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Statement of Directors’ Responsibilities 

This Solvency and Financial Condition Report (‘SFCR’) presents information in the format prescribed by the 

Prudential Regulation Authority (‘PRA’) Rulebook and applicable Solvency II European regulations and 

guidelines.  It includes disclosures in relation to business performance, governance, risk profile, solvency 

and capital management and in doing so sets out the financial position of Scottish Widows Group Limited 

and its insurance subsidiaries following the introduction of Solvency II.  

Scottish Widows Group Limited (‘SWG’) has received permission from the PRA to publish a single SFCR. 

This report therefore contains the required information for SWG and its three insurance subsidiaries, 

Scottish Widows Limited (‘SWL’), Lloyds Bank General Insurance Limited (‘LBGIL’) and St Andrew’s 

Insurance plc (‘StAI’), referred to within the report as the “Insurance Group”.  

The SFCR will be produced on an annual basis. The applicable European regulations provide that, in this 

first year of application, comparatives are not required. Comparatives will therefore be available in the 

report from the year ended 31 December 2017. 

The Directors are responsible for preparing this Solvency and Financial Condition Report in accordance 

with the Prudential Regulatory Authority (PRA) Rulebook and Solvency II European regulations and 

guidelines. 

In compliance with the PRA Rulebook for Solvency II firms, Rule 6.1(2) and Rule 6.2(1) of the Reporting 

Part, Scottish Widows Group Limited has in place a set of procedures ensuring the ongoing 

appropriateness of any information disclosed. 

Each of the Directors, whose names and functions are listed in the Board of Directors section of the 

Scottish Widows Group Limited Report & Accounts, confirm that, to the best of their knowledge: 

(a) Throughout the financial year in question, the Group and its solo insurance undertakings have complied 

in all material respects with the requirements of the PRA rules and Solvency II Regulations as applicable; 

and 

(b) It is reasonable to believe that, at the date of the publication of the Solvency and Financial Condition 

Report, the Group and its solo insurance undertakings continue so to comply, and will continue so to 

comply in future. 

By Order of the Board 

Mike Harris 

Finance Director 

27 June 2017 
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Independent Auditor’s Report 

Report of the external independent auditors to the Directors of Scottish Widows Group Limited (‘the 

Company’) pursuant to Rule 4.1 (2) of the External Audit Part of the PRA Rulebook applicable to 

Solvency II firms  

Report on the Audit of the relevant elements of the Single Group-Wide Solvency and Financial 

Condition Report 

Opinion 

Except as stated below, we have audited the following documents prepared by the Company as at 31 

December 2016: 

 The ‘Valuation for solvency purposes’ and ‘Capital Management’ sections of the Single Group-Wide 

Solvency and Financial Condition Report of the Company as at 31 December 2016, (‘the Narrative 

Disclosures subject to audit’); and 

 

 Group templates S.02.01.02, S.22.01.22, S.23.01.22 and S.32.01.22 (‘the Group Templates 

subject to audit’). 

 

 Company templates S.02.01.02, S.12.01.02, S.17.01.02, S.22.01.21, S.23.01.01 and S.28.01.01 in 

respect of Scottish Widows Limited, Lloyds Bank General Insurance Limited and St Andrews 

Insurance plc (‘the group members’) (‘the Company Templates subject to audit’). 

 

The Narrative Disclosures subject to audit, the Group Templates subject to audit and the Company 

Templates subject to audit are collectively referred to as the ‘relevant elements of the Single Group-

Wide Solvency and Financial Condition Report’. 

We are not required to audit, nor have we audited, and as a consequence do not express an opinion on the 

Other Information which comprises: 

 Information contained within the relevant elements of the Single Group-Wide Solvency and 

Financial Condition Report set out above which are, or derive from the Solvency Capital 

Requirement, as identified in the Appendix to this report; 

 

 The ‘Summary’, ‘Business and performance’, ‘System of governance’ and ‘Risk profile’ elements of 

the Single Group-Wide Solvency and Financial Condition Report; 

 

 Group templates S.05.01.02, S.05.02.01 and S.25.03.22; 

 

 Company templates S.05.01.02, S.05.02.01, S.19.01.21 and S.25.03.21; 

 

 Information calculated in accordance with the previous regime used in the calculation of the 

transitional measure on technical provisions, and as a consequence all information relating to the 

transitional measure on technical provisions as set out in the Appendix to this report; 

 The written acknowledgement by management of their responsibilities, including for the preparation 

of the Single Group-Wide Solvency and Financial Condition Report (‘the Responsibility 

Statement’); 

 

 Information which pertains to an undertaking that is not a Solvency II undertaking and has been 

prepared in accordance with PRA rules other than those implementing the Solvency II Directive or 
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in accordance with an EU instrument other than the Solvency II regulations (‘the sectoral 

information’) as identified in the Appendix to this report. 

 

To the extent the information subject to audit in the relevant elements of the Single Group-Wide Solvency 

and Financial Condition Report includes amounts that are totals, sub-totals or calculations derived from the 

Other Information, we have relied without verification on the Other Information. 

In our opinion, the information subject to audit in the relevant elements of the Single Group-Wide Solvency 

and Financial Condition Report of the Company as at 31 December 2016 is prepared, in all material 

respects, in accordance with the financial reporting provisions of the PRA Rules and Solvency II regulations 

on which they are based, as modified by relevant supervisory modifications, and as supplemented by 

supervisory approvals and determinations. 

Basis for opinion 

We conducted our audit in accordance with International Standards on Auditing (UK and Ireland) (ISAs (UK 

& I)), International Standard on Auditing (UK) 800 and International Standard on Auditing (UK) 805, and 

applicable law. Our responsibilities under those standards are further described in the Auditors’ 

Responsibilities for the Audit of the relevant elements of the Single Group-Wide Solvency and Financial 

Condition Report section of our report.  

Emphasis of Matter - Basis of Accounting 

We draw attention to the ‘Valuation for solvency purposes’ and ‘Capital Management’ of the Single Group-

Wide Solvency and Financial Condition Report, which describe the basis of accounting. The Single Group-

Wide Solvency and Financial Condition Report is prepared in compliance with the financial reporting 

provisions of the PRA Rules and Solvency II regulations, and therefore in accordance with a special 

purpose financial reporting framework. The Single Group-Wide Solvency and Financial Condition Report is 

required to be published, and intended users include but are not limited to the Prudential Regulation 

Authority. As a result, the Single Group-Wide Solvency and Financial Condition Report may not be suitable 

for another purpose. Our opinion is not modified in respect of this matter. 

Responsibilities of Directors for the Single Group-Wide Solvency and Financial Condition Report 

The Directors are responsible for the preparation of the Single Group-Wide Solvency and Financial 

Condition Report in accordance with the financial reporting provisions of the PRA rules and Solvency II 

regulations which have been modified by the modifications, and supplemented by the approvals and 

determinations [made by the PRA under section 138A of FSMA, the PRA Rules and Solvency II regulations 

on which they are based, as detailed below: 

 Permission to publish a Single Group-Wide SFCR  

 Approval to use the matching adjustment in the calculation of technical provisions 

 Approval to use the transitional measure on technical provisions 

 Approval to use a full or partial internal models 

 Determination of the extent to which own funds of group members cannot effectively be made 

available to cover the group SCR 

 

The Directors are also responsible for such internal control as they determine is necessary to enable the 

preparation of a Single Group-Wide Solvency and Financial Condition Report that is free from material 

misstatement, whether due to fraud or error. 
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Auditors’ Responsibilities for the Audit of the relevant elements of the Single Group-Wide Solvency 

and Financial Condition Report 

It is our responsibility to form an independent opinion, in accordance with applicable law, ISAs (UK & I) and 

ISAs (UK) 800 and 805 as to whether the information subject to audit in the relevant elements of the Single 

Group-Wide Solvency and Financial Condition Report is prepared, in all material respects, in accordance 

with the financial reporting provisions of the PRA Rules and Solvency II regulations on which they are 

based. ISAs (UK & I) require us to comply with the Auditing Practices Board’s Ethical Standard for Auditors. 

An audit involves obtaining evidence about the amounts and disclosures in the relevant elements of the 

Single Group-Wide Solvency and Financial Condition Report sufficient to give reasonable assurance that 

the relevant elements of the Single Group-Wide Solvency and Financial Condition Report are free from 

material misstatement, whether caused by fraud or error. This includes an assessment of: whether the 

accounting policies are appropriate to the Company’s circumstances and have been consistently applied 

and adequately disclosed; the reasonableness of significant accounting estimates made by the Directors; 

and the overall presentation of the relevant elements of the Single Group-Wide Solvency and Financial 

Condition Report. In addition, we read all the financial and non-financial information in the Single Group-

Wide Solvency and Financial Condition Report to identify material inconsistencies with the audited relevant 

elements of the Single Group-Wide Solvency and Financial Condition Report. If we become aware of any 

apparent material misstatements or inconsistencies we consider the implications for our report. 

This report, including the opinion, has been prepared for the Directors of the Company to comply with their 

obligations under External Audit rule 2.1 of the Solvency II firms Sector of the PRA Rulebook and for no 

other purpose. We do not, in providing this report, accept or assume responsibility for any other purpose 

save where expressly agreed by our prior consent in writing. 

 

Other Matter 

The Company has authority to calculate its Group Solvency Capital Requirement using an internal model 

(‘the Group Model’) approved by the Prudential Regulation Authority in accordance with the Solvency II 

Regulations. The group members have authority to calculate their Solvency Capital Requirements using 

internal models (‘the Solo Models’) approved by the Prudential Regulation Authority in accordance with the 

Solvency II Regulations. In forming our opinion (and in accordance with PRA Rules), we are not required to 

audit the inputs to, design of, operating effectiveness of and outputs from the Group Model and the Solo 

Models, or whether the Group Model and the Solo Models are being applied in accordance with the 

Company's and the group members’ application or approval order. 

 

Report on Other Legal and Regulatory Requirements. 

Sectoral Information 

In our opinion, in accordance with Rule 4.2 of the External Audit Part of the PRA Rulebook, the sectoral 

information has been properly compiled in accordance with the PRA rules and EU instruments relating to 

that undertaking from information provided by members of the group and the relevant insurance group 

undertaking.  

Other Information  

In accordance with Rule 4.1 (3) of the External Audit Part of the PRA Rulebook for Solvency II firms we are 

required to read the Other Information and consider whether it is materially inconsistent with the relevant 

elements of the Single Group-Wide Solvency and Financial Condition Report and our knowledge obtained 

in the audits of the Single Group-Wide Solvency and Financial Condition Report and of the Company’s 
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statutory financial statements. If, based on the work we have performed, we conclude that there is a 

material misstatement of this other information, we are required to report that fact. We have nothing to 

report in this regard. 

 
PricewaterhouseCoopers LLP 

Chartered Accountants 

Bristol 

27 June 2017 

 

The maintenance and integrity of the Scottish Widows Limited website is the responsibility of the directors; 

the work carried out by the auditors does not involve consideration of these matters and, accordingly, the 

auditors accept no responsibility for any changes that may have occurred to the Single Group-Wide 

Solvency and Financial Condition Report since it was initially presented on the website. 

 

Legislation in the United Kingdom governing the preparation and dissemination of Solvency and Financial 

Condition Reports may differ from legislation in other jurisdictions. 
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Appendix – relevant elements of the Single Group-Wide Solvency and Financial Condition Report 
that are not subject to audit 
 
The relevant elements of the Single Group-Wide Solvency and Financial Condition Report that are not 

subject to audit comprise: 

 The following elements of Group template S.02.01.02: 

 Row R0550: Technical provisions - non-life (excluding health) - risk margin 
 Row R0590: Technical provisions - health (similar to non-life) - risk margin 
 Row R0640: Technical provisions - health (similar to life) - risk margin 
 Row R0680: Technical provisions - life (excluding health and index-linked and unit-linked) - risk 

margin 
 Row R0720: Technical provisions - Index-linked and unit-linked - risk margin 
 

 The following elements of Group template S.22.01.22 

 Column C0030 – Impact of transitional on technical provisions  
 Row R0010 – Technical provisions  
 Row R0090 – Solvency Capital Requirement  
 

 The following elements of Group template S.23.01.22 

 Row R0020: Non-available called but not paid in ordinary share capital at group level 
 Row R0060: Non-available subordinated mutual member accounts at group level 
 Row R0080: Non-available surplus at group level 
 Row R0100: Non-available preference shares at group level 
 Row R0120: Non-available share premium account related to preference shares at group level 
 Row R0150: Non-available subordinated liabilities at group level 
 Row R0170: The amount equal to the value of net deferred tax assets not available at the group 

level 
 Row R0190: Non-available own funds related to other own funds items approved by supervisory 

authority 
 Row R0210: Non-available minority interests at group level 
 Row R0380: Non-available ancillary own funds at group level 
 Rows R0410 to R0440 – Own funds of other financial sectors  
 Row R0680: Group SCR 
 Row R0740: Adjustment for restricted own fund items in respect of matching adjustment 

portfolios and ring fenced funds 
 Row R0750: Other non-available own funds 
 

 The following elements of Company template S.02.01.02: 

 Row R0550: Technical provisions - non-life (excluding health) - risk margin 
 Row R0590: Technical provisions - health (similar to non-life) - risk margin 
 Row R0640: Technical provisions - health (similar to life) - risk margin 
 Row R0680: Technical provisions - life (excluding health and index-linked and unit-linked) - risk 

margin 
 Row R0720: Technical provisions - Index-linked and unit-linked - risk margin 
 

 The following elements of Company template S.12.01.02 

 Row R0100: Technical provisions calculated as a sum of BE and RM - Risk margin 
 Rows R0110 to R0130 – Amount of transitional measure on technical provisions 
 

 

 The following elements of Company template S.17.01.02 

 Row R0280: Technical provisions calculated as a sum of BE and RM - Risk margin 
 Rows R0290 to R0310 – Amount of transitional measure on technical provisions 
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 The following elements of Company template S.22.01.21 

 Column C0030 – Impact of transitional on technical provisions  
 Row R0010 – Technical provisions  
 Row R0090 – Solvency Capital Requirement  
  

 The following elements of Company template S.23.01.01 

 Row R0580: SCR 
 Row R0740: Adjustment for restricted own fund items in respect of matching adjustment 

portfolios and ring fenced funds 
 

 The following elements of Company template S.28.01.01  

 Row R0310: SCR 

 

 Elements of the Narrative Disclosures subject to audit identified as ‘unaudited’. 
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Summary 

Business and Performance 

The Insurance Group is committed to providing a range of trusted and value for money protection, pension 

and investment products to meet the needs of its customers. With over £120 billion of funds under 

management, Scottish Widows is helping six million customers protect what they value most and plan 

financially for the future. In addition, the general insurance business is protecting the homes, belongings, 

cars and businesses of over three million customers.  

For Life and Pensions the strategy is focussed on four core markets: Protection, Corporate Pensions, In 

Retirement and Bulk Annuities, where we see the opportunity to deliver sustainable growth by taking 

advantage of strong macro-economic trends.  In General Insurance the focus remains on being customer 

centric and leveraging the advantage of being part of Lloyds Banking Group. The Insurance Group 

performed well in 2016 with the successful delivery of a number of key initiatives under the three core 

components of the strategy; ‘Creating the best customer experience’, ‘Becoming simpler and more efficient’ 

and ‘Delivering sustainable growth’.   

The Insurance Group remains robust in the face of economic uncertainty and volatility and a low interest 

rate environment. The financial result for the year ended 31 December 2016 for the Insurance Group was 

an underlying profit after tax of £837m, a reduction of 13% compared to the 2015 result of £962m. For Life 

and Pensions, growth in new business income was more than offset by a reduction in existing business 

income, largely driven by adverse economics, whilst General Insurance income net of claims increased.  

System of Governance 

In the lead up to the introduction of Solvency II, the Insurance Group developed and implemented a 

comprehensive system of governance. Further enhancements were made in 2016, including the creation of 

the ‘Longstanding Life, Protection and Investment’ team to ensure continued focus and support for long-

standing customers and the creation of a new Board committee, the ‘Insurance People Committee’, to 

challenge, support and influence the culture and values of our people. 

Basis of Solvency Assessment 

The Insurance Group uses an Internal Model to calculate the Solvency Capital Requirement. In addition, 

SWL has approval to use the Matching Adjustment for both individual and bulk immediate annuities, having 

obtained approval for bulk immediate annuities during 2016. SWL also uses the Transitional Measure on 

Technical Provisions and, following the reduction in interest rates during the first half of 2016, recalculated 

the amount of this deduction as at 30 June 2016 after discussion with the PRA.  

Capital position 
 

The solvency position of the Insurance Group and the three insurance subsidiaries is strong, with the 

Insurance Group able to pay dividends in February 2017 of £600m (from SWL to SWG) and £500m (from 

SWG to Lloyds Bank plc) in accordance with its risk appetite policy. Additionally, a further dividend of 

£1.8bn from SWL to SWG has been approved for payment in June 2017. The solvency position, post these 

foreseeable dividends, is summarised below.  
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31 December 2016 (£m) SWL LBGIL StAI SWG 

Eligible Own Funds (OF) 8,229 448 165 8,540 

Solvency Capital Requirement (SCR) (5,700) (289) (31) (5,976) 

Working Capital (OF – SCR) 2,529 159 134 2,564 

Solvency Ratio (OF / SCR) 144% 155% 529% 143% 

 
In the 2016 News Release, an estimated pre dividend Solvency Ratio of 160% was disclosed for SWG, the 

primary reason for the difference to the 143% shown in the table being the impact of the February 2017 

dividend of £500m to Lloyds Bank plc. 

Note that the linear run off of the Transitional Measure on Technical Provisions occurs on the 1st January 

each year and, after this reduction, the Solvency Ratios for both SWL and SWG would reduce by c. 2%. 

Quality of capital 

The quality of Own Funds is also in accordance with our risk appetite limits and is summarised below. 

31 December 2016 (£m) SWL LBGIL StAI SWG 

Tier 1 – Unrestricted 6,508 448 165 4,525 

Tier 1 – Restricted - - - 1,058 

Tier 2 1,721 - - 2,956 

Eligible Own Funds 8,229 448 165 8,540 

 
Solvency Capital Requirement and Risk Profile 
 
Our business model aims to maximise the capital benefits from risk diversification available under Solvency 

II, with the life insurance Part VII Transfer Scheme undertaken on 31 December 2015 being a key part of 

this strategy. Overall, the Insurance Group has a well-diversified portfolio of risks arising from a wide variety 

of insurance and investment products, across both Life and Pensions and the General Insurance sectors. 

The SCR broken down by risk is summarised in the table below.  

31 December 2016 (£m) SWL LBGIL StAI SWG 

Underwriting risk 4,550 364 114 5,027 

Market risk 4,047 47 26 4,120 

Credit (Counterparty) Risk 104 - - 104 

Liquidity risk - - - - 

Operational risk 2,340 94 27 2,461 

Other material risks 1,061 31 (43) 1,171 

Undiversified SCR (gross) 12,101 536 124 12,884 

Diversification   (5,669) (206) (92) (6,154) 

Diversified SCR (gross) 6,432 329 32 6,730 

Tax effect on SCR (733) (40) (1) (754) 

Diversified SCR (net) 5,700 289 31 5,976 
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The most significant risks across the Insurance Group are underwriting risk, market risk and operational 

risk, together with a number of other material risks. Within the underwriting and market risks the most 

significant risks include longevity, persistency, expenses, equity and credit spread movements on corporate 

bond and loan assets. ‘Other material risks’ consists primarily of the risks associated with the With Profits 

Funds. The level of diversification demonstrates our diverse portfolio, with, for example, a diversification 

benefit of 48% of undiversified SCR at the level of the Insurance Group.       

Solvency and Financial Condition Report  

The rest of this report sets out further detail on the above aspects of the financial and solvency position of 

the Insurance Group and its system of governance.  
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A. Business and Performance  

A.1 Business 

 

Scottish Widows Group Limited is a wholly-owned subsidiary of Lloyds Bank plc, the ultimate parent 

company of which is Lloyds Banking Group plc, a company registered in the UK.  Lloyds Banking Group is 

quoted on the London Stock Exchange and the New York Stock Exchange and is one of the largest 

companies in the FTSE 100 index of leading UK companies. 

Scottish Widows Group Limited and its subsidiaries constitute the Lloyds Banking Group Insurance 

Division.   

Scottish Widows Group Limited has an interest in the life assurance and pensions sector through its 100% 

investment in Scottish Widows Limited (formerly Clerical Medical Investment Group Ltd),  and in general 

insurance through its 100% investment in Lloyds Bank General Insurance Holdings Ltd, which owns two 

general insurance companies. 

The key insurance companies within the Group are: 

Scottish Widows Group Limited, a private limited company incorporated in Scotland and registered at 

Companies House under the following registered number – SC199547.  The company's registered office is 

situated at 69 Morrison Street, Edinburgh, Midlothian, EH3 8YF. 

Scottish Widows Limited, a private limited company incorporated in the United Kingdom and registered 

at Companies House under the following registered number – 03196171.  The company's registered office 

is situated at 25 Gresham Street, London, EC2V 7HN. 

Lloyds Bank General Insurance Limited, a private limited company incorporated in the United 

Kingdom and registered at Companies House under the following registered number – 00204373.  The 

company's registered office is situated at 25 Gresham Street, London, EC2V 7HN. 

St Andrew’s Insurance plc, a public limited company incorporated in the United Kingdom and 

registered at Companies House under the following registered number – 03104671.  The company's 

registered office is situated at 33 Old Broad Street, London, EC2N 1HZ. 

Lloyds Banking Group plc, as ultimate parent company, wholly owns and controls Scottish Widows Group 

Limited and its insurance subsidiaries.  

Throughout this document, the companies and Lloyds Banking Group plc are referred to in the following 

abbreviated form: 

Scottish Widows Group Limited (group of companies)     “SWG” or “the Insurance Group” 

Scottish Widows Limited                                           “SWL” 

Lloyds Bank General Insurance Limited                           “LBGIL” 

St Andrew’s Insurance plc                                          “StAI” 

Lloyds Banking Group plc                                                 “LBG” or “the Group” 

 

Other group companies are referred to using their full registered name. 
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The position of each insurance company within the Insurance Group can be seen in the simplified group 

structure chart shown below. 

 

A more detailed structure chart is attached in Appendix B to this report, accompanied by a list of the 

subsidiaries within the Insurance Group in Appendix C. 

Lines of business and major geographical areas of operation 

The material Solvency II lines of business for the insurance companies are: 

SWL LBGIL StAI 

Health Insurance Medical expense insurance  

Insurance with profit participation Income protection insurance Income protection insurance 

Index linked and unit linked insurance Fire and other damage to property 

insurance 

Fire and other damage to property 

insurance 

Other Life Insurance General Liability insurance General Liability insurance 

Life Reinsurance Miscellaneous financial loss Miscellaneous financial loss 

 

The Insurance Group results are driven by the same lines of insurance business, but include also insurance 

brokerage, unit trust management and the provision of administrative and trustee services. 

Lloyds Banking Group plc 
(ultimate parent company)

Scottish Widows Group 
Limited

LBG Group Entity

Insurance Group

Lloyds Bank plc

Lloyds Bank General Insurance 
Holdings Limited

Lloyds Bank General Insurance 
Limited (Authorised General 

insurer)

St Andrews Insurance plc 
(Authorised General insurer)

Scottish Widows Limited 
(Authorised Life & Pensions 

insurer)
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The material geographical area for all of the Group entities is the United Kingdom.  Scottish Widows 

Limited does write an immaterial amount of business in Europe, namely Luxembourg, Germany, the 

Netherlands, Isle of Man and Jersey, together with Hong Kong. However, these overseas operations 

remain as a result of historic legacy business and are not considered by management to be material 

geographical areas for the purposes of reporting. 

Strategy and key business events during 2016 

The Insurance Group is committed to providing a range of trusted and value for money protection, pension 

and investment products to meet the needs of our customers. Through the Scottish Widows brand, the 

group helps almost six million customers protect what they value most and plan financially for the future. In 

addition, the general insurance business protects the homes, belongings, cars and businesses of over 

three million customers. 

The Insurance Group remains robust in the face of economic uncertainty and volatility and a low interest 

rate environment and continues to ensure the best service and outcomes are provided to our customers.    

Our Business strategy 

The external business environment is changing rapidly, driven by regulations, technology and customer 

preferences, and legislative changes. Increased regulatory intervention is changing the way customers are 

saving for and accessing their savings for retirement. Rapid adoption of digital across the insurance sector 

is changing market dynamics with customers increasingly turning to these channels. Customer 

engagement is evolving from a fairly static relationship to more dynamic, service-oriented engagement. 

For Life and Pensions, we have evolved our strategy in response to changing customer needs and 

prioritised investment on four core markets, where we see the opportunity to deliver sustainable growth by 

taking advantage of strong macro-trends. We will become the “Go To Group” for Retirement for both 

personal and commercial customers, capturing the structural growth opportunity created by an ageing UK 

population as well as political and regulatory interventions (for example in relation to pensions freedom). 

 In Protection, we will continue to rebuild direct relationships through a multi-channel, multi-brand 

engagement model and build scale through entry into the intermediary channel. 

 In Corporate Pensions, we will increase capacity to build a scale and efficient business that serves 

our growing customer base, providing a better employer experience and improved member 

engagement. Additionally, we will build on banking relationships to selectively win new schemes in 

target segments. 

 In Retirement, we will capitalise on our unique opportunity of being part of the wider LBG and are 

looking to invest in the Retirement Account proposition to further build on an already strong 

presence and help franchise customers navigate their retirement journey, offering simple, value-for-

money products. 

 In Bulk Annuities, we have now competed successfully for varying sizes of schemes, enabling 

employers to de-risk their defined benefit pension schemes. We will continue to grow our share of 

this profitable market, whilst building on wider LBG experience in asset origination. 

For General Insurance, our strategy is to help our customers by being customer centric, having a clear 

market focus, and leveraging our unique advantage, being part of a wider FTSE 100 banking group. 
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The Group will continue to invest in developing the insurance business and will seek to grow in areas 

where it has competitive advantage and is under-represented, for the benefit of both customers and 

shareholders.  

Key business highlights in 2016 

Creating the best customer experience  

 Regained ‘5 star’ Service Awards in both Life & Pensions and Investment categories at the 2016 

Financial Adviser Service Awards together with ‘Most Improved Provider’ award. These accolades 

are voted on by 5,000 UK financial advisers and reflect improved customer service alongside 

simplified and streamlined processes.  

 Strengthened the general insurance business with the launch of a flexible online home insurance 

offering, delivering increased direct sales, significant new functionality and more choice for 

customers.  

 A founder member of the UK Government’s Flood Re initiative and played a lead role in setting up 

the scheme, which has enabled customers in high flood risk areas to secure affordable home 

insurance.  

Becoming simpler and more efficient  

 Launched a new digital service for employers, significantly reducing processing times for monthly 

corporate pension scheme management.  

 Introduced an online tool allowing customers to consolidate other workplace pensions assets into 

the Group. This builds on the existing “5 Steps to Retirement” website, enabling customers to take 

control of their retirement plans.  

Delivering sustainable growth  

 Successfully completed four bulk annuity transactions in 2016, taking the combined external deal 

size to over £1.85 billion since entering the market in late 2015.  

 Continued to leverage Group capabilities to source attractive, low risk, higher yielding assets to 

back annuity liabilities. Total assets acquired to date are £7 billion.  

 Growth in corporate pension sales in a competitive environment, driven by increased uptake of new 

schemes.  

 Scottish Widows Protect monthly applications have increased almost tenfold, providing £2.4 billion 

of life assurance and critical illness cover to individuals and businesses across the UK.  

