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Dear members 
I am pleased to report that the Society made more progress in 2014 than 
in any of my five years as Chairman.

•  We doubled the level of capital distribution when policyholders take 
their benefits to 25%. 

• We removed the 5% Financial Adjustment levied on transferring policies. 

•  We completed the transfer of our IT support services from Lloyds Banking 
Group to Atos. 

•  We signed an agreement with Halifax Life, now part of Lloyds Banking 
Group, to take full ownership of our unit-linked business. 

Capital distribution 
The Society’s strategy of recreating value for policyholders remains as 
important as ever. Our capital ratios have remained satisfactory and our 
determination to return the Society’s capital to you, as fairly and as soon 
as possible, is undimmed. 

We are pleased to announce that we will increase the level of capital 
distribution from 1 April 2015 to 35% of policy values as at 31 December 
2014.

Of course, we cannot guarantee that the capital distribution will  
be ever upwards or be in such large increments as we’ve been able to  
achieve in recent years. Economic events and regulatory capital 
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requirements must be properly heeded in securing the Society’s foundation 
for the next 20 or 30 years, being the period of run-off for the policies we 
manage.

Unit-linked policyholders
In March 2015, we transferred our unit-linked business back from Halifax 
Life. We are now once again entirely responsible for managing these 
policies to the benefit of both unit-linked and with-profits policyholders.

In fact, many policyholders have both a unit-linked and a with-profits 
component to their savings. Such policyholders would have noticed rather 
more frequent communication about the with-profits element than the 
unit-linked. This will most certainly change in the future.

Importantly, this transfer leads to a significant reduction in the amount of 
capital we are required to hold under the new European regulations known 
as Solvency II.

Our annuity portfolio
In March 2015, we contracted with Canada Life to transfer to them the 
Society’s £0.9bn annuity book. 

As reported last year, the Society has to hold a material level of capital 
against this annuity book to address the risk that annuitants live longer 
than anticipated. The run-off profile of the annuity book is considerably 
longer than the with-profits business. This means we have to hold back 
high levels of capital to support non-profit annuities, to the disadvantage 
of all but the longest surviving with-profits policyholders.

In line with the Society’s strategy, the transfer of the annuity book will 
release further capital for distribution.
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Pension reforms
Early in 2014, the Chancellor of the Exchequer announced reforms to 
pensions that are as significant as I have seen for many years. From April 
2015, pensions policyholders will have much greater flexibility in choosing 
what to do with their retirement savings. In particular, policyholders 
aged over 55 will be able to take all of their retirement savings as cash,  
with 25% normally being tax free and the remainder being taxed at their 
marginal rate.

Another important reform is the launch of the Government-sponsored 
service, Pension Wise. This will offer free impartial guidance to 
policyholders about what to do with their savings at retirement.

In the spirit of these pension reforms, the Society has gone to great lengths 
to simplify the process that you have to go through when you take your 
benefits. Among many changes, we have dispensed with a considerable 
amount of the jargon much loved by the pensions industry but few others.

A volatile world
During my five years as Chairman, the world economy has swung from one 
unexpected state to another. 

This uncertainty has consistently led to very low interest rates, and I think 
this is very relevant to our emphasis on capital distribution. We see no 
merit in investing in higher return riskier investments that require capital 
support when all that means is an opportunity to earn a per cent or two 
better than we are currently achieving. Far more sensible is to not take 
the risk, not consume capital, and return that capital to you. 

One area that merits such attention is our corporate bond portfolio.  
In particular, we have reduced our holdings in corporate bonds and we 
have reduced the term over which we are prepared to invest in them.  
This approach leads directly to lower capital requirements, both today 
and under the new Solvency II regime. 
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Policy values
Our approach to corporate bonds leads inevitably, but precisely as intended, 
to a lower rate of return on the overall investment portfolio. Strange to 
say, therefore, that the gross return on the Society’s assets over 2014 
was 13.7%. Some 11.2% of the 13.7% is a capital gain as asset values have 
increased. The 11.2% cannot be used to increase policy values, because 
we hold the assets until the end of the term, ready to cover the cost of 
maturing policies. This is known as matching.

Matching means that, 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 minimised unless 
for some reason we choose to move away from the matched position. 

The great advantage of matching is that our ability to pay policy benefits 
is much less affected by interest rate movements. This is by far the best 
way of managing a closed fund.

Following on from our approach to matching and to reducing the Society’s 
risks, we think carefully about how much it is appropriate to adjust policy 
values each year.

In recent years, we have increased policy values by 2% pa. Again in 2014 
and 2015, we consider that a 2% pa return net of charges is appropriate 
and have increased policy values accordingly.

As to future returns, we are considering further whether the best outcome 
for our policyholders is to return more capital to them rather than maintain 
a portfolio of riskier assets simply to enable a 2% return. 

We plan to report further on our thinking in 2016 once we have successfully 
bedded down the two material changes to our assets: being the sale of the 
annuity book and the repatriation of the unit-linked book.
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Solvency II
From the beginning of 2016, we will move to the new European regulatory 
regime known as Solvency II.

In deciding how best to recreate value for policyholders, Solvency II is often 
front of mind. In particular, the way we structure our investment portfolio 
and our decision to take back ownership of our unit-linked business both 
make entire sense under the new solvency regulations.

We confirm that we have taken the new regulations into account in deciding 
on the 35% capital distribution.

Government compensation
In the run-up to the General Election, you may have seen that the Equitable 
Members Action Group (“EMAG”) has been campaigning for additional 
Government compensation. If EMAG is successful, the vast majority of the 
Society’s with-profits policyholders would benefit. We commend EMAG for 
this laudable campaign.

Board changes
We welcome Penny Avis, who has joined the Board as a non-executive 
Director. Penny is a qualified accountant and a former Deloitte corporate 
finance partner. She has served as an elected non-executive Board member 
at Deloitte UK LLP responsible for oversight of executive management. We 
look forward to benefiting from Penny’s extensive experience.

