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REPORT OF THE WITH-PROFITS ACTUARY 

1. SUMMARY 

1.1. The purpose of this report is to review the impact on policyholders invested in, and on 
non-profits policyholders with the option to invest in, either the Clerical Medical 
Investment Group Limited With Profits Sub Fund (“CMIG WPF”) or the Scottish 
Widows plc With Profits Fund (“SW WPF”) (collectively referred to in this report as 
the “policyholders with benefits paid from the CMIG and SW WPFs”) of the proposed 
transfer pursuant to Part VII of the Financial Services and Markets Act 2000 (the 
“Transfer”) of the insurance businesses of:  

(i) Scottish Widows plc ("SW"); 

(ii) Scottish Widows Annuities Limited (“SWA”); 

(iii)  Scottish Widows Unit Funds Limited (“SWUF”); 

(iv)  Pensions Management (S.W.F.) Limited (“PMSWF”);  

(v) Clerical Medical Managed Funds Limited (“CMMF”); 

(vi)  Halifax Life Limited ("HLL"); and 

(vii)  St Andrew's Life Assurance plc ("SAL")  

(collectively referred to as the “Transferors”) 

into  

Clerical Medical Investment Group (“CMIG” and also the “Transferee”). 

Collectively, the Transferor Companies and the Transferee are referred to as the 
“Companies”. 

1.2. A court approved insurance business transfer scheme (the “LGBI 2015 Scheme”) 
effects the transfer of the assets and liabilities of the SW WPF in SW into a newly 
created with-profits fund with the same name in the Transferee which already holds 
the CMIG WPF.  

1.3. The existing schemes of transfer, which established the post-demutualisation 
structures of CMIG (1996) (“CMIG Scheme”) and SW (1999) (“SW Scheme”) 
(together the “Existing Schemes”), defined particular aspects of the operation of the 
CMIG and SW WPFs (respectively) and will cease to have effect following the 
implementation of the LBGI 2015 Scheme. Whilst other Schemes are in scope of the 
LBGI 2015 Scheme this Report only concerns itself with the Schemes relating to the 
operations of the CMIG and SW WPFs, namely the Existing Schemes named in this 
paragraph. 

1.4. Policyholder terms and conditions are unchanged for all policies issued, and 
specifically those issued by CMIG, HLL and SW.  
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1.5. I have considered the financial security of benefits, benefit expectations and the fair 
treatment of policyholders with benefits paid from the CMIG and SW WPFs on the 
basis that the Transfer takes place.  

1.6. It is my view as With Profits Actuary (“WPA”) that: 

(i) After the Transfer the SW WPF and the CMIG WPF will continue to operate 
as separate WPFs in the Transferee. All material with-profits policyholder 
safeguards enshrined in the Existing Schemes have been transposed to the 
LBGI 2015 Scheme. In particular with-profits policyholders will continue to 
benefit from capital support arrangements which materially replicate those 
provided by the Existing Schemes, albeit updated to reflect Solvency II 
regulations where appropriate.  

(ii) At the same time, further  updates are being made to the LBGI 2015 Scheme, 
so that this Scheme can operate under the new Solvency II regulations 
without ambiguity. The changes of this nature include updates to provisions in 
relation to the SW WPF investment policy and expenses. These further 
updates do not materially adversely impact SW WPF policyholder benefit 
expectations, as their  results under the Solvency II regulations are sufficiently 
similar to those results which would have been produced under Solvency I. 
Furthermore, the new solvency regime would have needed to be applied in 
any case under the SW Scheme. There are no significant Solvency II updates 
required to the LBGI 2015 Scheme in relation to the operation of the CMIG 
WPF.    

(iii) The risk profiles of the Companies that are being brought together by the 
Transfer are similar, except for the Transferee’s overseas mis-selling risk and 
SW’s pension fund obligation risk. Policyholders with benefits paid from the 
CMIG and SW WPFs will become directly exposed to the risks associated 
with the other Companies, but only to the extent that the Combined Fund is 
unable to meet losses arising from these risks (other than those to which each 
WPF is already exposed).  

(iv) Whilst the risks to which both the CMIG and SW WPF policyholders are 
exposed will change on Transfer, the capital held against all of these risks is 
set in line with LBGI capital and risk appetite policy. This policy is to maintain 
a 1-in-10 year event capital buffer over and above the Solvency I Pillar 2 (1-in-
200 year event) solvency requirements. The mis-selling risk, in particular, 
requires a significant level of judgement when setting its capital requirement, 
but the LBGI capital and risk appetite policy results in substantial amounts of 
capital being held against this risk. Whilst noting the level of judgement 
involved, I consider the capital held to be appropriate. The security of benefits 
for policyholders with benefits paid from the CMIG and SW WPFs is not be 
materially adversely impacted as a result of the LBGI 2015 Scheme.  

(v) The projected Solvency I Pillar 2 position of the Transferee at the LBGI 2015 
Scheme Effective Date (the “Effective Date”) shows that it is expected to be 
meeting its 1-in-10-year risk capital buffer post-Transfer. The Solvency I Pillar 
2 position of Transferee at the Effective Date is higher post-Transfer than for 
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SW pre-Transfer, the entity which most closely compares with it. This is 
largely a result of greater diversification of risks through combining the risks 
into one company and combining all capital resources. However, I would 
expect any solvency improvement resulting from the Transfer to be distributed 
in due course as a dividend to the Transferee’s owner, Scottish Widows 
Group Limited, rather than providing any further security to policyholders.    

(vi) Significant regulatory surplus capital in the Transferee is expected on the 
current regulatory Solvency I Pillar 1 regime at the Effective Date, however 
the Pillar 1 regime ceases to apply immediately after the Effective Date.  

(vii) The solvency position under the new regulatory Solvency II regime due to 
come into effect on 1 January 2016 is expected to show a similar position to 
that of  Solvency I Pillar 2 in the Transferee, post-Transfer. This expectation is 
contingent on receiving certain regulatory approvals. These applications are 
still in progress. Since non-approval may result in the Transferee being unable 
to meet the LBGI capital and risk appetite policy in full post-Transfer, I will 
continue to monitor the pro forma solvency position and risk profile of the 
Transferee, with particular focus on the outcomes of the Solvency II regulatory 
approvals being sought. I will provide an update in my Supplementary Report 
prior to the final High Court Sanction hearing in November 2015. 

(viii) The Existing Schemes contain several redundant provisions (i.e. provisions  
that have become no longer applicable over time). These have not been 
included in the LBGI 2015 Scheme. As noted above, however, all material 
with-profits policyholder safeguards enshrined in the Existing Schemes that 
are still capable of having effect have been transposed to the LBGI 2015 
Scheme. There is no materially adverse impact on CMIG WPF and SW WPF 
policyholders as a result of the removal of redundant provisions. 

(ix) The governance of the with-profits funds will be updated as a direct result of 
the LBGI 2015 Scheme to reflect developments in best practice and 
regulatory changes that have taken place since the Existing Schemes were 
implemented. Under the LBGI 2015 Scheme all key decisions will be taken by 
the Board, having first taken appropriate actuarial advice. The minimum such 
advice is set out in the LBGI 2015 Scheme and it must include advice from 
the WPA for matters that may affect the security or benefit expectations of 
with-profits policyholders. The With-Profits Committee (“WPC”) will continue to 
provide advice to the Board in relation to the management of the CMIG and 
SW WPFs in accordance with its terms of reference.  

(x) There are no material changes to the principles or practices by which the 
CMIG and SW WPFs are managed as a result of the LBGI 2015 Scheme.      

(xi) The administration and management of individual policies and the treatment 
of policyholders with benefits paid from the CMIG and SW WPFs remain 
unchanged as a result of the LBGI 2015 Scheme. 

WPA REPORT V1.0  Page 4 of 37 
 



WPA Report    

(xii) The policyholder communications being proposed adequately explain the 
material effects of the LBGI 2015 Scheme to the different categories of WPF 
policyholder. 

1.7. I therefore conclude that the LBGI 2015 Scheme does not result in a materially 
adverse impact on the financial security of benefits, benefit expectations or the 
fairness of treatment of policyholders with benefits paid from the CMIG and SW 
WPFs.
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2. INTRODUCTION 

2.1. This Report has been written for the Boards of CMIG, SW and HLL in my capacity as 
the WPA for these companies. The Report will also be made available to the 
regulators as guided by 2.67 of Appendix 2.4 of the Policy Statement 7/15 (issued by 
the Prudential Regulation Authority (“PRA”)) which became effective on 2 April 2015. 
These state that the report on the Transfer from the WPA would usually be made 
available to the regulators. It has been prepared in accordance with Financial 
Conduct Authority’s (FCA) requirements set out in SUP 4.3.16A. 

2.2. The purpose of this Report is to review the impact of the proposed Transfer and the 
LBGI 2015 Scheme on with-profits policyholders invested in, and on non-profit 
policyholders invested in or having the option to invest in, either the CMIG WPF or 
the SW WPF, including through reinsurance arrangements.  

2.3. In performing my work, I have considered the impact of the Transfer and LBGI 2015 
Scheme on the affected classes of CMIG and SW WPF policyholders in respect of: 

(i) Security of policyholder benefits; 

(ii) Policyholders’ benefit expectations including: 

 Payouts (including bonus rates and surrender values); 
 Investment policy; 
 Capital support mechanisms; 
 Estate distribution; and 
 Allocation of expenses and investment fees to with-profits business. 

(iii) Changes to governance including changes to the Principles and Practices of 
Financial Management (“PPFM”); 

(iv) Policy administration service standards; and 

(v) Communications with policyholders. 

2.4. The LBGI 2015 Scheme will transfer all of the long-term insurance business of the 
Transferors into the Transferee. All of the Companies are subsidiaries of Lloyds 
Banking Group plc (“LBG”). All LBG’s insurance subsidiaries are collectively referred 
to as LBG Insurance (“LBGI”). Only CMIG and SW have WPFs, although HLL does 
reinsure a small amount of with-profits business into the CMIG WPF.  

2.5. If approved, the Transfer will be effected by the LBGI 2015 Scheme under Part VII of 
the Financial Services and Markets Act 2000 (“FSMA”) and will consist of the 
following: 

 Assets and liabilities, rights and responsibilities of the Transferors will transfer to 
the Transferee, including assets and liabilities of the SW WPF, which will transfer 
into a newly created with-profits fund with the same name in the Transferee; 
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 All assets and liabilities, rights and responsibilities of CMIG will remain in CMIG 
including the CMIG WPF which will retain its current name and remain as a 
separate fund in the Transferee and, in particular, will remain distinct from the SW 
WPF; and 

 The Transferee will, subject to approval by Companies House, be renamed as 
Scottish Widows Limited and its registered office changed to 25 Gresham Street, 
London EC2V 7HN. 