Other relevant industry events in 2016 

Britain leaving the EU 

Further consideration of many of the potential implications following the UK’s vote to leave the European 

Union has been undertaken within the wider Lloyds Banking Group and the Insurance division. Work 

continues to assess the impact of ‘Brexit’, upon customers, colleagues and products. This assessment 

includes all legal, regulatory, tax, finance and capital implications. 

Fair Treatment of Long-Standing Customers in the Life Insurance Sector 

The Financial Conduct Authority (FCA) has referred a number of firms, including SWL, to its enforcement 

division after publishing its thematic review on fair treatment of long-standing customers in the life 

insurance sector on 2 March 2016. The FCA is investigating the behaviour around disclosing exit and paid-

up charges to customers after December 2008. The FCA have stated that no conclusion has been reached 
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as to whether there have been any breaches of regulatory requirements and the commencement of 

investigations should not be taken to indicate they will necessarily result in a penalty being imposed or that 

redress will be payable. No provision is held in respect of this review at this time.  

Group and insurance company governance  

The Insurance Board and the individual Insurance Company Boards are responsible for the governance 

and management of SWG and its three insurance subsidiaries. The Boards are supported by a number of 

executive committees. Full details of the governance structure and operation are given in section B of this 

report. 

Regulator  

The supervisory authority responsible for oversight of SWG and its regulated insurance subsidiaries, SWL, 

LBGIL and StAI, is the Prudential Regulation Authority (‘PRA’). The contact details for the Group’s 

supervisory team at the PRA are: 

Prudential Regulation Authority 

20 Moorgate 

London 

EC2R  6DA 

020 3461 7000 

 

Their team mailbox is PRASupervisionL@bankofengland.co.uk 

Auditors 

SWG and its regulated insurance subsidiaries, SWL, LBGIL and StAI, are all audited by 

PricewaterhouseCoopers LLP.  

SWG and SWL are audited by: 

PricewaterhouseCoopers LLP 

Chartered Accountants and Statutory Auditors 

2 Glass Wharf 

Bristol  

BS2 0FR 

0117 955 7779 

 

LBGIL and StAI are audited by: 

PricewaterhouseCoopers LLP 

Chartered Accountants and Statutory Auditors 

19 Cornwall Court 

Birmingham 

B3 2DT 

0121 265 5000 

Scope of consolidation 

Within this narrative, Solvency II quantitative data reported for the Insurance Group represents a 

consolidated position for SWG and its subsidiaries. Solvency II positions for the individual insurance 

mailto:PRASupervisionL@bankofengland.co.uk
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companies are on a non-consolidated basis. In both cases, incorporated vehicles which exist solely to hold 

investments are not consolidated but are included under the heading “investment assets”. 

Various financial statements are published covering SWG and the three insurance companies.  These are: 

Solvency II  

SWL, LBGIL, StAI and SWG each submit a set of Solvency II returns to the PRA. The publicly available 

schedules to those returns are published in Appendix D of this report. 

The individual insurance companies each report their balance sheet on a non-consolidated basis, with any 

investments in subsidiaries or “participations” held in a single line. 

The SWG balance sheet is a consolidated group position, where the underlying assets and liabilities of 

subsidiaries are reported, and intra-group balances are eliminated on consolidation.  

Insurance company statutory accounts  

The two general insurance companies each submit individual statutory accounts to Companies House. 

SWL submits consolidated statutory accounts to Companies House, which consolidates the assets, 

liabilities and results of the life company together with those of the subsidiaries under its control. 

SWG files non-consolidated statutory accounts, reporting all its group companies as investments in 

subsidiaries. There is no statutory requirement for SWG to file fully consolidated statutory accounts. Where 

this report calls for any comparison between the consolidated Solvency II positions and statutory accounts 

positions, the latter is substantially represented by the sum of the three insurance companies. Where there 

is any significant contribution from other group companies, this is noted separately. 

Lloyds Banking Group plc group accounts  

Annual group accounts are drawn up and filed by LBG for the wider Lloyds Banking Group.  These include 

segmental reporting which presents the Insurance Group result. Some of this information is reproduced in 

section A.2.  

A.2 – A.4 Group Profit 

The following sections identify the contribution to Lloyds Banking Group underlying profit and statutory 

profit made by the Insurance Group.   

A.2 Underwriting Performance 

Business performance and profitability is managed at the Insurance Group level as a whole, focused on the 

performance of each product proposition from life and general insurance, and the results are published 

within the segmental reporting of the Lloyds Banking Group accounts1.  The Insurance Group presents its 

underwriting performance as the contribution to the Lloyds Banking Group underlying profit. The result for 

the Insurance Group for the year ended 31 December 2016, together with prior year comparitives, is as 

follows:  

                                                

1 For information a more detailed breakdown of the movement in life and general insurance premiums, claims and technical provisions is provided 

in supporting schedule S5.01  
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£m  2016    2015  

 

New 

Business 

Income 

Existing 

Business 

Income 

Total 

Income 

 

New 

Business 

Income 

Existing 

Business 

Income 

Total 

Income 

Corporate pensions 123 135 258   140 175 315 

Bulk annuities 121 16 137   125 - 125 

Planning and retirement 109 95 204   40 94 134 

Protection 19 33 52   12 37 49 

Longstanding LP&I 9 393 402   9 467 476 

  381 672 1,053   326 773 1,099 

Life and Pensions 
experience and other 
items     223       235 

General insurance     354       323 

Net interest income and 
free asset return     (21)       7 

Total costs     (772)       (702) 

Underlying profit     837       962 

 

This performance is in line with that presented in the “Divisional results - Insurance” reporting in the Lloyds 

Banking Group annual report and accounts, which can be found at 

http://www.lloydsbankinggroup.com/globalassets/documents/investors/2016/2016_lbg_annual_report_v2.p

df 

Underlying profit decreased by 13 percent to £837 million. 

New business income has increased by £55m (17 percent), driven by the growth in planning and retirement 

and protection propositions. This has more than offset lower income from corporate pensions.  

Existing business income has decreased £101m, primarily driven by adverse economics.  

There was a net benefit of £223m as a result of experience and other items. This included one off benefits 

following an update to the methodology for calculating the illiquidity premium and the additional of a new 

death benefit to legacy pension contracts to align terms with other pensions products. These were partly 

offset by the effect of recent reforms on activity within the pensions market.  

General insurance gross written premiums (GWP) decreased by 3 percent, reflecting the continued 

softening of the Home market and the run off of legacy products. General insurance income net of claims 

has increased by £31m primarily driven by lower weather related claims.  

Costs increased by 10 percent to £772m, reflecting increased investment and £28m annual levy associated 

with the Flood Re scheme.  

 

http://www.lloydsbankinggroup.com/globalassets/documents/investors/2016/2016_lbg_annual_report_v2.pdf
http://www.lloydsbankinggroup.com/globalassets/documents/investors/2016/2016_lbg_annual_report_v2.pdf
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A.3 Investment Performance 

Insurance volatility 

The Group’s insurance business has policyholder liabilities that are supported by substantial holdings of 

investments.  IFRS requires that the changes in both the value of the liabilities and investments are 

reflected within the income statement. However, the value of the liabilities does not move exactly in line 

with changes in the value of the investments, and as  the investments are substantial, movements in their 

value can have a significant impact on the profitability of the Group.   

Management believes that it is appropriate to disclose the Insurance Group’s underlying profit on the basis 

of an expected return, in addition to the presentation of statutory profits which are based on the actual 

market returns. The impact of the actual return on these investments differing from the expected return is 

therefore included within insurance volatility.  

The investment performance in the Insurance Group result in the Lloyds Banking Group group accounts is 

represented by the difference between the expected return underpinning the underlying profit and the 

actual return, with the variance reported as insurance volatility. The key drivers of investment performance 

are shown below: 

Drivers Actual Expected 

Return on equities (represented by FTSE) 16.8% 5.2% 

Return on cash 0.4% 1.9% 

Change in 15 year swap yield (0.79%) - 

Change in market implied inflation 0.22% - 

 

Stronger equity market performance than expected led to a significant positive contribution to statutory 

profit.  However, the fall in long term yields, together with minor negative impacts from a lower return on 

cash and higher rate of inflation, led to an overall adverse contribution to insurance volatility of £67m. 

Investments in securitisations 

In section D.1, bond investments classified as collateralised securities are investments in securitisations. In 

addition there is an immaterial investment in securitisations within the assets held for unit-linked and index-

linked contracts. The total value of investments in securitisations is included in the table below: 

£000 31 Dec 2016 

 SWL LBGIL STAI SWG 

Investment in Securitisations     

Other 1,518,631 280,467 139,718 1,938,816 

Assets held for unit-linked and index-

linked contracts 
260   260 

Total 1,518,891 280,467 139,718 1,939,075 
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A.4 Performance of other activities 

 

In addition to the underlying business result and insurance volatility, conduct provisions can be a material 

contributor to statutory profit. The Insurance Group result was impacted by a further provision in respect of 

customer claims in relation to insurance branch business in Germany. 

The Group continues to receive claims in Germany from customers relating to policies issued by Clerical 

Medical Investment Group Limited (subsequently renamed Scottish Widows Limited). The German 

industry-wide issue regarding notification of contractual ‘cooling off’ periods has continued to lead to an 

increasing number of claims in 2016. Accordingly a provision increase of £94 million was recognised in the 

year ended 31 December 2016 giving a total provision of £639 million; the remaining unutilised provision as 

at 31 December 2016 is £168 million. The validity of the claims facing the Group depends upon the facts 

and circumstances in respect of each claim. As a result the ultimate financial effect, which could be 

significantly different from the current provision, will be known only once all relevant claims have been 

resolved. 

A.5 Any other information 

Intra group transactions 

To provide some explanation of the measure and nature of significant internal transactions between the 

SWG group companies in 2016, we set out below any material movements in intra-group positions. 

Equity transactions and dividend payments 

2016 transactions between group companies involving share capital, and dividends payable for 2016 are 

shown below. 

Equity: movements in share capital 

£000 

Issued By Issued To 
New issue/ 

(Repayment) 

Outstanding at 
period close 

Lloyds Bank General Insurance Holdings Scottish Widows Group Limited (398,326) 1,000 

St Andrew’s Insurance plc Lloyds Bank General Insurance Holdings (157,000) 1,000 

St Andrew’s Group plc Lloyds Bank General Insurance Holdings (187,000) 1,000 
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Equity: dividend payments 

£000 

Paid From Paid To Payable for 2016 
Outstanding at 

period close 

Scottish Widows Limited Scottish Widows Group Limited 250,000  

    

Scottish Widows Financial Services 
Holdings 

Scottish Widows Group Limited 
110,000  

HBOS International Financial Services 
Holdings 

Scottish Widows Financial Services 
Holdings 

95,000  

Clerical Medical International Holdings BV HBOS International Financial Services 
Holdings 

95,000  

HBOS Financial Services Scottish Widows Financial Services 
Holdings 

15,000  

Halifax Financial Services Holdings HBOS Financial Services 30,000  

HBOS investment Fund Managers Halifax Financial Services Holdings 32,000  

    

Lloyds Bank General Insurance Holdings Scottish Widows Group Limited 447,421 105,000 

Lloyds Bank General Insurance Lloyds Bank General Insurance Holdings 65,000  

St Andrew’s Insurance plc Lloyds Bank General Insurance Holdings 200,000 105,000 

St Andrew’s Group plc Lloyds Bank General Insurance Holdings 188,000  

Halifax General Insurance Services Lloyds Bank General Insurance Holdings 45,000  

 

Debt transactions and interest payments 

2016 transactions between group companies involving debt capital, and interest charged in 2016 are 

shown below. 

Debt: movements in loans during the period 

£000 

Issued By Issued To 
New issue/ 

(Repayment) 

Outstanding at 
period close 

Lloyds Bank General Insurance Holdings Scottish Widows Group Limited (137,331) - 

Lloyds Bank General Insurance Limited Scottish Widows Group Limited (100,000) - 

St Andrew’s Group plc Lloyds Bank General Insurance Holdings (158,000) - 

St Andrew’s Group plc Lloyds Bank General Insurance Holdings (30,000) - 

St Andrew’s Insurance Scottish Widows Limited (100,000) - 

Scottish Widows Limited Scottish Widows Group Limited (330,000) - 

 

 

 

 

 



SCOTTISH WIDOWS GROUP   24 

 
 

  
 

 

Debt: interest payments on loans 

£000 

From To Payable for 2016 
Outstanding at 

period close 

Scottish Widows Group Limited Lloyds Bank General Insurance Holdings 597 - 

Scottish Widows Limited Lloyds Bank General Insurance Limited 733 - 

Scottish Widows Limited St Andrew’s Insurance plc 744 - 

Scottish Widows Group Limited Scottish Widows Limited 32,078 (81,200) 

 

Service Company Recharges 

Scottish Widows Services Limited is the Group’s service company and as such recharges employee, 

pension and overhead costs to the other group entities.  

Service company fee recharges 

£000 

From To Payable for 2016 
Outstanding at 

period close 

Scottish Widows Services Limited Halifax General Insurance Services Limited 12,014 907 

Scottish Widows Services Limited Lloyds Bank General Insurance Limited 105,573 3,030 

Scottish Widows Services Limited Lloyds Bank Insurance Services Limited 85,737 11,286 

Scottish Widows Services Limited St Andrew’s Insurance plc 18,216 (2,288) 

Scottish Widows Services Limited Scottish Widows Unit Trust Managers Limited 44,435 7,633 

Scottish Widows Services Limited Scottish Widows Limited 606,222 342,395 

Scottish Widows Services Limited HBOS investment Fund Managers Limited 31,358 9,006 

 

Commissions and transactions with captive insurance brokers 

The directly owned insurance broker, Lloyds Bank Insurance Services Limited, introduces business and 

passes on insurance premiums to Lloyds Bank General Insurance Limited. Commission is then paid by the 

insurance company to the broker in respect of new general insurance business. 

Fees and commissions paid 

£000 

From To Payable for 2016 
Outstanding at 

period close 

Lloyds Bank Insurance Services Limited Lloyds Bank General Insurance Limited 192,253 124,040 

Lloyds Bank General Insurance Limited Lloyds Bank Insurance Services Limited 175,962 102,742 

 

In addition to these significant intra-group transactions during the year, we note the following significant non 

trading balances: 

An outstanding £67m liability, owing from SWG to SWL, dates back to 31st March 2000 when SWG 

acquired various subsidiaries from the then Scottish Widows plc. SWG subsequently disposed of these 

companies in July 2011.  The liability is not interest bearing. 
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Guarantees have been given as follows: 

 An unlimited guarantee is given by SWL to Scottish Widows Services Limited in respect of support 

of the Scottish Widows Retirement Benefits Scheme (SWRBS) occupational pension scheme. 

 A £51m guarantee is in place from SWL to Clerical Medical Finance plc to guarantee repayment of 

the financing company’s external debt issue, as this capital was raised in order to finance the life 

insurance company.  

Investment Return 

The table below presents the investment return for each main class of investment asset, representing the 

income and gains accruing for the year-ended 31 December 2016.  As noted in section A.1 Scope of 

Consolidation, investment income and gains are not disclosed at this level of consolidation in the SWG and 

SWL financial statements. 

£000 31 Dec 2016 

 SWL LBGIL StAI SWG 

Investment Income     

Bonds 496,951 3,901 2,501 503,353 

Equities and Collective Investments 

Undertakings 2,032,810 755 455 2,045,955 

Loans and Mortgages 191,321 0 0 191,321 

Other Investments 19,662 2 5 19,847 

Total 2,740,745 4,658 2,962 2,760,477 

     

Investment Gains and Losses     

Bonds 1,469,096 1,561 441 1,471,098 

Equities and Collective Investments 

Undertakings 9,537,112 2,468 1,416 9,527,813 

Loans and Mortgages 215,331 0 0 215,331 

Other Investments 201,120 0 0 201,120 

Total 11,422,659 4,030 1,857 11,415,362 

Total Investment Return 14,163,404 8,687 4,818 14,175,838 

 

The most significant assets are held within SWL. The Investment return shown in the table for SWL covers 

all invested assets including those that are held in ring fenced funds, index-linked and unit-linked business 

together with those held within the Matching Adjustment Portfolio to back annuity business. The returns 

earned in these funds closely match the liability attributable to the policyholders. Of the investment income 

attributable to the remaining assets in SWL, the return was 1.9%. 

Investment income comprises interest, dividends and rents. Other investments include cash, property and 

derivatives. The positive gains and losses reported for the period are attributable to gains in market value of 

bonds, loans and the underlying investments held by the collective investment undertakings. 
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B. System of Governance  

B.1 General information on the system of governance 

B.1.1 Governance overview 

The Insurance Group is governed by the Insurance Board, which has common membership, and meets 

concurrently, with the Boards of the insurance entities within the Insurance Group to discuss matters 

relating to the Insurance Group and the specific entities within it (including SWL, LBGIL and StAI). 

The full Insurance Group committee governance structure is outlined in the diagram below: 
 

 
The Insurance Board 

The composition of the Insurance Board 

The Insurance Board comprises of 11 members, two of whom are Executive Directors and nine of whom 

are Non-executive Directors. Six of the Non-executive Directors are independent. 

The role of the Insurance Board 

The Insurance Board is collectively responsible for the long-term success of the Insurance Group. It sets 

the Insurance Group’s strategy and oversees delivery against it, establishing the culture, values and 

standards and ensures that the Insurance Group manages its risk effectively, monitors reports 
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appropriately, and has the necessary financial and human resources in place for the Insurance Group to 

meet its objectives.  

The Insurance Board also makes sure that obligations to its customers, colleagues, shareholders, LBG, 

regulators and others are understood and met.  

The culture, as set by the Insurance Board, mandates customer focus, risk awareness and ethical 

behaviour. The Insurance Board oversees the embedding of this culture within the Insurance Group in a 

number of ways including, but not limited to, the use of appropriate incentives, including remuneration. 

Insurance Board Committees 

The Insurance Board has set out a number of matters specifically reserved to it, approval of which are 

solely within its remit and for which LBG approval would not be appropriate. For other matters, consultation 

with, and input or approval from, the LBG Board or LBG senior management may be required or be 

prudent. In such cases, interaction with LBG is sought in a timely and appropriate manner unless for 

reasons of urgency, conflict of interest, or other material issues, this would not be appropriate.  

In order to support its work, the Insurance Board has established a number of committees, which carry out 

their tasks in support of the Board.  

Insurance People Committee: 
 
The Committee is responsible for the oversight of culture, objective setting, performance management, 

colleague engagement, capability management, strategic resourcing, succession planning, and 

remuneration and human resource challenges in respect of senior colleagues within the Insurance Group. 

The Committee is also expected to review, challenge and recommend to the Board the alignment of 

remuneration to risk performance within the Insurance Group. 

 

Risk Oversight Committee (ROC): 
 
The ROC is responsible for taking a forward-looking perspective on Risk matters and anticipating changes 

in business conditions. ROC will consider material risk events, amendments to the risk framework, risk 

concentration and horizon risks in order to generate a view of the Insurance Group’s aggregate risk profile. 

 

ROC also holds a delegated authority from the Board in respect of the following matters:  

 

Review of the Solvency II assumptions and methodology relating to capital requirements; review and 

approval of the forward-looking scenario analysis for the ORSA; review and approval of the operational risk 

scenario analysis; monitoring of the Insurance Group’s risk and capital profile and consideration against the 

Insurance Group’s risk appetite, subject to significant variances and triggers for management action being 

reported to the Board; review and approval of the Insurance Risk (functional) Plan; review and approval of 

any proposals to extend or enter into investment asset classes as specified by or delegated from time to 

time; review and approval of the General Insurance (GI) reinsurance strategy and placement of GI’s 

reinsurance programme.  

 

Insurance With-Profits Committee - Applies to SWL only: 
 
The With-Profits Committee acts in an advisory capacity to inform decision-making in relation to the 

management of the with-profits funds. It also acts as a means by which the interests of with-profits 

policyholders are appropriately considered. The responsibility of the committee is to provide an 

independent view on the management and operations of the with-profits business of SWL.  
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Insurance Audit Committee (IAC): 
 
The IAC is responsible for the oversight of the quality and integrity of the Insurance Group’s accounting and 

reporting practices, internal controls and financial statements; for reviewing performance of the internal 

audit function and the relationship with its external auditors; and for monitoring and reviewing 

whistleblowing and fraud reporting. 

 

IAC also holds a delegated authority from the Board in respect of the following matters:  

Review of Internal Audit’s audit plan, activity reports, recommendations and their implementation in relation 

to Insurance; review and approval of the General Insurance Claims and Reserving papers on a half yearly 

basis; review and approval of the Solvency II Actuarial Assumptions and Methodology relating to the 

calculation of the Technical Provisions; review and approval of Statutory Accounting Returns. 

 

Independent Governance Committee (IGC) – Applies to SWL only: 
 
The IGC is responsible for the oversight of the operation of UK based workplace pension schemes of SWL, 

being personal pension contracts between individual employees of employer firms (including past 

employees who are not already in receipt of a pension) (“Members”) and SWL.  

 

The IGC represents the interests of active and deferred members of relevant schemes and operates 

independently of SW to assess and, where necessary, raise concerns and challenge the Value for Money 

(“VFM”) of relevant schemes for relevant policyholders.  

 

Group Director, Insurance 

The Group Director, Insurance has executive responsibility for overall management of LBG’s Insurance 

business and discharges his responsibility for the day-to-day management of the business through 

delegating elements of his authority to other Insurance executives and with the assistance of the Insurance 

Executive Committee (IEC), which is the principal executive management committee of the Insurance 

Group, and a series of subsidiary committees. 

An overview of each subsidiary committee is provided below: 

Insurance Executive Committee (IEC): 

The IEC is responsible for assisting the Group Director, Insurance in exercising his authority in managing 

the business of the Insurance Group, with agreement from the relevant Executive members as appropriate. 

Insurance Remuneration Committee: 
 
The Insurance Remuneration Committee is a sub-committee of the Group Remuneration Committee and as 

such is a Divisional management committee formed to provide support to the LBG Chief Executive in 

implementing the LBG Board’s remuneration strategy. The committee is accountable for governing and 

overseeing the remuneration arrangements in the Insurance Group, assessing remuneration proposals and 

ensuring compliance with LBG’s Remuneration Policy and Reward Governance Framework (RGF). 

However, within the Insurance Group’s governance structure, it also reports into the Insurance Board and 

the Insurance People Committee. 

Insurance Risk Committee (IRC):  

The IRC is responsible for reviewing and making recommendations concerning Insurance risk appetite. 

Additionally, the IRC is responsible for monitoring and challenging the development, implementation and 
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effectiveness of the risk management framework including the assessment, control and reporting of risk 

across Insurance; monitoring and challenging the aggregate risk exposures and concentration of risk that 

Insurance is exposed to; and for monitoring regulatory developments and impacts on Insurance. 

Insurance Investment Strategy Committee (IISC): 

IISC is responsible for review and recommendation of investment strategy and policy, and challenge of 

performance for all funds within insurance.  

Insurance Customer and Product Committee (ICPC):  

The ICPC is in place to ensure that Insurance products deliver fair outcomes for customers, are well 

managed across the business and that any risks and issues are identified, understood and managed 

effectively. 

Insurance Asset Liability Committee (IALCO):  

The IALCO is responsible for setting and monitoring the application of Asset and Liability Management 

strategy, implementing and overseeing bulk annuity pricing governance, reviewing reinsurance strategy, 

and reviewing and endorsing related papers for submission to the IAC, ROC and the Insurance Board.   

Insurance Operating Committee (IOC):  

The IOC maintains full oversight and management of the operating activities and services provided by LBG 

partners on behalf of the Insurance Group. The Committee drives the operating agenda for Insurance, 

ensuring its alignment with the strategic direction of the Insurance Group.  

Insurance Change Execution Committee (CEC):  

The CEC is the decision making body responsible for delivering the Insurance business change agenda. It 

fulfils its role by overseeing the design and prioritisation of the Insurance Change Portfolio through the 

planning cycle, ensuring alignment with the Insurance strategy and Target Operating Model (TOM).  

B.1.2 Main Roles and Responsibilities of Key Functions 

As part of requirements under the Senior Insurance Managers Regime, the Insurance Group has identified 

a number of ‘Key functions’, in addition to those mandated by regulation. These are summarised in the 

charts below for SWL, LBGIL and StAI. 

The key criteria applied in determining key functions are outlined below: 

 Executive managers holding Prudential Regulation Authority Senior Insurance Managers Functions 

(SIMF), 

 Chairs of Executive committees tasked with monitoring and controlling the sound and prudent 

management of the Insurance Group, 

 Financial Conduct Authority Controlled Functions (CF) where failures could have significant 

prudential implications, 

 Any other areas where SWL, LBGIL and StAI considers functions with potentially significant sound 

and prudent responsibilities are not mapped to an SIMF or CF. 

SWL, LBGIL and StAI also used the following rules to identify those Key Functions considered as being in a 

position of effectively running the Insurance Group: 

 All Directors  
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 All Key Functions Holders sitting on the IEC. 

‘Key Functions’ for SWL (as at 31 December 2016): 

 

‘Key Functions’ for LBGIL and StAI (as at 31 December 2016): 

 

 

Audit

Vanessa 

Swanton

SIMF5 

(Audit –

in flight)

Chief Actuary 

James Hillman

SIMF 20 

(Chief 

Actuary)

Key

Notified 

NED

Vim 

Maru
(LBG 

Products 

& 

Marketing 

Director)

Head of With-

profits

Kevin Doerr

SIMF21 (With 

Profits Actuary)

BOARD

IEC

GDI 

Antonio 

Lorenzo

SIMF1 

(CEO) 

FD

Mike Harris

SIMF2 

(Finance)

(SII 

Compliance)

Chair of Risk 

Oversight 

Committee

Andrea Blance

SIMF10  (NED 

chair)

Chair of Audit 

Committee

Mike  

Christophers

SIMF11 (NED 

chair)

Notified 

NED

Richard 

Wohanka

CRO

Perry 

Thomas

SIMF4

(Risk) 

and 

CF10 

(Compliance)

Notified 

NED

Jane Curtis 

Notified 

NED

Karin Cook
(LBG COO)

NED

and 

SIMF7

George 

Culmer
(LBG 

CFO)

CHAIRMAN

Nick Prettejohn

SIMF9 (Chairman)

Approved function: SIMF = PRA and CF = FCA

Notified function: SII KFH / Notified NED

Scottish Widows Limited

Other

Cust. 