As announced at our 2014 Annual General Meeting, Ian Reynolds retired 
from the Board last December. Ian has made a unique contribution to 
the Society over the past eight years. His unambiguous, consistent and 
persistent challenge on fairness to policyholders at Board, Audit and Risk 
Committee and Nominations Committee has been greatly valued. We 
thank him warmly.
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Corporate governance
For many years, the Society has voluntarily adopted the relevant 
provisions of the UK Corporate Governance Code. As a member of the 
Association of Financial Mutuals, we are also subject to their Annotated 
Codes. These codes set our standards for strong corporate governance 
with which companies should comply, and I confirm that the Society is  
in full compliance.

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

Looking to the future
I know that I repeat myself from previous years, but my words are no less 
important for that. We shall continue to reduce the risks of the Society, 
thereby reducing the amount of capital that the Society has to hold against 
the uncertainty of those risks. 

It remains our firm intention to continue our programme of distributing 
capital to you, our with-profits policyholders, as fairly and as soon as 
possible.

We look forward to the future with determination and confidence.

Ian Brimecome 
Chairman

23 March 2015
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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-profits policyholders; 170,000 with-profits policyholders in 
company pension schemes; 145,000 unit-linked policyholders; and 30,000 
annuitants. The majority of the with-profits and unit-linked business is 
expected to run off over the next 20 years; the annuity business will take 
longer. During 2014, the run-off relating to with-profits policies was 5%, in 
line with previous years.

The Society’s business model remains 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-profits policies, the 
Society’s capital is essentially their stake in the business. At the end of 
2014, that capital amounted to £797m.

It 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-profits policyholders to 
a Guaranteed Investment Return (“GIR”) of 3.5% per year. The risk that 
the total payout to policyholders is lower than this remains the most 
significant financial exposure the Society faces and drives much of the 
strategy outlined in this report. We define payout as the policy value and 
investment return as enhanced by the capital distribution.
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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-profits policyholders as fairly and as soon as possible. 

To achieve this, we carefully manage solvency to enable capital distribution 
to be made and only then seek to maximise investment return, all the 
while providing a best value-for-money cost base. 

Over the last few years, we have taken critical steps to reduce or eliminate 
key risks, thereby reducing the Society’s capital requirements. During the 
second half of 2014, the Board began the process of selling the £0.9bn of 
annuities, leading to a contract with Canada Life on 2 March 2015. This 
sale, together with the repurchase of the unit-linked business, has been 
material to the Board’s decision to increase the capital distribution from 
25% to 35% commencing 1 April 2015. These transactions have built upon 
the achievements of previous years, such as the settlement in 2013 of our 
obligations under the Staff Pension Scheme.

We have concluded that it is fair to maintain at zero the Financial Adjustment 
when policyholders transfer their benefits on non-contractual terms. We 
have also concluded that it is fair to increase UK with-profits pension policy 
values by 2% pa (1.6% pa for life assurance policies where tax is deducted). 

Against an economic backdrop of continuing low interest rates and a stock 
market value lower at the end of the year than the beginning, it is the 
Board’s view that policyholders are receiving a rather better payout than 
could be obtained through many other means. Over the past five years, 
with-profits policyholders would have seen a transfer value of £10,000 
grow to almost £15,500.

The Board has no wish that policyholders should leave prematurely, but 
is firm in its belief that, when policyholders do leave, they should leave 
with a fair share of capital. Indeed, subject to market conditions, and 
adequate capital support for those who remain, the Board wishes to 
continue increasing capital distributions in the future, as and when the 
opportunity presents itself. 
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Distributing all of the assets among with-profits policyholders as 
fairly and as soon as possible

The Board believes that 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.

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 performing against our objectives.

Unit-linked business
During 2014, one of the Board’s key actions was to contract with Halifax 
Life, now part of Lloyds Banking Group (“LBG”), to buy back the Society’s 
unit-linked business. In March 2001, substantially all of the Society’s unit-
linked business was reinsured through Halifax Life. The arrangement 
effectively transferred the risks and rewards to LBG. The reinsurance 
arrangement did not, however, remove the primary liability of the Society 
to its policyholders, and so we were required to make provisions in the 
Balance Sheet equal to the value of the assets to which the unit contracts 
were linked. 

Under the terms of the reinsurance agreement, if the Society were to 
become insolvent, LBG could 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 had to retain capital against the risk that Halifax 
Life was unable to meet its contractual obligations. This is known as 
counterparty risk capital. 
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Under Solvency II, counterparty capital requirements are especially 
onerous and, to mitigate this risk, the Society entered into a contract with  
Halifax Life in July 2014 for £27m to repurchase the unit-linked business. 
The transaction came into effect after the Balance Sheet date on  
8 March 2015 when £1.9bn of assets transferred from Halifax Life. As a 
result, an increase in our capital requirements of more than £200m will 
be avoided and the Society once again controls all material aspects of its 
business model for the benefit of policyholders.

Annuities
The Society had to hold a material level of capital relating to the £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 has 
been that the run-off profile of the annuity book is more than ten years 
longer than the with-profits business. The sale to Canada Life has all but 
eliminated this exposure to longevity risk and has reduced our exposure to 
risks associated with corporate bonds.

As a result of the sale, more than £100m of capital over and above that 
recorded in the 2014 accounts is now available for distribution. This 
success was central to the Board’s decision to raise the rate to 35%. 

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.

% of policy value 2009 2011 2014 2015

Capital distribution  0 12.5 25 35

Financial Adjustment 5 5 0 0
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Capital distribution to policyholders began on 1 April 2011. At that time, 
a sum equivalent to 12.5% of policy values was allocated to payments for 
with-profits policies.

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. 

In consequence, the Board has decided to increase the distribution to 35%. 
We explain how this works in practice on page 47. Full consultation with 
both the PRA and the FCA took place in advance of the Board’s decision. 