2.6. The LBGI 2015 Scheme will replace the Existing Schemes and become the 
governing Scheme for the CMIG and SW WPFs.   

2.7. The Effective Date is expected to be 31 December 2015.  

2.8. If the LBGI 2015 Scheme were not to be implemented then the CMIG WPF and SW 
WPF would continue to operate under the Existing Schemes. In this circumstance 
separate applications may be made to update one or both of the Existing Schemes to 
clarify how they are to operate under the new regulatory Solvency II regime. These 
clarifications have been incorporated into the LBGI 2015 Scheme, so will be in place 
if the LBGI 2015 Scheme is implemented. 

2.9. I understand that the PRA will consult EEA regulators and other foreign regulators as 
required on any additional communication requirements they have for policyholders 
habitually resident in the EEA. 

2.10. In this report I have considered whether the Transfer has any materially adverse 
impact on the following groups of policyholders (collectively, “with benefits paid from 
the CMIG and SW WPFs”): 

 CMIG and SW with-profits policyholders with benefits payable from the CMIG 
WPF and SW WPF respectively; 

 CMIG and SW policyholders that have an option to invest directly in either the 
CMIG WPF or SW WPF respectively, but are not currently invested;  

 SW and CMIG non-profit policyholders with benefits payable from the SW 
WPF and CMIG WPF respectively; 

 HLL with-profits policyholders with benefits payable from the CMIG WPF via 
an internal reinsurance arrangement between HLL and CMIG; and 

 CMI Insurance Company Limited (“CMIIC”), CMI Insurance (Luxembourg) SA 
(“CMIIL”), LCL Assurance Company Limited (“LCLAC Ltd”) and  Aviva Life & 
Pensions UK Limited (“ALP UK Ltd”) who, by holding reinsurance 
arrangements with CMIG or SW that allow their with-profits policyholders to 
have investment interest in the CMIG and SW WPFs respectively, have a 
corporate interest in the Transfer. For the avoidance of doubt I consider these 
companies to be CMIG or SW WPF policyholders, via their respective 
reinsurance arrangements. I do not consider the impact of the Transfer on 
policyholders invested directly in CMIIC, CMIIL, LCLAC Ltd and ALP UK Ltd. I 
have not considered any other policyholders in scope of the Transfer that 
have not been described above.  
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2.11. The Report should be read in conjunction with the full terms of the LBGI 2015 
Scheme.  

Status and Disclosure 

2.12. I have been a Fellow of the Institute of Actuaries since 1988 and hold a WPA 
certificate issued by the Institute & Faculty of Actuaries. I have been the WPA for SW 
since 1 December 2005 and since 21 November 2013 for CMIG and HLL.  I have 
over 30 years of experience working in the UK life assurance industry. 

2.13. I am an employee of Scottish Widows Services Limited, which is a wholly owned 
subsidiary of LBG. I am also a company-nominated trustee director for the Scottish 
Widows Retirement Benefits Scheme. 

2.14. I do not have an interest in any insurance policies with any of the Companies other 
than in relation to Additional Voluntary Contributions made as a member of the 
Scottish Widows Retirement Benefit Scheme. I have a direct interest in shares of 
LBG, including a conditional allocation made under a Long Term Incentive Plan. 

2.15. I consider myself to be free from conflict that would prevent me from assessing the 
impact of the 2015 LBGI Scheme on policyholder benefits and the security of those 
benefits. 

Other Advice and Opinions 

2.16. Mr D Murray of Deloitte MCS Limited has been retained by the Boards of the 
Companies in the capacity of Independent Expert (IE) and has been approved as 
such by the PRA.  In finalising my report, I have read a draft of his Report on the 
terms of the LBGI 2015 Scheme and considered his conclusions. 

2.17. In addition, I have read and considered the Report of the Actuarial Function Holder 
(“AFH”), Mr R McIntyre, which assesses the impact of the LBGI 2015 Scheme on the 
policyholders of all the Companies. 

2.18. I understand that the LBGI Board has no plans to change the LBGI capital and risk 
appetite policy and, specifically, that it will not change as a result of implementing the 
LBGI 2015 Scheme. 

Definitions and Abbreviations 

2.19. A list of the defined terms and abbreviations used in this report is included in Annex 
A. 

Compliance with Technical Actuarial Standards 

2.20. This report has been prepared in accordance with, and complies with, the Technical 
Actuarial Standards on Insurance, Data, Modelling, Transformations and Reporting 
issued by the Financial Reporting Council. 
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Structure of Report 

2.21. This report is structured as follows: 

- Section 3 provides an overview of the 2015 LBGI Scheme in relation to the 
CMIG and SW WPFs; 

- Section 4 provides an overview of the operation of the CMIG and SW WPFs; 

- Section 5 outlines the detailed impact of the LBGI 2015 Scheme on CMIG and 
SW WPF policyholders; and 

- Annex A lists the defined terms and abbreviations used in this report. 
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3. OVERVIEW OF THE 2015 LBGI SCHEME IN RELATION TO THE CMIG AND SW 
WPFS 

3.1. The diagram below shows the CMIG and SW WPFs in context of the Companies, 
under the Existing Schemes and the Transferee under the LBGI 2015 Scheme. In 
summary, the CMIG and SW WPFs will continue as separate with-profits funds within 
the post-Transfer structure. The remaining business of the Transferee and all 
Transferors, i.e. all business not carried out by the WPFs, will be brought together 
into a single ‘Combined Fund’. 

Notes:   

1. All figures are admissible assets net of current liabilities and (to avoid double-counting) net of the regulatory 

value of insurance subsidiaries per PRA Returns as at 31/12/2014. 
2. Funds for the main entities (SW and CMIG) have been split out to illustrate the with-profits elements and the 

ownership of the subsidiaries. 
3. It is assumed that the post-transfer structure will combine the shareholder and non profit funds (the 

“Combined Fund”) as this distinction no longer exists under the Solvency II regime.  
4. Subsidiaries of SW (SWA, PMSWF and SWUF) and CMIG (HLL, SAL and CMMF) have no with-profits fund 

but have both shareholder and non profit funds which map to the Combined Fund in the “Post-Transfer” picture. 
5. Some HLL policyholders invest (or have the right to invest) in the CMIG WPF. Such investments are 

reflected in the CMIG WPF’s net assets.  

3.2. The Companies in scope of the LBGI 2015 Scheme are all part of LBGI. The current 
structure shown above highlights that all Companies (bar SW itself) are subsidiaries 
of SW. However, immediately before the Effective Date of the Transfer the ownership 
of CMIG and all of its subsidiaries will be changed so that CMIG becomes directly 
owned by Scottish Widows Group Limited, which is the most senior company in 
LBGI’s corporate structure (Scottish Widows Group Limited is not shown in the 
diagrams). SW will continue to be a subsidiary of Scottish Widows Group Limited. 
Making these changes creates the structure which will allow CMIG, as Transferee, to 
accept the transfer of the business from all the Transferors, including SW. This 
change of company ownership structure within the LBGI Group will, in isolation, have 
no material impact on policyholder security or benefit expectations. At the Effective 
Date CMIG will, subject to approval by Companies House, be renamed Scottish 
Widows Limited, with its registered office changed to 25 Gresham Street, London 
EC2V 7HN. Further details of the LBGI corporate structure and the Companies are 
covered in detail in the AFH Report. 
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3.3. The Existing Schemes will cease to have effect on the Effective Date and relevant 
ongoing provisions will be transposed into the LBGI 2015 Scheme with the intention 
that the security and benefit expectations of all policyholders with benefits paid from 
the CMIG and SW WPFs will not be materially adversely impacted as a result of the 
Transfer. In doing so, the transposed provisions of the Existing Schemes have been 
amended where appropriate to reflect changes in the regulatory regime that have 
occurred since they were implemented and in respect of the Solvency II regulations 
which are expected to take effect as from 1 January 2016. In addition, provisions of 
the Existing Schemes that have become redundant over time have not been carried 
forward in the LBGI 2015 Scheme. The key redundant provisions in relation to the 
operations of the CMIG and SW WPFs are: 

 SW Scheme WPF Contingent Loan, its repayment and tax sharing arrangements 
(see 4.17 for details); 

 SW Scheme Capital Reserve (see 4.25 for details);  

 CMIG Scheme Bonus Deficit Account (see 4.44 and 5.51-5.53 for details); and  

 Existing Schemes’ Principles of Financial Management (see 5.62 for details). 

3.4. The LBGI 2015 Scheme does not result in any transfers of assets or liabilities into or 
out of the CMIG WPF. The existing SW WPF will transfer in its entirety to form a 
newly created, but identically named, SW WPF in the Transferee. The CMIG and SW 
WPFs in the Transferee will remain separately operated and their existing support 
arrangements will be replicated post-Transfer, albeit updated to reflect Solvency II 
regulations. A new provision has been introduced to the LBGI 2015 Scheme which 
would allow the merger of the WPFs if in the future one becomes too small (less than 
£500m in size) to operate effectively on its own. A further provision allows either WPF 
to be closed, as an alternative to merger, if it becomes small (less than £500m in 
size). The LBGI 2015 Scheme requires that a decision to merge or close WPFs can 
only be taken if there would be no materially adverse impact  on the security and 
benefit expectations of affected policyholders. Further details are provided in 
paragraphs 5.66 - 5.69 below. 

3.5. As a result of the Transfer being carried out under the LBGI 2015 Scheme there will 
be no material changes to investment policy, estate distribution, expense allocations, 
policy charges, tax or the methodology for setting payouts for existing with-profits 
policyholders of the CMIG or SW WPF; the CMIG and SW WPFs will continue to be 
managed in accordance with their respective, and publicly available, PPFMs albeit 
some non-material changes will be made to them to reflect the LBGI 2015 Scheme.  
Some changes to these aspects of the CMIG and SW WPFs will result from the 
amendments to the Existing Schemes’ provisions to reflect Solvency II, but these 
would have been required irrespective of the Transfer.  