Delivery 

Director

Donald 

Mackechnie

CF29

(Sig. Mgmt)

Conduct Risk 

Director

Andrew 

Donachie

CF11

Chief 

Operating 

Office

(including 

IT)

Chief 

Operating 

Officer

Juan 

Gomez 

Reino

Investment 

and Bulk 

Annuities

MD Bulk 

Annuities 

& 

Investment 

Strategy

Jeff 

Sayers

Distribution 

of Life, 

Pensions 

and 

Investments 

Director, 

LP&I

Ronnie 

Taylor

Pensions 

and 

Investment 

products

P&I 

Proposition 

Director

Mario 

Mazzochi

Group CEO

António Horta-

Osório

SIMF 7

Group 

Chairman

Lord Blackwell

SIMF 7

Group CRO

Juan 

Colombas

SIMF 7

Customer 

and 

Business 

Risk 

MD, 

Customer 

and 

Business 

Risk 

Philip 

Grant

Group Audit 

Director

Paul Day

SIMF7

Chairs of LBG 

Remuneration Cttee

/Audit Cttee/ Risk Cttee

Anita Frew / Nick Luff  / 

Alan Dickinson

SIMF 7

NED and 

Chair of With 

Profits 

Committee

John 

Hylands

CF2B

Longstanding 

Life, 

Protection &

Investments

MD  

Longstanding 

Life, 

Protection &

Investments

Andy Parsons

GI & 

Protection 

Products

MD, GI & 

Protection

Craig 

Thornton

Other IEC 

members/attendees: 

Persons performing a 

key function

General Counsel 

Joanne Jolly

Communications Director

John Penman

People Director

Cheryl Bosi

Engagement Director

Sarah Underhill

CIO

Tony Spilsbury (attendee)

Chief Actuary 

James Hillman

SIMF 20 

(Chief 

Actuary)

Key

Notified 

NED

Vim 

Maru
(LBG 

Products 

& 

Marketing 

Director)

Chief 

Underwriter

David Rochester

SIMF22 (Chief 

Underwriter)

BOARD

IEC

GDI 

Antonio 

Lorenzo

SIMF1 

(CEO) 

Chair of Risk 

Oversight 

Committee

Andrea Blance

SIMF10  (NED 

chair)

Chair of Audit 

Committee

Mike  

Christophers

SIMF11 (NED 

chair)

Notified 

NED

Richard 

Wohanka

Notified 

NED

Jane Curtis 

Notified 

NED

Karin Cook
(LBG COO)

NED

and 

SIMF7

George 

Culmer
(LBG 

CFO)

CHAIRMAN

Nick Prettejohn

SIMF9 (Chairman)

Approved function: SIMF = PRA and CF = FCA

Notified function: SII KFH / Notified NED

Lloyds Bank General 

Insurance Limited & St 

Andrew’s Insurance plc

Other

Other IEC members/attendees: 

Persons performing a key function

General Counsel 

Joanne Jolly

Communications Director

John Penman

People Director

Cheryl Bosi

Engagement Director

Sarah Underhill

CIO

Tony Spilsbury (attendee)

Group CEO

António Horta-

Osório

SIMF 7

Group 

Chairman

Lord Blackwell

SIMF 7 

Group CRO

Juan 

Colombas

SIMF 7

Group Audit 

Director

Paul Day

SIMF 7

Notified 

NED

John 

Hylands

FD

Mike Harris

SIMF2 

(Finance)

(SII 

Compliance)

Audit

Vanessa 

Swanton

SIMF5 

(Audit –

in flight)

CRO

Perry 

Thomas

SIMF4

(Risk) 

and 

CF10 

(Compliance)

Customer 

Delivery 

Director

Donald 

Mackechnie

CF29

(Sig. Mgmt)

Chief 

Operating 

Office

(including 

IT)

Chief 

Operating 

Officer

Juan 

Gomez 

Reino

Investment

MD Bulk 

Annuities 

& 

Investment 

Strategy

Jeff 

Sayers

Customer 

and 

Business 

Risk 

MD, 

Customer 

and 

Business 

Risk 

Philip 

Grant

GI & 

Protection 

Products

MD, GI & 

Protection

Craig 

Thornton

Chairs of LBG 

Remuneration Cttee

/Audit Cttee/ Risk Cttee

Anita Frew / Nick Luff  / 

Alan Dickinson

SIMF 7
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B.1.2.1 Description of Key Function Roles and Summary of Responsibilities (unless 

otherwise specified, the Key Functions apply to all entities) 

Insurance Executives are supported by individual teams with dedicated resource to help each executive 

discharge his/her accountabilities. 

Chief Executive (Group Director, Insurance) – SIMF1 

The Group Director, Insurance (“GDI”) holds responsibility, under delegated authority from the LBG Chief 

Executive Officer, for carrying out the conduct of the whole of the business. This responsibility is held solely 

by the GDI who is an Executive Director on the Insurance Board. The GDI is a member of the LBG 

Executive Committee reporting to the LBG Chief Executive Officer. 

The GDI also holds responsibility, under delegated authority from the Insurance Board, for managing the 

business. 

Delegations from the GDI are to members of the Insurance Executive Committee (“IEC”). 

Prescribed responsibilities allocated to the GDI are: 

 Responsibility for ensuring that the Insurance Group has complied with its obligation in Insurance - 

Fitness and Propriety 2.1 to ensure that every person who performs a key function (including every 

person in respect of whom an application under section 59 of FSMA is made) is a fit and proper 

person; 

 Responsibility for overseeing the adoption of the culture in the day-to-day management; 

 Responsibility for the development and maintenance of the business model by the governing body; 

and 

 Responsibility for monitoring effective implementation of policies and procedures for the induction, 

training and professional development of all of the key function holders (other than members of the 

governing body). 

Chief Finance Officer (“Insurance FD”) – SIMF2 and SII Compliance Function 

The Insurance Finance Director (“FD”) holds responsibility for the management of the financial resources 

and reporting to the governing body in relation to the financial affairs. The Insurance FD is an Executive 

Director. The FD’s reporting line is to the GDI in addition to the Chief Financial Officer, LBG. The Insurance 

FD is also the owner of the internal model. The Insurance FD also holds responsibility for the Solvency II 

Directive compliance function as set out in Conditions Governing Business 4.2 of the PRA Solvency II 

Rulebook. 

The Insurance FD also holds key function responsibility through the role of chairing, and overseeing the 

performance of, the IALCO. The IALCO operates under the delegated authority of the GDI to monitor key 

financial papers, manage ALM strategy, set reinsurance strategy and approve pricing. The Insurance FD 

holds key function responsibility for pricing and reinsurance. 

The Insurance FD also holds key function responsibility through the role of chairing, and overseeing the 

performance of, the Insurance Risk Committee (“IRC”). The IRC operates under the delegated authority of 

the GDI to oversee the whole risk profile and review reporting prepared for the Risk Oversight Committee. 

The responsibility for chairing IALCO and IRC is not delegated. 

Delegations from the Insurance FD are to direct reports only. 
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Prescribed responsibilities allocated to the Insurance FD are: 

 Responsibility for the production and integrity of the financial information and regulatory reporting; 

and 

 Responsibility for management of the allocation and maintenance of capital and liquidity. 

Chief Risk Officer (“Insurance CRO”) – SIMF4 

The Insurance CRO is responsible for the risk management system as set out in Conditions Governing 

Business 3 of the PRA Solvency II rulebook, and oversight of the system’s implementation by business 

owners.  

The Insurance CRO sets standards for, and provides independent appraisal to the governing body on, the 

validation and performance of the internal model. This draws on testing of standards and outputs from 

across the insurance business. 

The Insurance CRO formulates and recommends Risk Appetite to the governing body.  

The Insurance CRO is a direct report of the LBG Chief Risk Officer. The Insurance CRO also has a dotted 

line to the GDI through membership of IEC and regularly meets with the Chair of the Risk Committee 

allowing escalation directly to the governing body if appropriate. The Insurance CRO is a member of IEC 

and a regular attendee of the ROC, IAC and Insurance Board(s).  

Delegations from the Insurance CRO are to direct reports, the Head of Internal Model Oversight and the 

Chief Credit Officer, Insurance. 

No prescribed responsibilities are allocated to the Insurance CRO. 

Insurance Audit Director (“IAD”) – SIMF5 

The IAD is responsible for the management of the internal audit function as specified in Conditions 

Governing Business 5 of the PRA SII Handbook. The IAD, who reports into the LBG Group Audit Director, 

attends the Insurance Audit Committee, providing a clear escalation route to the committee’s Chairman. 

The IAD attends, but is not a member of, IEC. 

Delegations from the IAD will be to direct reports. 

No prescribed responsibilities are allocated to the IAD. 

Group Entity Senior Manager (“GESM”) – SIMF7 

GESMs have a significant influence on the management or conduct of the affairs of the Insurance Group in 

relation to its regulated activities in their capacity as an officer of the wider Lloyds Banking Group.  The 

following are SIMF7s relevant to the Insurance Group: 

 The Group Chairman, who has overall responsibility for leadership of the LBG Board and the 

promotion of the highest standards of corporate governance, and for building an effective and 

complementary LBG Board, which includes the Chairman of the Board.  His duties include oversight 

of the performance of the Insurance Board Chairman, undertaken through the day-to-day operation 

of the LBG Board and through annual performance assessments. 

 The Group Chief Executive, who is responsible for managing the business of LBG, and makes 

decisions on all matters affecting the operations, performance and strategy of LBG business, with 
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the exception of those matters delegated by him, or matters reserved to the Boards, or delegated by 

that Board. His duties include apportionment and oversight of responsibilities across all areas of 

LBG, and ensuring that the roles and responsibilities of senior management, including delegation of 

authorities, are formalised and that appropriate performance appraisal systems are in place to 

ensure that the performance of individuals (including those who report directly to him) are managed 

effectively. 

 The Chief Financial Officer, who is responsible for, inter alia, (i) the management of the financial 

resources of LBG, and (ii) management of the allocation and maintenance of capital and liquidity 

across LBG. 

 Chair of the Group Risk Committee  

 Chair of the Group Audit Committee 

 Chair of the Group Remuneration Committee  

 Chief Risk Officer, Lloyds Banking Group  

 Group Audit Director, Lloyds Banking Group  

There are no relevant delegations from SIMF7s. 

No prescribed responsibilities are allocated to SIMF7s. 

Chairman – SIMF9 

The Chairman is responsible for chairing, and overseeing, the performance of the firm. The Chairman will 

pay particular regard to ensuring the Insurance Board focuses sufficient time on matters relevant to the 

safety and soundness of the firm, receives appropriate internal and external information, meets with 

sufficient frequency and provides open and inclusive discussion in challenging management. 

The Chairman is a Non-Executive Director and has no individual delegations. 

Prescribed responsibilities allocated to the Chairman are: 

 Responsibility for leading the development of the culture by the governing body as a whole;  

 Responsibility for leading the development and monitoring effective implementation of policies and 

procedures for the induction, training and professional development of all members of the governing 

body; and 

 Responsibility for overseeing the development and implementation of the  remuneration policies and 

practices. 

Chairman of the Risk Committee (Insurance Risk Oversight Committee or “ROC”) – SIMF10 

The Chair of ROC is responsible for chairing, and overseeing the performance of, the committee 

responsible for the oversight of the Risk Management System in line with the terms of reference approved 

by the Insurance Board. The Chairman will pay particular regard to ensuring the committee focuses 

sufficient time on matters relevant to the safety and soundness of the firm, receives appropriate internal 

and external information, meets with sufficient frequency and provides open and inclusive discussion in 

challenging management. 

The Chairman of ROC is a Non-Executive Director and has no individual delegations. 

No prescribed responsibilities are allocated to the Chair of ROC. 
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Chairman of the Audit Committee – SIMF11 

The Chair of the Audit Committee is responsible for chairing, and overseeing the performance of, the 

committee responsible for the oversight of the Audit Function in line with the terms of reference approved 

by the Insurance Board. The Chairman will pay particular regard to ensuring the Audit Committee focuses 

sufficient time on matters relevant to the safety and soundness of the firm, receives appropriate internal 

and external information, meets with sufficient frequency and provides open and inclusive discussion in 

challenging management. 

The Chairman of the Audit Committee is a Non-Executive Director and has no individual delegations. 

The prescribed responsibility allocated to the Chairman of the Audit Committee is: 

 Responsibility for oversight of the independence, autonomy and effectiveness of the policies and 

procedures on whistleblowing, including the procedures for protection of staff who raise concerns 

from detrimental treatment. 

Chief Actuary – SIMF20 

The Chief Actuary is the overall owner of the management of the Actuarial Function as set out in Conditions 

Governing Business 6 of the PRA Solvency II rulebook. In addition to these responsibilities, the Chief 

Actuary is responsible for the key function activities of continuous solvency monitoring and performing 

Asset Liability Management within agreed policy and appetite. The Chief Actuary reports into the Insurance 

FD and is a member of IRC, IALCO and IISC and an attendee of ROC.  

Delegations from the Chief Actuary are to direct reports. 

The prescribed responsibility allocated to the Chief Actuary is the performance of the Own Risk and 

Solvency Assessment (ORSA). 

With-Profits Actuary (“WPA”) – SIMF21 (APPLIES to SWL ONLY) 

The With-Profits Actuary is responsible for advising the Insurance Board on the application of discretion as 

applied to with-profits business. The WPA reports to the Chief Actuary but maintains a direct channel to the 

With-Profits Committee and to the Insurance Board. 

The WPA does not delegate responsibilities. 

No prescribed responsibilities are allocated to the WPA. 

Chief Underwriter – SIMF22 (APPLIES to LBGIL and StAI ONLY) 

The Chief Underwriter is responsible for the underwriting decisions in respect of material insurance risks 

through the setting of underwriting policy, rules and limits. The Chief Underwriter is also responsible for 

setting the risk price charged for all General Insurance underwritten business. The Chief Underwriter 

ensures that appropriate systems and monitoring are in place to demonstrate that the business is operating 

within the constraints set. 

The Chief Underwriter is a direct report of the GI and Protection Director. 

The responsibilities of the Chief Underwriter are not delegated. 
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Insurance Customer Delivery Director (“ICDD”) – CF29 

The Insurance Customer Delivery Director (“ICDD”) is responsible for delivering the servicing needs 

(including claims management) of policyholders, and maintaining standards of customer treatment and 

protection. The services provided are set out in an intra-Group servicing arrangement between the firm and 

LBG plc.   

The ICDD reports directly to the LBG Group Director Operations and the GDI. The ICDD is responsible for 

oversight of any services supplied where the external outsource relationship is owned by the Insurance 

Customer Delivery team in Group Operations. 

Delegations from the ICDD are to direct reports. 

No prescribed responsibilities are held by the ICDD. 

Notified Roles 
 
All other Key Function roles identified and Non-Executive Directors who do not hold an ‘approved’ role (i.e. 

SIMF or CF) are referred to as ‘notified’, as the regulators need to be notified of who they are and what role 

they hold, but are not subject to regulatory pre-approval for their role. 

Insurance Chief Operating Officer (“Insurance COO”) – key function holder (notified) 

The Insurance COO is a member of IEC, reporting to the GDI. The Insurance COO is responsible for 

managing and monitoring outsourcing arrangements between the firm and the wider LBG, including Group 

Operations. Management of these critical internal outsourcing arrangements, failure of which could have 

significant customer and prudential impacts, has been identified as a key function. 

In addition to this key function role, the Insurance COO is also responsible for change management, digital 

and direct consumer transformation, delivery of the IT agenda for Insurance, utilising and managing data, 

delivery of business improvement activity, chairing the Insurance Operating Committee / Chief Operating 

Office Executive Committee / Insurance Change Execution Committee and recommending strategy to IEC. 

Delegations from the Insurance COO are to direct reports. 

No prescribed responsibilities can be allocated to key function holders (notified). 

Investment (Managing Director, Bulk Annuities and Investment Strategy) – key function 

holder (notified) 

The Investment key function holder is responsible for ensuring that all investment decisions for these 

entities are made with due regard to the prudent person principle and are consistent with Solvency II 

needs, taking into account the specific risk profile of the entities, approved risk tolerance limits and 

business strategy. 

The Investment key function holder is a direct report of the GDI and an IEC member. The Investment Key 

Function Holder chairs the IEC subsidiary committee responsible for investment strategy (Insurance 

Investment Strategy Committee (“IISC”)). 

Delegations from the Investment key function holder are to direct reports from the Investment Strategy 

team and any other team members with delegated authority to authorise transactions on behalf of the firm. 

No prescribed responsibilities can be allocated to key function holders (notified). 
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Customer and Business Risk (Managing Director, Customer & Business Risk) – key 

function holder (notified) 

The Customer & Business Risk Director is a member of IEC reporting to the GDI. The Customer & 

Business Risk Director is identified as a key function holder responsible for enhancing customer experience 

and operational resilience via continuous improvement and monitoring, managing the risk of change, 

overseeing the control environment for Insurance, managing delivery of rectifications and overseeing 

continuous product management. 

Delegations are to direct reports only. 

No prescribed responsibilities can be allocated to key function holders (notified). 

Proposition Directors – key function holders (notified)  

General Insurance & Protection Products (GI & Protection Director) – for SWL - key function holder 

(notified); for LBGIL and StAI – CF29: 

The GI & Protection Director, a direct report of the GDI, is identified as a key function holder responsible for 

developing and implementing strategies for design, distribution and retention of general insurance and 

protection products. 

Delegations are to direct reports only. 

No prescribed responsibilities can be allocated to key function holders (notified). 

Pensions and Investment products (Pensions & Investment Proposition Director) (APPLIES TO SWL 

ONLY): 

The Pensions & Investment proposition Director, a direct report of the GDI, is identified as a key function 

holder responsible for developing and implementing strategies for design, distribution and retention of 

individual risk products. 

Delegations are to direct reports only. 

No prescribed responsibilities can be allocated to key function holders (notified). 

Longstanding Life, Protection and Investment Products (Managing Director, Longstanding Life, 

Protection and Investment) (APPLIES TO SWL ONLY): 

The Managing Director for Longstanding Life, Protection and Investment, a direct report of the GDI, is 

identified as a key function holder responsible for long standing customers. 

Delegations are to direct reports only. 

No prescribed responsibilities can be allocated to key function holders (notified). 

Bulk Annuities (Managing Director, Bulk Annuities and Investment Strategy) (APPLIES TO SWL 

ONLY): 

The Director for Bulk Annuities and Investment Strategy Bulk Annuity Function Holder, a direct report of the 

GDI, is identified as a key function holder responsible for developing and implementing strategies for 

design and distribution of bulk annuity proposition. 
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Delegations are to direct reports only. 

No prescribed responsibilities can be allocated to key function holders (notified). 

Distribution of Life, Pensions and Investment (Distribution of Life, Pensions and Investment 

Director) (APPLIES TO SWL ONLY): 

The Distribution of Life, Pensions and Investment Director is key function holder responsible for developing 

and implementing strategies for distribution of products managed by the Life, Pensions & Investment 

distribution business unit. 

Delegations are to direct reports only. 

No prescribed responsibilities can be allocated to key function holders (notified). 

Notified Non-Executive Directors 

Notified Non-Executive Directors are captured as key function holders through their role of effectively 

running the firm. No individual responsibilities are allocated. 

B.1.3 Changes in the System of Governance over the reporting period 

During 2016 there were a number of changes in the management and governance structure of the 

Insurance Group. These are outlined below: 

 A Customer and Business Risk team was created, consolidating the first line of defence risk 

management resource. 

 Creation of the Longstanding Life, Protection and Investment team to continue to effectively support 

our longstanding customers.  

 A new Board committee (the Insurance People Committee) was established to consider, challenge 

and influence the culture and values of the Insurance Group. 

 The LP&I Customer and Product Governance Committee and the GI Customer and Product 

Governance Committee were merged into the Insurance Customer and Product Committee to 

provide an integrated Insurance-wide customer and product viewpoint. 

B.1.4 Remuneration  

The Insurance Group’s remuneration policy is driven by that of the wider banking group, where the policy is 

set by the Remuneration Committee.   

The Chief Executive, Scottish Widows & Group Director, Insurance is accountable for establishing, 

implementing and maintaining remuneration policies, procedures and practices within the Insurance Group 

which adhere to the banking group’s remuneration philosophy, and are consistent with and promote 

principles of effective risk management.  Support is provided by the Insurance Remuneration Committee 

which is responsible for ensuring that remuneration related activity is effectively monitored. Annually the 

Insurance Remuneration Committee provides a formal attestation to confirm that the Remuneration Policy 

is being applied effectively and that all decisions are taken in line with the wider group’s Reward 

Governance Framework. 

The Chief Risk Officer for Insurance (CROI) oversees the assessment of risk for the Insurance Group, 

carrying out a risk-adjusted performance assessment process and individual risk adjustment process. 

These processes are in turn overseen by an Independent Performance Adjustment Committee of Lloyds 

Banking Group. 
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Any new incentive plans or material changes to existing plans must be approved by the Insurance 

Remuneration Committee. 

B.1.4.1 Principles of the remuneration policy 

The remuneration policy is founded on four reward principles designed to encourage alignment with 

business strategy, corporate values and the Group’s risk appetite. A core principle of the remuneration 

approach is that any remuneration decisions should be performance-driven and should reward colleagues 

for appropriate conduct and behaviour.  

To support remuneration decision-making, the Insurance Group operates a robust and effective 

performance management framework. Performance is assessed across the organisation using a balanced 

scorecard approach, with five categories: Customer, People, Control Environment, Building the Business 

and Finance. 

Risk is an embedded consideration in all categories of the balanced scorecard and emphasis is placed on 

reviewing how objectives are achieved, as well as what has been delivered. Various types of risk are 

considered, including (but not limited to) credit risk, conduct risk, market risk, operational risk and insurance 

risk.      

The four reward principles are: 

Customer alignment 

 Rewards action and behaviour which puts customers first 

 Builds a responsible business that helps Britain prosper 

 Supports the culture plan 

 

Simple, affordable and motivating 

 

 Flexible and simple 

 Transparent and understood 

 Motivating awards with colleagues’ value 

 

Sustainable growth 

 

 Supports delivery of long-term, superior and sustainable returns 

 Promotes sound and effective risk management 

 Complies with regulations 

 

Competitive, performance-driver and fair 

 

 Drives successful change towards Bank of the Future  

 Encourages working together as one team 

 Delivers fair outcomes, based on performance, not personal characteristics 

In addition to receiving a salary, all colleagues are also eligible to participate in: 
 

 Pension schemes (pension scheme membership will be in line with terms offered to all colleagues.  
Arrangements for individuals will vary depending upon date of joining and seniority level), 
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 All employee share plans, details of which are outlined below, 
 

 Flexible benefits (which represents equivalence to 4% of the value of base salary), 
 

 Company car or car cash allowance (dependent upon grade), 
 

 Private Medical Insurance, 
  

 Access to colleague offers, generally discounts from retail suppliers such as supermarket, 
entertainment and leisure suppliers etc, 
 

 Colleague bonus schemes  
 

There are a small number of senior colleagues who are also in receipt of a role based allowance which is 
delivered in the form of a Fixed Share Award (FSA).  
 

B.1.4.2 Fixed vs variable reward elements 

Reflecting the role of the Insurance Group as part of the wider UK-focused retail and commercial bank, the 

majority of Insurance Group employees are on the Lloyds Banking Group Performance Share Plan.   

Some colleagues participate in specialist or enhanced bonus arrangements, where variable remuneration 

may be a higher proportion of total remuneration, with salary levels being guided by a combination of 

external market data, peer comparisons, and internal pay ranges where applicable, while ensuring 

compliance with external regulatory requirements in relation to bonus caps as a percentage of base salary.   

As a consequence of the bonus capping requirements introduced as part of the Capital Requirements 

Directive (CRD) IV legislation, the Banking Group sought and obtained shareholder approval at its 2014 

Annual General Meeting to apply a cap of 2:1 where appropriate in relation to the ratio of variable to fixed 

remuneration for its Material Risk Takers, as defined under both CRD IV and Solvency II legislation.  

In line with the approach adopted by peers in the financial services sector, the Banking Group has, in order 

to enable it to continue to recruit individuals in a competitive global market of the necessary calibre to 

maintain its strategy of becoming the ‘Best Bank for Customers’, introduced a role-based allowance 

commencing from the 2014 performance year as part of the overall remuneration package for a small 

number (circa 50) of key individuals across the organisation.  This includes members of the Insurance 

Board and its Executive Committees. The role-based allowance forms part of an individual’s fixed 

remuneration, and results in a reduction of the bonus opportunity for impacted staff. Through this approach, 

the Banking Group has introduced an appropriate balance of fixed to variable remuneration.   

For some members of the Insurance Board and its Executive Committees, dependent upon level of 

seniority, variable remuneration includes an additional long term incentive plan (the Executive Group 

Ownership Award), and this is described below together with further detail on variable remuneration 

elements relating to bonus and share schemes. 

B.1.4.3 Bonus Plans 

Group Performance Share Plan 

The Group Performance Share plan is the default annual discretionary bonus plan. 
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The methodology for determining the bonus payable is determined by the Remuneration Committee and 

set out in detail in a bonus manual. Market based target bonuses are used to align total remuneration, 

including all relevant components of the reward package, to market median.   

  

Measures and targets are set annually and awards are determined by the Committee after the year end 

based on performance against the targets set. 

 
Individual performance criteria 

 
The Group Performance Share Plan has on-target bonus levels for each grade, expressed as a percentage 

ranging from 5% to 65% of salary, individual performance then being based on the balanced scorecard 

approach described above.  Material Risk Takers are additionally assessed on both a pre risk and post risk 

performance rating, evidencing the impact the colleague's risk performance has had on their overall 

performance.  

 

The balance of fixed and variable remuneration is regarded as appropriate for such colleagues, and allows 

variable remuneration to be adequately flexed to reflect the performance of the Group, the business unit 

and the individual. 

 

Remuneration under the Group Performance Share Plan is a mixture of cash and shares and deferral 

mechanisms apply to higher level of bonus and to payments to individuals in key decision making roles, in 

order to support the principles of the remuneration policy and drive the right customer behaviours. 

 
In addition to the Group Performance Share Plan there are two alternative discretionary bonus plans in 

operation which a small number of colleagues participate in, outlined below: 

Enhanced Performance Share Plan 

A small number of colleagues are part of an Enhanced Performance Share Plan.  This plan resembles the 

Annual Performance Share Plan, but with different on-target amounts. 

Specialist Performance Share Plan 

This is a discretionary Performance Share plan applicable to a small number of specialist roles.  The 

Specialist plan is intended primarily for colleagues at junior management grades and above who are: 

 In a unique role in terms of the skill set required to perform the role, and  

 In a role where there is evidence that the external market reward levels support inclusion in a 

discretionary Specialist Plan rather than the Annual Performance Share Plan.  

LBG Executive Group Ownership Award 

The Lloyds Banking Group Executive Group Ownership Award exists to motivate and retain senior 

employees by using a structure that aligns reward with sound risk management and with longer term 

shareholder interests. Performance measures are determined by the Remuneration Committee at the time 

of the award. All performance measures are subject to LBG shareholder approval. At least 60% of awards 

are weighted towards ‘traditional’ and/or finance measures, with the balance on strategic measures.   

The measures are chosen to support the ‘Best Bank for Customers’ strategy and to align management and 

shareholder interests. All awards under this plan are subject to performance adjustment during the 

performance period, and in the case of awards made to material risk takers, subject to clawback two years 

after vesting. Whether and to what extent the objectives have been satisfied is determined by the 
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Remuneration Committee. The Committee retains full discretion to amend payout levels should the award 

not reflect business and/or individual performance. The Committee may reduce (including to zero) the level 

of award, apply additional conditions to vesting, or delay vesting of awards to a specified date or until 

conditions set by the Committee are satisfied, where it considers it appropriate as a result of an event 

occurring before vesting.  

Further details on the 2017 Group Ownership Award and the 2016 long term incentive plan can be found in 

the Directors remuneration section of 2016 Annual Report using the link below: 

http://www.lloydsbankinggroup.com/globalassets/documents/investors/2016/2016_lbg_annual_report_v2.p

df 

B.1.4.4. All employee share plans 

There are also two “all employee” share plans available for investment by all colleagues, which are outlined 

in more detail below: 

Sharematch 

Sharematch gives each employee the opportunity to invest in Lloyds Banking Group shares (called 

Partnership Shares).  

There is no fixed invitation period for Sharematch and a colleague can join at any time either online or by 

phone. 

Partnership Shares are bought from gross pay and therefore a colleague elects to join the scheme.  

Sharesave 

Sharesave is a combined Save As You Earn (SAYE) savings and share option plan that is offered from 

time to time, typically on an annual basis. 

Colleagues are able to save between £5 and £500 each month directly from their net salary (i.e. after 

income tax and National Insurance have been paid) for three years. 

£500 is the maximum that HM Revenue and Customs allows each employee to save each month, whether 

you save into one Sharesave plan or spread your savings over a number of plans. 

B.1.4.5 Pension and supplementary schemes 

Members of the Insurance Board, its Executive Committees and other key function holders, are eligible for 

membership of the all employee pension schemes on the terms that are in line with all colleagues.  

In addition, two Insurance Board members have been awarded additional pension benefits as 

compensation for loss of pension rights with previous employers. These terms were agreed in order to 

recruit colleagues of the required experience and calibre. 