The Society’s plan to meet the expected Solvency II capital requirements is 
on track. Our decision to increase the capital distribution to 35% has been 
made on the basis that it is affordable under the new solvency regime.

We estimate that a 35% capital distribution should lead to approximately  
98 out of 100 individual with-profits policyholders receiving a payout 
greater than the policy guarantee. 

Capital distribution: our plans for the future 
As is very clear from this report, the Board is determined to continue 
reducing the Society’s risks, in particular, those relating to credit and 
expenses, thereby reducing the levels of capital we need to hold. 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 forever increase 
because, the higher the amount, the more difficult it is to maintain that 
level in times of, say, market turbulence.

The Board has assessed the potential capital available for distribution in 
the years ahead and considers that any future increments are likely to 
be less than seen during the last two years. This is because the most 
significant steps to reducing and eliminating risk have now been taken. 
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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 significantly lower capital requirement means 
that surplus capital can be paid to policyholders more quickly. In a 
closed book, this is fair to policyholders who take their benefits in the 
next few years. So long as there remains sufficient capital to support the 
longest serving policyholders, earlier leavers should not be denied a fair 
capital distribution for the sake of higher investment returns to those  
policyholders who remain.

The Board has been successful in improving solvency ratios during 2014 
as a direct result of actions taken in executing its investment strategy. 
In turn, this has led to an increase in the amount available for capital 
distribution, and is the main reason for the increase in Surplus set out in 
the table on page 15. 

Solvency
The first important capital measure used at the Society is Excess Realistic 
Assets (“ERA”). This 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). ERA has increased from £691m 
at the end of 2013 to £797m at the end of 2014, primarily due to the 
investment performance of our derivatives. These are held to mitigate 
the risk of interest rates falling, which may take place at the same time 
as policyholders deferring retirement, which would then drive up the cost 
of their guarantees.
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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. Accounting rules do not 
allow these extreme events to be included in the technical provisions in 
the accounts. 

The main changes to EC in 2014 were:

• The effects of low interest rates, including the impact on the cost of 
guarantees. This is offset by the increase in the value of derivatives in 
the ERA;

• The reduction in operational risk following the transfer of IT to Atos,  
as described under Principal risks; and

• The reduction of credit risk through our investment strategy, as described 
under Investment return.

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

  2013 2014
  £m £m

ERA – the amount of capital we hold 691 797

Less: EC – the amount of capital we require  231 235

Surplus 460 562
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The Surplus is the difference between the capital held and the capital 
required. The Board considers that an increasing level of Surplus should 
be regarded as positive, as it can make this available to policyholders as 
they leave. 

The change in the Surplus is summarised below:

  £m £m

Surplus at 1 January  460

Effect of low interest rates on:

 Derivative value increasing ERA 96

 Guarantees and other risks in EC (98)

   (2)

Effect on EC of reduction in:

 Operational risk 14

 Credit risk 80

   94

Other  10

Surplus at 31 December  562

Individual Capital Assessment 
Under PRA rules, we are also required to prepare a confidential assessment 
of the Society’s capital needs. These capital requirements are met out of 
the ERA and, in extreme situations, from non-guaranteed benefits. The 
Board has defined a risk appetite such that the Society should hold capital 
at least 120% of that required under the Individual Capital Assessment 
(“ICA”) rules. The current level is significantly in excess of this.

We place great store on what the policyholders think about our strategy 
and especially our plans for capital distribution. We obtain feedback 
through regular questionnaires and other research. Every year, we seek 
the views of a representative sample of policyholders. We are pleased to 
report that the great majority of these policyholders continue to consider 
the Board to be steering the Society in the right direction.
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Investment return
The Society’s strategy is to effectively manage solvency and, only then, 
to maximise return. Key to this strategy is matching policy payments to 
income from assets. This means that, as interest rates rise or fall, the 
Society’s ability to pay benefits is much less affected, thereby reducing 
the risk of changing interest rates impacting 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. During the last few years, the 
Society has materially reduced its holding in capital intensive equities 
and property. In order to reduce the capital held against credit and 
spread risks, the Board has decided to reduce the exposure to long dated 
corporate bonds. Long dated liabilities will now be matched by gilts and 
shorter dated liabilities by corporate bonds. We have also sold the majority 
of our asset backed security holdings to avoid the particularly onerous 
capital burden under Solvency II. These are good examples of carefully 
managing solvency to enable capital distribution and only then seeking to  
maximise return.

Given our strategy, the investment return needs to be seen in context 
of the increased capital distribution resulting from investing in relatively 
low risk assets. The resulting return net of charges will be lower than 
from a portfolio invested in higher risk equities and property, but capital 
distribution will be significantly higher. It is the Board’s intention to 
continue with this investment strategy, which may result in a lower return 
in the future to ensure a higher capital distribution.

The return on investments in 2014 was 13.7%, which represents both 
realised and unrealised gains as well as income from the invested assets. 
The significant fall in interest rates in 2014 has increased the value of 
gilts and bonds, which constitutes a large part of the return in the year.  
As a result of our matching policy, the liabilities have risen by an  
equivalent amount. 
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Consequently, the part of the return arising from the government bond yield 
movement has been removed (11.2%) in order to arrive at the investment 
performance of the fund which, in 2014, was 2.5% before charges of 1.5%. 

The Board considers the historic and potential return net of charges for 
expenses and guarantees in deciding upon the smoothed rate to be passed 
on to policyholders. In considering an appropriate increase to policy values, 
the rate of return at which the assets were originally invested to match the 
liabilities is a key consideration. This long-term sustainable rate is more 
important than the return currently being earned on the fund, because of 
the close matching maintained between assets and liabilities. The Board 
has assessed, all other things being equal, that the long-term sustainable 
rate should continue at 2% pa net of charges.