3.6. Since the Existing Schemes were implemented, there have been a number of 
regulatory changes impacting the governance of with-profits funds. The LBGI 2015 
Scheme reflects these changes. Under the LBGI 2015 Scheme all key discretionary 
decisions will be taken by the Transferee Board, having first taken appropriate 
actuarial advice. The Transferee WPC will continue to inform decision making in 
relation to the management of the CMIG and SW WPFs in accordance with its 
agreed terms of reference. 
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4. OVERVIEW OF THE OPERATION OF THE CMIG AND SW WPFS 

4.1. This section provides an overview of the current operation of the CMIG and SW 
WPFs, paying particular attention to the benefit expectations of with-profits 
policyholders. Section 5 considers the effect of the LBGI 2015 Scheme on CMIG and 
SW WPF policyholders. 

4.2. The Clerical, Medical and General Life Assurance Society demutualised on 1 
January 1997 and the Scottish Widows Fund & Life Assurance Society was 
demutualised on 3 March 2000.  For each company demutualisation Schemes of 
Transfer (together the “Existing Schemes”) were established, which are binding legal 
documents approved by the Courts.  Each Existing Scheme governs the operation of 
its own with-profits fund following the transfer of business to companies newly 
established at that time (CMIG and SW respectively) and provides essential 
information on how the with-profits business is to be managed. 

4.3. In addition to the Existing Schemes, the management of each WPF is also governed 
by its PPFM which are published on the relevant CMIG and SW websites.  

4.4. The Existing Schemes both aimed to maintain a continuity of benefit expectations 
following each demutualisation, for pre-demutualisation with-profits policies. In 
addition, for pre-demutualisation with-profits policies the Existing Schemes made 
provision for potential additions to policy bonuses that might not have occurred had 
they not demutualised.  

4.5. The SW Scheme draws a greater distinction between the rights and management of 
pre-demutualisation with-profits policyholders and those sold after demutualisation, 
when compared to the CMIG Scheme. The following sections provide more detail on 
the operation of the SW and CMIG WPFs, but in particular,  

a) for SW only policies sold before demutualisation are eligible for distributions from 
the Additional Account, whereas for CMIG the estate is distributed to eligible pre- 
and post-demutualisation policies; and 

b) for SW the there are specific provisions relating to the investment policy for pre-
demutualisation policies, whereas investment management for the CMIG WPF 
considers the entire fund. 

SW WPF  

Background 

4.6. The SW WPF is a separate fund within the SW Long Term Fund (“LTF”) that contains 
conventional with-profits policies, the unitised with-profits (“UWP”) element of unitised 
policies written in the SW Non Profit Fund (“NPF”), and non-profit policies. These 
policies were sold predominantly in the UK.  

4.7. The SW WPF also contains some non-profit policies. Any profits or losses arising on 
these non-profit policies accrue to the SW WPF (specifically the Additional Account 
described in 4.18) and only impact on the payouts received by holders of SW with-
profits policies that were started before demutualisation in 2000. 
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4.8. For some time, the number of new SW WPF policies has been low and so the size of 
the SW WPF is expected to reduce over time. 

Reinsurance 

4.9. The SW WPF accepts with-profits reinsurance business in a relatively small volume 
from the external (non-LBG) companies listed below. The with-profits investments of 
policyholders of these companies are managed in line with the relevant reinsurance 
treaty and the SW PPFM. The companies are:  

a) LCLAC Ltd, a company which has recently been sold by LBG and was named 
Scottish Widows International Limited prior to that sale (the company was out of 
scope of the proposed 2015 Scheme regardless of this sale); and  

b) ALP UK Ltd, which has acquired the business of the company, Royal Scottish 
Assurance, which originally reinsured the with-profits benefits to the SW WPF.  

SW WPF With-Profits Payouts 

4.10. For pre-demutualisation with-profits policies, the SW Scheme states that payout 
policy (including payments made for early encashments) should reflect expectations 
built up by the former Society’s practice, though recognising that with-profits payout 
philosophies continue to develop over time.  

4.11. The SW Scheme does not prescribe the approach to be adopted to achieve these 
aims, but they are described, along with the methods adopted for post-
demutualisation with-profits policies, in the SW PPFM.    

SW WPF Investment Policy  

4.12. The most significant component of with-profits policyholder payouts is the investment 
return earned on the assets backing each group of with-profits policies which 
depends on, amongst other things, the proportions invested in the different asset 
types set in accordance with SW WPF’s investment policy.   

4.13. For pre-demutualisation with-profits policies, the SW Scheme stipulates that the 
investment policy should seek to optimise the investment returns whilst recognising 
the need to safeguard the financial security of the SW WPF and maintaining solvency 
of a Notional Mutual Company (which can also include some support from 
shareholder assets held outside the SW WPF).  

4.14. The Scheme does not set any requirements relating to investment policy for post-
demutualisation with-profits policyholders; this is set by the SW Board in accordance 
with the PPFM.  

SW WPF Support Mechanisms  

4.15. Costs arising from with-profits policy guarantees (net of guarantee charges) and 
financial options such as guaranteed annuity options in relation to pre-
demutualisation policies are met by certain memorandum accounts defined in the SW 
Scheme and held in the SW WPF in the first instance, although further support is 
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available, if required, from SW NPF capital (or failing that SW Shareholder Fund 
(“SHF”) capital. Two tests defined in the SW Scheme, the “Statutory Test” and the 
“PRE Test”, provide mechanisms under which this support can be provided to the 
WPF. In the LBGI 2015 Scheme the PRE Test is renamed as the TCF Test.  

4.16. With the aim of providing support for SW WPF’s with-profits investment policy and to 
safeguard SW NPF capital as a contingency for support to the SW WPF in extremis, 
the SW Scheme provides further capital support arrangements to the SW WPF which 
may ultimately limit distributions to shareholders in certain circumstances. 

4.17. Under the SW Scheme the SW NPF provided a contingent loan to the SW WPF in 
relation to future profits on certain pre-demutualisation business in the SW NPF in-
force at demutualisation. The (annual) repayment of this loan is conditional on profits 
arising on this business being transferred from the SW NPF to the SW WPF, and the 
repayments of the contingent loan from the SW WPF to the SW NPF are equal to 
that annual profit transferred. The SW Scheme also stipulates a tax sharing 
arrangement between the SW WPF and the SW NPF in relation to these profits 
which, following changes to tax regulation that became effective on 1 January 2013, 
has no economic impact on either fund.  As they no longer have any economic effect 
these provisions have not been copied over to the LBGI 2015 Scheme. 

SW WPF Distribution of the Additional Account 

4.18. Under the SW Scheme assets were set aside at demutualisation, and allocated to a 
memorandum account named the Additional Account, to be used to enhance payouts 
over time for pre-demutualisation with-profits policies to the extent not required to 
meet certain specified liabilities such as guarantee costs. The SW Scheme requires 
that this payout enhancement is made prudently. In addition, under the SW Scheme, 
unclaimed demutualisation compensation monies are also used to enhance payouts 
to pre-demutualisation with-profits policyholders. 

4.19. Under the SW Scheme the distribution of the Additional Account applies only to pre-
demutualisation with-profits policyholders. No equivalent distributions are made 
presently nor are any expected in the reasonably foreseeable future for post-
demutualisation with-profits policyholders.   

SW WPF Deductions 

4.20. Expense charges for conventional with-profits (“CWP”) policies are regulated by the 
Scheme and are broadly limited to 1998 expense levels plus inflation (at RPI plus 
0.75% a year). Every five years, a review may reduce the charge, sharing any 
savings between policyholders and shareholders. Other than the inflation increases, 
the charge can only increase at every second review (the next is due to take effect 
from 2020), but only if there has been an exceptional change in factors affecting 
expense levels for other companies as well as SW. Investment management fees 
charged to the fund are subject to similar reviews.  

4.21. For pre-demutualisation UWP policies, annual management charges are fixed by the 
SW Scheme and are non-reviewable. For post-demutualisation UWP policies, annual 
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management charges are set with reference to policy terms and conditions and may 
be reviewable under certain circumstances depending on the policy.  

4.22. Under the SW Scheme, outstanding provisions for certain liabilities were allocated to 
the SW WPF at demutualisation. The SW Scheme also defines specific potential 
liabilities that are identified after the date of demutualisation, but relate to actions 
carried out pre-demutualisation, to be allocated to the SW WPF; these include, for 
example, fraud or mis-selling. 

4.23. The shareholder is entitled to 1/9th of the value of bonuses allocated to conventional 
with-profits policies each year, excluding any payout enhancements resulting from 
SW’s demutualisation. For this purpose, the value of regular bonuses is currently 
calculated using a prudent valuation basis consistent with current valuation 
regulations.  

4.24. The Scheme requires that for pre-demutualisation business, tax is charged by 
reference to a standalone notional mutual company. The intention is to reflect tax that 
would have been borne had the society not demutualised. For post-demutualisation 
business, the tax charge is to be in accordance with an appropriate interpretation of 
policyholders’ reasonable expectations. Any difference between the actual tax 
charged to SW and the tax charge to the SW WPF is debited or credited to SW 
shareholder assets. 

Capital Reserve 

4.25. The SW Scheme introduced a memorandum account (named the “Capital Reserve”) 
that was designed to track the shareholder’s initial investment in SW, with the 
expectation that it would potentially be needed as a reference point for future 
shareholder tax computations. Following changes under the Finance Act 2003 the 
Capital Reserve became largely redundant and following further changes to the tax 
regime from 2013 it no longer has any financial or other effect, and is now only 
tracked to comply with the SW Scheme. As it no longer serves any purpose it has not 
been copied over to the LBGI 2015 Scheme. 

SW WPF Governance 

4.26. While most significant decisions are reserved for the SW Board, the Scheme does 
specify that certain matters are reserved to the Appointed Actuary. The Scheme also 
requires that the Board takes certain decisions “on the advice of” the Appointed 
Actuary or taking account of that advice. Furthermore, the SW Scheme requires the 
Appointed Actuary to certify compliance with the Scheme in the annual PRA returns.  

4.27. Following changes to the regulatory regime, the Appointed Actuary role that existed 
at the time the SW Scheme was effected was eliminated. Where the SW Scheme 
requires decisions or advice from the Appointed Actuary in relation to with-profits 
policies or the operation of the SW WPF, this is now taken to be the WPA in practice.    

4.28. In addition, the SW WPC now provides input to the SW Board with regards to the 
exercise of its discretion in respect of the SW WPF. Any aspect of discretion in 
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relation to the SW WPF is only exercised in a manner that is first approved by the 
SW Board. 