The Group does not operate an early retirement scheme.   

B.1.4.6 Material transactions with shareholders and members of the Insurance Board and its 

Executive Committees 

The following provides information regarding material transactions during the reporting period with 

shareholders, persons who exercise significant influence on the undertaking and with members, Insurance 

Boards and their Executive Committees.  

http://www.lloydsbankinggroup.com/globalassets/documents/investors/2016/2016_lbg_annual_report_v2.pdf
http://www.lloydsbankinggroup.com/globalassets/documents/investors/2016/2016_lbg_annual_report_v2.pdf
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There were no transactions with members of the Insurance Board and its Executive Committees other than 

remuneration provided under the principles set out above and audit fees payable to the companies’ 

respective auditors. 

The ultimate shareholder of SWG Group and its insurance subsidiaries is LBG, through the structure 

described in Section A.1 of this report.  Transactions occurring between the parties would relate mainly to 

financing (loans and subordinated debt), investment transactions, commission payments and expense 

recharges.       

The material transactions between SWG (and its related entities) and Lloyds Bank plc/Bank of Scotland plc 

are detailed below.  

Balance Sheet Positions 

In relation to financing activities: 
 
 

Type Counterparty Amount 

Subordinated perpetual debt Lloyds Banking Group plc £305m 

   

Undated preference shares and accrued interest Lloyds Bank plc £18m 

   

Undated subordinated debt without repurchase feature Bank of Scotland plc £490m 

   

Dated subordinated debt Bank of Scotland plc £75m 

 Lloyds Bank plc £560m 

   

Undated subordinated debt Lloyds Capital Holdings £524m 

   

Repurchase agreement Lloyds Bank plc £595m 

   

Derivatives Lloyds Bank plc £194m 

 

In relation to operational activities:  

 An amount of £625m owing to Lloyds Bank plc relating to expense recharges. 

 An amount of £511m owing to Lloyds Bank plc in relation to value share. Value share is the 

methodology used to reward Lloyds Bank plc for selling Scottish Widows products.   

 An amount of £321m owing to Lloyds Bank plc in relation to the commissions accrued on profit 

share agreements within the Insurance Group.  

 An amount due to Lloyds Bank plc of £275m in relation to interest rate swaps.  

In relation to investment activities:  

 A £1.4bn interest bearing collateralised loan to Lloyds Bank plc. 

 Undated loan capital of £90m with Scottish Widows Bank plc. 

 £144m of operational bank balances held with Lloyds Bank plc and £129m held with Bank of 

Scotland plc. 

 £1.1bn of derivative swaps with Lloyds Bank plc and £254m with Bank of Scotland plc. 
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Commissions & Expense Recharges during 2016 

 Fees and commissions are paid to reward Lloyds Bank plc for selling Scottish Widows life and 

pension products and for selling general insurance products.  During the year SWG has paid fees 

and commissions totalling £264m to Lloyds Bank plc and its subsidiaries.  

 During the year SWG has been charged £453m from Lloyds Bank plc and £33m from Bank of 

Scotland in relation to expenses incurred centrally and then recharged.  

 During the year SWG has paid dividends to Lloyds Bank plc of £500m and to HBOS plc of £126m. 

B.2 Fit and proper requirements 

 

The fit and proper policy applies to all Insurance Group companies as defined by the Solvency II Directive, 

and to all Insurance colleagues. The key requirements under the policy are detailed below:  

1. The fitness and propriety of all persons who hold Controlled Functions, Senior Insurance Manager 

Functions or Key Function Holders within the Insurance Group must be assessed in line with current 

PRA/FCA rules and guidance and with LBG requirements as outlined in the Significant Influence 

Approved Persons Controlled Function Standards and the Group Colleague Policy prior to them 

taking up the role. 

2. The appointment of persons proposed to hold Controlled Functions, Senior Insurance Manager 

Functions or Key Function Holders within the Insurance Group must be approved in line with current 

PRA/FCA requirements and as outlined in Group requirements. This includes: ensuring the person 

is of good repute and integrity, possesses the level of competence, knowledge and experience, has 

the qualifications and has undergone or is undergoing all training required to enable such person to 

perform his or her key function effectively  

3. Ongoing competence of all persons who hold Controlled Functions, Senior Insurance Manager 

Functions or Key Function Holders or persons performing a key function within the Insurance Group 

must be assessed, to ensure that they remain fit and proper in line with existing PRA/FCA 

requirements and as set out in the Group HR Policy.  This includes an annual attestation. Where 

any adverse disclosures since previous attestation are identified, these will be reviewed and 

assessed on a case by case basis. 

4. The Regulator must be informed of all movements within the Key Function Holder population, 

including where a Key Function Holder transfers into another Key Function Holder position. A record 

of all Key Function Holder movements must also be maintained internally. 

5. The composition of the Insurance Board (reviewed regularly by Insurance Company Secretariat) 

and the Insurance Executive Committee must collectively possess and maintain appropriate 

qualification, experience and knowledge (in order to meet  relevant legal and business 

requirements) about at least: 

 Insurance and financial markets 

 Business strategy and business model 

 System of governance 

 Finance and actuarial analysis 

 Regulatory framework and requirements 
 

6. All relevant colleagues and Non-Executive Directors must undergo pre-recruitment vetting by Group 

HR, in line with existing PRA/FCA requirements and as appropriate to their role, in line with the 

requirements laid out in the Group Colleague Policy.  

7. All relevant colleagues must undertake and document performance management and development 

activities (including any relevant Continuous Professional Development activity) in accordance with 
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the Group's performance management approach, as outlined in the Performance Management 

Standard associated with the Group Colleague Policy to assess ongoing fitness for role. 

8. All relevant colleagues must undertake relevant annual mandatory training, including where 

applicable Codes of Responsibility, Financial Crime, Market Abuse and Conflicts of Interest, to 

ensure familiarity with their regulatory obligations. 

9. Investigations must be undertaken if there is any cause to believe that: 

 a person will discourage the undertaking from pursuing the business in a way that is 
consistent with applicable legislation 

 a person will increase the risk of financial crime 

 sound and prudent management of the business of the undertaking is at risk 
 

10. Investigations must be carried out in a proportionate fashion, and must be in line with the 

requirements of the Group Investigations Policy. 

11. Notification must be made to the Regulators as soon as possible if information reasonably expected 

to be material to the assessment of a current or former key function holder’s fitness and propriety is 

found. This includes if a relevant person is dismissed/suspended or has had his or her employment 

terminated. 

12. Where an Insurance entity is based in a European Country other than the UK, it must have in place 

policies and procedures compliant with the local regulatory implementation of the Solvency II 

directive.  Any discrepancies with the UK process need to be discussed, documented and agreed 

with the relevant Group and/or Insurance Policy Owner.  

13. Where key functions are outsourced, the service provider must check the fitness and propriety of all 

persons working on that function. A senior manager from within the undertaking should have overall 

responsibility for the outsourced key function, who is fit and proper and possess sufficient 

knowledge and experience regarding the outsourced key function to be able to challenge the 

performance and results of the service provider. 

B.3 Risk management system including the own risk and solvency assessment 

B.3.1 Risk Management Framework 

The operation of System of Governance (SoG) components within the Insurance Group can be described, 

delivered and assessed holistically in the context of the application and monitoring of the wider Insurance 

Group Risk Management Framework (RMF) outlined in the diagram below. The RMF is aligned to the LBG 

Risk Management Framework, whilst incorporating elements to address and support compliance with 

Insurance-specific requirements. 

LBG operates a prudent approach to risk with rigorous management controls to support sustainable 

business growth and minimise losses.  

The RMF provides a robust and consistent approach to risk management across the organisation with 

mechanisms for developing and embedding risk policies and risk management strategies, which are 

aligned to the risks faced by the business. This in turn drives the risk profile of the business in line with risk 

appetite and through good risk-reward decision making.  

The RMF is structured around nine components, as set out in the diagram below, which align with and 

meet the industry-accepted internal control framework issued by the Committee of Sponsoring 

Organisations of the Treadway Commission (COSO). These components apply across all risk types and 

are outlined in more detail below. 
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Insurance Group Risk Management Framework 

 

Component 1 - Role of the Board and senior management  

Key responsibilities of the Board and senior management have already been covered under Section B.1.1. 

At the highest level they include: 

 Setting risk appetite and risk policies. 

 Cascade of delegated authority. 

 Effective oversight over risk management in accordance with the agreed risk appetite. 

Component 2 - Risk Appetite  

Overview 

Risk Appetite is set with reference to Insurance Board approved risk preferences.  

The Insurance business defines Risk Appetite as ‘the amount and type of risk that our organisation is 

prepared to seek, accept or tolerate’. Risk Appetite is aligned to LBG’s Risk Principles and covers Financial 

Risks (Insurance, Market, Capital, Credit and Liquidity), Operational Risks, People Risks, Conduct Risks, 

Regulatory and Legal Risks, Financial Reporting Risks and Governance. Risk Appetite Statements set 

limits for exposures to the key risks faced by the business.  Risk Appetite is reviewed at least annually by 

the Insurance Board and evolves in tandem with Insurance business strategy. 

Executive owned Tier 2 and Tier 3 limits sit beneath Insurance Board owned Risk Appetite (Tier 1) and are 

managed and governed within the Insurance business.    

A key component of the Risk Appetite is the requirement to hold a Capital Buffer in excess of the regulatory 

SCR.  Currently, the Capital Buffer is set with the intention that the Insurance Group will not breach the 

regulatory SCR more than once in every ten years. 

Reporting 

Risk Appetite is reported monthly (by exception) and quarterly (in full) to the IRC, quarterly in full to the 

ROC and bi-annually (by exception) to the Insurance Board.  Copies are also supplied regularly to the 

Insurance’s regulators as part of the close and continuous relationship.  
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Reporting focuses on ensuring and demonstrating to the Insurance Board and their delegate ROC that 

Insurance is run in line with approved Risk Appetite. Any breaches of Risk Appetite must be escalated to 

the Insurance Board and require clear plans and timescales for resolution. 

Two Insurance Risk Appetite metrics are part of LBG Board Risk Appetite.  These are submitted monthly to 

the LBG Group Risk Committee and to the LBG Board Risk Committee six times a year. 

Embedding 

The Insurance business formulates its business strategy, objectives and plans within the Insurance Risk 

Appetite. 

Risk Appetite forms part of Insurance Executives’ Balanced Scorecard Objectives. Insurance Executive and 

Board paper templates have an explicit Risk Appetite section to ensure proposals consider Risk Appetite 

impacts and are within agreed tolerances.   

Component 3 - Governance frameworks  

The Insurance Policy framework is aligned to the LBG Policy Framework, supplementing LBG requirements 

with Insurance-specific policy requirements. Risk policies define mandatory requirements for risk 

management and control and are aligned to the agreed risk appetite.  

Components 4&5 - Three Lines of Defence model  

The Risk Management Framework (‘RMF’) is implemented through a ‘Three Lines of Defence’ model which 

defines clear responsibilities and accountabilities and ensures effective independent oversight and 

assurance activities covering key decisions take place. 

The business lines (first line) have primary responsibility for risk decisions, identifying, measuring, 

monitoring and controlling risks within their areas of accountability and implementing the requirements of 

the RMF and its components. 

The Risk Function (second line) is represented by the Chief Risk Officer, Insurance, whose role includes 

providing oversight and independent constructive challenge to the effectiveness of risk decisions taken by 

business management, reviewing and challenging  the risk profile of the Insurance Group and ensuring that 

mitigating actions are appropriate. 

Group Audit (third line) provides independent, objective assurance and consulting activity designed to add 

value and improve the organisation’s operations. It helps the Insurance Group accomplish its objectives by 

bringing a systematic, disciplined approach to evaluate and improve the effectiveness of risk management, 

control and governance processes. Group Audit provides independent assurance to the IAC and the 

Insurance Board that risks within the Insurance Group are recognised, monitored and managed within 

acceptable parameters. 

Group Audit is fully independent of the Risk Division and the business, and seeks to ensure objective 

challenge to the effectiveness of the risk governance framework. 

Component 6 - Risk identification, measurement, monitoring and control 

An enterprise-wide risk management framework for the identification, assessment, measurement and 

management of risk is in place. The framework is in line with LBG’s risk management principles and covers 

the full spectrum of risks that the Insurance Group (and insurance companies within it) are exposed to. 

Under this framework, risks are categorised according to an approved LBG risk language which has been 
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adopted across the Group. This covers the principal risks faced by the Group, including the exposures to 

market, insurance, credit, capital, liquidity, regulatory & legal, conduct, people, governance, operational and 

financial reporting risks. 

For the purposes of quantifying risk, the Insurance Group has developed an Internal Model which reflects 

the risk profile of the Insurance Group.  The PRA have granted approval for the Insurance Group (and the 

individual insurance entities within it) to use the Internal Model for quantifying the SCR. 

The process for risk identification, measurement and control is integrated into the overall framework for risk 

governance. Risk identification processes are forward looking to ensure emerging risks are identified. Risks 

are captured in comprehensive risk logs/registers, and measured using robust and consistent quantification 

methodologies. The measurement of risks includes the application of stress testing and scenario analysis, 

and considers whether relevant controls are in place before risks occur. The Internal Model and ORSA are 

key elements of this process. Further comment on the governance over the Internal Model is given in 

Section B.3.3, and a description of the ORSA process is provided in Section B.3.4. 

Component 7 - Risk aggregation and reporting  

Identified risks are logged and reported on a monthly basis or as frequently as necessary to the appropriate 

committee. The extent of the risk is compared to the overall risk appetite as well as specific limits or 

triggers. When thresholds are breached, actions and timeframes required to resolve the breach and bring 

risk within given tolerances are put in place and tracked to completion. There is a clear process for 

escalation of risks and risk events.  

Business areas complete a Control Effectiveness Review annually, reviewing the effectiveness of their 

internal controls and putting in place a programme of enhancements where appropriate. Executives from 

each business area and each executive committee member challenge and certify the accuracy of their 

assessment. This key process is overseen and independently challenged by Policy Owners, Risk Division 

through the Chief Risk Officer, Insurance and Group Audit. 

Component 8 - Culture  

Supporting the formal frameworks of the RMF is the underlying culture, or shared behaviours and values, 

which sets out in clear terms what constitutes good behaviour and good practice. In order to effectively 

manage risk across the organisation, the functions encompassed within the Three Lines of Defence have a 

clear understanding of risk appetite, business strategy and an understanding of (and commitment to) the 

role they play in delivering it. A number of levers are used to reinforce the risk culture, including tone from 

the top, clear accountabilities, effective communication and challenge and an appropriately aligned 

performance incentive and structure. 

Component 9 - Resources and capabilities  

Appropriate mechanisms are in place to avoid over-reliance on key personnel or system/technical 

expertise. Adequate resources are in place to serve customers both under normal working conditions and 

in times of stress, and monitoring procedures are in place to ensure that the level of available resource can 

be increased if required. Colleagues undertake appropriate training to ensure they have the skills and 

knowledge necessary to enable them to deliver fair outcomes for customers, being mindful of LBG’s 

Conduct Strategy and Financial Conduct Authority requirements. 

B.3.2 Risk Management Function 

The Chief Risk Officer, Insurance (CROI) and the Insurance Risk team supporting him/her represent the 

Risk Function for the Insurance Group. 
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The objective of Insurance Risk is to provide both proactive oversight and constructive challenge to the 

business. It also has a key role in promoting the implementation of a strategic approach to risk 

management through the development, implementation and maintenance of the Risk Management 

Framework. Risk also recommends the Risk Appetite to the Insurance Board. Particular focus is on: 

 Develop and embed effective risk management processes; 

 Transparent focused risk monitoring and reporting; 

 Provision of expert and high quality advice and guidance to the Board, executives and management 

on strategic issues and horizon scanning including pending regulatory changes; 

 Maintenance of a constructive dialogue with the first line through provision of advice, development 

of common methodologies, understanding, education and training. 

The Chief Risk Officer, Insurance has oversight responsibilities for the Insurance Group across all risk 

types, with oversight activity performed by specialist teams under his direction.  

As the head of the Risk Function, the Chief Risk Officer, Insurance also holds the PRA prescribed Senior 

Insurance Manager Function of ‘Chief Risk’ (SIMF4). 

The Key accountabilities of the Chief Risk Officer, Insurance are: 

 Provide a regular comprehensive view of the Insurance Group’s risk profile, including key risks both 

current and emerging, and management actions. 

 Develop the Insurance Group Risk Appetite for submission to the Insurance Board for approval and 

overseeing performance of the Insurance Group against Risk Appetite. 

 Develop an effective Risk Management Framework, meeting regulatory requirements, for approval 

by the Insurance Board, and overseeing execution and compliance. 

 Challenge management on emerging risks to the Insurance Group and providing expert risk and 

control advice to help management maintain an effective risk and control framework. 

 Lead engagement with the Insurance regulators. 

Note that section B.1 contains information on how risk management is integrated into the organisational 

structure. 

B.3.3 Governance over the Internal Model  

The governance of the Internal Model is set out in the Internal Model Governance Policy and is overseen 

by the Insurance Board and supporting committees as follows: 

Insurance Board:  

 Approve the Insurance Group’s Internal Model and any subsequent changes to the model as 

recommended by the Risk Oversight Committee.  

Insurance Risk Oversight Committee (ROC):  

 Review, challenge and recommend to the Board the annual Insurance Group Internal Model report 

(strategic development/operation, Internal Model governance, policy adherence and validation).  

 Review Internal Model Governance Committee activity at least quarterly.  

Insurance Asset & Liability Committee (IALCO):  

 Monitor the development and validation of the Internal Model.  
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 Approve quarterly and annual reports from the Insurance Model Governance Committee before 

submission to the ROC and/or Board and direct any further validation work that may be required. 

Insurance Model Governance Committee (IMGC): 

 Monitor the development, implementation and effectiveness of Internal Model components within 

Insurance. 

 Review  and recommend for approval by the Insurance Board the Internal Model, or major changes 

to the Internal Model. 

 Approval of any frameworks or policies developed to provide specific guidance on the effective 

management of models within Insurance including associated Internal Model policies and standards 

and compliance with regulations, where relevant. 

 Oversee model performance and changes to models. 

 Approval of minor changes to the Insurance Internal Model as defined in the Internal Model Change 

Policy. 

 Review, challenge and make recommendations on the governance of models and model validation 

reports. 

 Provide oversight of the Insurance Model Inventory. 

 Responsibilities of IMGC also extend to the wider model environment including methodology, data, 

assumptions which are integral parts of any models and model implementation and use. 

B.3.3.1 Changes to Internal Model Governance during the reporting period 

No material changes were made to the Internal Model governance during the reporting period. However, in 

February 2016 the Insurance Model Governance Committee (IMGC) was split into a Senior IMGC and a 

Junior IMGC, to further enhance Senior Management scrutiny of high materiality components of the Internal 

Model. The Senior IMGC is chaired by the Chief Risk Officer, Insurance and members also include the 

Insurance Finance Director and the Chief Actuary. 

B.3.3.2 Outline of Internal Model Validation Process 

The process to maintain, validate and approve the Insurance Group’s Internal Model is now well 

established and embedded and involves: 

 Component Model Validation: Model Owners produce a validation report (or where appropriate, 

an update paper explaining why light touch validation is appropriate) for each model as part of the 

re-approval process. All reports are then subject to Risk review and IMGC challenge.  For some low 

and medium materiality calibrations, under the principle of proportionality, trigger monitoring is used 

to show that recalibration is not necessary so revalidation is only carried out in some years as 

defined in the Calibration Framework. Model approval is for a limited period (at most 12 months).  

 Ongoing monitoring & tracking of the Risk recommendations: Conditions of approval applied to 

models are included in the action trackers presented at every IMGC meeting to ensure the actions 

are completed within the set timescales. Management Information detailing progress against actions 

and recommendations is presented to Senior Management each month and on a quarterly basis at 

the Insurance Asset & Liability Committee and the Risk Oversight Committee.   

 Risk Review: Work-plans are owned by the second line and define the validation tests and 

standards applied to ensure compliance with regulations and LBG Policies and Standards.  A 

review is completed by the second line for each component of the Internal Model, incorporating an 

assessment of closure of previous recommendations, PRA and Internal Audit feedback, a gap 

analysis against the Risk work-plan, prioritisation of recommendations and a summary of interaction 

between 1st and 2nd lines which resulted in closure of issues identified during the process.  
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 Internal Audit: Where Internal Audit have reviewed activity involving models, the second line 

assess progress towards closure of Management Actions as part of their reviews.  

Regular reporting is required so that the Insurance Board continues to have confidence the Internal Model 

design is appropriate, reflects the risk profile of Insurance Group and performs effectively. This includes the 

following reporting on validation: 

 Annual Internal Model Report: produced by the second line and seeks re-approval of the Internal 

Model.  The report includes a summary of model validation activity and approvals taken through 

IMGC as well as commentary on the recommendations made in the Overall Validation report and 

Independent Validation report;  

 Overall Validation Report: produced by the first line to confirm ongoing compliance with the 

Internal Model Validation Policy and identifying any material exceptions. The report also details 

specific validation carried out for capital requirement calculations and highlights any issues 

identified. A summary of the Profit & Loss attribution that has been undertaken is also included;  

 Independent Validation Report: produced by the second line, providing an opinion on the Overall 

Validation Report with both reports presented together in all governance contexts;  

 Internal Model Update Report: this is a quarterly report (except where an Annual Internal Model 

Report is produced) and includes performance monitoring and change activity relating to the 

Internal Model. Performance monitoring includes consideration of validation activity as well as 

outputs and model effectiveness to ensure that the model is being used and developed in line with 

strategic and methodological developments. 

The Internal Model is updated and developed in line with the Internal Model Change Policy and Trigger 

Monitoring Framework.  

 Circumstances triggering SCR recalculations: the SCR will need to be recalculated if the risk 

profile changes significantly or if capital requirements are breached.  It will also be recalculated if a 

change occurs to the Internal Model.  Depending on the type of change, a simplified SCR 

calculation may be performed.   

 Breaches and Triggers: triggers are set during IMGC approval processes against which concerns 

arising out of continuing validation or performance monitoring activity can be measured.  

 Escalation Procedures: issues arising which lead to a breach of policy will result in a plan being 

created to return the model to compliance and the issues escalated to IALCO and IMGC dependent 

on materiality. Material issues resulting in the model not being compliant with regulations will be 

escalated by the Chief Risk Officer, Insurance to the Insurance Board with the PRA appropriately 

informed.  

B.3.4 Own Risk and Solvency Assessment (ORSA) 

Overview 

The business objective of the ORSA is to ensure that all risks are appropriately identified, assessed, 

measured, monitored and managed within prescribed limits and to ensure that the organisation has 

sufficient capital and liquidity to meet liabilities as they become due, including under stressed conditions. 

The ORSA is integrated into day-to-day management and decision-making through a defined ORSA 

process, which considers whether in scope activities are undertaken to the required quality and by the 

appropriate parties on a timely basis. At the hub of this are the solvency assessment and the understanding 

of how the assessment is expected to change in both base and adverse scenarios moving forward.  Critical 
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to a successful ongoing ORSA process is that the insights gained from one assessment inform the next 

process, creating a virtuous circle of improvement. 

In practice, the sub-processes of the ORSA are performed by a variety of functional areas in the normal 

performance of their responsibilities. An overview of the ORSA process and the associated sub-processes 

is detailed below: 

Strategy

Risk 

Management & 

Monitoring

Risk 

Appetite
Solvency 

Assessment

Investment 

Management

Business

Planning

Internal Model

Risk 

Oversight

Capital & 

Liquidity 

Management

External Reporting 

(including ORSA 

Report)

Internal 

Reporting

Product 

Management

Output

Input Feedback

Changes

Performance

Management

Capital

Setting

 

Determination of Own Solvency Needs 

The Insurance Group needs to maintain sufficient financial resources to meet liabilities to policyholders as 

they fall due, support the on-going operations of the business, including meeting regulatory capital 

requirements, and ultimately to generate excess capital to fund distributions or invest in new initiatives. The 

Capital & Liquidity Management sub-process of the ORSA is fundamental to this and covers the following 

areas: 

 Capital / Solvency Management including:  

o Monitoring compliance with key solvency ratios / risk appetite limits 
o Setting of capital buffers (in excess of regulatory requirements) 
o Capital planning including management of excess capital / capital shortfalls (including raising 

or repayment of internal/external debt, capital initiatives, reinsurance) and ensuring that 
capital and liquidity is available in the appropriate place. 

o Monitoring and managing risks to capital 
 

 Dividend planning / payments within Insurance Group and to Lloyds Banking Group 

 Co-ordination with Rating Agencies 

 Stress and scenario testing, including Reverse Stress Testing 

 Asset Liability Matching 

 Liquidity management 

 Review and Approval of Capital Buffer  

 Monitoring of Risk Appetite  
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 Review of all Board papers which have capital implications 

ORSA Reporting 

The primary objective of ORSA reporting is to enable senior management to make an assessment of the 
overall solvency position, risk profile and risk strategy of the business including the status of any key 
actions identified. This information can then be used to refine risk and capital management strategy. 
 
The ORSA report consolidates key data and outputs from the underlying ORSA processes and seeks to 

highlight areas of specific current or future concern, with recommendations for action required made where 

appropriate. The report highlights any key changes made to processes, issues identified and key decisions 

made impacting the risk and capital profile. The ORSA report is produced at an Insurance Group level and 

covers all in-scope businesses and solo entities. 

The results and conclusions of the ORSA are reported at least annually and are presented to a range of 

audiences, including the Insurance Group Board, who are responsible for signing off the conclusions.  The 

ORSA report is currently produced in the first quarter of the year, after completion of the 5 Year Operating 

Plan. The Chief Actuary is responsible for overall production of the Insurance Group ORSA Report, which 

highlights key risks, changes, decisions and results. 

Use Test Assessment 

Under section 120 of the Solvency II Directive, Insurance and reinsurance undertakings are required to 

demonstrate that, where an Internal Model approach is used, it plays an important role in the system of 

governance and decision making processes. Within the Insurance Group, the ORSA processes and 

outcomes are appropriately evidenced and internally documented by the relevant business area, with the 

Capital Management function overseeing the exercise and identifying any gaps. While this is a continuous 

exercise, compliance is formally documented on an annual basis within the ORSA report.  

B.4 Internal control system 

B.4.1 Internal Control system 

The Insurance Risk Management Framework (RMF) aligns to the LBG Risk Management Framework, 

adopting its mechanisms, Principles and Policies and supplementing it with Insurance-specific mechanisms 

to address relevant regulations and requirements.  At the highest level, the RMF acts as the organisation’s 

internal control system, and its documentation fulfils the requirement for an internal control policy. 

At the heart of this is the identification of material risks and the subsequent monitoring and measurement of 

those risks. Thereafter, a series of reviews and attestations are undertaken to demonstrate that risks are 

being appropriately managed. The following sections give additional information on this control framework. 

Risk Identification 

All business areas within the Insurance Group document the material risks which the business faces and 

ensure that controls are designed and operated effectively to mitigate these risks. Risk identification and 

assessment focuses on the material and severe risks that could impact customers, the reputation of the 

Insurance Business or that may have financial and / or resourcing impacts.  

Key controls cover the following areas: 
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 Financial, Prudential and Regulatory reporting: covering the production of Solvency II and IFRS 

results.  

 The ORSA process and governance controls.  

 Risk Policies: including controls to ensure compliance with policies.  

Risk Monitoring & Measurement 

Key business risks are reviewed on an ongoing basis with assessments made of the scale of risk before 

and after controls are applied, to ensure that residual exposures remain within acceptable limits and to 

identify where improvements to controls are required.  The Internal Model is used for the quantification of 

risks and to ensure risks are managed within risk appetite limits set by the Insurance Board.  

