2011 2010
 £m £m

Administration expenses non-reinsured policies 33 33
Administration expenses reinsured policies 2 

Non-exceptional expenses 35 33
Pension costs for former staff 24 7
Costs of strategic initiatives 19 30
Other projects 2 3

Exceptional expenses 45 40

 80 73

From 6 June 2011, the administration expenses include the costs of administering 
reinsured policies. Administration costs in relation to reinsured policies are 
recovered and recognised in ‘Net other (charges)/income’.
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3. Net operating expenses (continued)
As explained in the Financial review on page 16, exceptional expenses increased 
following a review of pension commitments. Costs for strategic projects included 
costs associated with the transfer of administration back to the Society, continued 
development of the Society’s capital distribution strategy and initial activity to 
identify a new IT service provider.

4. 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 fixed-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 financial statements
continued
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5. Technical provisions
a. Gross technical provisions
  2011 2010
  £m £m

Non-profit technical provisions 989 901

With-profits technical provisions  
 Policy values 3,609 3,845
 Future charges (288) (294)
 Impact of early surrenders (15) (19)
 Cost of guarantees 1,130 755
 Other long-term liabilities 360 324

  4,796 4,611
Excess Realistic Assets 521 694

Total with-profits technical provisions 5,317 5,305

Long-term business provision 6,306 6,206
Claims outstanding - 1
Linked liabilities 2,133 2,304

  8,439 8,511

The Excess Realistic Assets is a key measure of the Society’s resources and 
represents 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.

b. The long–term business provision – miscellaneous provisions
Technical provisions include amounts in respect of specific provisions: 

•  Anticipated additional exceptional expenses of £78m (2010: £104m) over future 
years, including costs of implementing changes in the IT systems provider, 
contractual commitments to LBG in respect of pension scheme future service 
costs and anticipated additional costs associated with servicing policies in the 
medium term; and

•  An amount of £2m legal claims made in Germany against the Society 
(2010: £2m). 
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6. Risk management
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.

Market risk 
Market risk is the risk of adverse financial changes in fair values or future cash 
flows of financial instruments from fluctuations in 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 Guaranteed 
Investment Returns (“GIR”) on with–profits 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.

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:

•  The risk of default on its portfolio of fixed-interest securities, especially 
corporate bonds; and

•  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 financial strength. The 
Society monitors against these limits so that appropriate management actions can 
be taken to pre-empt loss from default events.

Notes on the financial statements
continued
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The major reinsurance treaties are with companies in the Lloyds Banking Group 
and together are valued at £2,224m. Of the £2,224m total, £1,805m is linked 
business reinsured with Halifax Life Limited principally invested in regulated 
Open Ended Investment Companies (“OEIC”), £379m is non-profit business also 
reinsured with Halifax Life Limited, and £40m is linked business reinsured with 
companies in the Clerical Medical Group. Because reinsurance does not remove 
the primary liability to its policyholders, the credit rating of these companies is 
monitored closely in order to manage the risk.

 
Liquidity risk
Liquidity risk is the risk of the Society failing to meet short-term cash flow 
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 outflows from its insurance and investment contracts and 
manages any potential mismatch by purchasing assets with similar durations to 
meet these obligations. 

Insurance risk
Insurance risk refers to fluctuations 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
Operational risk is the risk of loss resulting from inadequate or failed internal 
processes, people and systems, or from external events. Administration services 
have been transferred back to the Society, providing more direct control over 
many aspects of our operations. The process of transferring our IT systems from 
LBG to another provider in 2013 brings with it operational risks which will require 
careful management. The Society has arrangements in place for identifying, 
monitoring and managing its operational risks. 
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7. Contingent liabilities and uncertainties 
As noted in the Financial review on page 21 and in the following sections, there 
exist some uncertainties that, if they were to materialise, could adversely impact 
on the financial position of the Society. 

Claims against the Society in district courts across Germany continue to be defended 
successfully, with some appeals outstanding, for which legal expenses have been 
provided. Also outstanding are investigations initiated by the Accountancy and 
Actuarial Disciplinary Board (“AADB”) in respect of the provision of information, 
advice and audit activity relating to financial statements of Equitable Life in  
the 1990s.

It is not considered that the uncertainties described above represent a significant 
financial threat, and that the risk of any material new issues arising from the 
above appears limited.

The Board continues to closely monitor the contractual commitments the Society 
has in respect of the two pension schemes for which LBG is principal employer. 
There remains a possibility that it may be necessary for a more conservative basis 
to be adopted in future in calculating the Society’s obligations.

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 financial position of the Society has been projected under a range of economic 
scenarios, which take into account consequential policyholder behaviour, in order 
to assess how robust the Society remains in adverse conditions. The projections 
make allowance for capital distributions. The Board has also considered both 
contingent liabilities and uncertainties in its analysis of the Society’s financial 
position and considers that these have reduced in significance in recent years. 
Based on these analyses, the Board is confident of its ability to manage adverse 
scenarios that may arise, recognising in some scenarios, that reductions to 
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 financial statements on 
a going concern basis.

Notes on the financial statements
continued
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