CMIG WPF 

Background 

4.29. The CMIG WPF is a separate sub-fund within the CMIG LTF that contains CWP 
policies, deposit administration policies and the UWP element of unitised policies, 
written in CMIG and HLL and sold both in the UK and overseas. UK policies include 
those sold with attaching guaranteed annuity options. Overseas policies are 
predominantly Euro-denominated, but also includes some Dollar- and Sterling-
denominated business. 

4.30. With-profits immediate annuities relating to deferred annuities sold in Germany and 
Austria are likely to be written in the fund, when they come to vest in the future. This 
is not affected by the LBGI 2015 Scheme. Over a number of years the volumes of 
this business will become material in the context of the CMIG WPF, but not in the 
context of the company as a whole. It is the shareholder, not the CMIG WPF, that 
would bear any operational losses arising from these policies.  

4.31. For some time, the number of new CMIG WPF policies being written has been low 
and so the size of the CMIG WPF is expected to reduce over time. 

Reinsurance 

4.32. The CMIG WPF accepts reinsurance of a small amount of with-profits benefits from 
HLL which does not itself maintain a with-profits fund. Payouts to HLL policyholders 
are made in relation to their investments in the CMIG WPF, which are set in line with 
the methods described in the CMIG PPFM. 

4.33. The CMIG WPF accepts reinsurance of a small amount of with-profits business from:  

(i) CMIIC and CMIIL, companies which are part of LBGI but which are out of scope 
of the Transfer; and 

(ii) ALP UK Ltd. When this reinsurance was effected the original cedant was 
NatWest, but the business in scope of this reinsurance treaty has subsequently 
transferred to ALP UK Ltd.    

Transfers from CMIG to CMIIC, CMIIL and ALP UK Ltd in relation to policyholder 
payouts and charges are set in line with their respective reinsurance treaties and the 
CMIG PPFM.  

CMIG With-Profits Payouts  

4.34. The CMIG Scheme states that the WPA will certify that the bonus policy of the CMIG 
WPF has regard to the interests of pre-demutualisation with-profits policyholders and 
is not constrained in any way other than by legislation or the financial position of the 
fund.  
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4.35. The CMIG Scheme provides a high-level description of methods to adopt to achieve 
these aims. They are also described, along with the methods adopted for post-
demutualisation with-profits policies, in the CMIG PPFM.   

CMIG WPF Investment Policy 

4.36. The most significant component of with-profits policyholder payouts is the  investment 
return earned on the assets backing each group of with-profits policies which 
depends on, amongst other things, the proportions invested in the different asset 
types being set in accordance with CMIG WPF’s investment policy.   

4.37. The CMIG Scheme states that the WPA will certify that the with-profits investment 
policy of the CMIG WPF has regard to the interests of with-profits policyholders and 
is not constrained in any way other than by legislation or the financial position of the 
fund. The CMIG PPFM interprets these constraints on the financial position as taking 
the following factors into consideration: 

 The nature and term of liabilities; 
 The impact of guarantees within the liabilities under a variety of economic 

scenarios; 
 The resources available to manage the risks; and 
 Policyholders' reasonable expectations. 

CMIG WPF Support Mechanisms 

4.38. Costs arising from with-profits policy guarantees (net of guarantee charges) and 
financial options, such as guaranteed annuity options, are met by the CMIG WPF in 
the first instance although further support is available in extremis from CMIG NPF 
capital (or failing that, CMIG SHF capital).  

4.39. The Scheme specifies that the CMIG WPF may accept financial assistance from 
CMIG or LBG, but it does not require the fund to be run on the basis that this support 
will be available. 

CMIG WPF Distribution of Excess Estate 

4.40. To the extent that the CMIG WPF contains assets not needed to meet policyholder 
liabilities and guarantee costs (“Excess Estate”), the CMIG Scheme does not give 
guidelines about their distribution. However subject to meeting certain liabilities 
including those described in clause 4.38, management is distributing any Excess 
Estate to eligible policyholders by enhancing their policy payouts. Broadly speaking 
eligible policies are those which started before 1 January 2011; the PPFM gives 
details of eligibility. 

CMIG WPF Deductions 

4.41. The CMIG Scheme states that annual deductions from the CMIG WPF in respect of 
conventional with-profits policy expenses and investment management charges must 
be properly attributable, and fair and equitable as the CMIG Board decides, having 
taken advice from the WPA. For pre-demutualisation UWP business, the annual 
management charge levied on the CMIG WPF is fixed explicitly by the CMIG 
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Scheme. In addition, the shareholder receives an annual transfer of 1% of the face 
value of the deposit administration business. 

4.42. Annual expenses or charges debited to other policies (e.g. post-demutualisation) are 
described in policyholder terms and conditions (i.e. not in the CMIG Scheme).  

4.43. In addition to the annual charges, the CMIG Scheme allows some other deductions 
to be debited from the CMIG WPF. For example: costs in respect of property 
investment management, and other costs that are fair, having regard to the terms of 
the Scheme. 

4.44. Amounts transferred to the shareholder from the CMIG WPF out of the surplus of 
assets over liabilities must not exceed 1/9th of the cost of all bonuses declared on 
certain conventional (also known as “traditional”) with-profits policies. For this 
purpose the cost of regular bonuses is currently calculated using a prudent valuation 
basis, consistent with current valuation regulations. These shareholder transfers are 
subject to a CMIG Scheme mechanism (the “Bonus Deficit Account”) that may limit 
transfers in certain scenarios. This protection runs off over the 20 years from the date 
of demutualisation and hence ends in 2016. Under current conditions, this constraint 
is extremely unlikely to apply before its expiry next year and has not been copied to 
the LBGI 2015 Scheme.  

4.45. The maximum amount of tax charged to the CMIG WPF is that which would have 
been payable by the CMIG WPF if it were operating as a separate mutual company. 
Any difference between the actual tax charged to CMIG and the tax charge to the 
CMIG WPF is debited or credited to CMIG shareholder assets.  

CMIG WPF Governance 

4.46. The CMIG Scheme gives guidance on how the pre-demutualisation with-profits 
business should be run, but in most cases gives flexibility to allow what the CMIG 
Board considers to be the fairest approach having taken advice from the WPA.  
Furthermore, the CMIG Scheme requires the WPA to certify in the annual PRA 
Return that bonus and investment policy have not been constrained in any way other 
than by the financial position of the CMIG WPF or legislation.    

4.47. In addition, the CMIG WPC now provides input to the CMIG Board with regards to the 
exercise of its discretion in respect of the CMIG WPF. Any aspect of discretion in 
relation to the CMIG WPF is only exercised in a manner that is first approved by the 
CMIG Board. 

4.48. The CMIG Scheme was updated via the Court in 2005 to reflect changes to the 
regulatory regime, under which the role of the Appointed Actuary was replaced by the 
Actuarial Function Holder (“AFH”) and With-Profits Actuary (“WPA”) roles. Prior to 
this update the CMIG Scheme had placed certain requirements on the Appointed 
Actuary, rather than, for with-profits matters, on the WPA. This was the only change 
that was made to the CMIG Scheme at this time. Furthermore, no other changes 
have been made to the CMIG Scheme at any other times since demutualisation.  
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5. EFFECT OF THE LBGI 2015 SCHEME ON CMIG WPF AND SW WPF 
POLICYHOLDERS 

5.1. This section considers the impact of the LBGI 2015 Scheme on CMIG WPF and SW 
WPF policyholders with respect to the security of their benefits, their benefit 
expectations, service quality of administration, planned communications and other 
relevant factors. 

5.2. Paragraphs 5.3-5.26 cover the implications of the Transfer for the security of benefits 
for policyholders. These paragraphs provide detail of the current reported solvency 
positions of CMIG and SW, comparing these with the solvency position of SW Ltd 
after the Transfer. It also covers the profile of risks that results from the Transfer, as 
well as commenting on the risk capital that is held. The remainder of Section 5 covers 
other aspects, in particular the implications of the Transfer for the benefit 
expectations for policies in the WPFs.   

Security of benefits of policyholders with benefits paid from the CMIG and SW WPFs 

5.3. Having independently reviewed the relevant materials, I have concluded that benefit 
security for policyholders with benefits paid from the CMIG WPF and SW WPF is not 
materially adversely impacted as a result of the LBGI 2015 Scheme. The benefit 
security for all of the Companies’ policyholders in scope of the Transfer is considered 
in detail in the AFH Report on the LBGI 2015 Scheme to the LBGI Board. Accordingly 
I have set out the main points in my Report; further details, if required, are available 
in the AFH Report.    

5.4. Whereas benefit expectations depend mainly on the resources of the WPFs, as 
covered later, security of benefits for policyholders depends on the financial position 
of the company in which the relevant WPF is located. This is because under 
insurance company insolvency law, benefits provided by all policies may be reduced, 
including those benefits provided by with-profits policies even if the cause of the 
company’s insolvency is unrelated to the WPF. 

Solvency I Pillar 1 Position  

5.5. The current publicly reported solvency regulatory regime, Solvency I Pillar 1, provides 
an indicator of the immediate impact of the LBGI 2015 Scheme on the policyholders’ 
benefit security. The table below shows the Pillar 1 reported position for CMIG, HLL 
and SW before, and the pro-forma SW Ltd position after, the LBGI 2015 Scheme. 
Pillar 1 solvency assessments are considered as at 31 December 2014. 

  Pre-Transfer Post 

Pillar 1 (£m) 
31 December 2014 

HLL CMIG SW SW Ltd 

Available Capital (AC) 835  3,212  8,571  8,774  

Required Capital (RC) (138) (1,695) (5,963) (5,861) 

Working Capital (WC) 697  1,517  2,608  2,913  

WC Solvency Ratio  (AC \ RC) 607% 190% 144% 150% 

5.6. Along with all other subsidiaries of SW, CMIG’s solvency position is also reflected in 
SW’s solvency position, pre-Transfer. Likewise, CMIG’s solvency position also 
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reflects the solvency position of its subsidiaries which include HLL. HLL’s solvency 
position substantively reflects the solvency position of SAL, its subsidiary, which is 
also a Transferor in scope of the Transfer.         

5.7. These Pillar 1 solvency results show that post-Transfer the Transferee, SW Ltd, 
would have covered its Pillar 1 Required Capital if the effective date of the Transfer 
had been 31 December 2014. I have also considered all material transactions that 
management expects to occur within CMIG and SW between 31 December 2014 and 
the Effective Date and I conclude that the Pillar 1 solvency results at 31 December 
2015 can reasonably be expected to show a materially similar position as at 31 
December 2014. This suggests that the security of benefits of policyholders with 
benefits paid from the CMIG and SW WPFs is not materially adversely impacted as a 
result of the LBGI 2015 Scheme.  