Risk Assurance 

Annual Control Effectiveness Review (CER)  

An annual CER attestation is completed for all areas within the Lloyds Banking Group. The CER covers all 

risk categories within the overall LBG Risk Framework, including all Financial and Operational risks as well 

as ORSA processes. 

The CER provides the Insurance Board with:  

 Assurance around the effectiveness of the controls to manage the business's material risks, 

categorised by risk type;  

 Identification of key areas of significant control weakness within Business Units and / or broader 

control themes across the Group;  

 Identification of areas where control gaps or weaknesses are known but where the residual risk 

level is accepted;  

 Evidence of action being taken to address control weaknesses effectively and on a timely basis.  

Key controls are confirmed by a combination of self-assessment by the responsible business area with 

independent review undertaken by control functions to confirm the operation of controls. The assessment 

also takes into account any known issues, including:  

 Those identified by the regulator, LBG’s external auditors, Group Audit, Insurance Risk Assurance 

and Business Unit Risk Functions in conjunction with business management.  

 Significant and Material Events identified.  

 Any known policy gaps or waivers in place. 

The results of the CER are initially subject to review and sign-off by the responsible Insurance Executive 

and subject to oversight and challenge by Insurance Risk and Group Audit. Attestation is also provided by 

the Insurance Group and is subject to formal governance. The results are then summarised by LBG Group 

Operational Risk, who are responsible for the production of an LBG Group level report (then subject to 

approval by the LBG Group Risk Committee and the LBG Group Board, after review by the LBG Group 

Audit Committee). 

A review of the CER result is performed to form an assessment of controls supporting  the ORSA process, 

with the results reported in the annual ORSA report. 
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Annual Solvency II Attestation 

An annual Solvency II compliance attestation is completed to confirm compliance with the PRA’s Solvency 

II Handbook (which is derived from the EU Solvency II Directive and associated Delegated Acts).  Business 

ownership of the PRA Rulebook chapters has been assigned to Executive level Control Owners and 

Business Owners who are responsible for completion of the attestation for the areas for which they have 

responsibility. The purpose of the attestation is to confirm that the Solvency II framework is appropriately 

documented, controlled and embedded with effective oversight and governance in place. A summary of the 

attestations is collated and presented to the Insurance Asset & Liability Committee and the Insurance Audit 

Committee. 

Independent Assurance Reviews 

Assurance reviews are conducted on a regular basis by Insurance Risk and Group Audit. 

B.4.2 Compliance Function 

Compliance activity is split between prudential compliance and conduct compliance within the Insurance 

Group.  The Compliance Function requirements under Solvency II relate to prudential compliance, which is 

owned by the CFO for the Insurance Group.   

Advising Board and Senior Management on the requirements of Solvency II 

Solvency II developments and the impact of these are assessed through activity undertaken by Risk, 

Actuarial and Technical teams through the Insurance business, such as through monitoring of publication of 

consultation papers, discussion with industry peers and with regulators.  The impacts on insurance entities 

and the Insurance Group are considered through this process.  Impacts are communicated and assessed 

with relevant teams within the business, and for significant developments, these developments and impacts 

are communicated to senior management and where appropriate to Board and Board Committee level. 

As outlined above (see the Annual Solvency II Attestation in section B.4.1), on an annual basis, the 

Insurance Group undertakes a self-assessment against the requirements of Solvency II (including any 

changes to regulation that have been implemented).  This process includes a formal assessment of 

Solvency II compliance risk.  

For significant developments, impact assessments are undertaken.  The Insurance Group is also 

represented on industry bodies such as the CFO Forum and ABI which allows senior management to 

engage with peers and standard setters on the impacts of new developments. 

B.5 Internal audit function 

LBG has a Group Audit function which provides independent assurance as the third Line of Defence.  The 

primary role of Group Audit (LBG's internal audit function) is to help the Board and Executive Management 

protect the assets, reputation and sustainability of LBG. Group Audit does this by: 

 Assessing whether all significant risks to LBG are identified and reported appropriately to the Board 
and Executive Management; 

 

 Assessing the design and operation of key controls to determine whether they are effective at 
mitigating significant risks e.g. to ensure customers are treated fairly, to protect the capital and/or 
financial position of LBG etc; and 
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 Challenging Executive Management to improve the effectiveness of governance, risk management 
and internal controls by providing assurance over the effectiveness of the first and second lines of 
defence functions. 

 

Group Audit receives its authority from the Board and the Audit Committee.  The Group Audit Director 

(‘GAD’) position within LBG is a senior role which provides appropriate standing and authority to challenge 

the Executive.  The GAD has a solid reporting line into the Chair of the Audit Committee and a day-to-day 

reporting line into the LBG Group Chief Executive and attends the LBG Group Executive Committee and 

the LBG Group Risk Committee. Group Audit has Audit Director and Heads of Audit positions of 

appropriate seniority in comparison with the senior management across the business whose activities they 

are responsible for auditing.  The Insurance Audit Director attends the Insurance Audit Committee and 

Insurance Risk Committee. 

Group Audit has unrestricted and right of access to all of LBG's records and management information, 

including material events, necessary to discharge its responsibilities. This includes access to the Group 

Executive Committee, Group Audit Committee, Insurance Audit Committee and Group Board (including 

Insurance Board) as well as the right to attend any other key management or decision making forum to help 

gain an understanding of the business and provide perspectives on governance, risk and control. 

Group Audit, as the third line of defence, acts as the independent assurance provider within LBG. Group 

Audit is independent of LBG's operational management and has no direct authority over the activities it 

reviews.  Group Audit adopts the definition of internal audit as defined by the Chartered Institute of Internal 

Auditors (“CIIA”), which is that: internal auditing is “an independent, objective assurance and consulting 

activity designed to add value and improve an organisation’s operations. It helps an organisation 

accomplish its objectives by bringing a systematic, disciplined approach to evaluate and improve the 

effectiveness of risk management, control and governance processes”.  Group Audit (‘GA’) does not 

provide consultancy services to the Group or assurance services for the benefit of parties outside of LBG 

except as required by regulation, law or where deemed appropriate by the GAD, and notified to the Audit 

Committee. 

LBG, in recognition of the nature, scale and complexity of its financial services business activities, is also 

mindful of the requirements of the regulatory requirements and expectations, including those outlined in 

Section 3 of the PRA Handbook in relation to the independence of the mandate, responsibilities and 

reporting arrangements of an internal audit function. 

All Group Audit colleagues report directly to the Group Audit Director. The Insurance Audit Director also 

has a secondary reporting line to the Insurance Audit Committee. Group Audit colleagues are responsible 

for being independent, objective, and constructive in the conduct of their work and avoiding conflicts of 

interest and personal, business or other issues that may impair impartiality.  They are also required to 

follow the CIIA’s Code of Ethics which, on the subject of objectivity, states: "Internal auditors exhibit the 

highest level of professional objectivity in gathering, evaluating, and communicating information about the 

activity or process being examined. Internal auditors make a balanced assessment of all the relevant 

circumstances and are not unduly influenced by their own interests or by others in forming judgements." 

Furthermore, the Audit Committee monitor and assess, each year, the independence of the Group's 

internal audit function and obtain an independent external assessment of Group Audit at least once every 

five years, which includes a review of the independence of the Group's internal audit function's regular 

assessment of its own effectiveness. The external assessments are undertaken by a qualified independent 

assessor or assessment team from outside LBG. 
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B.5.1 Conflict of interest 

In discharging any part of its mandate, Group Audit avoids conflicts of interest and any other activity that 

could possibly threaten the independence, objectivity, integrity, confidentiality or the reputation of Group 

Audit. Professional standards require Group Audit to take reasonable steps to identify circumstances that 

could pose a conflict of interest, and apply appropriate safeguards to eliminate threats or reduce them to an 

acceptable level. 

With respect to conflicts of interest, it is each individual’s responsibility to identify / consider if a situation 

creates either an actual or perceived conflict of interest.  Where a member of staff is unsure or unclear on 

whether a conflict of interest exists, this would be discussed with their line manager, Head of Audit (HoA), 

Audit Director (AD) or the COO function as appropriate. 

Where a colleague identifies an actual or perceived conflict, the COO function would be informed. The 

COO function maintains a record of all conflicts, and the course of action, in a confidential conflicts log. This 

log is periodically reviewed (as a minimum on an annual basis) to consider the appropriateness of the 

action taken. 

B.6 Actuarial function 

Firms are required to maintain an Actuarial Function in line with Solvency II requirements.  In implementing 

this requirement, the Chief Actuary has responsibility for the Solvency II Actuarial Function.   

The Chief Actuary for the Scottish Widows Group (and each of the individual insurance companies within 

the Scottish Widows Group - Scottish Widows Limited, Lloyds Bank General Insurance Limited and St 

Andrew’s Insurance plc) holds a Practising Certificate issued by the Institute and Faculty of Actuaries to act 

as a Chief Actuary, and is not part of the Risk Management Function of the Insurance Group. 

The primary function of the Actuarial Function is to review and provide an opinion on the reliability and 

adequacy of technical provisions, the overall underwriting policy and the adequacy of reinsurance 

arrangements.  In doing so, the Actuarial Function: 

 Recommends to the Insurance Board the methodology and assumptions to be used in the 

calculation of Technical Provisions. 

 Undertakes independent model validation for core models used in the calculation of Technical 

Provisions on an annual basis to help ensure that the models used are robust. 

 Reports annually to the Board with its opinion on the adequacy of the Technical Provisions taking 

into account its review of the results and its view on the appropriateness of the methodology and 

assumptions used, the reliability of the models used, the sufficiency and quality of data used, the 

sensitivity of the results to changes in assumptions and a comparison of actual and expected 

experience. 

 On an annual basis, carries out a review (of underwriting processes, pricing metrics and the extent 

and impact of reinsurance) and reports to the Board with its opinion on the adequacy of the 

underwriting and product pricing and on the adequacy of the reinsurance arrangements.   

In addition, within the Actuarial Function, teams reporting to the Chief Actuary are responsible for activities 

which support the identification, quantification and monitoring of solvency and risk.  For example actuarial 

teams within the Actuarial Function: 
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 Develop and recommend to the Board the methodology and assumptions to be used in quantifying 

risk exposures and calculating the Solvency Capital Requirement. 

 Undertake independent model validation for core models used in the calculation of risk exposures 

and the Solvency Capital Requirement on an annual basis. 

 Undertake ongoing monitoring and reporting of solvency and risk positions relative to risk appetite 

(normally on a monthly basis) providing insight on drivers of change and forward looking outlook. 

 Monitor ongoing compliance with Matching Adjustment requirements (normally on a monthly basis). 

 Prepare the annual Own Risk and Solvency Assessment report (which provides the Board with 

information on current risk exposures and solvency cover along with information on how these are 

expected to develop over the business planning horizon, information on potential emerging risks 

and information on how the risk exposures and solvency position over the planning period may be 

affected by stress events). 

 Contribute to the consideration of initiatives to manage the capital position. 

B.7 Outsourcing 

The Insurance business model makes extensive use of external suppliers including a range of outsourced 

arrangements.  Where a decision is made to outsource, consideration will be given to where services and 

expertise can best be provided. This will include looking internally within Lloyds Banking Group as well as 

the use of external providers.  This has resulted in two operational outsourcing models:  (i) shared services 

within the wider banking group (LBG shared services); and (ii) external supplier outsourcing arrangements.  

LBG shared services 

The LBG shared services provide infrastructure support to the Insurance Group, which facilitates the 

efficient running of SWG’s business. Centralised teams provide operational, IT, risk, finance, legal, audit, 

digital, marketing and people services. The provision of these defined services to SWG companies is 

managed through a structured account management approach for key services (in line with LBG’s Supplier 

Management Policy standards) and is set out in LBG’s Intra-Group Sourcing Agreements.  

External supplier outsourced arrangements  

The majority of external suppliers/outsourcing arrangements are within the United Kingdom. As a result of a 

strategic decision by Insurance a number of years ago to divest its non-UK business, five outsourced 

relationships were put in place to service customers which sit outside the UK. Some of the reasons that the 

Insurance business uses external suppliers and outsources are: 

 Provision of specialist expertise or services for example, systems and people.  

 Flexibility and capacity to complement the Group Model. 

 Cost efficiencies. 

A Group Policy framework is in place which defines the Group’s Risk Appetite for both external and intra 

group arrangements, and applies to the Insurance division including its underlying legal entities.   

B.7.1 Group Outsourcing Policy  

B.7.1.1 Policy 

Group Policies clearly outline a set of mandatory requirements for the business to comply with. Using 

services from external suppliers is defined as ‘Sourcing’ and all requirements are set out in a Group 

Sourcing Policy; this has underlying procedures which ensure that we fulfil all obligations under Solvency II 

and the FCA Handbook. It defines appropriate monitoring and reporting requirements aligned to the 
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services being provided by the supplier. This policy is reviewed and updated on an annual basis by Group 

Sourcing. 

The policy covers all LBG suppliers and details an end to end process. It provides a consistent framework 

and supports the LBG Group’s vision of being the Best Bank for Customers and helping Britain Prosper. It 

is aimed at mitigating risks inherent in dealing with external suppliers and  the key aspects are the 

following;   

 Ensuring our suppliers understand and comply with our Conduct approach, especially where 

suppliers have direct contact with our customers.  

 Mitigating the regulatory risks associated with the outsourcing of activities and or operations (both 

UK and non UK). 

 Entering into business relationships with third parties who share the Group’s approach to Ethics and 

Social responsibility.  

 The Group enters into the commercially viable arrangements with appropriate external suppliers, 

supported by an underlying policy that defines the basis of the relationship and in particular roles 

and responsibilities. 

 That we pay our suppliers in a timely manner and to terms agreed. 

To assess the risk of a supplier and outsourced relationship, a supplier is segmented into one of four 

categories.  This then drives the required treatment strategy for the management of that supplier and 

ensures appropriate resource and oversight is in place. For intra group services provided to Insurance a 

separate Service Provision Policy and Procedure is in place (see Section B.7.2). 

B.7.1.2 Procedures 

A number of procedures underpin the sourcing policy and each one defines a set of controls and activities 

that Insurance and its colleagues are required to follow depending on the complexity of the supplier 

relationship. These are: 

Outsourcing procedure 

This defines both accountabilities and responsibilities for engagement & approval for all outsourcing 

activity.  It defines the appropriate governance including the engagement of LBG Sourcing and appropriate 

cost board and FCA approvals where applicable.   It also defines the role of the Accountable Executive 

within the overall control framework explicitly defining what is required of them in the management of the 

relationship.  This includes appropriate supervision and oversight of such arrangements and ensures 

compliance with the Solvency II requirements.  

Right way to buy procedure 

This underpins LBG’s Cost Management process, through which all external expenditure is managed, 

controlled and approved. It supports the business source goods and services in the right way, maximising 

value for our customers and shareholders. 

Supplier management procedure 

The key objective of this procedure is to achieve a single framework of governance and oversight in line 

with LBG’s risk appetite. It ensures that LBG and the Insurance Group are compliant with their regulatory 

and/or statutory obligations where operational processes are dependent on supplier performance. 
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Completing these specific activities ensures that we do not enter into inappropriate supplier relationships 

and outsourced contracts and we have in place adequate oversight to ensure risk is managed during the 

life of an agreement. 

The Insurance Group monitors and reports its compliance with the LBG Group’s Policy and Procedures 

through a series of monthly, quarterly and annual control effectiveness reviews which are reported in line 

with the LBG Group’s Operational Risk Framework requirements.  

B.7.1.3 Process 

The central group sourcing team on-boards all new external suppliers in line with the policy and ensures 

suppliers’ obligations that  comply with the policy are written into individual contracts.  

Both the contract and performance of suppliers are monitored through completing the specific activities 

outlined in the treatment strategies and the receipt of management information as outlined with the 

requirements of the contract.     

Further assurance activity may also be undertaken through visits to supplier premises to assess the 

robustness of the control environment and to ensure that our customers are receiving fair outcomes.  Any 

weaknesses identified have appropriate actions agreed and are subject to monitoring and reporting through 

internal governance structures.   

A centralised supplier qualification process is an integral part of the on boarding and the assurance process 

of new suppliers.  It manages policy compliance in a standardised way and targets assurance activity on a 

risk based approach appropriate to each supplier. 

These activities are monitored through a set of defined metrics which Group Sourcing compiles and reports 

to all Lloyds Banking Group functions that manage suppliers and upwards into Group governance.  

B.7.2 Material Intra Group Outsourced arrangements 

The Insurance Group has a number of intra group arrangements deemed material under Solvency II 

requirements. These are services provided by Lloyds Banking Group to the Insurance Group and its 

underlying legal entities and includes client servicing, risk management, finance, and compliance.  

Services are detailed within an Intra Group Service Agreement (IGSA) agreed by the Insurance Board. 

Each agreement is appended to an overarching agreement between the Insurance Group and Lloyds 

Banking Group. The Group functions providing these services are subject to agreements which are 

refreshed annually and are as follows:  

 Group IT 

 Group Operations - Customer Delivery 

 Group Risk 

 Group Audit 

 Group Finance   

A Service Provision Policy was introduced in March 2016 to provide consistent and robust principles to 

manage and govern intra group services across Lloyds Banking Group.   

The key aspects are as follows:  

 Key Services provided are defined and captured within specific schedules of an IGSA as well as 

outlining management information (“MI”) and key performance indicators (“KPIs”).  
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 The schedules also contain the agreed processes for service remediation and dispute resolution. 

 These are subject to defined governance sign off processes and are approved by the provider and 

recipient of services.  

 Governance and reporting arrangements are in place to allow Insurance Group effective oversight, 

review and challenge of service performance including key service risks and issues.  

 Agreements are reviewed on an annual basis to ensure alignment with the policy is maintained.  

 All these schedules are Solvency II compliant. 

 A programme to ensure that all key services are set out in the schedules is on-going. 

 The Insurance Group complies with the Internal Service Provision policy. 

 Services provided by our internal partners are reported and monitored through the Insurance 

Operating Committee, a formal sub committee of the Insurance Executive Committee.   

B.8 Any other information  

B.8.1 System of Governance Annual review 

On an annual basis, the Insurance System of Governance undergoes a review, performed by Insurance 

Risk, in its capacity of ‘Second Line of Defence’. The purpose of the review is to provide assurance to the 

Insurance Board that the mechanisms in place to manage risk and governance are appropriate, 

documented and work effectively, highlighting any areas for improvement and further action as appropriate. 

The assessment is delivered through the ongoing risk-based independent review and challenge of business 

activity via relevant aspects of risk oversight and review activities, audit plans, review of the operation of 

governance systems, regular reporting of material risks, emerging themes and external reviews (where 

applicable). The summary of the review findings is presented to the Insurance Risk Committee and Risk 

Oversight Committee on an annual basis.  

The 2016 annual review concluded that there are no material concerns regarding the overall Risk 

Management Framework and System of Governance.  

 

 

  



SCOTTISH WIDOWS GROUP  61 

 

  
 

 

  

 

  

 

  

 

  

 

C. Risk Profile  

The principal activity of the Insurance Group is the undertaking of ordinary long-term insurance, savings, 

general insurance business and associated investment activities in the United Kingdom. The Insurance 

Group offers a wide range of life insurance products such as annuities, pensions, whole life, term life and 

investment type products through independent financial advisors, the LBG network and direct sales. It also 

offers General Insurance (GI) products, predominantly household insurance. Business is also reinsured 

with insurance entities external to the Group. 

The Insurance Group assesses the relative costs and concentrations of each type of risk using its Internal 

Model. 

Governance Framework 

As covered in Section B, the Group is part of LBG, which has established a risk management function with 

responsibility for implementing the LBG risk management framework within the wider Group. 

Responsibility for the setting and management of risk appetite and risk policy resides with the Board of 

each company. The Boards manage risks in line with LBG and Insurance risk policies. The Board has 

delegated certain risk matters to the Insurance Risk Oversight Committee with the operational 

implementation of these being assigned to the Insurance Risk Committee. 

The approach to risk management aims to ensure that there is effective independent checking or 

“oversight” of key decisions through the operation of a “three lines of defence” model. The first line of 

defence is line management, who have direct accountability for risk decisions. The Risk function provides 

oversight and challenge and forms the second line of defence. 

Internal Audit constitutes the third line of defence, whose objective is to provide the required independent 

assurance to the Audit Committee and the Board that risks within the Group are recognised, monitored and 

managed within acceptable parameters. 

An enterprise-wide risk management framework for the identification, assessment, measurement and 

management of risk is in place. The framework is in line with LBG’s risk management principles and covers 

the full spectrum of risks that the Group and Company are exposed to. Under this framework, risks are 

categorised according to an approved LBG risk language which has been adopted across the Group. This 

covers the principal risks faced by the Group, including the exposures to market, insurance, credit, capital, 

liquidity, regulatory & legal, conduct, people, governance, operational and financial reporting risks. The 

performance of the Group, its continuing ability to write business and the strategic management of the 

business depend on its ability to manage these risks. 

Policy owners, identified from appropriate areas across the business, are responsible for drafting the LBG 

and Insurance risk policies, for ensuring that they remain up-to-date and for facilitating any changes. These 

policies are subject to at least an annual review, or earlier if deemed necessary. Limits are prescribed 

within which those responsible for the day to day management of each Group company can take decisions. 

Line management are required to follow prescribed reporting procedures to the bodies responsible for 

monitoring compliance with policy and controlling the risks. 
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Overview of Risk Profile 

The Group writes a variety of insurance and investment contracts which are subject to a variety of risks, as 

set out below. Life contracts can be either single or regular premium and conventional (non-profit), with 

profits or unit-linked in nature. General Insurance business is short term, usually providing coverage for a 

12 month period via single or regular premiums. 

The Group is exposed to a range of risks through its financial assets, financial liabilities, assets arising from 

reinsurance contracts and liabilities arising from insurance and investment contracts. The most important 

components of these risks are insurance (C.1 below), market (C.2 below), liquidity (C.4 below) and 

operational (C.5 below). A number of other material risks are detailed in C.6 below. 

The Group manages these risks in a number of ways, including monitoring coverage of the SCR and risk 

appetite assessment on a regular basis for each individual risk type.  

For SWL’s unit-linked business, policyholders’ benefits are closely linked to the investment returns on the 

underlying funds. However, any change in the market value of these funds will have an indirect impact 

through the collection of annual management and other fund related charges. As markets rise or fall, the 

value of these charges rises or falls correspondingly. The company is also exposed to the risk of adverse 

persistency experience through policy lapses and policyholders ceasing payment of premiums, where 

adverse experience can result in reduced future income. 

For SWL’s conventional non-participating business, the principal market risk is interest rate risk, which 

arises because assets and liabilities may exhibit differing changes in value as a result of changes in interest 

rates. Asset and liability matching is used to mitigate the impact of changes in interest rates where the 

difference is potentially material, most notably for annuity business. The main source of credit spread risk 

also lies in the assets backing the annuity business.  Annuity business is also exposed to underwriting risk 

via longevity where increasing life expectancy can have an adverse financial impact for the company. 

For SWL’s With Profits business, the Principles and Practices of Financial Management (“PPFM”) set out 

the way in which the With Profits business is managed. For With Profits business, policyholders’ benefits 

are influenced by the smoothed investment returns on assets held in the With Profits Funds, which cushion 

policyholders from daily fluctuations in investment markets. The risks arising from providing minimum 

guaranteed benefits are borne in the With Profits Funds, but the shareholder-owned funds bear risk in 

relation to the possibility that in extreme market conditions the With Profits Funds might be unable to bear 

the full costs of the guarantees. The amount of the guaranteed benefits increases as additional benefits are 

declared and allocated to policies. All risks related to With Profits business are included in ‘Other material 

risks’ (C.6 below). 

The General Insurance business in LBGIL and StAI is predominantly home insurance. The main risk 

exposure is to catastrophe events such as storm or flood that lead to increased claim levels. There is also a 

degree of market risk resulting from the assets held to meet the liabilities of the General Insurance entities. 

In addition, the Scottish Widows staff pension scheme creates exposure within SWL (hence the Insurance 

Group) to significant underwriting risk via longevity and market risk from the assets held by the scheme.   

Across all businesses there is exposure to Operational risk (see Section C.5 below). This is defined as the 

risk of loss resulting from inadequate or failed internal processes, people and systems or from external 

events.  
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The above describe the most significant risk exposures for the Insurance Group, SWL, LBGIL and StAI but 

there are number of other risk types which are covered in Section C.6 below. 

The Insurance Group operates in a variety of markets and is exposed to a large number of different risks. 

The diversity of risks and the extent to which they are correlated to each other determines the level of 

diversification benefit that can be considered in the calculation of capital requirements.   

The table below shows the split of the solvency capital requirements (SCR) by risk categories at entity level 

and at group (SWG) level. 

RISK TYPE 31 Dec 16 01 Jan 16 

£000s SWL LBGIL StAI SWG SWL LBGIL StAI SWG 

Underwriting risk 4,549,654 363,670 113,724 5,027,047 4,239,010 461,311 169,295 4,869,616 

Market risk 4,047,001 47,225 26,021 4,120,247 4,460,055 33,614 41,508 4,535,177 

Credit risk 104,088 0 0 104,088 105,347 836 269 106,452 

Liquidity risk - - - - - - - - 

Operational risk 2,339,532 94,226 27,190 2,460,948 2,326,514 84,935 28,996 2,440,444 

Other material risks 1,060,863 30,957 (43,386) 1,171,259 992,443 12,227 (72,679) 1,038,182 

Undiversified SCR (Gross) 12,101,138 536,078 123,549 12,883,590 12,123,369 592,923 167,388 12,989,871 

Diversification (5,668,853) (206,285) (91,542) (6,153,753) (5,556,912) (236,604) (108,178) (6,148,664) 

Diversified SCR (Gross) 6,432,285 329,793 32,007 6,729,837 6,566,457 356,319 59,210 6,841,207 

LAC Deferred Tax  (732,629) (40,423) (821) (754,271) (540,011) (53,482) (8,011) (581,008) 

Diversified SCR (Net) 5,699,656 289,370 31,186 5,975,566 6,026,446 302,838 51,199 6,260,198 

Notes: 

1. In the above table and the tables in C.1 to C.6, the sum of SWL, LBGIL and StAI does not equal SWG because of 

other entities in the Group. 

2. The loss absorbing capacity of deferred tax (LACDT) in the above table for SWL & SWG differs by £9m from that 

shown in form S.25.03 of the respective QRTs, which is due to a different treatment of the write-off of a deferred 

tax asset. The net of tax diversified SCR is the same in both cases. 

The movements in the Diversified SCR over the reporting period are explained below. 

For SWL the diversified SCR has reduced by £327m compared to Day 1 (1 January 2016), with the main 

drivers being: 

 £(766)m of one-off impacts, including diversification in relation to German litigation £(359)m, asset 

trading £(237)m and Bulks Matching Adjustment (MA) approval £(192)m. 

 £607m of economic variance: primarily falling interest rates, which increase longevity/credit risk, and 

equity market growth, which increases the value of unit linked funds under management. 

 £(329)m of modelling and methodology changes, consisting of a number of items. 

 £288m combined impact of new business and in-force run-off, largely driven by additional capital 

requirements for new bulk annuity deals. 

 £(193)m of tax-related impacts, primarily due to a reduction in the deferred policyholder tax asset 

within Own Funds that is written off under stress. 

 £66m of other impacts, including assumption changes and non-economic experience. 

For the General Insurance entities, the diversified SCR has reduced compared to Day 1 due to reduced 

underwriting exposure as detailed in Section C.1 below, offset by a number of smaller increases. 
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It is noted that, whilst the Diversified SCR shown in the table above is the same as that shown in row 

R0220 of the Quantitative Reporting Template S.25.03, the total Undiversified SCR shown in the table 

above differs from that reported in row R0110 of the S.25.03 Template. The difference is purely 

presentational; in particular:   

(a) Within the table above, the Undiversified SCR (and the split of the total across the six risk 

categories) is derived by summing the gross of tax Undiversified SCR relating to each risk factor 

that is modelled separately within our internal model. There is no allowance for diversification effects 

within each risk category. 