This focus on the long-term rate achieves our aim of smoothing out the 
effects of short-term investment performance. Following the valuation 
at the end of 2014, the Board has confirmed that, for 2014, policy values 
will increase at 2% pa for UK with-profits pension policies (1.6% pa 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 policyholders who have passed 
their earliest contractual date deciding to take their benefits immediately. 
While this scenario did not occur in 2014 following the increase in capital 
distribution, the Board considers it prudent to be prepared given the 
uncertainties in accurately predicting policyholder behaviour, especially 
relevant today, given the extra choice under this Government’s pension 
reforms. 

The impact of such an event would be approximately £1.4bn. Therefore, 
liquid assets significantly in excess of this amount are held in mitigation. 

Providing the 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 benefits, all the time providing a 
trusted and valued service. During 2014, this was successfully achieved. 
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We also incur costs through the need for one-off projects. Success for 
such spend is to reap the benefits of the projects, which are often critical 
to enabling capital distribution. In the future, project expenditure on 
strategic programmes is expected to reduce.

Total costs in 2014 have fallen to £46m, down from £78m in 2013, and 
down from £115m in 2009.

Administrative expenses
The Board considers that a key peformance indicator is the reduction in 
administration expenses in line with policy benefit numbers. This requires 
efficiency savings to be made which more than mitigate upward pressures 
on the cost base such as inflation. In any given year, it is not always possible 
to achieve this due to, for example, our exposure to an unexpected exit of 
a group pension scheme. However, over time, the associated costs will be 
managed down. Therefore, it is fair to measure the change to the end of 
2014, since the current Board was constituted in 2009.

% reduction since 2009 2014

Administrative expenses 28

Policy benefit numbers 24 

The main areas of saving continue to be from the Lean Manufacturing 
techniques, introduced in 2011. Lean Manufacturing techniques promote 
continuous improvement and operational excellence within the business.  
In addition, the Society has launched Simplification in 2014, a cost 
reduction programme that simplifies business processes and achieves 
reductions in third party expenditure. In consequence, staff numbers, 
including contractors, fell from 371 in December 2013 to 357 by the end 
of 2014.

In setting targets to deliver a value-for-money cost base, the Board is 
mindful of the need to, first, have in place strong controls and, second, 
deliver a service trusted and valued by policyholders.
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In 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 specific targets. In 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. 

It is also essential to the success of the Society to have a motivated and 
engaged workforce which is flexible, 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. 

In 2014, the vast majority of staff clearly understood their role in recreating 
value for policyholders and agreed that the Equitable Life is a good place 
to work. Very similar results were also recorded in previous years.

Our future cost plans 
No redundancy programme took place in 2014 as we sought to retain 
experienced staff to cover any rise in claims following the increase in 
capital distribution. In 2015, we expect to make approximately 40 people 
redundant. This reduction reflects the fewer number of policies that have 
to be administered and the completion of strategic programmes. We have 
fully consulted with the union and the affected departments.

Over the last few years, a reserve has been built up, which, together 
with the 1% charge to policyholders for expenses, is intended to provide 
sufficient funds to meet the Society’s future costs.

The Board will continue to execute plans through its Simplication 
programme, so that the current charge to policyholders of 1% of policy 
values for costs can be maintained during run-off.

Exceptional project expenditure during 2014 of £10m is significantly lower 
than in previous years following the successful completion of the transfer 
of the IT estate to Atos. It is planned to continue at this lower level during 
2015 and beyond. The costs of strategic programmes will fall away, but 
will be replaced by severance expenditure.
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Principal risks
The Society operates a comprehensive risk management framework, 
through which it identifies, 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 continues to 
reduce the Society’s exposure to these risks.

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 two most important examples are:

(i)  Longevity risk, which, following the sale of the annuity book in 2015, 
has now been all but eliminated.

(ii)  Expense risk: the risk that the Society may not be able to reduce 
its costs in line with policyholder run-off. As a consequence of the 
Simplification programme, this risk has been reduced during 2014. 

Credit risk
Credit risk refers to where a counterparty fails 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 fixed-interest 
securities, especially corporate bonds.

(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 financial 
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 2014.
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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 substantially 
reduced our exposure to this risk with reinsured assets falling from 
approximately £2.4bn at the end of 2014 to approximately £0.5bn at  
8 March 2015.

Market risk
(i)   Interest rates: the risk that interest rate changes have a financial 

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 2014, there were two adjustments to asset terms in line with 
the year-end and half year liability valuations. As a result, cash flow 
matching has been further strengthened.

(ii)  Policy transfers: the risk that maturities and 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 benefits 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. When interest rates are low, the value of the swaptions rises 
and is recorded in ERA, offsetting the increase in EC relating to the 
risks they are designed to mitigate. The overall impact on the Surplus 
shown in the table on page 15 is, consequently, immaterial. When 
interest rates rise, the value of the swaptions will fall but will be offset 
by a reduction in EC leading to minimal change in overall surplus.
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(iii)  Spread risk: changes in the value of corporate bonds relative to 
gilts could have a financial impact on ERA. The Society invests in 
a diversified portfolio of high-quality corporate bonds, thereby 
reducing the potential exposure. During 2014, as discussed on page 
16, the duration of the bond portfolio was shortened, thereby further 
mitigating the risk. The sale of the annuities to Canada Life in 2015 
has further reduced our exposure to spread risk.

Operational risk 
Operational risk is the potential for loss to result from inadequate or failed 
internal processes and systems, human error or from external events. The 
main sources of operational risk for the Society are: first, those related to 
delivery of services to our policyholders; second, the delivery of services 
by significant third party suppliers; and third, risks in executing strategic 
projects. With the successful completion of the transfer of the IT estate 
to Atos, this last risk has been materially reduced, leading to a £14m 
reduction in capital required.

Liquidity risk
This is the risk that the Society could fail to meet short-term cash flow 
requirements, particularly those in respect of policyholders taking their 
benefits. 