5.8. The 31 December 2014 results also show that SW Ltd’s Working Capital Ratio post-
Transfer is lower than that for CMIG and HLL pre-Transfer. I would expect this 
relationship to persist all other things being equal. However, were the Scheme not to 
proceed, it would be expected that any excess capital in CMIG and HLL would be 
paid up to SW as dividends over time. This would be usual in corporate group 
structures, so that only capital proportionate to the risks would remain in each 
company. This would particularly be the case for companies writing little or no new 
business, like CMIG and HLL. The higher current capital ratios for CMIG and HLL 
would not, therefore, be likely to persist absent the Scheme. There is therefore no 
materially adverse impact on security for any CMIG or HLL policyholders, including 
those invested in the CMIG WPF, as the cover for the prudent Pillar 1 capital 
requirements post-Transfer suggests a strong level of security for policyholder 
benefits.  

5.9. The following tables separate the WPF from the NPF/SHF contributions to SW’s and 
CMIG’s reported Pillar 1 Solvency assessments provided in the previous table’s pre-
Transfer results. The figures in the Total CMIG and Total SW columns match those in 
the corresponding columns in the table above. 

Pillar 1 - CM
Pre-Scheme (£m)
31 December 2014

NPF + SHF WPF
Total 
CMIG

Available Capital (AC) 1,798 1,414 3,212

Required Capital (RC) (335) (1,360) (1,695)

Working Capital (WC) 1,464 54 1,517

Working Capital ratio (AC/RC) 537% 104% 190%  
 

Pillar 1 - SW
Pre-Scheme (£m)
31 December 2014

NPF + SHF CMIG WPF SW WPF
Total 
SW

Available Capital (AC) 3,604 1,360 3,607 8,571

Required Capital (RC) (1,201) (1,360) (3,402) (5,963)

Working Capital (WC) 2,403 0 205 2,608

Working Capital ratio (AC/RC) 300% 100% 106% 144%  
Note that in this second table, although the SW SHF owns CMIG, the position of the CMIG WPF has been broken out of the 
NPF+SHF column and included as a separate column.  The surplus for the CMIG WPF is shown as zero due to consolidation 
restrictions that apply under Pillar 1 rules. 
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5.10. After the implementation of the LBGI 2015 Scheme, the Transferee will contain a 
Combined Fund and two separate WPFs as shown in the following table. The pro-
forma results are shown on the basis of continuation of a Solvency 1 regime. The 
Working Capital for the Combined Fund and Total Transferee differ from those in the 
tables above for the reasons set out in paragraph 5.12 below. 

Pillar 1 - Transferee
Post-Scheme (£m)
31 December 2014

Combined CMIG WPF SW WPF
Total 

Transferee

Available Capital (AC) 3,753 1,414 3,607 8,774

Required Capital (RC) (1,099) (1,360) (3,402) (5,861)

Working Capital (WC) 2,654 54 205 2,913

Working Capital ratio (AC/RC) 341% 104% 106% 150%  

5.11. The Transfer under the LBGI 2015 Scheme will not change the assets and liabilities 
within the WPFs and, as such, the financial position of the WPFs will be unaffected 
by the Transfer. 

5.12. The tables in 5.9 and 5.10 above show that the Pillar 1 working capital of the 
Transferee post-Transfer (£2,913m), if the Transfer had taken place at 31 December 
2014, would have been higher than that for SW  pre-Transfer (£2,608m). As noted in 
paragraph 5.7 above, the position is expected to be materially similar at 31 
December 2015. The increase of £305m can be considered to be the Pillar 1 
solvency impact of the Transfer, as all of the Companies are reflected in both of 
these solvency assessments (as the other Companies are subsidiaries of SW pre-
Transfer). Intuitively, this increase is appropriate as the Transferee, post-Transfer, 
becomes a more simplified version of SW, pre-Transfer, and it is to be expected that 
a simplification to the corporate structure would improve its capital efficiency. In 
particular, the increase is a result of:  

(i) An increase in Available Capital due to the release of Pillar 1 restrictions relating 
to the allowable value of a company’s subsidiaries. Post-Transfer these no 
longer have any effect as the current subsidiaries of SW will have been brought 
together into a single company, and ; 

(ii) An increase in Available Capital due to fewer restrictions applying to the value 
that can be placed on certain assets when assessing Pillar 1 solvency. In some 
circumstances restrictions apply so that the full market value of an asset cannot 
be used for solvency purposes. These restrictions for a particular asset are 
lessened if that asset is part of a larger pool of assets, which becomes the 
position after the Transfer; and 

(iii) An increase in Available Capital due to other business synergies that arise on 
Transfer; and. 

(iv) A reduction in Required Capital which arises because a number of internal  
reinsurance arrangements between the current, separate Companies can be 
cancelled once all the business is transferred into the same single Company. 
Under Pillar 1 regulations certain restrictions limit the credit that can be taken for 
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reinsurance arrangements, so these will no longer arise when the reinsurance is 
no longer required after Transfer, and 

(v) An increase in Available Capital due to a restriction on the Working Capital 
attributed to the CMIG WPF in the Pillar 1 regulatory solvency position of SW. 
This restriction is removed by the Transfer, as the CMIG WPF will then be a 
sub-fund of the new single company, rather than being a sub-fund of a 
subsidiary of SW as at present.  

The factors described in (i) to (iv) above are the reason for the improvement in 
Working Capital in the Combined Fund column in the table in paragraph 5.10, relative 
to the NPF + SHF column in the second table in paragraph 5.9 (the CMIG figures, 
shown in the first table in that paragraph, are incorporated into the SW figures in the 
second table because CMIG is currently a subsidiary of SW). The factor described in 
(v) above is the reason for the improvement in Working Capital shown in the CMIG 
WPF column in the table in paragraph 5.10.  

Whilst the Solvency I Pillar 1 result improves on Transfer, the Transferee’s capital will 
be managed in line with the LBGI capital and risk appetite policy described in the 
next paragraph. Subject to this policy being met I would expect any solvency 
improvement in the capital position of the Transferee post-Transfer relative to that 
under the current structure to be distributed to the owner of the Transferee, Scottish 
Widows Group Limited, as a dividend.     

Solvency I Pillar 2 Position 

5.13. The current solvency regime includes a company-confidential analysis, Solvency I 
Pillar 2, which is also known as the Individual Capital Assessment (“ICA”) and is 
privately submitted to the PRA. In its ICA, a company makes an assessment of the 
amount of capital it needs to hold based on the risks to which the company is 
exposed, to ensure that it remains able to meet its liabilities to policyholders in all but 
the most extreme circumstances (at a 1-in-200 probability of occurrence level over 
one year). The LBGI capital and risk appetite policy aims to protect the Companies 
further, by holding sufficient additional capital (a “buffer”) so that the 1-in-200 
regulatory capital requirements will continue to be covered even following an adverse 
event which itself has a 1-in-10 probability of occurrence over one year. To the extent 
that any of the Companies pre-Transfer, or the Transferee post-Transfer, hold capital 
surplus to the requirements of this policy, I would normally expect any such surplus to 
be distributed to the relevant company’s owner via a dividend payment (which would, 
of course, also be subject to the usual legal and regulatory constraints applicable to 
all companies).  

5.14. The Solvency I Pillar 2 position has also been assessed pre- and post-Transfer, as if 
the Transfer had taken place as at 31 December 2014. Pro-forma positions, pre- and 
post-Transfer, have also been projected to the expected Effective Date, 31 
December 2015, allowing for any financially significant events expected to occur up 
to the Effective Date. These Solvency I Pillar 2 assessments have been shared with 
both the PRA and the IE, but cannot be included in this Report. The conclusions 
drawn  are consistent with those drawn for Pillar 1 above.  In particular, the 
assessment shows that the Post-Transfer Transferee would have met the LBGI 
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capital and risk policy on a Solvency I Pillar 2 basis at 31 December 2014 and is 
expected to meet this policy at the Effective Date, absent any financial stress. 
Furthermore, the application of the LBGI capital and risk appetite policy means that 
Solvency I Pillar 2 capital requirements would still be covered after a significant 
financial stress. 

Solvency II   

5.15. Changes planned to the solvency framework in the European Union, known as 
Solvency II, are due to come into effect as from 1 January 2016.  LBGI has made 
regulatory applications regarding the implementation of Solvency II (for example, the 
choice of model used to assess capital requirements, a ‘matching adjustment’ which 
reduces the volatility of the Solvency II balance sheet and transitional measures that 
phase in some Solvency II capital requirements over a number of years). These 
applications will be assessed and approved (or otherwise) by the regulators over the 
course of this year. Assuming that these approvals are granted, and absent any 
financial stress, I expect the Transferee to be able to meet the LBGI capital and risk 
appetite policy at the Effective Date, on a Solvency II basis. If any of these approvals 
are not granted the Transferee may not be able to meet the LBGI capital and risk 
appetite policy in full. Only if both the applications for matching adjustment and 
transitional reliefs are not approved is it projected that the Transferee may not be 
able to cover its regulatory capital requirements. I consider this to be an unlikely 
outcome, for example taking into account the intentions behind the transitional 
measures underlying the Solvency II Directives. This would equally apply to a 
number of the Companies covered by the LBGI Scheme if the Transfer were not to 
go ahead and, as noted above in this Section, the Transfer itself improves capital 
efficiency. I will continue to monitor the solvency position and risk profile of CMIG and 
SW, with particular focus on the impact of Solvency II and any change in relation to 
the current expectation that the applications noted above will be approved. I will 
provide an update in my Supplementary Report prior to the final High Court Sanction 
hearing in November 2015.   

5.16. In addition, based on work undertaken to date, I expect the Transferee to be 
operationally ready for Solvency II at the date of its implementation, but, again, I will 
provide an update on this matter in my Supplementary Report.  

Risk Profile 

5.17. Pre-Transfer, policyholders with benefits paid from the CMIG and SW WPFs are only 
directly exposed to the specific risks of the company in which their policies are written 
and they only have immediate access to the capital of that company to cover these 
risks. By transferring all policies into the same legal entity, post-Transfer, 
policyholders will be directly exposed to the combined risks of all the Companies.  