(b) Within the Template S.25.03, some risk factors that are modelled separately within our internal 

model are grouped together to form an individual component in the Template.  In grouping the risk 

factors, diversification effects between them have been allowed for within the Template.  So, for 

example, whilst our internal model includes two risk factors relating to longevity risk, these are 

combined into one component in the template along with the diversification benefit that arises 

between these two risk factors. 

(c) Within the Template S.25.03, the total Undiversified SCR and the SCR components are shown net 

of the loss absorbing impact of tax whereas, in the table above, they are shown gross of the loss 

absorbing impact of tax.   

The impact of these differences in presentation as at 31 December 2016 are summarised in the table 

below.   

£000 31 Dec 2016 

 SWL LBGIL StAI SWG 

Undiversified SCR shown in R0110 of 

Template S.25.03 (net of tax) 

8,246,850 347,288 61,628 8,672,552 

Diversification impacts in S.25.03 (net of tax) 2,638,910 136,308 57,011 2,832,230 

Undiversified SCR (net of tax) 10,885,760 483,596 118,639 11,504,782 

LAC Deferred Tax (on Undiversified) 1,215,378 52,482 4,910 1,183,898 

Undiversified SCR (gross of tax) 12,101,138 536,078 123,549 12,688,680 

Similar differences to those outlined above will be observed when comparing Undiversified SCRs at risk 

category level.  For example, for SWL, the total Undiversified SCR at 31 December 2016 for Underwriting 

Risk shown in S.25.03 is £3,459m (before deducting the £1,319m of “Diversification within life underwriting 

risk”) compared to the £4,550m shown in the “Risk Type” table above (with the difference reflecting the 

impact of tax and diversification effects embedded within the individual life underwriting components shown 

in rows 30100I – 30900I). 

Risk Appetite 

The Board has defined a framework for the management of risk and approved a set of risk appetite 

statements that cover financial risks (earnings, capital, insurance, credit, market and liquidity), operational 

risks, people, conduct risks, regulatory & legal risks, financial reporting and governance risks. Further 

details are given in section B.3. 
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Risk Sensitivity 

Information about risk sensitivity and stress testing is included in section C.7 below.  

C.1 Underwriting risk 
Underwriting (or Insurance) risk is defined as the risk of adverse developments in the timing, frequency and 

severity of claims for insured/underwritten events and in customer behaviour, leading to reductions or 

volatility in earnings and/or value. 

The principal risk the Insurance Group faces under insurance contracts is that the actual claims and benefit 

payments exceed the amounts expected at the time of determining the insurance liabilities. 

C.1.1 Risk Measurement 

Underwriting risks are measured using a variety of techniques including stress and scenario testing, and 

where appropriate, stochastic modelling. Current and potential future risk exposures are assessed and 

aggregated on a range of stresses including risk measures based on 1-in-200 year stresses for the Internal 

Model SCR assessment and other supporting measures where appropriate. 

RISK TYPE 31 Dec 16 01 Jan 16 

£000s SWL LBGIL StAI SWG SWL LBGIL StAI SWG 

Longevity 1,968,339 - - 1,968,339 1,417,223 - - 1,417,223 

Mortality/Morbidity 491,130 - - 491,130 520,100 - - 520,100 

GI Insurance - 363,670 113,724 477,394 - 461,311 169,295 630,606 

Expenses 882,714 - - 882,714 868,767 - - 868,767 

Lapses/PUPs 1,207,471 - - 1,207,471 1,432,919 - - 1,432,919 

Total Underwriting SCR 4,549,654 363,670 113,724 5,027,047 4,239,010 461,311 169,295 4,869,616 

The movements in the undiversified risk capital over the reporting period are explained below. 

 Longevity undiversified SCR has increased by £551m, primarily driven by:  

o Falling interest rates increasing longevity risk through increasing annuity liabilities and their 

sensitivity to a longevity stress. 

o New business, the majority of which is from new bulk annuity transactions. 

 Mortality/ morbidity undiversified SCR has decreased by £29m, primarily driven by: 

o Run-off of in-force business. 

 Expenses undiversified SCR has increased by £14m, primarily driven by: 

o Economic variances caused by the impact of falling interest rates. 

o Assumption changes. 

o New business. 

 Lapses/PUPs (persistency) undiversified SCR has decreased by £225m, primarily driven by: 

o Assumption changes including the impacts of increased lapses and higher expenses. 

o Impact of in-force business run-off. 
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 Underwriting Risk exposures in the General Insurance business arise mainly from catastrophe 

weather events in the UK; over 2016, this risk exposure decreased for both LBGIL & StAI. The main 

driver of loss for Catastrophe Risk is the Total Sum Insured exposed, which decreased by 3% over 

2016. Additionally, reinsurance cover was increased from 1 July 2016 to include more Aggregate 

cover, as well as a higher upper limit on Excess of Loss Cover. These changes have led to a 

decrease in the expected Catastrophe Losses, net of reinsurance recoveries. 

There are no material changes to how these risks are measured. 

C.1.2 Risk Exposure 

The nature of the Insurance Group’s business involves the accepting of insurance risks which primarily 

relate to mortality, longevity, morbidity, persistency, expenses and general insurance. Each company within 

the Insurance Group which transacts new business underwrites policies to ensure an appropriate premium 

is charged for the risk or that the risk is declined. 

The Insurance Group principally writes the following types of insurance contracts: 

 Life assurance – where the life of the policyholder is insured against death or permanent disability, 

usually for pre-determined amounts (SWL only); 

 Annuity products – where typically the policyholder is entitled to payments which cease upon death 

(SWL only);  

 Morbidity products – where the policyholder is insured against the risk of a defined illness or 

condition (SWL only); 

 General insurance – where the policyholder is insured against adverse events impacting their home 

(LBGIL and StAI only). 

For contracts where death is the insured risk, the most significant factors that could increase the overall 

level of claims are epidemics or widespread changes in lifestyle, such as eating, smoking and exercise 

habits, resulting in earlier or more claims than expected. The possibility of a pandemic, for example one 

arising from Ebola, is regarded as a potentially significant mortality risk. For contracts where survival is the 

insured risk, the most significant factor is continued improvement in medical science and social conditions 

that would increase longevity. 

For contracts with fixed and guaranteed benefits and fixed future premiums, there are no mitigating terms 

and conditions that significantly reduce the insurance risk accepted. For participating investment contracts, 

the participating nature of these contracts results in a significant portion of the insurance risk being shared 

with the policyholder. 

Insurance risk is also affected by policyholders’ rights to pay reduced or no future premiums, to terminate 

the contract completely or to exercise a guaranteed annuity option. As a result, the amount of insurance 

risk is also subject to policyholder behaviour. On the assumption that policyholders will make decisions that 

are in their best interests, overall insurance risk will generally be increased by policyholder behaviour. For 

example, it is likely that policyholders whose health has deteriorated significantly will be less inclined to 

terminate contracts insuring death benefits than those policyholders who remain in good health. 

The Insurance Group has taken account of the expected impact of policyholder behaviour in setting the 

assumptions used to measure insurance and investment contract liabilities. 
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Rates of mortality and morbidity are investigated annually based on the Insurance Group’s recent 

experience and future mortality assumptions are set using the latest population data available. The 

reinsurance arrangements of each company in the Insurance Group are reviewed at least annually. 

Persistency risk is the risk associated with the ability to retain long-term business and the ability to renew 

short-term business. The Insurance Group aims to reduce its exposure to persistency risk by undertaking 

various initiatives to promote customer loyalty. These initiatives are aimed both at the point of sale and 

through direct contact with existing policyholders, for example through annual statement information packs. 

For general insurance, the key underwriting risk is that claims experience will be higher than assumed in 

the pricing of the business resulting in material losses to the underwriting entities and includes catastrophe 

risk. This could be from extreme weather events, for example. 

There is no material underwriting risk exposure from off-balance sheet positions. There is no transfer of risk 

to special purpose vehicles for risk mitigation purposes. 

C.1.3 Risk Appetite 

Risk appetite limits exist relating to the proportion of the undiversified capital requirement that is deemed 

acceptable for underwriting risk. The limits are reviewed on an annual basis and were all met as at 31 

December 2016. 

C.1.4 Risk Mitigation 

Mitigation:  

Insurance risk is mitigated through pooling and through diversification across large numbers of individuals, 

geographical areas, and different types of risk exposure. A number of processes are used to control 

insurance risk including:  

 Underwriting (the process to ensure that new insurance proposals are properly assessed);  

 Pricing-to-risk (new insurance proposals are priced to cover the underlying risks inherent within the 

products); 

 Claims management;  

 Product design and management;  

 Policy wording;  

 Reinsurance; and 

 Cost controls and efficiencies. 

In addition, risk appetite limits (by risk type) are assessed through the business planning process and used 

as a control mechanism to ensure risks are taken within risk appetite. 

Monitoring:  

There is ongoing monitoring of relevant experience against expectations (for example claims experience, 

persistency experience, expenses and non-disclosure of risks at the point of sale). Additionally, the 

progression of insurance risk capital against limits is monitored, as is the sensitivity of profit before tax to 

the most significant insurance risks (persistency and longevity). The effectiveness of controls put in place to 

manage insurance risk is evaluated and significant divergences from experience or movements in risk 

exposures are investigated and remedial action taken. 
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C.1.5 Risk Concentration 

No capital is held for Concentration Risk related to Insurance Risk as it is believed that this risk is mitigated 

via the effective policies and processes established in the various Group entities by, for example, the 

diversified nature of the insurance risks that are accepted. 

C.2 Market risk 

Market risk is defined as the risk that unfavourable market movements (including changes in and increased 

volatility of interest rates, market-implied inflation rates, credit spreads and prices for bonds, foreign 

exchange rates, equity, property and commodity prices and other instruments) lead to reductions in 

earnings and/or value.  

The credit risk component of the market risk SCR relates to credit spread widening on fixed interest 

securities (including loans) as a result of an increase in the market expectations of future defaults and 

downgrade risk. Credit risk arising from reinsurance exposures and certain receivables generates a 

separate SCR, which is covered in Section C.3. 

The market risk SCR also excludes any exposures arising from with-profits business, which are covered 

separately in Section C.6. 

C.2.1 Risk Measurement 

Market risk is measured using a variety of risk measures such as scenario and stress based measures and 

stochastic modelling where relevant. Current and potential future risk exposures are assessed and 

aggregated on a range of stresses including measures based on the 1-in-200 year stresses from the 

internal model calculations of the SCR. 

RISK TYPE 31 Dec 16 01 Jan 16 

£000s SWL LBGIL StAI SWG SWL LBGIL StAI SWG 

Equity 1,549,519 - - 1,549,519 1,513,834 - - 1,513,834 

Credit Spreads 2,003,471 47,225 26,021 2,076,717 2,102,979 33,614 41,508 2,178,101 

Currency 35,240 - - 35,240 205,847 - - 205,847 

Interest rates 189,698 - - 189,698 430,973 - - 430,973 

Other Market 269,074 - - 269,074 206,421 - - 206,421 

Total Market SCR 4,047,001 47,225 26,021 4,120,247 4,460,055 33,614 41,508 4,535,177 

The movements in the undiversified risk capital over the reporting period are explained below. Some of 

these movements are due to material modelling and methodology changes, which are also explained. 

Equity undiversified SCR has increased by £36m, primarily driven by the net impact of: 

 Equity market growth being higher than expected  

 New unit-linked business 

 In-force unit-linked business run-off 

 Non-economic experience variance 

 Re-pricing activity reducing the value of future AMCs, with a resulting reduction in equity risk. 

Credit spreads undiversified SCR has reduced by £101m, primarily driven by the net impact of: 
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 Asset trading activity 

 Obtaining Matching Adjustment approval for bulk annuities, which reduces the value of the bulk 

liabilities and their exposure to credit spread risk 

 Bulk and individual annuity new business  

 In-force business run-off 

 Economic variances, comprising mainly of falling interest rates that have increased capital 

requirements arising from increasing the value of credit assets and their sensitivity to credit stress. 

 Credit methodology changes, including classification changes and modeling improvements. 

Currency undiversified SCR has reduced by £170m, primarily driven by a methodology change to remove 

inconsistencies in the stressed values of US bonds and associated currency hedges, leading to a reduction 

in US currency risks. 

Interest rate undiversified SCR has reduced by £241m, primarily driven by the methodology change 

mentioned above which reduces both US yield and currency risks, and also by economic variances. 

Other market undiversified SCR has increased by £63m. This is due to a change to the modelling of 

inflation risk and the impact of new bulk transactions on inflation volatility risk. 

Market Risk capital within LBGIL has increased due to an increase in the holdings of asset-backed 

securities (ABS) and, in addition, the credit spreads for the remainder of LBGIL’s assets have widened. 

Market Risk capital within StAI decreased as there was a large reduction in the proportion of ABS holdings. 

C.2.2 Risk Exposure 

The exposure of the Insurance Group’s insurance and investment contract business to equity risk relates to 

financial assets and financial liabilities whose values will fluctuate as a result of changes in the market 

value of equities. Equity risk is significant due to the material amounts of fund based charges on unitised 

business. 

The Insurance Group has exposure to corporate bonds and alternative credit assets and therefore is 

exposed to credit spread risk through an increase in the market expectations of future defaults or transition 

risk to lower credit ratings (particularly sub-investment grade) leading to higher credit spreads. The main 

source of credit risk lies in the assets backing the annuities in-payment. 

US corporate bonds are held within the annuity portfolio, the cash flows of which are hedged to ensure 

close currency matching of the annuity liabilities is maintained. Currency risk arises on these investments 

as there may be a mismatch in fair values of the bonds and derivatives resulting from movements in the US 

dollar - sterling exchange rates. With the exception of these holdings, the overall currency risk exposure to 

the Insurance Group is minimal due to the following: 

 The Insurance Group’s principal transactions being carried out in pounds sterling; and 

 The Insurance Group’s financial assets being primarily denominated in the same currencies as its 

insurance liabilities.  

Interest rate risk in respect of the Insurance Group’s insurance and investment contracts arises when there 

is a mismatch in duration or yield between liabilities and the assets backing those liabilities. The Insurance 

Group’s interest rate risk policy requires that the maturity profile of interest-bearing financial assets is 

appropriately matched to the guaranteed elements of the financial liabilities (e.g. on annuity business).  
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On other contracts with investment return guarantees, a fall in market interest rates will result in a lower 

yield on the assets supporting guaranteed investment returns payable to policyholders. This investment 

return guarantee risk is managed by matching assets to liabilities as closely as possible. It should also be 

noted that an increase in market interest rates will result in a reduction in the value of fixed interest 

securities. This may result in losses if, as a result of an increase in the level of surrenders, the 

corresponding fixed income securities have to be sold. 

The Insurance Group also uses financial instruments (including derivatives) as part of its business activities 

and to reduce exposure to market risk. 

There is no material market risk exposure from off-balance sheet positions, or from the transfer of risk to 

non-investment special purchase vehicles. Measurement of risk exposures from investment special 

purpose vehicles is incorporated in the internal model that derives the above risk exposures. 

C.2.3 Risk Appetite 

Risk appetite limits exist relating to the proportion of the undiversified capital requirement that is deemed 

acceptable for market risk. Specific limits also apply to the management of the Matching Adjustment 

Portfolio (MAP). The limits are reviewed on an annual basis and were all met as at 31 December 2016. 

C.2.4 Risk Mitigation 

Mitigation: 

In general, portfolios and investment holdings are diversified across markets and, within markets, across 

sectors. Holdings are diversified to reduce specific risk and the relative size of large individual exposures is 

monitored closely. Investments are only permitted in countries and markets which are sufficiently regulated 

and liquid.  

For unit-linked business, each fund has an approved fund mandate that sets out the objective, the 

investment policy and the investment benchmark and performance target for the fund. Compliance with 

fund mandates and the stated objectives is continuously monitored to address breaches on a daily basis 

and there is regular reporting to the relevant governance committees. 

For assets backing non-linked business, mainly annuities, the aim is to invest in assets such that the cash 

flows on investments will match those on the projected future liabilities. However it is not possible to 

eliminate risk completely as the timing of insured events is uncertain and assets are not available at all of 

the required maturities. As a result, the cash flows cannot be precisely matched and sensitivity tests are 

used to test the extent of the mismatch and monitor whether it is within acceptable pre-defined bounds.  

For the General Insurance business, as liabilities are short term in nature, assets are predominantly cash or 

short-term liquid investments. 

Where considered appropriate, hedges are in place to reduce exposure to market risk, principally equity 

risk, inflation risk, interest rate risk and foreign currency risk. Unit-linked funds also make use of hedging to 

manage exposures within approved fund mandates. 

Monitoring: 

As described above, there is considerable scrutiny and monitoring of investment strategy and the 

implications for risk exposures across all types of business.  
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At a more detailed level, for risk appetite reporting, exposures for each type of market risk are compared to 

approved limits and triggers on a regular basis.  This is monitored and reported by the Risk Function and 

where appropriate, escalation procedures are in place.  

C.2.5 Risk Concentration 

Market Concentration Risk is generally managed via investment strategy and process, in which case no 

additional capital is held directly for this risk. An exception is where large exposures exist to individual 

counterparties via fixed interest securities, in which case additional capital is held.  

C.3 Credit risk 

Credit risk is defined as the risk that counterparties with whom we have contracted default and fail to meet 

their financial obligations, resulting in losses to the Insurance Group. The risk exists in the following areas: 

 On unit-linked funds that are set up under reinsurance agreements. 

 Where cash and derivative instruments are held directly by reinsurers. 

 On reinsurance exposures relating to non-profit business. 

 On certain receivables due (e.g. policyholder debtors). Such exposures are minor. 

Note that capital is held for the risk of credit spread widening on fixed interest securities (including loans) 

within the market risk capital requirement (see Section C.2). 

C.3.1 Risk Measurement 

Credit risk is calibrated by taking into account (i) the ‘probability of default’ by the counterparty on its 

contractual obligations; (ii) current exposures to the counterparty and their likely future development, from 

which the Insurance Group derives the ‘exposure at default’; and (iii) the likely loss ratio on the defaulted 

obligations (the ‘loss given default’). 

RISK TYPE 31 Dec 16 01 Jan 16 

£000s SWL LBGIL StAI SWG SWL LBGIL StAI SWG 

Total Credit SCR 104,088 - - 104,088 105,347 836 269 106,452 

 

Overall, credit risk is not material. 

C.3.2 Risk Exposure 

As described at the start of Section C.3, default risk arises primarily from reinsurance exposures. 

Reinsurance is primarily used to reduce insurance risk, in both life and general insurance businesses. 

However, it is also sought for other reasons such as improving profitability, reducing capital requirements 

and obtaining technical support. In addition, reinsurance is also used to offer Investment Fund Links which 

we are unable to provide through other means. The Insurance Group’s reinsurance strategy is to reduce 

the volatility of profits through the use of reinsurance whilst managing the insurance and credit risk within 

the constraints of the risk appetite limits. 

The Insurance Group has reinsurance on all significant lines of life business where mortality and morbidity 

risks exceed set retention limits and on general insurance business, in particular property risks. This does 

not, however, discharge the Insurance Group’s liability as primary insurer. If a reinsurer fails to pay a claim 

for any reason, the Insurance Group remains liable for the payment to the policyholder, hence there is a 
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counterparty exposure to the reinsurer. All new material reinsurance treaties are subject to Board approval 

and reinsurance arrangements are reviewed annually to ensure that the reinsurance strategy is being 

achieved. 

Exposure to other trade receivables is assessed on a case by case basis, using a credit rating agency 

where appropriate. 

There is no material credit risk exposure from off-balance sheet positions, or from the transfer of risk to 

special purpose vehicles. 

C.3.3 Risk Appetite 

An annual review is undertaken of the Insurance Group’s reinsurance arrangements, which ensures that 

there is no excessive concentration of exposure relative to risk appetite from a single reinsurer. 

C.3.4 Risk Mitigation 

Mitigation: 

A range of approaches to mitigate credit risk are used which include: 

 Having, and complying with, a clearly defined set of credit principles, risk policies and appetite 

statements; 

 Reinsurance ceded to a wide range of reinsurers who are authorised to carry on insurance business 

in the UK; 

 Stress testing and scenario analysis; 

 Performance of independent risk based internal control audits and credit quality reviews. 

Monitoring: 

Exposures are compared to approved limits and triggers on a regular basis. This is monitored and reported 

by Risk and where appropriate, escalation procedures are in place.  

C.3.5 Risk Concentration 

Credit concentration risk relates to the inadequate diversification of credit risk. Reinsurer Counterparty Risk 

is managed via credit risk policy and process, hence no additional capital over that which is held for Credit 

Risk is held directly for concentration risk. 

C.4 Liquidity risk 

Liquidity risk is defined as the risk that the Group and the individual entities have insufficient financial 

resources to meet their commitments as they fall due, or can only secure them at excessive cost. 

C.4.1 Risk Measurement 

A liquidity framework is maintained which tracks short and medium term available liquidity against required 

liquidity in a severe stress. This liquidity reporting framework was developed to allow clear monitoring of the 

liquidity position of the main entities within Insurance, with responsibilities clearly identified should any 

action be required to improve the position. The results of this monitoring are reported regularly to the 

Insurance Executive Committee (IEC) and the Insurance Asset & Liability Committee (IALCO).  
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As a result of the policies and processes in place and active management, the Board believes that Liquidity 

risk is adequately mitigated and therefore no capital is held by the Group or individual entities. 

C.4.2 Risk Exposure 

Liquidity risk may result from either the inability to sell financial assets quickly at their fair values (which 

may make it difficult to re-attain a matched position after a stress event); or from an insurance liability falling 

due for payment earlier than expected; or from the inability to generate cash inflows as anticipated. 

In order to measure liquidity risk exposure the Group’s liquidity is assessed in a stress scenario. Liquidity 

risk appetite considers two time periods: 

 three month stressed outflows are required to be covered by primary liquid assets  

 one year stressed outflows are required to be covered by primary and secondary liquid assets, after 

taking account of management actions.  

Primary liquid assets are gilts or cash, and secondary liquid assets are tradable non-primary assets (e.g. 

corporate bonds). The stressed outflows also make allowance for the increased collateral that needs to be 

posted under derivative contracts in stressed conditions.  

Liquidity risk is actively managed and monitored to ensure that the Group has sufficient liquidity to meet its 

obligations and remains within approved risk appetite. 

There is no material liquidity risk exposure from off-balance sheet positions, or from the transfer of risk to 

special purchase vehicles. 

C.4.3 Risk Appetite 

The liquidity risk appetite for the Group is reviewed and set annually by the Board. The Board sets 

maximum holdings in illiquid assets and liquidity coverage ratios under stress, as detailed above, for the 

Group and at entity level for SWL, LBGIL and StAI. 

C.4.4 Risk Mitigation 

As described above, liquidity is actively monitored at Insurance Group and entity level to ensure that, even 

under stress conditions, there is sufficient liquidity to meet obligations and remain within approved risk 

appetite. In addition, liquidity risk is controlled via approved liquidity policies and maintenance of liquidity 

facilities with LBG. 

Mitigation: 

Liquidity risk in respect of each of the major product areas is primarily mitigated as follows: 

Annuity contracts 

Assets are held which are specifically chosen to correspond to the expected timing of annuity payments. 

Gilts, corporate bonds, alternative credit assets, loans and, where required, derivatives are selected to 

reflect the expected annuity payments as closely as possible and are regularly rebalanced to ensure that 

this remains the case in future. Maximum holdings in illiquid assets backing annuity business are set by the 

Board and are actively monitored on a regular basis. The purchase of additional illiquid assets is subject to 

extensive governance before any purchase is made.  
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With profits contracts 

For with profits business, a portfolio of assets is held in line with investment mandates, which is consistent 

with policyholders’ reasonable expectations. Liquidity is maintained within the portfolio via the holding of 

cash balances and a substantial number of highly liquid assets, principally gilts, bonds and listed equities. 

Management also have the ability to sell less liquid assets at a reduced price if necessary. However, less 

liquid assets such as property are managed on a prospective basis to avoid having to potentially sell in 

future at a reduced price. Losses are managed and mitigated by anticipating policyholder claim payments 

to plan sales of underlying assets within funds.  

Non-participating contracts 

For unit-linked products, portfolios are invested in accordance with unit fund mandates. Deferral clauses 

are included in policyholder contracts to give time, when necessary, to realise linked assets without being a 

forced seller (e.g. within property-linked funds). As at 31 December 2016, there were no funds subject to 

deferral.  

For non-linked products other than annuity contracts, backing investments are mostly held in gilts with 

minimal liquidity risk. Investments are arranged to minimise the possibility of being a distressed seller whilst 

at the same time investing to meet policyholder obligations. This is achieved by anticipating policyholder 

behaviour and sales of underlying assets within funds. 

General Insurance 

General Insurance business is short term, typically with 1 year duration, and therefore the assets backing 

this business will be short-term in nature and liquid (noting that some short-term ABS assets are also held). 

Monitoring: 

Routine reporting is in place to senior management and through the Group’s committee structure. In a 

stress situation the level of monitoring and reporting is increased commensurate with the nature of the 

stress event. Liquidity risk is controlled via approved liquidity policies which are subject to independent 

internal oversight and maintenance of liquidity facilities with LBG. 

C.4.5 Risk Concentration 

Liquidity concentration risk arises where the Group is unable to meet its obligations as they fall due or does 

so only at an excessive cost, due to over-concentration of investments in particular financial assets or 

classes of financial asset. 

As most of the Group's invested assets are diversified across a range of marketable equity and debt 

securities in line with the investment options offered to policyholders, it is unlikely that a material 

concentration of liquidity could arise. 

C.4.6 Expected Profit Included in Future Premiums (EPIFP) 

The expected profit included in future premiums (EPIFP) is defined as the expected present value of future 

cash-flows which result from the inclusion in technical provisions of premiums relating to existing (re)-

insurance contracts that are expected to be received in the future but which may not be received for any 

reason, other than because the insured event has occurred, regardless of the legal or contractual rights of 

the policyholder to discontinue the policy. 

As at 31 December 2016, the value of the EPIFP at reporting entity and group levels is shown below: 
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Entity  Value of EPIFP (£000s) 

SWG 191,071 

SWL 139,959 

LBGIL 51,112 

StAI - 

C.5 Operational risk 

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

systems or from external events which may result in financial loss, disruption or reputational damage. 

These include the availability, resilience and security of our core IT systems, people risk, regulatory and 

legal risk, governance risk and potential for failings in our customer processes. 

The largest contributions to Operational risk for the Insurance Group are regulatory, German litigation, 

financial reporting, conduct, business and information security risks. 

C.5.1 Risk Measurement 

Established internal processes set out the requirements for the review, identification and assessment of 

Operational risks. There is an annual process to review and update the existing inherent risk profile and 

identify and capture any new inherent risks with possible material or severe impacts. There is also a 

quarterly review and update of residual risk assessments for risks with an overall inherent materiality of 

material or severe.  

On an ongoing basis, material Operational risk data is captured on the Operational Risk System. This 

identifies and records events and their impacts and ensures that events are managed in line with our risk 

appetite. We can then continually improve our processes from lessons learnt and ensure that sufficient 

operational risk capital is set aside to cover unexpected extreme losses. 

The Operational Risk profile (including key risks) is reported monthly and highlights material changes in the 

profile. This is aggregated with other risk types and reported to the Insurance Risk Committee (IRC). 