For many years ahead, the Society monitors its liquidity position by 
estimating the expected cash outflows from its insurance and investment 
contracts. 

It manages any potential mismatch by purchasing assets with similar 
durations to meet these obligations. As discussed on page 16, this risk has 
been substantially mitigated.

Regulatory risk
Regulatory risk is the risk to capital and reputation associated with a failure 
to identify or comply with regulatory requirements and expectations. 
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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 
2014. The Board expects that the remaining uncertainties over the impact 
on the Society of the new Solvency II regime will become clear by the 
end of the year. These uncertainties have been taken into account in the 
capital distribution decision making process. The regulatory environment 
continues to be one of constant change with no signs that the pace will 
slow down during 2015.

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 specified 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 continue to be well managed and are at historically 
low levels. 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 
35%. In short, policyholder value continues to be recreated.

Chris Wiscarson Simon Small 
Chief Executive Finance Director
23 March 2015
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Board of Directors
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Directors’ remuneration report 

Statement from the Remuneration Committee Chair
It is no overstatement to say that the public scrutiny of executive 
remuneration has never been more intense. As Chair of the Remuneration 
Committee, my key consideration is to ensure that the pay and bonus of 
the Chief Executive, the Finance Director and the Executive team are 
closely and effectively aligned to the performance of the Society and its 
long-term success. On this note, I am pleased that the context for making 
remuneration decisions was against the backdrop of another good year for 
the Society.

Review of 2014
During 2014, the Committee made the following key decisions, full details 
of which are set out in the Directors’ remuneration report:

• Assessing executive Director performance against the 2014 targets;

• Agreeing targets for 2015;

• Agreeing to make no change to the Chief Executive’s and the Finance
Director’s base salaries in 2015;

• Agreeing the first vesting under the Finance Director’s Long-Term
Incentive Plan (“LTIP”);

• The introduction of clawback of variable pay, as required under the new
UK Corporate Governance Code (“UKCGC”). More information about
clawback is provided on page 28.

Looking ahead
Over the last five years, the Society has completed a series of multi-year 
programmes to support the successful execution of our strategy. These 
include the settlement of the Staff Pension Scheme, the transfer of the 
Society’s IT systems from Lloyds Banking Group to Atos, the repatriation 
of our unit-linked business, and the sale of our annuity business to  
Canada Life.
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Directors’ remuneration report continued

During this time, the Remuneration Committee considered that successful 
completion of projects which span several years should be rewarded by 
an LTIP, the objectives being distinct from those covered under the annual 
bonus scheme. This has been a successful approach to incentivising and 
rewarding such key multi-year initiatives.

Looking to the future, however, we do not foresee the need for new multi-
year programmes. This does not mean that the Society’s strategy has been 
exhausted, nor any reduction in the responsibilities of executives. What 
it does mean is that it is more difficult to identify strategic objectives 
which differ from those set down in the annual scorecard. Consequently, 
we have decided that there is no need to introduce a new LTIP once the 
current one expires in June 2015.

In making this decision, we have been very mindful that the rewards 
under the LTIP have led to total remuneration that is at a level required 
to attract, retain and appropriately reward the talent required by the 
Society. Consequently, we are considering the introduction from 2016 
of new annual bonus levels so that individuals most key to securing the 
Society’s success continue to be properly rewarded.

Our current thinking is to put in place a higher bonus opportunity but with 
a substantial deferred portion as follows:

• The maximum bonus opportunity for the Finance Director increasing 
from 50% to 80% of base salary, with on target performance increasing 
from 37.5% to 60% of base salary;

• Increasing the amount deferred from 30% of the sum awarded to 50%, 
with the deferred amount being paid in equal instalments on the three 
anniversaries following the initial payment;

• The entire discretionary bonus will be subject to clawback, as defined 
on page 28, for a period of two years following the award; and

• The deferred portion of the bonus will be subject to malus provisions, 
as defined on page 28.
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At the Society, we place great store on engagement with members and 
their feedback. The Committee is therefore inviting you to submit your 
views on our thinking to the Company Secretary at Equitable Life, Walton 
Street, Aylesbury, HP21 7QW, or by email to: feedback@equitable.co.uk. 
We shall also allocate time to discuss the proposal at the AGM in May 2015 
as well as holding member focus groups to hear views directly.

Having listened to those views, we will put forward to the May 2016 
AGM a revised remuneration policy covering any proposed new bonus 
arrangements. Our intention would be for these new arrangements to 
apply, if approved, from 1 January 2016.

I wish to make it clear that we propose no change to the current Chief 
Executive’s bonus arrangements. His maximum opportunity will remain at 
25% of base salary. Our Chief Executive has not participated in any of the 
LTIP schemes over the years and, as you know, has never taken a bonus.  
His objectivity, therefore, in assisting the Remuneration Committee in making 
decisions about the remuneration of the Executive team is much valued.

We put great emphasis on attracting and retaining talented individuals, 
and rewarding their good performance, but without overpaying. In this 
respect, it is a very firm principle that the replacement of the LTIP with 
any increase to bonus levels does not lead to greater levels of overall 
remuneration ‘through the back door’. You have my commitment that this 
will not be the case.

We have thought deeply about the remuneration matters set out in this 
statement and I look forward to hearing members’ views.

Cathryn Riley 
Chair, Remuneration Committee

23 March 2015



Directors’ remuneration report continued

Definitions
Base salary
Guaranteed cash earnings; reviewed annually and paid monthly in twelve 
equal instalments.

Bonus
The annual discretionary bonus rewards achievement of key deliverables 
in the relevant financial year. The maximum possible bonus is expressed as 
a percentage of base salary.

Long-term incentive plan
The long-term incentive plan (“LTIP”), introduced in 2012, finishes 
during 2015. The LTIP has specified business and personal performance 
conditions, which differ from those for the annual discretionary bonus. 
These performance conditions have to be met for payment at on target 
level. Strong personal performance can lead to payment up to the 
maximum under the plan. Of the executive Directors, only the Finance 
Director participates in the LTIP.