5.18. This additional exposure to the risks of the other Companies will be mitigated by the 
access that is gained to the aggregate capital of the combined businesses. Moreover, 
the LBGI capital and risk appetite policy will continue to require that sufficient capital 
be held to protect the business against all risks, including the buffer described in 
paragraph 5.13, implying no materially adverse impact on the CMIG and SW WPFs 
policyholder security as a result of  pooling all of the Companies’ risks.  
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5.19. As the two largest firms amongst the Companies, CMIG and SW’s directly written 
businesses are the primary driver of the risk profile of the Transferee post-Transfer. 
The majority of their pre-Transfer risk profiles are similar and reasonably balanced, 
including a mix of market, insurance (e.g. death, morbidity and longevity) and 
business (e.g. expense and persistency) risk. The Transfer results in no material 
change in profile of these normal course of business risks and they will continue to be 
managed in line with the LBGI capital and risk appetite policy. A full description of the  
risk profiles of CMIG and SW, along with that of the other Companies, is included in 
the AFH report (including a tabular representation of the risks disclosed in Annex C). 

5.20. Other material risks specific to individual companies that are being amalgamated by 
the transfer also need to be considered. The main new risk that SW WPF 
policyholders will be directly exposed to post-Transfer is a mis-selling claims risk 
described in paragraphs 5.21 – 5.24 below. The main new risk that CMIG WPF 
policyholders will be directly exposed to post-Transfer is the funding obligation for the 
SW retirement benefits scheme which is described in paragraph 5.25 below.   

5.21. Transferring SW WPF policyholders will become directly exposed to mis-selling 
claims risk in respect of claims relating to policies sold by independent intermediaries 
but issued by CMIG in the late 1990s and early 2000s, principally in Germany, but 
also in Austria and Italy. Currently only CMIG policyholders, including those invested 
in its WPF, are directly exposed to this risk.  

5.22. CMIG made a provision for this mis-selling claims risk of £197m in its 31 December 
2014 report and accounts which, along with the amount incurred to this date, takes 
the total accounting cost to £517m. When assessing regulatory solvency CMIG 
provides beyond its accounting provision of £197m, with its 31 December 2014 
Solvency 1 Pillar 1 reserve being a more prudent provision of £414m.  

5.23. In addition, the Solvency I Pillar 2 (and Solvency II) assessment of the capital 
required in respect of this overseas mis-selling risk is made in accordance with the 
LBGI capital and risk appetite policy (which as noted in 5.13 aims to provide for a 1-
in-200-year ICA capital requirement plus an additional 1-in-10 buffer). Setting these 
capital provisions requires significant judgement to be applied in determining 
appropriate assumptions, including: the number of claims received; the proportion 
upheld; and resulting legal and administration costs, and there is a level of 
uncertainty relating to future experience relating to this risk. Although more adverse 
outcomes might be possible, the LBGI capital and risk appetite policy results in 
substantial amounts of capital being held against this risk, which, whilst noting the 
level of judgement involved, I consider to be appropriate and in line with the capital 
held against all of the Transferors’ and Transferee’s other risks.  

5.24. Costs arising from the mis-selling of the policies referred to in paragraph 5.21 are not 
charged to the CMIG WPF (or to the SW WPF), but are met instead from shareholder 
owned capital resources.  This will not change as a result of the LBGI 2015 Scheme. 
As such, there will be an indirect exposure of the SW WPF policyholders to this risk, 
from potentially reducing the amount of capital support available to the SW WPF. 
Due to the LBGI capital and risk appetite policy described in paragraph 5.13 above, 
policyholders with benefits paid from the SW WPF will only be directly exposed to this 
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risk  in remote scenarios, in which the Combined Fund would be unable to cover its 
own liabilities. 

5.25. CMIG WPF policyholders’ benefit security will become exposed to the risk arising 
from SW being the guarantor for any deficit funding of the SW Retirement Benefit 
Scheme, as the Transferee will become its guarantor on Transfer. This risk will 
continue to be managed in the same way, and to the same standard, in the 
Transferee post-Transfer.  In addition, consistent with the LBGI capital and risk 
appetite policy, sufficient capital is being held against the risk of increased deficit 
funding at a 1-in-200-year ICA capital requirement plus an additional 1-in-10-year 
capital buffer level. I consider this to be an appropriate level of capital to hold against 
this risk. Post-Transfer, the LBGI capital and risk appetite policy will continue to 
require that the Transferee aims to meet this policy in relation to this risk. 

Conclusion 

5.26. Whilst the SW WPF and CMIG WPF policyholders will become exposed to new risks, 
post-Transfer this is mitigated by the bringing together of the capital held against 
these and other risks, the wider pooling of risks, and the continuation of the LBGI 
capital and risk appetite policy. Overall, I am satisfied that there will be no materially 
adverse impact on the security of policyholder benefits of policyholders with benefits 
paid from the CMIG and SW WPFs as a result of the LBGI 2015 Scheme. 

SW WPF policyholder benefit expectations 

SW WPF With-Profits Payouts 

5.27. There will be no changes to the methodology used to calculate with-profits policy 
payouts resulting from the LBGI 2015 Scheme. As described where relevant below, 
some of the details of the calculations will change to reflect the change to the 
Solvency II regulatory regime (expected from 1 January 2016). These changes would 
have applied regardless of the Transfer of business under the LBGI 2015 Scheme.  
There will be no changes to SW WPF non-profit policy payouts resulting from the 
LBGI 2015 Scheme.    

SW With-Profits Investment Policy 

5.28. Under the SW Scheme, when setting the investment policy for pre-demutualisation 
with-profits policies, and in particular the ability to invest in assets that are expected 
to produce better returns over the long run but which carry more risk, the solvency 
position of a “Notional Mutual Company” is used as a reference point. Under the 
LBGI 2015 Scheme, the solvency position of the Notional Mutual Company will be 
assessed against the Solvency II regime, rather than the Solvency I regime that is 
considered pre-Transfer. The LBGI 2015 Scheme updates the SW Scheme to refer 
to the relevant Solvency II requirements for placing a value on the liabilities.  

5.29. Under the SW Scheme, the Notional Mutual Company is not required to cover its 
required minimum margin of solvency for this purpose and similarly, under the LBGI 
2015 Scheme, the Notional Mutual Company is not required to cover any part of the 
Solvency II Capital Requirement.  
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5.30. The Solvency II regulatory regime will require a ‘Risk Margin’ to be included in the 
value placed on the liabilities of the Notional Mutual Company when assessing its 
solvency for the purpose of determining investment freedom. However, any reduction 
in investment freedom in future years, relative to what it might have been if the 
solvency regulations were not changing, is expected to be modest. 

5.31. Furthermore, transitional arrangements included in Solvency II regulations will allow 
the effect of the introduction of the Risk Margin to be phased in over 16 years. As a 
result, the solvency results for this Notional Mutual Company immediately after 
Solvency II comes into effect will be very similar to those derived under current 
solvency rules.  

5.32. Projections show that the investment freedom of the Notional Mutual Company would 
be expected to increase over time absent the Risk Margin. This is expected to offset 
any modest reduction in investment freedom stemming from the change to Solvency 
II referred to in paragraph 5.30 above, particularly taking account of the transitional 
arrangements described in 5.31 above, albeit investment freedom might not increase 
to the full extent that it would have done under the current Solvency I rules. The 
changes described in these paragraphs 5.28 to 5.32 arise from the introduction of the 
new regulatory Solvency II regime, rather than from the Transfer of business arising 
from the LBGI 2015 Scheme. In any case, overall it is not expected that investment 
freedom will be reduced to any material extent as a result of Solvency II (or the LBGI 
2015 Scheme).  

5.33. At 31 December 2014, 67% of the SW WPF was invested in equities, commercial 
property and absolute return strategies (which aim to generate return from relative 
stock price movements rather than from the general performance of an asset class). 
With investment freedom already at this relatively high level, it is not necessarily the 
case that increased investment freedom would lead to increased investment in these 
asset types. 

5.34. Post-Transfer, the investment policy for post-demutualisation with-profits 
policyholders will be set in accordance with the PPFM by the Transferee Board which 
has the same composition as the SW Board and so will be unaffected by the LBGI 
2015 Scheme. Currently the same investment policy for post-demutualisation policies 
is applied as for pre-demutualisation policies, so paragraphs 5.28 to 5.34 also apply 
to post-demutualisation policies (except where a specialised investment policy is 
followed for Flexible Options Bond policies – this is unaffected by the LBGI 2015 
Scheme and the change of solvency regime).   

5.35. For the above reasons, I conclude there is no materially adverse impact on with-
profits investment policy as a result of the LBGI 2015 Scheme. 

Capital Support Mechanisms 

5.36. The SW Scheme contains the Statutory Test and the PRE Test (the latter test is 
renamed the “TCF Test” in the LBGI 2015 Scheme), which provide mechanisms 
under which assets may be made available to the SW WPF from the Combined Fund 
if the SW WPF would otherwise have insufficient assets to meet solvency regulations 
or to support the fair treatment of SW with-profits policyholders. Under the current 
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Scheme this support is conditional on the SW NPF being able to cover its Solvency I 
Pillar 1 requirements after making the assets available. These tests have been 
transposed into the LBGI 2015 Scheme. In doing so the condition relating to SW NPF 
solvency requirements has been updated to reflect the new Solvency II regulatory 
requirements (this change is not a direct result of the Transfer). Furthermore, the 
LBGI 2015 Scheme does not prohibit the provision of support even if the Combined 
Fund does not have sufficient assets to cover its Solvency II capital requirements. I 
consider that there is no materially adverse impact on SW WPF policyholders 
resulting from these changes contained in the LBGI 2015 Scheme.  

5.37. Under the LBGI 2015 Scheme the shareholder capital support for the investment 
freedom of the Notional Mutual Company is unchanged. The conditions under which 
the support would not be provided, namely in the event that the excess of assets over 
liabilities in the Combined Fund did not cover the defined amount of support, have 
been updated to reflect Solvency II regulations. Given the expected financial strength 
of the Combined Fund under Solvency II, combined with the LBGI capital and risk 
appetite policy, there is no materially adverse impact in the level of capital support 
available to the Notional Mutual Company’s investment policy under the LBGI 2015 
Scheme.   

5.38. Following changes in finance and tax legislation, the mechanisms described in 4.25 
have no economic value to any policyholders or any other interested parties and as 
such have not been copied over to the LBGI 2015 Scheme.  