Operational risk exposure is derived from a model that is built to combine the effects of a number of 

operational risk categories (see below). Scenarios are derived in workshops for these risk categories and 

this is combined with historical internal loss data and expert judgement to parameterise the model. A 

frequency and severity distribution is used to model the number of expected loss events and severity of 

each loss event, which are combined to give distributions of the total annual loss expected for each risk 

category. These distributions are aggregated to create a single loss distribution in the model. 

RISK TYPE 31 Dec 16 01 Jan 16 

£000s SWL LBGIL StAI SWG SWL LBGIL StAI SWG 

Total Operational SCR 2,339,532 94,226 27,190 2,460,948 2,326,514 84,935 28,996 2,440,444 

 

The Operational undiversified SCR for SWL has increased by £13m, driven by assumption changes 

(including an increased allowance in respect of cyber risk) and a number of modelling improvements. 

As for SWL, assumption and model changes have resulted in a small increase in undiversified SCR within 

LBGIL. 
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C.5.2 Risk Exposure 

The material operational risks to which the business is exposed are as follows. There is no material 

operational risk exposure from off-balance sheet positions, or from the transfer of risk to special purchase 

vehicles. 

Regulatory and Legal Risk 

Regulatory and legal risk is defined as the risk that the Insurance Group is exposed to fines, censure, legal 

or enforcement action, civil or criminal proceedings in the courts (or equivalent) and risk that the Group is 

unable to enforce its rights as anticipated. 

Regulators aim to protect the rights of customers, ensuring firms satisfactorily manage their affairs for the 

benefit of customers and that they retain sufficient capital and liquidity. The Insurance Group has 

embedded a risk framework to closely monitor and manage its legal and regulatory risks, and maintains 

regular interaction with its regulators. 

German Litigation 

The Operational risk capital requirements include amounts in respect of a number of potential claims from 

customers relating to policies sold by independent intermediaries in Germany. Following decisions by the 

Federal Court of Justice (FCJ) in Germany, the Insurance Group has established provisions to cover the 

resulting liability. The validity of these claims depends upon the circumstances of each case and as a result 

the ultimate financial effect will only be known once all relevant claims have been resolved. The SCR that is 

held in respect of this risk is based on a number of prudent scenarios including possible deteriorations in 

future new claim volumes and/or amounts caused, for example, by possible future adverse legal 

jurisprudence.  

Financial Reporting Risk  

Financial reporting risk is defined as the risk that the Insurance Group suffers reputational damage, loss of 

investor confidence and/or financial loss arising from the adoption of inappropriate accounting policies, 

ineffective controls over financial and regulatory reporting, failure to manage the associated risks of 

changes in taxation rates, law, ownership or corporate structure and the failure to disclose accurate and 

timely information. 

Conduct Risk 

Conduct risk is defined as the risk of customer detriment or regulatory censure and/or a reduction in 

earnings/value, through financial or reputational loss, from inappropriate or poor customer treatment or 

business conduct. 

The Insurance Group is focused on delivering fair customer outcomes, and has embedded a risk 

framework to effectively monitor and manage its conduct risks. 

Business Risk  

Business risk is the risk to planned profit arising from sub-optimal business strategy or suboptimal 

implementation of the strategic plan.  Ultimately, these risks may have an impact on the Insurance Group’s 

ability to meet its strategic objectives due to: 

 Formulation of a strategy which cannot be achieved or failure to react to changing conditions; 

selection of an inappropriate strategy or deviation from the chosen strategy 
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 Failure to manage and control the business within risk appetite 

 Failure to participate or withdraw from markets, segments etc. as appropriate 

 Competitive pressure 

 Political and macroeconomic factors 

 Ineffective prioritisation of change projects 

Information Security, Cyber & IT Systems Risk 

Information security risk relates to the risk of reductions in earnings and/or value, through financial or 

reputational loss, resulting from theft of or damage to the security of the Insurance Group’s information and 

data. 

IT systems and cyber risk relates to reductions in earnings and/or value through financial or reputational 

loss resulting from the failure to develop, deliver, maintain, or protect the company’s IT solutions against 

cyber-attack. The Directors have embedded a risk framework and monitor the effective operation of this 

across the Insurance Group. 

Sourcing and Service Provision Risk 

Sourcing risk covers the risk of reductions in earnings and/or value through financial or reputational loss 

from risks associated with activity related to the agreement and management of services provided by third 

parties, including outsourcing. Service provision risk covers the risks associated with provision of services 

to a third party and with the management of internal intra-group service arrangements. 

Financial Crime and Fraud Risk 

Financial crime concerns activity related to money laundering, sanctions, terrorist financing and bribery. 

Fraud covers acts intended to defraud, misappropriate property or circumvent the law. These activities 

could give rise to risk of reduction in earnings and/or value, through financial or reputational loss. Losses 

may include censure, fines or the cost of litigation. 

Governance Risk 

Governance risk is defined as the risk that the Group’s organisational infrastructure fails to provide robust 

oversight of decision making and the control mechanisms to ensure strategies and management 

instructions are implemented effectively. 

People Risk 

People risk is defined as the risk that the Insurance Group fails to lead, manage and enable colleagues to 

deliver to customers, shareholders and regulators leading to an inability to deliver the Group’s strategy. 

C.5.3 Risk Appetite 

The Insurance Group’s Operational risk appetite is designed to safeguard the interests of customers, 

internal and external stakeholders, and shareholders. This is expressed through high level statements 

(examples below), each of which are defined with limits and triggers approved by the Board, and are 

regularly monitored by executive and Board risk committees. 

Financial loss: The Insurance Group does not expect to experience cumulative fraud or operational losses 

above a defined level of budgeted Insurance Group income, or individual losses above a defined amount. 
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Management time and resources: The Insurance Group does not expect internal events that divert 

excessive senior management time from running the business or have extensive impact on colleague time 

and/or morale. 

Cyber: The Insurance Group minimises the impact from cyber-attacks and information breaches that result 

in a significant loss of customer confidence or undermine the financial stability of the Insurance Group. 

Risk culture: All colleagues are responsible for risk within their individual roles. The Insurance Group sets 

a strong tone from the top and embraces a risk culture across the business which is aligned to its strategy, 

vision, values and codes of responsibility. The Insurance Group encourages an open dialogue and rapid 

escalation of potential threats and events. 

C.5.4 Risk Mitigation 

Mitigation and Monitoring 

Operational risks are measured and monitored to ensure that they stay within risk appetite and that actions 

can be taken in a timely manner to prevent material losses occurring. The method and frequency of 

monitoring is appropriate to the materiality and type of risk, and the relevant controls.  

All Operational risks that are considered to be inherently material or severe have controls in place to 

mitigate the risk.  

We assess the overall design and operational effectiveness of each key control in relation to the risk it is 

mitigating. Key indicators are in place and reviewed monthly for the most material risks to monitor for early 

warnings that controls are not operating as intended and/or that risk exposures are increasing. 

The Operational risk profile is reported monthly, highlighting material changes in the profile and tracking 

progress in closing high priority actions. The profile is aggregated with other risk types and reported 

monthly to the relevant committees.  

C.5.5 Risk Concentration 

Operational risks arise from diverse sources and as such do not give rise to material risk concentrations. 

However the combined exposure of these various risks is evaluated and the most material operational risks 

are reported appropriately. 

C.6 Other material risks 

There are a number of additional items that contribute to the Risk Profile of the Group and the underlying 

entities. The table below sets out the capital required for the most significant items and these are described 

further below. 

RISK TYPE 31 Dec 16 01 Jan 16 

£000s SWL LBGIL StAI SWG SWL LBGIL StAI SWG 

With Profit  SCR 564,433 - - 564,433 674,629 - - 674,629 

With Profit Burnthrough 431,795 - - 431,795 205,951 - - 205,951 

Policyholder tax add on 0 - - 0 0 - - 0 

SW Pension Schemes add on 9,000 - - 9,000 59,000 - - 59,000 

Other 55,635 30,957 (43,386) 166,032 52,863 12,227 (72,679) 98,602 

Total Other Material SCR 1,060,863 30,957 (43,386) 1,171,259 992,443 12,227 (72,679) 1,038,182 
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The undiversified Other Material SCR for SWG has remained broadly unchanged during the period. Note 

that the With Profits Business in the table shows the undiversified SCR met from within the With Profits 

Funds whilst the With Profits Burnthrough shows the undiversified SCR required to be met from capital 

resources from outside those Funds. 

C.6.1 With-Profits Business 

The SCR held for With-Profits business assumes that there are no future distributions to policyholders from 

the surplus assets (“estates”) of the Scottish Widows and Clerical Medical With-Profits funds. This SCR is 

offset exactly by an equivalent increase to the value of Own Funds. An additional SCR is held for with-

profits “burnthrough” (see section C.6.3 below). The key risks influencing the calculation of the with-profits 

SCR are: 

Market Risk 

Market risk accounts for c90% of the with-profits SCR in both with-profits funds. For Clerical Medical’s with-

profits fund, this is mainly attributable to interest rate risk, equity risk and credit spread risks in broadly 

similar proportions. For Scottish Widows’ with-profits fund, equity risk accounts for more than 50% of the 

SCR because the risk is not hedged within the fund (wheras the risk is hedged within the Clerical Medical 

with-profits fund). 

Model Risk 

The with-profits models necessarily contain approximations and simplifications in the codification of how 

management actions are simulated. Now that market yields are lower, future cash flows are discounted to a 

lesser extent, meaning that any inaccuracies are amplified. 

Longevity Risk 

The vast majority of non-profit annuities that had been in the Scottish Widows with-profits fund have been 

transferred to the shareholder-owned fund, reducing the fund’s exposure to longevity risk. For both the 

Clerical Medical and Scottish Widows with-profits funds, new annuities are transferred to the shareholder-

owned fund as policyholders reach retirement, although longevity risk remains within the with-profits funds 

on guaranteed annuity options that have not yet vested. 

Persistency Risk 

Both with-profits funds are exposed to the number of policyholders who choose to maintain their policies 

and exercise guaranteed annuity options (or other guarantees). 

C.6.2 With-Profits Burnthrough 

SWL’s shareholder-owned fund may need to support the with-profits funds in the event that the funds are 

unable to meet claim payouts in adverse scenarios. This is referred to as ‘burnthrough’ and an allowance 

for this cost is reflected in the calculation of SWL’s Own Funds (shareholder-owned).  

As a result, burnthrough costs are also stressed in calculating SWL’s SCR and therefore also lead to an 

additional Risk Margin. These costs are most sensitive to market risks. 

Unlike the calculation of the With-Profits SCR described in Section C.6.2, the calculation of the With-Profits 

Burnthrough SCR does assume that distributions from the respective estates will be made to policyholders. 
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C.6.3 SW Pension Schemes Add-on 

The Scottish Widows Retirement Benefit Scheme has a direct impact on SWL’s capital position.  The 

surplus / deficit sits in Scottish Widows Services (SWS), a subsidiary of SWL, and the stressed impact of 

the pension scheme is allowed for in the undiversified capital requirements set out in sections C.1 & C.2. A 

small additional capital requirement is held as at 31 December 2016 in respect of SWL’s share of certain 

Lloyds schemes. 

C.6.4 Other 

This includes a number of small items across all companies. Additionally, for the General Insurance entities 

(but particularly StAI), some credit can be taken for expected future profits within the SCR calculation. 

There is no other material risk exposure from off-balance sheet positions, or from the transfer of risk to 

special purchase vehicles. 

The entities within the Insurance Group consider a number of other risks which, although material, are 

adequately mitigated via effective policies and processes and therefore for which no capital is held.  These 

are described below.  

C.6.4.1 Capital Risk 

Capital risk is defined as the risk that the Insurance Group has a sub-optimal amount or quality of capital or 

that capital is inefficiently deployed across the Insurance Group. The risk that: 

 the Insurance Group, or one of its separately regulated subsidiaries, has insufficient capital to meet 

its regulatory capital requirements; 

 the Insurance Group has insufficient capital to provide a stable resource to absorb all losses up to a 

confidence level defined in the risk appetite; 

 the Insurance Group loses reputational status by having capital that is regarded as inappropriate, 

either in quantity or type; and/or 

 the capital structure is inefficient. 

The business of several of the companies within the Insurance Group is regulated by the PRA and the 

Financial Conduct Authority (“FCA”). The PRA specifies the minimum amount of capital that must be held 

by each of the regulated companies within the Insurance Group in addition to their insurance liabilities. 

The Insurance Group’s objectives when managing capital are: 

 to have sufficient capital to safeguard the Insurance Group’s ability to continue as a going concern 

so that it can continue to provide returns for the shareholder and benefits for other stakeholders; 

 to comply with the insurance capital requirements set out by the PRA in the UK; 

 when capital is needed, to require an adequate return to the shareholder by pricing insurance and 

investment contracts according to the level of risk associated with the business written; and to meet 

the requirements of the Schemes of Transfer. 

The capital management strategy is such that the Insurance Group will hold capital in line with the stated 

risk appetite for the business, which is to be able to withstand a stress event without breaching the capital 

requirements. It is intended that all surplus capital above that required to meet risk appetite limits will be 

distributed to LBG. 
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C.6.4.2 Political Risk 

The continued political uncertainty and associated volatile markets (for example, following the outcome of 

the EU Referendum) results in a more volatile solvency position for the Insurance Group.  

C.6.4.3 Group Risk 

Certain risks arise because the Insurance Group and the underlying solo entities operate as part of a 

Group. These include: 

 Contagion risk (spill-over effect of risks from other parts of the group)  

 Risks arising from intra-group transactions and group level risk concentration (notably in relation to 

participations, intra-group or internal reinsurance, intra-group loans and intra-group outsourcing)  

 Interdependencies within the group and their impact on the group risk profile  

 Risk arising from the complexity of the group structure.  

As part of a broader risk identification process, a monthly Insurance Consolidated Risk Report (ICRR) is 

regularly produced, which captures any significant risk events of this nature and the associated 

management actions. The intra-Group exposure register also acts as an additional method of identifying, 

controlling and recording these risks. 

C.6.4.4 Concentration Risk 

This has been considered separately for each of the risks in Sections C.1 – C.5 and is the risk of having an 

excessive concentration of risk in a single area; for example: 

 Reinsurer Counterparty and Investment Counterparty Credit Concentration Risk 

 Insurance Concentration Risk relating to geography etc of insured parties 

 Market Concentration Risk; relating to concentration of investment types or issuer 

 Group Concentration Risk; concentration due to the portfolio of business activities 

Reinsurer Counterparty and Investment Counterparty Credit Concentration Risk and Market Concentration 

Risk are managed in accordance with credit risk policy and process, and investment strategy and process. 

No additional capital over that which is held for Credit Risk and Market Risk is held directly for these risks, 

an exception being where large exposures exist to individual counterparties via fixed interest securities, in 

which case additional capital is held.  

No capital is held for Concentration Risk related to Insurance Risk as again it is believed that this risk is 

best mitigated via effective policies and processes.  Group Concentration Risk is considered as part of 

monitoring Group Risk.  

C.7 Stress Testing and Scenario Analysis 

Stress testing and scenario analyses have been carried out to help understand the resilience of the 

Insurance Group’s solvency position to different economic and non-economic situations. A reverse stress 

testing exercise was also carried out in 2016. 

Stress and scenario testing performed has indicated that the Insurance Group’s capital position is robust in 

the majority of the scenarios considered, indicating that the internal capital buffer is adequate to cover 

these stresses, once reasonable and realistic action has been taken to vary future planned dividend 

payments. 
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For the more severe reverse stress testing scenarios, the internal risk appetite buffer is insufficient to cover 

the stresses and additional management actions beyond retaining earnings would be required to restore 

the capital buffer. 

C.8 Prudent Person Principle 

The Insurance Group has put in place a Board-approved Investment Policy which sets out the key 

requirements of the Prudent Person Principle and the controls to ensure that the requirements are complied 

with. The policy is part of the formal policy governance framework requiring regular reporting and an annual 

review of compliance with the Principle.  

To further embed the policy requirements, the Prudent Person Principle is a standing agenda item at 

committees making investment decisions in relation to shareholder and policyholders’ assets. The 

committees review any decisions to ensure alignment with the key principles. 

The investment strategy for assets is specified in the Market Risk Policy. It is dependent on the nature of 

the funds in question and is summarised in Section C.2. 

For non-linked funds’ investments, limits on the exposure to a single entity are specified and monitored. 

Bond exposures are managed through credit rating bands and maximum exposures to individual assets, 

sectors, and non-UK countries are set.  

Assets are restricted to securities in a specified list of countries, and limits applicable to property portfolios 

are set to prevent concentration of exposure to single tenants and single buildings. Loan assets held in the 

annuity portfolio as part of the Insurance Group's investment strategy to invest in low risk higher yielding 

illiquid assets are monitored using established robust processes and controls. 

For UK government securities or investments in funds falling under the Undertakings for Collective 

Investment in Transferable Securities “UCITS” Directive, no limits are prescribed as the risk of credit 

concentration is deemed to be immaterial. This policy supports the approach mandated by the PRA for 

regulatory reporting. 

C.9 Material Information 

All material information regarding the risk profile of the Insurance Group is covered in Sections C.1 - C.8 

above. 
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D. Valuation for Solvency Purposes 

Summary balance sheets - overview 

£000 31 Dec 2016 

 SWL LBGIL StAI SWG 

Total assets 125,528,095 821,169 550,642 125,100,370 

Total technical provisions (108,017,144) (177,265) (141,626) (108,336,035) 

Total other liabilities (5,877,513) (196,192) (244,155) (6,354,802) 

Total subordinated debt (1,779,821) - - (3,724,844) 

Excess of assets over liabilities 9,853,616 447,712 164,861 6,684,689 

 

This section of the report explains the valuation principles underpinning the Solvency II balance sheet, 

represented in its simplified form above.  

Further detail is set out in: 

 Section D1: assets 

 Section D2: technical provisions, representing Best Estimate Liabilities and Risk Margin 

 Section D3: other liabilities including subordinated debt 

D.1 Assets 

D.1.1 Asset valuation under Solvency II 

The assets of the insurance businesses are shown below.  

The commentary which follows sets out the nature of each asset class and its valuation principles, 

analysed at a level reflecting the materiality, nature, function and inherent risk of each type of asset. These 

are generally consistent between SWG and each of its insurance subsidiaries, although any material 

divergence is highlighted. 
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£000  31 Dec 2016 

  SWL LBGIL StAI SWG 

Deferred tax assets a 9,000 - - 9,000 

Property held for own use  31 - - 470 

Investment property b 30,241 - - 30,241 

Participations c 213,931 - - 453,733 

Equities d - - - - 

Bonds e 12,806,907 280,467 142,092 13,229,467 

Collective Investments f 19,116,836 370,027 321,467 20,220,480 

Derivatives g 3,539,164 - - 3,539,164 

Assets held for unit-linked contracts h 71,235,188 - - 71,235,188 

Loans and mortgages i 9,843,119 - - 7,579,498 

Reinsurance recoverables j 6,969,576 6,222 1,997 6,977,795 

Insurance receivables k 264,691 147,380 65,919 375,780 

Trade receivables l 1,159,151 - - 1,058,641 

Cash and cash equivalents m 340,259 17,072 19,167 390,911 

Total assets  125,528,095 821,169 550,642 125,100,370 

 

Assets are recorded at fair value in line with the valuation methodology described in the Solvency II 

Directive, and the valuation principles are set out below.  The underlying concept is that assets are valued 

at an amount for which they could be exchanged, transferred or settled between knowledgeable and willing 

parties, in an arm’s length transaction.  In particular, assets are valued using quoted market prices, and 

where quoted market prices do not exist, a mark-to-model approach is used, which is calibrated to available 

market information. No value is given to intangible assets. 

In general, these asset values are consistent with international accounting standards, which underpin the 

valuation in the individual company financial statements.  Any material differences between valuation for 

solvency purposes and the valuation basis used in the financial statements are detailed in section D.1.2. 

The assets at the Insurance Group level, SWG, equate generally to the sum of the assets of the insurance 

businesses, netting out any intra-group transactions and ownerships.  Where non insurance companies 

within the group contribute materially to the SWG balance sheet position, these holdings have been noted 

within the relevant asset class descriptions below. 

The Boards of SWG and its insurance subsidiaries may make use of assumptions, judgement or estimation 

in determining the reported value of assets.  Any such assumptions, judgement or estimation are 

continually evaluated and based on historical experience and other factors, including expectations of future 

events that are believed to be reasonable under the circumstances.  Where the valuation of specific assets 

has been determined by way of assumptions, judgement or estimation, commentary is given below on how 

the value has been derived. 

D.1.2 Solvency II valuation principles followed by the Insurance Group 

Valuation methods make maximum use of relevant market inputs and rely as little as possible on company 

specific inputs.  The hierarchy applied is: 
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Method (i): 

 

 Quoted prices for identical investments actively traded in organised financial markets.  Fair value is 

determined by reference to stock exchange quoted market bid prices at the final pricing point on the 

reporting date.  Prices are provided by vendors such as Reuters or Bloomberg, or by direct 

reference to the stock exchange; 

 

Method (ii): 

 

 Quoted prices for similar investments actively traded in organised financial markets with adjustment 

to reflect any differences, such adjustments to reflect factors specific to the asset, such as the:  

o condition or location   

o extent to which inputs relate to items that are comparable to the asset  

o volume or level of activity in the markets within which the inputs are observed. 

 

Method (iii): 

 

 Quoted prices for identical or similar assets in markets that are not active; 

 

 Inputs other than quoted prices that are observable for the asset, including interest rates and yield 

curves observable at commonly quoted intervals, implied volatilities and credit spreads; 

 

 Market-corroborated inputs, which may not be directly observable, but are based on or supported by 

observable market data. Such markets inputs will be adjusted to reflect factors specific to the asset, 

such as the:  

o condition or location   

o extent to which inputs relate to items that are comparable to the asset  

o volume or level of activity in the markets within which the inputs are observed. 

 

 Where there is little, if any, market activity for the asset or market information for the inputs to any 

valuation models at the measurement date, unobservable inputs are required. These inputs reflect 

the assumptions the Group considers that market participants would use in pricing the asset, 

including assumptions about risk inherent in the specific valuation method used to measure fair 

value and the risk inherent in the inputs of that valuation method. 

An active market is one in which similar arm’s length transactions in the instrument occur with both 

sufficient frequency and volume to provide pricing information on an ongoing basis.  The Insurance Group 

regards an inactive market as one where the price has not moved for at least six days.  

Where estimates are used, these are based on a combination of independent third-party evidence and 

internally developed models, calibrated to market observable data where possible.  Management, through a 

fair value pricing committee, review information on the fair value of the Group’s financial assets and the 

sensitivities to these inputs on a regular basis. 

a) Deferred tax assets 

Recognised deferred tax assets: 

Deferred tax is provided in full, using the liability method, on temporary differences arising between the tax 

bases of assets (and liabilities) and their carrying amounts within the Solvency II balance sheet at the 

reporting date. The amount of deferred tax provided is based on the expected manner of realisation or 
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settlement of the carrying amount of assets and liabilities, using tax rates and legislation enacted or 

substantively enacted at the reporting date. 

Deferred tax assets are only recognised to the extent that it is probable that future taxable profits will be 

available against which the temporary differences, carry-forward of unused tax assets and unused tax 

losses can be utilised. 

The carrying amount of deferred tax assets is reviewed at each reporting date and reduced to the extent 

that it is no longer probable that sufficient taxable profits will be available to allow all or part of the deferred 

tax asset to be utilised. Deferred tax assets and liabilities are undiscounted although those relating to the 

Best Estimate Liabilities, Risk Margin and related transitional adjustment are based on the discounted 

gross asset/liability. 

Deferred tax assets and liabilities are offset when there is a legally enforceable right to offset current tax 

assets against current tax liabilities and when the deferred taxes relate to the same fiscal authority. As a 

result, the deferred tax asset of £9m presented in the quantitative reporting templates relates to 

policyholder expenses deductible in future periods while a net deferred tax liability is presented for 

shareholder deferred tax balances. 

The policyholder expenses deductible in future periods are assessed over a 10 year time horizon due to the 

long term nature of the business. Policyholder expenses of £45m are expected to be relieved and the 

deferred tax asset is recognised at a rate of 20%, the substantially enacted income tax rate. 

Unrecognised deferred tax assets: 

Deferred tax assets are recognised for tax losses carried forward only to the extent that realisation of the 

related tax benefit is probable.  The deferred tax assets not recognised are not subject to any expiry date.   

In the SWL and SWG balance sheets, deferred tax assets have not been recognised in respect of excess 

policyholder expenses carried forward of £666m as there is insufficient certainty as to the availability of 

future profits. 

There are no unrecognised deferred tax assets in LBGIL or StAI. 

b) Investment property 

Investment properties comprise freehold and long leasehold land and buildings, which are held either to 

earn rental income or for capital appreciation (or both) and excludes properties occupied by the business.    

Investment properties are measured at fair value. This is generally based on the open market value, as 

assessed by qualified external appraisers who have recent experience in the relevant location and the 

category of properties being valued. Valuations are based on observable market prices for similar 

properties.  Adjustments are applied, if necessary, for specific characteristics of the property, such as the 

nature, location, or condition of the specific asset. If such information is not available, alternative valuation 

methods such as discounted cash flow analysis or recent prices in less active markets are used. Whilst 

such valuations are sensitive to estimates, it is believed that changing one or more of the assumptions to 

reasonably possible alternative assumptions would not change the fair value significantly. Investment 

property being redeveloped for continuing use as investment property, or for which the market has become 

less active, continues to be measured at fair value.  
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c) Participations 

Participations represent ownership, either directly or by way of control, of 20% or more of the voting rights 

or capital of a related entity.    

To be consistent with the internal model, it has been agreed with the PRA to treat related Open Ended 

Investment Companies (OEICs) and Special Purpose vehicles (SPVs) as “collective investments 

undertakings” (CIUs) in the Solvency II balance sheet rather than “Holdings in related undertakings, 

including participations” (£19bn at an SWG level). Information on the relevant related OEICs/SPVs and 

their holdings can be found in the SWL financial statements and the basis of valuation for such CIUs is 

detailed in section D.1.2.f).  This treatment is reflected in disclosure template S.32.01. 

The participations line therefore includes only non-insurance, strategic operating subsidiaries of SWL.  

In addition, in the SWG position, the assets and liabilities of insurance companies and ancillary services 

companies have been fully consolidated to produce a consolidated balance sheet. All other strategic 

companies within the SWG group remain in the Participations line of the balance sheet, valued in 

accordance with Solvency II principles.  The valuation basis is regulatory own funds value, or the adjusted 

equity method in the case of non regulated companies.   

d) Equities 

‘Assets held for unit linked contracts’, described below in paragraph (h), include direct holdings in equities.  

Aside from this, the insurance companies and the Group no longer hold direct investment in equities, which 

are now held indirectly through collective investment schemes.     

e) Bonds 

Investments in bonds are shown below, split between government debt, corporate debt and collateralised 

securities.  Collateralised securities are directly held bond investments, with counterparties other than 

governments and multi-lateral banks, where the bond is backed by underlying assets.  

£000 31 Dec 2016 

 SWL LBGIL StAI SWG 

Government bonds     

Method (i) 5,215,078   5,215,078 

Method (ii) 879,144   879,144 

Method (iii) 46,368 - - 46,368 

Corporate bonds     

Method (i) -   - 

Method (ii) 5,144,179  2,375 5,146,554 

Method (iii) 3,508   3,508 

Collateralised securities     

Method (i) -   - 

Method (ii) 667,953 210,940 119,975 998,867 

Method (iii) 850,677 69,528 19,743 939,948 

Total Bonds 12,806,907 280,467 142,092 13,229,467 

The valuation methodology follows the normal Solvency II principles described earlier. 
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(i) Quoted on an active market (valuation method i) 

There is an active market for listed bonds. The values of investments are based on current bid prices at the 

final pricing point on the reporting date and are obtained from index providers, who obtain prices from a 

number of leading brokers, investment banks and market makers.   