Clawback
Clawback provisions allow for the recovery of sums already paid to executive 
Directors. Clawback applies to bonus and LTIP awarded after 1 January 
2015, for a period of two years following award in any of the following 
circumstances: a misstatement of the Society’s financial accounts deemed 
material by the Remuneration Committee; or a failure of risk management 
deemed material by the Remuneration Committee; or gross misconduct by 
the executive Director.

Malus
Malus provisions allow for the forfeiture of bonus in the deferred period 
before it has been paid to the executive Director in any of the following 
circumstances: a re-statement of the Society’s financial accounts; or failure 
by the executive Director to comply with the rules, policies or procedures 
of the Society, or those of our regulators, deemed to be significant by 
the Remuneration Committee; or any adverse post-implementation review 
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findings relating to a project or task, deemed to be significant by the 
Remuneration Committee, for which the executive Director is accountable; 
or dismissal of the executive Director from employment for cause.

Annual report on remuneration
The total emoluments of the Directors were as follows:

Executive Directors’ emoluments
  Performance   Long-term 
 Salary related bonus Benefits1 incentive plan Total
  2013 2014 2013 2014 2013 2014 2013 2014 2013 2014
  £ £ £ £ £ £ £ £ £ £

C M Wiscarson 450,000 450,000 – – 101,712 100,669 – – 551,712 550,669

S A Small 225,000 229,500 112,500 86,063 65,192 65,919 – 135,000 402,692 516,482

Other* 95,795 – – – 11,215 – – – 107,010 –

Total 770,795 679,500 112,500 86,063 178,119 166,588 – 135,000 1,061,414 1,067,151

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

travel to the Society’s Aylesbury office, the associated costs are covered by the Society. 
The Society pays the tax on these benefits. The amount in 2014 for C M Wiscarson was 
£19,491 (2013: £21,375) and for S A Small £38,345 (2013: £37,715), and these sums are 
included under Benefits above.

*   M Earls was paid to 6 May 2013, the end of his contractual notice period. No discretion 
was applied by the Remuneration Committee to these payments which represent his base 
salary and associated benefits. No other payments were made to past Directors.

Benefits
As the Society does not provide an occupational pension scheme for 
Directors, C M Wiscarson and S A Small have no accrued pension entitlements 
(2013: no accrued pension entitlements). Other benefits relate to travel, 
and premiums for medical insurance, permanent health insurance and life 
assurance. 
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Performance–related bonus
Details of the performance objectives of C M Wiscarson and S A Small 
are set out in the 2014 Annual Report and Accounts. In considering  
C M Wiscarson’s performance in 2014, the Board concluded that it was 
most commendable, reflecting success in the repatriation of the unit-
linked book, the sale of the annuity book, and a further material increase 
in the distribution of capital to policyholders. Given this performance,  
C M Wiscarson would have merited a bonus, but the Remuneration 
Committee accepted his wish not to be considered for a bonus. No bonus 
payments have been made to C M Wiscarson since joining in 2009.

S A Small achieved all his objectives. In particular, the Committee noted 
very satisfactory progress on the new financial reporting requirements, 
strategy formulation, and simplification of the Society’s processes, as well 
as effective leadership of strategic projects. The Committee considered 
S A Small’s performance merited an on target bonus of 37.5% of base salary 
(£86,063). Of this, £25,819 is deferred and is payable in January 2016, 
subject to malus, as defined on page 28.

Long-term incentive plan
The first instalment of S A Small’s LTIP vested in June 2014. The Remuneration 
Committee undertook a detailed assessment of performance against the 
plan criteria and the Society’s Internal Audit team independently evidenced 
that the performance criteria had been met. The Committee determined 
that S A Small’s LTIP should vest at 80% of the maximum, higher than 
the 75% on target level, to recognise particularly his contribution of a 
new approach to cost management, known as Simplification and described 
more fully on page 18, which not only provided benefit in 2014 but also 
lays the foundation for a lower cost base in the years to come. 

The sum awarded under the first instalment of S A Small’s plan was £135,000 
(80% of the maximum). This sum is deferred for one year and will not be 
paid to S A Small until later in 2015. 

C M Wiscarson does not participate in the LTIP.
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Payments made to non-executive Directors 
Total payments to non-executive Directors are set out below. No other 
payments were made.

Non-executive Directors  2013 2014 
  £ £

I Brimecome, Chairman  132,500 140,000

Other non-Executive Directors
I A Gibson*  16,558 45,000
K Nicholson  55,000 55,000
D I W Reynolds  45,000 45,000
C Riley  45,000 45,000

Total for non-executive Directors  294,058 330,000

* I A Gibson was appointed on 20 August 2013.

The fees for non-executive Directors, other than the Chairman, were 
last increased in 2012. The Chairman’s fees were last increased in 2013.  
These increases were the first since 2009.

Fees will next be reviewed in the second half of 2015 and any increase 
approved will be applied from 1 January 2016.
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The following provides a summary of our remuneration policy.  
More detail is set out in the Directors’ remuneration report in the 
2014 Annual Report and Accounts, which can be seen on our website 
at www.equitable.co.uk

Directors’ remuneration policy
The decisions regarding remuneration paid to executive and non-executive 
Directors in 2014, as set out above, have been made in line with the 
Directors’ remuneration policy approved by members on 19 May 2014 and 
effective from that date.

The policy is the same as that disclosed in the 2013 Directors’ remuneration 
report save for a number of minor changes:

• Reference to financial years has been updated and some items moved 
within the report;

• The maximum potential value of the LTIP has been reduced, reflecting 
the fact that part of the LTIP has now vested; and

• Clawback provisions in respect of awards under the annual discretionary 
bonus and the LTIP have been added.

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

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 pa; Finance Director: £229,500 pa.

Reflects 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.