SW WPF Distribution of the Additional Account 

5.39. The SW Scheme requires that the Additional Account is distributed in as fair and 
equitable way as is practicable, having regard to the need to ensure that a prudent 
amount is retained for contingencies such as costs from guarantees. The method to 
be used to set the distribution is not set out in the SW Scheme.  

5.40. The requirements for a fair, equitable and prudent distribution have been included in 
the LBGI 2015 Scheme, but , as with the SW Scheme, the LBGI 2015 Scheme does 
not contain provisions relating to the method to be used to set the distribution of the 
Additional Account.  

SW WPF Deductions 

5.41. Under the LBGI 2015 Scheme, investment management fees in relation to non-profit 
policies will be charged to the SW WPF by reference to Solvency II Technical 
Provisions rather than Solvency I Mathematical Reserves (which will no longer be 
calculated), and at a rate no higher than that under the SW Scheme. The fees are, in 
effect, charged to the surplus assets of the SW WPF (and not to the assets directly 
underlying with-profits policies). The charges on the Solvency II basis are sufficiently 
similar to those calculated under current solvency rules that, when considered in the 
context of the size of the SW WPF, there is no materially adverse impact on any SW 
WPF policyholders resulting from this change. 
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5.42. Other than the change described in the previous paragraph there are no other 
changes to expenses or annual charges made to the SW WPF as a result of the 
LBGI 2015 Scheme. 

5.43. In isolation, the implementation of the LBGI 2015 Scheme has no impact on the 
shareholder’s entitlement to 1/9th of the cost of bonuses allocated to with-profits 
policies each year as the SW Scheme does not prescribe the method of calculation 
to be used. In practice, the method used to quantify the cost of bonuses for 
regulatory solvency purposes is used. It is intended to continue this approach, so that 
with the implementation of Solvency II the entitlements in respect of regular bonuses 
will be valued on a Solvency II valuation basis. This change in valuation basis results 
in no materially adverse impact to policyholders as the shareholder entitlement on 
either basis is sufficiently similar. In any case it results from the change of solvency 
regulations, rather than from the implementation of the LBGI 2015 Scheme. 

5.44. The basis on which tax is charged to the SW WPF is unchanged by the LBGI 2015 
Scheme. There will therefore be no materially adverse impact to the taxation of the 
SW WPF as a result of the LBGI 2015 Scheme.  

Reinsurance 

5.45. The current external reinsurance arrangements between LCLAC Ltd and ALP UK Ltd 
and SW in relation to LCLAC Ltd and ALP UK Ltd with-profits policyholders invested 
in the SW WPF will transfer from SW to the Transferee as a result of the Transfer. 
There will be no other changes to this reinsurance arrangement as a result of LBGI 
2015 Scheme. 

Conclusion  

5.46. Overall, I am satisfied that there will be no materially adverse impact on the benefit 
expectations of policyholders with benefits paid from the SW WPF as a result of the 
LBGI 2015 Scheme. 

CMIG WPF policyholder benefit expectations 

CMIG WPF Policyholder Payouts  

5.47. There will be no changes to the methodology used to calculate CMIG WPF with-
profits policy payouts as a result of the LBGI 2015 Scheme. Some of the details of 
the calculations will change to reflect the change to the Solvency II regulatory regime 
(expected from 1 January 2016). This would occur regardless of the  LBGI 2015 
Scheme, as the CMIG Scheme does not prescribe the use of calculations that are 
carried out for regulatory solvency purposes (unlike the SW Scheme, which does). 
There will be no changes to CMIG WPF non-profit policy payouts resulting from the 
LBGI 2015 Scheme.    

CMIG WPF With-Profits Investment Policy 

5.48. There will be no material change to the CMIG WPF investment policy as a result of 
the LBGI 2015 Scheme.  
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5.49. The CMIG Scheme does not set out how investment policy should be determined, 
other than to indicate that investment policy should not be constrained other than by 
the financial position of the CMIG WPF or by legislation. This requirement has been 
retained in the LBGI 2015 Scheme.  

CMIG WPF Support Mechanisms 

5.50. In general under the CMIG Scheme, the aspects of the management of the CMIG 
WPF that influence policyholders’ benefit amounts are carried out based on the 
financial position of the CMIG WPF, with no reliance on shareholder capital. 
However, the CMIG Scheme allows the CMIG WPF  to receive financial assistance in 
extremis; this provision has been copied over to the LBGI 2015 Scheme. Therefore, 
the LBGI 2015 Scheme has no impact on policyholders in this regard. 

5.51. As noted in 4.44 the CMIG Scheme contains provisions relating to a Bonus Deficit 
Account within the CMIG WPF. These provisions cease to have any effect after 31 
December 2016 but prior to that a positive Bonus Deficit Account would defer the 
shareholders’ entitlement to 1/9th of the cost of bonuses allocated to certain with-
profits policies. 

5.52. At 31 December 2014, the Bonus Deficit Account’s balance was zero, its minimum 
level (meaning that the shareholders’ share of the cost of bonuses can be transferred 
without deferment).  For the Account to become non-zero the fund would have to 
incur a stress severe enough to reduce its regulatory surplus by £1.3bn, The 
probability of such a stress occurring before the end of 2016 is negligible (financial 
conditions would need to worsen by far in excess of a 1-in-200 year likelihood for it to 
have any effect). 

5.53. In view of the remote possibility of the Bonus Deficit Account having any effect for the 
one remaining year after the Effective Date (i.e. up to and including 31 December 
2016) after which it ceases to apply, the provisions relating to the Account have not 
been included in the LBGI 2015 Scheme. There is no resulting materially adverse 
effect on policyholders’ benefit expectations.   

CMIG WPF Distribution of Excess Estate 

5.54. The CMIG Scheme does not contain any provisions relating to the distribution of the 
Excess Estate. Nonetheless, at the start of 2010 CMIG began to distribute the 
Excess Estate by setting higher final bonus rates than would otherwise have applied.  

5.55. As with the CMIG Scheme, the LBGI 2015 Scheme does not contain provisions 
relating to the distribution of the Excess Estate.  

CMIG WPF Deductions 

5.56. In isolation, the implementation of the LBGI 2015 Scheme has no material impact on 
the shareholder’s entitlement to 1/9th of the cost of bonuses allocated to conventional 
(or “traditional”) with-profits policies each year, as the CMIG Scheme does not 
prescribe the method to be used. In practice, the method used to quantify the cost of 
bonuses for regulatory solvency purposes is used. It is intended to continue this 
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5.57. In relation to policy, administration and investment charges, where these are 
specified in the CMIG Scheme the same provisions have been included in the LBGI 
2015 Scheme. In other cases, the charges will continue to reflect policy conditions or 
actual costs as at present. There will be no material change to CMIG WPF 
policyholder charges and expenses as a result of the LBGI 2015 Scheme.  

5.58. There will be no materially adverse impact to the taxation of the CMIG WPF as a 
result of the LBGI 2015 Scheme. Tax will continue to be applied to the CMIG WPF as 
if it were a separate mutual company. 

Reinsurance 

5.59. The current reinsurance arrangement between HLL and the Transferee in relation to 
HLL with-profits policyholders invested in the CMIG WPF will no longer be required 
after the transfer of the policies into the Transferee, i.e. the UWP element of HLL 
policies will remain invested in the CMIG WPF without the need for the reinsurance 
arrangement. As such there will be a continuity of with-profits benefit expectations for 
HLL policyholders invested in the CMIG WPF. The internal reinsurance 
arrangements between CMIIC and CMIIL (both out of scope of the Transfer) and the 
Transferee in relation to with-profits policyholders invested in the CMIG WPF will 
remain in place. 

5.60. Post-Transfer, the current external reinsurance arrangements between ALP UK Ltd 
and CMIG in relation to LCLAC Ltd and ALP UK Ltd with-profits policyholders 
invested in the CMIG WPF will continue unaffected by the LBGI 2015 Scheme. 

Conclusion 

5.61. As a result of the above, I conclude that there will be no materially adverse impact on 
the benefit expectations of policyholders with benefits paid from the CMIG WPF as a 
result of the LBGI 2015 Scheme. 

CMIG and SW WPF Governance 

Governance arrangements 

5.62. The Principles of Financial Management set out in both the CMIG and SW Schemes 
have been transposed into the LBGI 2015 Scheme except where these add nothing 
material to rules that are now included in the FCA’s Conduct of Business (COBS) 
rules or the respective WPF’s PPFM, or where, with the passage of time, they no 
longer have any effect. The provisions that have not been carried over to the LBGI 
2015 Scheme no longer provide any material protections to policyholders.  
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5.63. Post-Transfer the CMIG and SW WPFs will be governed by the Transferee Board 
which is expected initially to have the same composition as the current CMIG and 
SW Boards, with appropriate advice being provided to it by the Transferee WPC and 
WPA.  

5.64. The SW Scheme allocated a number of the decision-making responsibilities for the 
operation of the WPF to the Appointed Actuary. Since the Appointed Actuary regime 
was replaced by regulation, these responsibilities have generally been undertaken by 
the WPA.  The CMIG Scheme also allocated certain responsibilities to the Appointed 
Actuary, but the CMIG Scheme itself was updated when the Appointed Actuary 
regime was replaced to allocate the responsibilities to the WPA. Under the LBGI 
2015 Scheme, these duties will instead be undertaken by the Board, but where a 
decision affects with-profits policyholders, the advice of the WPA must still be taken. 
Other advice may also be taken, such as advice from the AFH or WPC (which 
provides advice to the Board in line with the requirements of the rules set by the 
regulator in COBS). In some instances the Existing Schemes required independent 
input in relation to a limited number of aspects of management of the WPFs, and this 
has been retained in the LBGI Scheme. In some instances decisions are subject to 
non-objection from regulators (e.g. the provisions relating to fund merger and closure 
set out below). Both the WPA and WPC have whistleblowing obligations if they 
consider a Board decision has not taken due account of their advice (under FSMA 
Communications by Actuaries Regulations 2003 and COBS 20.5.5, respectively). I 
believe this change is a strengthening of governance relative to the reliance which 
the Existing Schemes place on a single individual, the WPA, and updates the LBGI 
2015 Scheme to be in line with current regulation and industry best practice.  

5.65. Pre-Transfer, the SW Scheme requires compliance with the Scheme to be certified in 
the annual PRA Return, and the CMIG Scheme requires a similar certificate in 
respect of investment and bonus policy of the CMIG WPF. No material additional 
policyholder protection was achieved from incorporating these certificates in the 
annual PRA Returns (relative to current regulatory governance requirements). Post-
Transfer, the LBGI 2015 Scheme will require the WPA to certify to the Transferee 
Board compliance with the LBGI 2015 Scheme in relation to the CMIG and SW 
WPFs.  