34   SUMMARY ANNUAL REPORT 2014   DIRECTORS’ REMUNERATION REPORT

Directors’ remuneration report continued

Benefits

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 benefits from time to time and, where this occurs, 
an explanation will be provided in the subsequent annual Directors’ 
remuneration report.

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

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

Insurance 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 benefits during the year.

The costs of travel to Aylesbury are taxable benefits, 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 financial 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.

Up to 100% of the gross sum is subject to clawback, which may be 
applied in specific circumstances (as defined on page 28), for a period 
of two years following award.

An amount of 30% of the sum awarded is to be deferred with effect from 
the 2014 financial year and is subject to malus (as defined on page 28).

Performance metrics
A ‘balanced scorecard’ is agreed each year setting out specific 
performance objectives. Objectives are determined so that the 
interests of bonus scheme participants and of policyholders are aligned. 
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. 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.
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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
£135,000 vested in 2014. The maximum potential value of the final 
vesting is £168,750. Up to 100% of the gross sum paid under the final 
vesting is subject to clawback provisions for a period of two years 
following award (as defined on page 28). The Chief Executive does not 
participate in the plan.

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

The LTIP comes to an end in 2015.

Performance metrics
Continued effective capital distribution to policyholders; expense 
reduction in line with long-term targets; prompt identification and 
mitigation of risks.
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Non-executive Directors’ fees
Non-executive Directors receive only fees and are not eligible to receive 
benefits, 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.

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.

Fees for the non-executive Directors in 2015 are as follows:

 Annual fee Effective from

Chairman £140,000 1 July 2013

Senior Independent Director and  
Chair of Audit and Risk Committee £55,000 1 July 2012

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

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

Approval
This summary report was approved by the Board of Directors on 23 March 
2015 and signed on its behalf by:

Cathryn Riley 
Chair, Remuneration Committee
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Independent Auditors’ statement 
to the members of The Equitable Life Assurance Society

We have examined the supplementary financial information included 
within the Summary Annual Report for the year ended 31 December 2014, 
which comprises the Summary balance sheet as at 31 December 2014 and 
the Summary profit and loss account for the year then ended and the 
Notes to the supplementary financial information.

Respective responsibilities of the Directors and the Auditors
The Directors are responsible for preparing the Summary Annual Report, 
in accordance with the Companies Act 2006, which includes information 
extracted from the full annual financial statements of The Equitable Life 
Assurance Society for the year ended 31 December 2014.

Our responsibility is to report to you our opinion on the consistency of the 
supplementary financial information, included within the Summary Annual 
Report with those full annual financial statements.

We have audited the full annual financial statements of The Equitable 
Life Assurance Society and issued an opinion, addressed to the Society’s 
members, that the financial statements give a true and fair view of the 
state of the Society’s affairs as at 31 December 2014 and of the Society’s 
results for the year then ended.

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 financial statements or the summary financial 
information since it was initially presented on the website. Legislation 
in the United Kingdom governing the preparation and dissemination of 
financial statements may differ from legislation in other jurisdictions.

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.
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Basis of opinion
Our examination involved agreeing the balances disclosed in the 
supplementary financial information to the full annual financial statements. 
Our audit report on the Society’s full annual financial statements describes 
the basis of our opinion on those financial statements.

Opinion
In our opinion, the supplementary financial information is consistent with 
the full annual financial statements of The Equitable Life Assurance Society 
for the year ended 31 December 2014.

PricewaterhouseCoopers LLP 
Chartered Accountants and Statutory Auditors 
London, United Kingdom

23 March 2015



Supplementary financial information

Summary profit and loss account
For the year ended 31 December 2014

   2013 2014  
  Notes £m £m

Earned premiums, net of reinsurance  10 25
Investment return net of investment expenses  (112) 737
Claims paid, net of reinsurance  (368) (353)

Net operating expenses 2 (70) (39)

Net income/(charge) on the technical account excluding 
changes in technical provisions  (540) 370

Increase/(decrease) in technical provisions, net of 
reinsurance; excluding Excess Realistic Assets  (643) 264

Increase in Excess Realistic Assets 4 103 106

Increase/(decrease) in total technical provisions  (540) 370

Balance on the Technical Account  – –

The key feature of 2014 has been the reduction in low interest rates in 
the last quarter. The Strategic report explains how this has increased the 
value of gilt assets and correspondingly increased the value of technical 
provisions, due to our matching policy. In addition to this, low interest 
rates have led to increases in the value of our swaptions and corporate 
bonds, which has led to a rise in Excess Realistic Assets (“ERA”).
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Summary balance sheet
as at 31 December 2014

2013 2014
Assets Notes £m £m

Investments 3
Land and buildings 3 5
Investments in Group undertakings 22 23
Shares and other variable yield securities 61 134 
and units in unit trusts 
Debt and other fixed-income securities 4,934 5,235
Deposits and other investments 307 328

 5,327 5,725
Assets held to cover linked liabilities 263 310

 5,590 6,035
Reinsurers’ share of technical provisions 2,335 2,413
Other assets 84 76

Total assets 8,009 8,524

Liabilities

Total technical provisions 
Technical provisions excluding Excess Realistic Assets  4 7,204 7,546 
Excess Realistic Assets 4 691 797

 7,895 8,343

Other liabilities  114 181

Total liabilities 8,009 8,524

Low interest rates in 2014 have increased the value of both assets and liabilities.  
The capital position has continued to improve with ERA increasing to £797m.

This summary was approved by the Board on 23 March 2015 and was signed on its 
behalf by:

Simon Small
Finance Director



Notes on the supplementary 
financial information
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1. Basis of presentation
The full financial statements for the Society have been prepared in 
accordance with UK accounting standards and conventions (UK GAAP, 
Companies Act 2006 and ABI 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 financial statements 
and satisfied themselves as to their appropriateness. There have been no 
changes in accounting policy from the prior year.