Fund merger and closure provisions 

5.66. The LBGI 2015 Scheme introduces provisions relating to the possible closure of the 
CMIG WPF and/or SW WPF, or their merger, in the event that the technical 
provisions of the relevant WPF fall below £500m. This threshold is not expected to be 
met for either fund for a number of years, so the operation of the WPFs will follow the 
LBGI 2015 Scheme in its original form for a significant period of time. It is usual for a 
provision of this type to be included in Part VII transfers and serves to ensure that 
efficient management of the funds can be maintained even when they become 
smaller. Without such a provision, the overhead costs of running the business 
increase significantly as the policies run off and investment flexibility is reduced, with 
a potentially detrimental impact on policyholder benefits.  
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5.67. Whilst it might be expected that the trigger level for closure would be smaller than 
that for merger, the same level has been used for both.  This is considered to be 
appropriate given that these provisions are only permissive and that the extent to 
which a lower level might be appropriate for a closure than a merger would be 
reflected in the Board’s actions (or inaction) at the time.  In particular, a merger of the 
funds may not be in the interests of the policyholders, in which case the only option 
available to a fund that has become too small to manage effectively may be to close.  

5.68. Under the LBGI 2015 Scheme any such merger or closure will require a certificate to 
be obtained from an independent actuary to the effect that the merger or closure has 
no materially adverse effect on the security and benefit expectations of the relevant 
WPF policyholders. Regulator non-objection is also required under the LBGI 2015 
Scheme, in order to effect any proposed merger or closure. 

5.69. I do not believe the introduction of such provisions will have any materially adverse 
impact on benefit expectations of policyholders with benefits paid from the CMIG and 
SW WPFs and the requirement for independent certification is a satisfactory 
safeguard.  

PPFMs 

5.70. The SW PPFM and CMIG PPFM will be updated to reflect the LBGI 2015 Scheme 
and will be made available on the SW and CMIG websites ahead of the Effective 
Date. Whilst the PPFMs will be updated, these changes will only be reflecting the 
change in corporate entity structure and the introduction of Solvency II. I would not 
regard these changes as being material since, as covered in this report, the LBGI 
2015 Scheme will not have any materially adverse impact on policyholders. As such, 
I do not expect the updates to the PPFMs to trigger a mailing of either of the newly 
updated PPFMs (or their customer-friendly versions) to with-profits policyholders 
under FCA COBS rules. The Transfer is, in any case, being explained to 
policyholders through the mailing exercise covered in 5.79 and 5.81 below.   

Solvency II 

5.71. I will continue to monitor Solvency II developments in relation to the conclusions I 
have drawn in this report regarding the security and benefit expectations of 
policyholders resulting from the LBGI 2015 Scheme. Should any such developments 
alter any of my conclusions, I will provide an update in my Supplementary Report to 
the final High Court Sanction hearing due in November 2015. 

Conclusion 

5.72. As a result of the above, I conclude that there will be no materially adverse impact on 
policyholders with benefits paid from the CMIG and SW WPFs as a result of 
governance changes effected under the LBGI 2015 Scheme. 

CMIG and SW WPF policy administration 

5.73. Policies will continue to be administered by the same servicing teams. There will be 
no changes to the servicing brand relevant to the policies or to target service levels 
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as a result of the Transfer. Though the registered office of the Transferee will change 
this will not impact policy servicing channels. 

5.74. Other than change in legal entity (insurer), there will be no change to contact details 
including telephone, websites or correspondence addresses for policy servicing 
enquiries. 

5.75. There will be no amalgamation of systems as a result of the change. Policies will 
continue to be serviced on the same policyholder administration systems as 
currently. 

5.76. Operational changes required as a result of the LBGI 2015 Scheme (such as any 
required changes to legal entity names on letter and statement outputs, pension 
schemes, bank accounts, commission processing) will be implemented as 
appropriate, without any requirement for action by policyholders. 

5.77. The costs of implementing the LBGI 2015 Scheme will not be borne by either WPF. 

Conclusion 

5.78. As a result of the above, there will be no materially adverse impact on existing 
policyholders with benefits paid from the CMIG and SW WPFs in relation to policy 
administration, as no changes are required or planned under the LBGI 2015 Scheme. 

Notification to policyholders with benefits paid from the CMIG and SW WPFs 

5.79. A detailed communication plan has been produced to ensure that policyholders with 
benefits paid from the CMIG and SW WPFs are adequately informed of the nature 
and effect of the LBGI 2015 Scheme. The communications package aims to reflect 
the needs of policyholders by providing an opportunity for engagement with the 
Transfer. In this context, the proposed policyholder letters meet the legal and 
regulatory requirements whilst providing an appropriate level of detail which enables 
customers to understand in broad terms how the Transfer affects their policy 
specifically, but also directs them to additional content (primarily via the website, but 
also via a dedicated helpline) where further technical information can be obtained.  I 
consider the use of web pages a more effective way of directing customers to the 
specific content most relevant to their own circumstances. Printed materials will also 
be available on request, free of charge. 

5.80. Part VII transfer regulations require that, unless the Court otherwise orders, all 
policyholders in all affected companies should be written to, and that public 
advertising be undertaken in all European Economic Area (EEA) countries where 
transferring policyholders were habitually resident at the time they effected their 
policies, in order to inform them of the proposed Transfer. LBGI will be seeking a 
waiver from the Court in respect of this notification requirement on the basis that it 
will: write to each affected policyholder unless it is impossible, impractical or 
disproportionate to do so; and advertise the Transfer in all EEA countries where it 
has sold material volumes of business, including with-profits.  
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Conclusion 

5.81. I have reviewed the proposed communication plan and policyholder communications. 
I am satisfied of their appropriateness and consistency with the FCA’s principles 
pertaining to the fair treatment of customers. 

HLL with-profits policyholders  

5.82. HLL with-profits policyholders have benefits payable from the CM WPF via an 
internal reinsurance arrangement between HLL and CMIG. As a Transferor, the 
considerations set out above in respect of CMIG WPF policyholders also apply to 
HLL with-profits policyholders. On Transfer this reinsurance treaty will no longer be 
required and will be cancelled. HLL with-profits policyholders will continue to receive 
benefits provided from the CMIG WPF. 

Conclusion 

5.83. I conclude that there will be no materially adverse impact on either the benefit 
security or the benefit expectations of existing HLL with-profits policyholders as a 
result of the LBGI 2015 Scheme. 

CMIIC, CMIIL, LCLAC Ltd and ALP UK Ltd corporate policyholders  

5.84. CMIIC, CMIIL, LCLAC Ltd and ALP UK Ltd have reinsurance arrangements with 
either CMIG or SW that allow their with-profits policyholders to have investment 
interests in the CMIG and SW WPFs respectively. 

5.85. The considerations set out above in respect of CMIG WPF and SW WPF 
policyholders respectively apply equally to CMIIC, CMIIL, LCLAC Ltd and ALP UK 
Ltd corporate policyholders. 

Conclusion 

5.86. I conclude that there will be no materially adverse impact on either the benefit 
security or the benefit expectations of CMIIC, CMIIL, LCLAC Ltd and ALP UK Ltd 
corporate policyholders as a result of the LBGI 2015 Scheme. 

6. CONCLUSION 

6.1. I have produced this report in my role as WPA of SW, CMIG and HLL to set out the 
impacts of the proposed Transfer on policyholders with benefits paid from the CMIG 
and SW WPFs. 

6.2. In assessing the potential impacts of this LBGI 2015 Scheme, I have given due 
consideration to the effects of the proposed Transfer on the security and benefit 
expectations of policyholders with benefits paid from the CMIG and SW WPFs.  
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ANNEX A – DEFINED TERMS AND ABBREVIATIONS USED WITHIN THIS REPORT  

AFH Actuarial Function Holder 

ALP UK Ltd Aviva Life & Pensions UK Limited 

CMIIC CMI Insurance Company Limited  

CMIIL CMI Insurance (Luxembourg) SA 

CMIG  Clerical Medical Investment Group Limited 

CMIG Scheme Scheme of transfer which established the post-demutualisation 
structure of CMIG (1996) 

CMIG WPF Clerical Medical Investment Group Limited With Profits Sub Fund 

CMMF Clerical Medical Managed Funds Limited 

Companies Both Transferee and Transferors 

Combined Fund Fund comprising all the assets and liabilities of the Transferee 
(excluding the SW WPF and CMIG WPF) post-Transfer 

CWP Conventional with-profits 

Existing Schemes Collective term referring to CMIG Scheme and SW Scheme 

FCA Financial Conduct Authority 

FSMA Financial Services and Markets Act 2000 

HLL Halifax Life Limited 

ICA Individual Capital Assessment 

IE Independent Expert 

LBG Lloyds Banking Group plc 

LBGI Lloyds Banking Group Insurance 

LBGI 2015 Scheme Legal scheme invoking Transfer 

LCLAC Ltd LCL Assurance Company Limited   

LTF Long Term Fund which for a Company pre-Transfer includes its NPF 
and its WPF (if any) 

NPF Non Profit Fund 
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Pillar 1 Solvency I Pillar 1 basis 

PMSWF Pensions Management (S.W.F.) Limited 

PPFM Principles and Practices of Financial Management 

PRA Prudential Regulation Authority 

SAL St Andrew’s Life Assurance plc 

Effective Date LBGI 2015 Scheme Effective Date 

SHF Shareholder Fund 

SW Scottish Widows plc  

SW Ltd Scottish Widows Limited, post-Transfer the renamed CMIG  

SW Scheme Existing scheme of transfer which established the post-
demutualisation structure of SW (1999) 

SW WPF Scottish Widows With-Profits Fund 

SWA Scottish Widows Annuities Limited 

SWUF Scottish Widows Unit Funds Limited 

Transfer Proposed transfer of all the long-term insurance business of SW, 
SWA, SWUF, PMSWF, HLL, SAL, and CMMF to CMIG 

Transferee Entity receiving business (CMIG) under LBGI 2015 Scheme  

Transferors Entities transferring business (SW, SWA, SWUF, PMSWF, CMMF, 
HLL, SAL) under the LBGI 2015 Scheme 

WPA With Profits Actuary 

WPC With-Profits Committee 

WPF With-Profits Fund 

UWP Unitised With-Profits 
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