The supplementary financial information is an extract from the full financial 
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
Net operating expenses include the cost of administration and strategic 
initiatives and other projects. 

Strategic initiatives in 2014 included the costs associated with the transfer 
of IT services to our new IT provider Atos, activity relating to simplifying 
business processes and the buy-back of unit-linked business. Strategic 
costs in 2014 included the cost of settling all obligations in connection 
with the former Staff Pension Scheme.

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 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. Such valuations are based on market observable data including 
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transaction prices, dealer bids and quoted market prices for securities 
with similar credit, maturity and yield characteristics. 

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

In line with the Society’s investment policy, with-profits investments are 
mainly in fixed–interest securities, as follows:

2013 2014
UK with-profits assets mix % %

Gilts 47 57
Corporate bonds 30 23
Short-term gilts and cash 21 17
Property – –
Other 2 3

Total 100 100

4. Technical provisions
Gross technical provisions 2013 2014

£m £m

Non-profit technical provisions 968 1,124

With-profits technical provisions 
Policy values 3,168 3,004
Cost of guarantees 877 1,188
Future charges (265) (248)
Impact of early surrenders (11) –
Other long-term liabilities 243 243

4,012 4,187
Excess Realistic Assets 691 797

Total with-profits technical provisions 4,703 4,984

Long-term business provision 5,671 6,108
Linked liabilities 2,224 2,235

Gross technical provisions 7,895 8,343
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Excess Realistic Assets 2013 2014
£m £m

Opening Excess Realistic Assets 588 691
Increase in Excess Realistic Assets 103 106

Closing Excess Realistic Assets 691 797

Movement in Excess Realistic Assets 2013 2014
£m £m

Opening Excess Realistic Assets 588 691
Investment performance net of changes in policy values 75 84
Variances in expenses and provisions 8 19
Mortality experience and assumption changes – -
Surrender experience and assumption changes (5) (27)
Changes in other valuation assumptions 24 33
Other movements 1 (3)

Closing Excess Realistic Assets 691 797

The primary reason for the increase in the ERA, shown within ‘Investment 
performance net of changes in policy value’, is gains on swaptions and 
corporate bonds, as described in the Strategic report.
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Capital distribution and the cost of guarantees
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: the first 
assuming no capital distribution, as per the accounts; the second assuming 
capital distribution remains at 35% for the remainder of the lifetime of the 
business; and the third assuming capital distribution increases each year 
from 35% in 2015 at a constant rate, which aims to pay out all the capital 
over the lifetime of the business.

Capital Distribution
Nil% 35% 35% 

unchanged increasing
£m £m £m

Total with-profits assets 5,165 5,165 5,165
less:
Technical provisions

Policy values 3,004 3,004 3,004
Cost of guarantees 1,188 517 187
Future charges (248) (132) (132)
Impact of early surrenders – – –
Future capital distributions – 1,352 1,682
Other long-term liabilities 243 243 243

Other liabilities 181 181 181

Working capital for fund (ERA) 797 – –

Under the heading ‘Future capital distributions’, it can be seen that the 
majority of available capital is expected to be distributed with the Claims 
Enhancement Factor at 35%, with approximately £300m available for 
future increases. As the Strategic report discusses, it is not possible to 
forecast how quickly this capital can be distributed.
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April 2015 pension reforms
What’s changing?
For many years, most policyholders have been required to use their 
retirement savings to buy a pension, often referred to as an annuity.  
Since  6 April 2015, you no longer have to buy an annuity. If you are  
over 55, you are able to take all your savings as cash. In most cases,  
25% will be tax free and the remainder taxed at your marginal rate.

Do I have to take all the cash in one go?
No. You can take out lower amounts depending on the minimum withdrawal 
levels that apply from time to time.

What if I still want to buy an annuity?
You can certainly do that, and it is important that you shop around on the 
open market to find the best one for you.

Do I need to take any action now?
If you are thinking of retiring in the next few months, do call us on 0845 
6036771. We can then provide information to help you. In any event, we will 
write to you a few months before your retirement date held in our records.

Are there any other changes I should know about?
There are other detailed changes, particularly about how death benefits 
are taxed. You can find out more on our website: www.equitable.co.uk

Where can I find more information?
You can find a helpful retirement planning tool on our website.

Where can I go for help?
A Government–sponsored service, Pension Wise, offers free impartial 
guidance to policyholders about what to do with their savings at retirement. 
To receive free, impartial guidance, go to www.pensionwise.gov.uk

An Independent Financial Adviser can provide personal financial advice, 
and may charge for this service. You can find an adviser in your area at 
www.unbiased.co.uk

www.pensionwise.gov.uk
www.unbiased.co.uk
www.equitable.co.uk


YOUR QUESTIONS ANSWERED    SUMMARY ANNUAL REPORT 2014    47

Capital distribution
How does the 35% capital distribution work?
We look at the value of your with-profits policy as at 31 December 2014 
and, for every £1,000, we allocate an extra capital distribution of £350 
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, where applicable, and pay out the larger amount.

What do you mean by ‘guaranteed value’?
Most policies have a guaranteed value and this is clearly shown on your 
Annual Statement.

What is capital?
It is money that a company needs to hold to protect itself against things 
going badly wrong that would otherwise lead to insolvency.

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.

Why is the capital distribution not added to my guaranteed 
value?
If we added the capital distribution to the guaranteed value of your policy 
we would have to increase the amount of capital that we hold. That’s the 
opposite of what we are trying to achieve.

Does this 35% replace the 25% distribution announced in 2014? 
Yes.
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How do I know that you will have enough money for 
policyholders who aren’t planning to take their benefits 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 current level now. That doesn’t mean to say it will never go 
down, because it might. We believe this best meets the balance between 
policyholders who want to take their benefits now and those who want to 
take theirs in the years to come.

Where can I find more about capital distribution?
On our website: www.equitable.co.uk

www.equitable.co.uk
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