(ii) Valued by reference to similar assets in markets that are active (valuation method ii) 

The Group’s management perform a comparison of information received from index providers used against 

other available price sources on a monthly basis to ensure that prices can be supported by market data. 

(iii) Other valuation approaches (valuation method iii) 

Where there is no active market for a debt instrument, the Group establishes Solvency II value as follows:   

Investment asset prices are reviewed weekly to identify those assets where the price has not moved for at 

least six days. This review provides an initial indication that the market for each identified asset may be 

inactive. These assets are then reviewed by management who may identify an alternative price source for 

assets which in their view are still actively traded. On conclusion that a particular asset is illiquid, 

management will identify an alternative valuation technique by deciding whether an appropriate price can 

be obtained from a recognised independent broker. Where this is the case, the broker will be approved as a 

price source for the asset. A price will then be obtained from the broker on a monthly basis. A review of all 

illiquid assets and prices obtained or calculated is conducted by management on a monthly basis. 

The valuation techniques which are applied include the use of similar arm’s length transactions and 

reference to other instruments that are substantially the same, making maximum use of market inputs and 

relying as little as possible on entity-specific inputs.   

In order to ensure that a fair value is recognised for unquoted or illiquid debt instruments, the primary price 

source is an external broker valuation. If available, a further external broker valuation is sought as a 

secondary valuation source in order to validate the primary source. A formal review is then carried out 

which challenges the external valuation and includes consideration of the impact of any relevant 

movements in underlying variables such as: 

 underlying movements in the relevant markets, for example credit spreads; 

 how current transactions are being priced in the market; 

 how the security is structured; 

 any supporting quantitative analysis as appropriate, for example with reference to Bloomberg or 

internal models. 

The assets shown as Method (iii) collateralised securities comprise equity release mortgage backed bonds, 

agricultural loan backed bonds and other asset backed bonds where markets are not active: 

SWL/SWG Equity Release Mortgage backed bonds 

SWL invests indirectly in a portfolio of Equity Release Mortgages (ERM) securitised through a special 

purpose vehicle which issued loan notes, both senior (A Note) and junior (B Note). These represent 

c.£250m of the valuation method (iii) collateralised securities shown above under SWL and SWG. 

The equity release mortgages are valued using a discounted cashflow approach. Decrements (mortality, 

voluntary early repayment, entry into long-term care) are used to determine the incidence of cash flows. 

The discount rate is based on a risk free rate plus a spread to compensate for the risks associated with the 
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loans which is determined on portfolio level. There is a No Negative Equity Guarantee on the mortgages 

which is valued with a time-dependent Black-Scholes model.   

SWL/SWG Agricultural Loan backed bonds 

A portfolio of agricultural loans is securitised through a Special Purpose Vehicle into a Senior Note (A Note) 

and a Junior Note (E Note). These represent £417m of the valuation method (iii) collateralised securities 

shown above under SWL and SWG. 

The agricultural loans are valued using a discounted cash flow approach. The discount rate is based on a 

risk free rate plus a spread to compensate for the risks associated with the loans, which is determined on a 

portfolio level. 

f) Collective Investments 

Included within investments are holdings in collective investment vehicles and limited partnerships.  These 

pooled fund vehicles, such as unit trusts and open ended investment companies can then invest in 

underlying assets of varying classes. 

Investments in collective investment vehicles and limited partnerships are primarily held to match 

policyholder liabilities and the majority of the risk from a change in the value of the Group’s investment is 

matched by a change in policyholder liabilities. 

The Group sponsors a range of collective investment vehicles and limited partnerships where it acts as the 

decision maker over the investment activities and markets the funds under one of LBG’s brands.  The 

Group earns fees from managing the investments of these funds.     

The significant majority of holdings are in active market quoted Open Ended Investment Companies 

(OEICs) and unit trusts.  The fair value of the holdings is determined using the last published price 

applicable at the reporting date.  

£000 31 Dec 2016 

 SWL LBGIL StAI SWG 

Collective investments     

Method (i) 18,264,043 370,027 321,467 19,344,126 

Method (ii) 121,353   121,353 

Method (iii) 731,439 - - 755,000 

Total collective investments 19,116,836 370,027 321,467 20,220,480 

 

Included within the Collective Investments category are the following non quoted investments:  

Investments in the AgFe UK Real Estate Senior Debt Fund 

£449m of the SWL/SWG method (iii) collective investment holdings constitutes a holding in the AgFe UK 

Real Estate Senior Debt Fund, a limited partnership set up and managed by AgFe. The fund holds a 

portfolio of underlying commercial real estate loans and is administered by Langham Hall. The AgFe 

RESDF fund consists of 10 senior loans which are marked-to-model using a discounted cash flow 

approach. The single source of valuation uncertainty for these loans is concerned with property values. 
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Other non-quoted investments 

Other non quoted collectives comprise private equity investments and property investment vehicles. 

Private equity investments are valued using the financial statements of the underlying companies prepared 

by the general partners, adjusted for known cash flows since valuation and subject to a fair value review to 

take account of other relevant information.  Property investment vehicles are valued based on the net asset 

value of the relevant company, which incorporates surveyors’ valuations of property. 

g) Derivative Assets 

Derivative investments are held only by SWL. 

In the normal course of business, SWL enters into swap contracts, option contracts, index futures contracts 

and forward foreign exchange contracts. All such contracts are undertaken either for efficient portfolio 

management purposes, market risk management or for the purpose of matching contractual liabilities. 

Where an overall derivative contract position is a liability, the aggregate value of such contracts is reported 

under the heading of derivative liabilities in the Solvency II balance sheet, rather than being set off against 

contracts in an overall recoverable asset position. The nature and valuation of derivative contracts in an 

overall liability position are discussed in Section D.3 of this report.   

£000 31 Dec 2016 

 SWL SWG 

Derivative Assets   

Method (i) 67,547 67,547 

Method (ii)     

Method (iii) 3,471,617 3,471,617 

Total derivative assets 3,539,164 3,539,164 

 

Valuation Method (i) 

Quoted prices in active financial markets are used to determine Solvency II value.  Derivatives under 

valuation method (i) include exchange traded futures and options. 

The value is based on the quoted bid price at close of business where the contract is an asset held.  Where 

the contract is a liability held, the value is based on the quoted ask price at close of business. 

Valuation Method (iii) 

Derivative instruments traded Over The Counter (OTC) are included in method (iii). Contracts include 

swaps, Forward Foreign Exchange contracts and OTC options. 

OTC derivatives do not have an active market due to their tailored nature. They are valued using a pricing 

model.  

Inputs other than quoted prices observable for the asset, including interest rates and yield curves 

observable at commonly quoted intervals, implied volatilities and credit spreads are used to establish 
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Solvency II value.  Market-corroborated inputs, which may not be directly observable, but are based on or 

supported by observable market data, may also be used to establish Solvency II value. 

SWL’s derivative assets include a ‘Prepayment hedge’ and a ‘LIBOR tenor hedge’. These are bespoke 

derivatives mitigating prepayment risk and LIBOR tenor optionality within loan assets.  The Solvency II 

value is determined with an alternative valuation technique. An expected value approach based on 

historical data using a stochastic process is applied to value the derivative.   

h) Assets held for unit linked contracts 

These assets comprise the same investment asset classes described throughout this section, applying the 

same valuation principles, although the linked funds additionally hold £397m of direct holdings in equities, 

99.9% of which are listed on actively traded stock markets.   

These assets are segregated to enable direct matching to unit linked policyholder liabilities.   

i) Loans and mortgages 

SWG and SWL invest in a variety of loan assets.   

A core part of the invested asset portfolio which backs the annuity business is invested in loan assets.  

These have predominantly been purchased from LBG although SWL has also started originating new 

business.   

Loans are recognised at fair value, determined as set out below. 

£000 31 Dec 2016 

 SWL LBGIL StAI SWG 

Loans and mortgages     

Method (i) 3,705,081   1,441,461 

Method (ii)     

Method (iii) 6,138,038   6,138,038 

Total loans and mortgages 9,843,119 - - 7,579,498 

 

Related party loans and reverse repurchase assets  

Of the loan assets valued under method (i) for both SWL and SWG balance sheets, £1.4bn is a related 

party transaction with Lloyds Bank plc. This transaction is in effect a collateralised loan and is reported in 

Loans and Mortgages. The financial assets received as collateral are not recognised on the balance sheet 

as the counterparty retains all risks and rewards. Additionally, two unsecured loans for £1.8bn & £0.4bn 

respectively have been made from SWL to SWG, the former of which is expected to be repaid in full after a 

foreseeable dividend of £1.8bn has been paid from SWL to SWG. 

Also included in method (i) for both SWL and SWG balance sheets are Reverse Repurchase Agreements, 

under which SWL has purchased financial instruments with an agreement to resell them back to the 

counterparty at an agreed price. These transactions are in effect collateralised loans and are reported in 

Loans and Mortgages. The financial assets received as collateral are not recognised on the balance sheet 

as the counterparty retains all risks and rewards. 
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Unquoted “illiquid” loan assets 

These loan assets comprise mainly infrastructure, social housing, education and commercial real estate 

loans. 

There is no active market for illiquid loans and, consequently, the loans are valued using a discounted cash 

flow model. The discount rate comprises: market observable interest rates; a risk margin that reflects 

generic corporate bond spreads for the equivalent external credit ratings adjusted by a sector specific 

spread for material positions; and an incremental liquidity premium that is estimated by reference to 

historical spreads at origination on similar loans, where available, and established measures of market 

liquidity.  LIBOR tenor and base rate options are valued stochastically using an expected value approach, 

where simulated market data is based on historical market information. Prepayment options are valued 

using a monthly time step binomial tree approach. Further information on alternative valuation methods is 

set out in section D.4. 

j) Reinsurance recoverables 

SWG cedes reinsurance in the normal course of business.  Amounts recoverable from or due to reinsurers 

are measured consistently with the amounts associated with the underlying contracts and in accordance 

with the terms of each reinsurance contract, explained in Section D.2.   

k) Insurance receivables 

These balances represent monies owed in the course of the Group’s insurance business and are 

determined to be short term in nature, therefore recorded in the balance sheet at the contractual value 

which represents a value consistent with Solvency II principles.  They refer to outstanding premiums and 

commissions receivable at the balance sheet date. 

l) Trade receivables 

Other amounts which are receivable by the various group businesses and which are expected to be settled 

in the short term, in less than one year.  They are therefore recorded in the balance sheet at their 

contractual value at the reporting date, which represents a value consistent with Solvency II principles.   

m) Cash and cash equivalents  

Cash and cash equivalents include cash at bank, short-term highly liquid investments with original 

maturities of three months or less and bank overdrafts where a legal right of set off exists. 

Cash is carried within the Solvency II balance sheet at a value not less than the amount payable on 

demand, which represents a value consistent with Solvency II principles. 

D.1.3 Variation from values assigned in the financial statements 

Other than for the assets noted below, there are no material differences in the valuation techniques which 

have been adopted for Solvency II and those used to prepare the financial statements under IFRS.   

 Intangible assets in all companies: SWG and its insurance subsidiaries do not assign a value to 

intangible assets in their Solvency II balance sheets, in accordance with Solvency II valuation 

principles. This de-recognition of intangible assets is mandated under the solvency measurement.  

 Investment in subsidiaries in SWL and SWG: In the financial statements, investments in 

subsidiaries are held at cost, subject to impairment.  Under Solvency II, the value is based on the 
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adjusted equity method in the case of non regulated companies, and the regulatory balance sheet 

value for regulated entities. 

 Reinsurance recoverables in all companies: Given that the Solvency II technical provsions are 

different to the IFRS reserves, the reinsurance recoverable differs correspondingly.  

 Deferred tax in all companies: Deferred tax will differ between the financial statements and 

Solvency II valuation basis reflecting the difference in the underlying tax timing differences.  

D.1.4 Changes to basis of recognition or valuation of assets during the reporting period  

There have been no changes to the preparation of the Solvency II results during the year ended 31 

December 2016. 

D.2 Technical provisions 

The table below shows the technical provisions for the Insurance Group split by entity and business 

category.  

Technical provisions (£000s) 31 Dec 2016 

SWL LBGIL StAI SWG 

Non-Life Health  2,042 7,418 9,460 

Other  175,223 134,208 309,431 

Life Health 223,632   223,632 

Index-Linked and Unit 

Linked 

75,929,289   75,929,289 

Other 31,864,223   31,864,223 

Total   108,017,144 177,265 141,626 108,336,035 

 

Note that in the QRTs for SWL we classify all contracts, and hence technical provisions, as having an 

option or guarantee as we deem that all products have a degree of an option or guarantee (for example, 

annuities are guaranteed to be paid until death, policyholders have the option to cancel non-annuities etc). 

D.2.1 Value of Technical Provisions 

The 31.12.16 technical provisions by entity in the table above are expanded upon in the following sections 

to show the split by company, line of business and between best estimate liabilities and risk margin.  

SWL 

The table below shows the value of the technical provisions, gross of reinsurance and including the impact 

of transitional deductions, split into best estimate liabilities (BEL) and risk margin.  
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Line of Business (£000s) 

31 Dec 2016 

BEL 

(A) 

Risk Margin 

(B) 

Technical 

Provisions 

Insurance with-profit 16,131,900 38,544 16,170,444 

Index-linked and unit-linked 75,814,197 115,092 75,929,289 

Other life insurance 14,767,338 349,522 15,116,860 

Accepted reinsurance 576,919 - 576,919 

Direct Health business 227,535 (3,903) 223,632 

Total technical provisions 107,517,889 499,255 108,017,144 

 

Note that the technical provisions increased by c£100m on 1st January 2017 due to the effect of the linear 

run-off of transitional deductions. 

General Insurance 

The tables below show the value of the technical provisions, gross of reinsurance, split into premium and 

claim reserves, which together equal the best estimate liabilities (BEL), and separately the risk margin.  

LBGIL 

Line of Business (£000s) 

31 Dec 2016 

Premium 

Provision 

Claim 

Provision 
BEL Risk Margin 

Technical 

Provisions 

Medical expense insurance 328 284 611 37 648 

Income protection insurance (1,181) 2,327 1,146 248 1,394 

Fire and other damage to property 

insurance 

34,378 109,905 144,283 12,778 157,061 

General liability insurance 390 12,742 13,132 1,536 14,668 

Miscellaneous financial loss 1,859 1,200 3,060 435 3,495 

Total technical provisions 35,774 126,458 162,232 15,033 177,265 

StAI 

Line of Business (£000s) 

31 Dec 2016 

Premium 

Provision 

Claim 

Provision 
BEL Risk Margin 

Technical 

Provisions 

Medical expense insurance - - - - - 

Income protection insurance (37) 7,206 7,169 249 7,418 

Fire and other damage to property 

insurance 

60,221 58,105 118,326 2,392 120,718 

General liability insurance 1,284 8,716 10,000 373 10,373 

Miscellaneous financial loss (25) 3,036 3,011 105 3,116 

Total technical provisions 61,443 77,063 138,506 3,120 141,626 
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D.2.1.1 Reinsurance recoverables  

The reduction in Technical Provisions due to recoverables expected to be received from reinsurance 

treaties currently in place are set in the table below. Sections D.2.2.1 and D.2.2.2 contain details of how 

these recoverables are calculated for Life and General Insurance business respectively.  

£000 Reinsurance Recoverables 

SWL 6,969,576 

LBGIL 6,222 

StAI 1,997 

 

For SWL this largely relates to unit-linked business. For LBGIL and StAI it largely relates to the expected 

catastrophe and Flood Re recoveries within the Premium Provision. 

D.2.1.2 Special Purpose Vehicles recoverables  

There are no insurance recoverables from SPVs within the Insurance Group.  

D.2.2 Methodology and assumptions 

The technical provisions represent the value of each insurance company’s obligations if it were to be 

transferred to a third party at the valuation date. The value of the technical provisions is the sum of the best 

estimate liability (BEL) and risk margin.  

D.2.2.1 Life Business 

D.2.2.1.1 Best Estimate Liability methodology  

The Best Estimate Liability (BEL) is intended to correspond to the probability weighted average of the 

present value of future cash flows on a market consistent basis.   

For Life business the cashflows include the expected future values of  

 Payments to policyholders (eg claims, maturity payments, annuity payments) 

 Expenses incurred administering the business 

 Investment expenses incurred 

 Premiums to be collected from policyholders 

 Charges received from policies (eg management charges on unit-linked business) 

 Taxation 

The projection of future cashflows is performed using realistic assumptions, which are covered in more 

detail in Section D.2.2.1.4. Future investment returns, and associated discount rates, are on a market 

consistent basis using the relevant risk-free term structure as specified by EIOPA. Allowance is made for 

the matching adjustment for those liabilities within the Matching Adjustment Portfolio.  

Reinsurance 

The BELs are calculated gross of reinsurance, with the projections including reinsurance related cashflows 

in order to separately calculate the reinsurance recoverables.   

Contract Boundaries 

The Solvency II regulations state that future cash-flows, including future premiums, to be considered within 

the Best Estimate Liabilities (BEL) and Risk Margin are those that fall within the “contract boundary”. The 
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contract boundary varies by product depending on the nature of the benefits; and may be the valuation 

date, the next policy anniversary or the maturity date. Business with a short contract boundary (i.e. the 

valuation date or next policy anniversary) are primarily pension contracts with no life cover, which we 

currently do not recognise as having a longer contract boundary. When a short contract boundary has been 

applied, we assume zero future premiums. Where assumptions differ by premium paying status, we 

continue to treat the contract as active. 

The approach taken to determine the BEL varies by type of product as discussed below. 

a) Index-linked and unit linked business  

Unit linked business is valued as the face value of the units held plus an allowance for non-unit cash 

flows (future expenses,  policy charges, claims etc). The value of non-unit cash flows is calculated by 

projecting future cash flows using realistic assumptions, taking into account the contract boundary, and 

discounting using the risk-free curve. There is no minimum value to the technical provisions and so the 

resulting BELs could be negative.   

b) Insurance with-profit participation 

The Best Estimate Liabilities for with-profits business comprise of  

o The With Profits Benefit Reserve, and 

o Future policy related liabilities 

The With Profits Benefit Reserve represents accumulated asset shares plus any (past) miscellaneous 

surplus to be included.  

Future policy related liabilities represent the expected future cost of providing benefits in excess of the 

With Profits Benefit Reserve, including the cost for the provision of options and guarantees, net of the 

planned deductions from policies for the costs of guarantees, options and smoothing.  

The liabilities are determined stochastically by projecting the liability cash-flows arising within the with-

profits fund using realistic deterministic non-economic assumptions for each year in the future under a 

wide range of economic scenarios. The cashflows are discounted back to the valuation date to 

determine the liability value in each scenario, with the ultimate liability determined by taking the 

average across all of the stochastic scenarios.  

Management actions are modelled in line with existing Principles and Practices of Financial 

Management. 

c) Other life insurance 

This line of business largely comprises of annuities. A deterministic approach is used to determine the 

BEL by taking the present value of expected future cash flows related to the contracts. Liabilities which 

meet the Matching Adjustment criteria are held in a separate portfolio with associated assets, and an 

addition to the risk-free yield for discounting, the Matching Adjustment, is determined in line with the 

Solvency II regulations. Section D.2.2.1.4 contains further details.  

Grouping  

The BELs are determined separately for each policy with the exception of with profits business where 

policies are grouped due to the large number of scenarios required to be evaluated.  
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D.2.2.1.2 Risk Margin methodology  

The Risk Margin component exists to adjust the Best Estimate Liability value so that the Total Technical 

Provisions reflect the price for risk that a potential purchaser would take into account when acquiring a 

book of insurance business. This is derived  by determining the cost of capital associated with the capital 

requirements that the 3rd party would be required to hold during the run-off of the business (assuming that 

the acquirer took steps to minimise its capital requirements). 

In practice the Risk Margin is calculated by projecting the non-hedgeable SCR, assuming that diversified 

risk exposures for each unhedgeable risk type and each class of business run off in proportion to a suitable 

driver, applying the 6% cost of capital defined by EIOPA to the projected values and discounting using the 

risk-free rate. 

D.2.2.1.3 Transitional deduction to technical provisions   

SWL received approval from the PRA in December 2015 to apply Transitional Measures for Technical 

Provisions. This transitional deduction acts to phase in the transition from Solvency I to Solvency II 

reporting over 16 years from 1 January 2016. The transitional deduction reduces the technical provisions 

for the period they apply.  

In principle, the aim of the Transitional is to reduce Technical Provisions to the level that would have 

applied under the Individual Capital Assessment regime for that business which was in force at 1 January 

2016. The amount of the transitional deduction is, however, limited if the amount of benefit would be such 

that the total capital provisions (the ‘Financial Resources Requirement’) would be smaller under Solvency II 

than they were under Solvency I.  The methodology for deriving this deduction is set out in regulation.   

Interest rates fell significantly during 2016 and the PRA invited firms to restate their transitional deductions 

(TDs) in light of these changes as Risk Margins had increased with no offsetting change in TDs. SWL 

accepted this invitation and received approval to restate their TDs in December 2016. As a result, the TDs 

increased to reflect lower interest rates in the economy, which offset the movement in the Risk Margin. 

The impact of not applying the transitional deduction to the technical provisions, basic and eligible Own 

Funds, SCR and MCR as at 31 December 2016 is shown below. 

£000 

31 Dec 2016 

Including 

transitionals 

(A) 

Excluding 

transitionals 

(B) 

Impact of 

transitional 

(B) – (A) 

Technical provisions 108,017,144 110,071,394 2,054,250 

Basic Own Funds 8,229,159 6,605,236 (1,623,922) 

Eligible Own Funds to meet Solvency Capital Requirement 8,229,159 6,605,236 (1,623,922) 

Solvency Capital Requirement 5,699,656 5,982,178 282,522 

Eligible Own Funds to meet Minimum Capital Requirement 6,793,233 5,183,437 (1,609,796) 

Minimum Capital Requirement 1,424,914 1,495,545 70,631 

Note: The technical provisions increased by c£100m on 1
st
 January 2017, and Own Funds reduced by the same 

amount, due to the effect of the linear run-off of transitional deductions. There was a second order impact on the SCR, 
which reduced by £18m, and overall the solvency coverage ratio for SWL decreased by 2.2% from 144.4% to 142.2% 
due to the run-off. The impact for SWG was a reduction in the solvency coverage ratio of 2.4% due to the impact of 
tiering restriction. 
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Transitional Measures for technical provisions are not applied in the case of LBGIL and StAI.  

D.2.2.1.4 Key assumptions in deriving the technical provisions for Life business 

As covered in section D.2.2.1, future cashflows are projected with allowance for best estimate demographic 

and expense assumptions, which are determined on a best estimate basis.  

The key assumptions by line of business, together the approach used to determine the assumptions, are 

covered below. Appendix A contains examples of assumptions for certain products.  

Material line of business Key assumptions 

Insurance with-profit participation Historic investment returns Option take up Future investment returns 

Index-linked and unit-linked insurance Persistency Discount rate Expenses 

Other life insurance Longevity Expenses Discount rate 

 

Discount rate  

Solvency II liabilities are valued on a market consistent basis using the relevant currency specific risk-free 

yield curve prescribed by EIOPA. 

Matching Adjustment  

The matching adjustment (MA) is an addition to the risk free yield curve used for calculating the BEL in both 

base and stressed conditions. The use of an MA results in both lower technical provisions and solvency 

capital requirements and is an integral part of the Solvency II regime. 

The matching adjustment may only be applied to business that has received approval from the PRA to use 

it. There is a range of regulatory criteria that the business must meet to obtain such approval, but in 

principle the future cash flows of the insurance liabilities and backing assets must be relatively fixed and 

predictable, and the backing assets should be held to maturity. The MA is then intended to provide an 

estimate (for regulatory purposes) of the additional reward earned by not having to realise these backing 

assets to meet future outgo. 

Scottish Widows Limited (SWL) has obtained approval from the PRA to use the matching adjustment for 

certain portfolios of insurance obligations and holds these, and the backing assets, within a single Matching 

Adjustment Portfolio (MAP) that is separately identifiable from the wider business of the company.  The 

obligations contained within the MAP consist of individual and bulk purchase non-profit pensions immediate 

annuities, which includes both non-linked and index-linked annuities. The backing assets assigned to the 

portfolio are made up of a mixture of cash (and cash equivalents), gilts, UK and overseas corporate bonds, 

securitisations, bi-lateral loans, and derivative assets.  

As at 31 December 2016, the MA addition to the risk free term structure in calculating the BEL within the 

MAP was derived using assumptions prescribed by EIOPA and was 137bps. The impact on the financial 

position of SWL of taking credit for the matching adjustment and transitional benefits as at 31 December 

2016 is set out in the table below: 
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SWL £000 

31 Dec 2016 

With MA and 

transitionals 

With MA, no 

transitionals 

(A) 

Without MA, no 

transitionals 

(B) 

Impact of MA 

(B) – (A) 

Technical provisions 108,017,144 110,071,394 112,288,845 2,217,450 

Basic Own Funds 8,229,159 6,605,236 4,782,492 (1,822,744) 

Eligible Own Funds to meet Solvency 

Capital Requirement 

8,229,159 6,605,236 4,782,492 (1,822,744) 

Solvency Capital Requirement 5,699,656 5,982,178 8,502,272 2,520,094 

Eligible Own Funds to meet Minimum 

Capital Requirement 

6,793,233 5,185,437 3,486,697 (1,696,740) 

Minimum Capital Requirement 1,424,914 1,495,545 2,125,568 630,024 

 
The impact of the matching adjustment can be seen most clearly if the transitional deductions are removed 
(i.e. the difference between columns A and B). In practice, if the matching adjustment were to be removed 
then the transitional deductions would increase, which would increase the Own Funds and the overall 
impact on the financial position would be reduced.  
 

Volatility Adjustment  

Scottish Widows Group Limited and any reporting entities within it do not use the volatility adjustment.  

Transitional risk-free interest rate-term structure   

Scottish Widows Group Limited and any reporting entities within it do not use the transitional risk-free 

interest rate-term structure. 

Persistency 

Persistency assumptions reflect the expected future lapses and conversion to paid-up status of policies, 

and are significant assumptions for unit-linked products where income from future charges is dependent on 

the continuation of premium payments and/or the policy remaining in force.  

Experience is reviewed annually to set the following persistency assumptions: 

 Lapses 

 Conversion to paid-up 

 Full and partial pension encashments 

 Early and late retirements 

 Partial withdrawals 

Assumptions are set at homogeneous risk level, typically by product, with extra granularity where 

appropriate, e.g. bond lapse rates allow for variations by sales channel. 

Assumptions are set to the average of recent experience, typically over the last 4 years, where this is 

available. Where data is not available, or if past data is not deemed to be representative of the future due to 

changes in the business and/or regulatory environment, expert judgement is applied in order to set 

appropriate rates. All such judgements are set by suitably qualified subject matter experts. 
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Longevity 

Future longevity is a key assumption for annuity business, which is within the ‘Other’ line of business, as 

policyholders living longer than expected will result in more annuity payments being paid than anticipated, 

resulting in higher technical provisions.  

Standard industry mortality tables are selected and adjusted to reflect actual experience on immediate 

annuities with reference to the last six years’ experience where available. Mortality assumptions for bulk 

annuities are initially determined at scheme level during the tender process, and then reviewed annually in 

line with the process for immediate annuities.  

Expert judgement is applied when determining the degree to which assumptions are updated. The base 

level of mortality has been updated in line with the average mortality over the period of our experience 

investigation, leading to a significant release in reserves over the reporting period, primarily as a result of 

heavier experience since 2011.  

Future mortality improvement factors are material assumptions in determining the longevity basis, and are 

generated using the Continuous Mortality Investigation Bureau’s (CMI’s) Mortality Projections Model, with 

the 2014 version of the model used for mortality improvements from the valuation date. The long term 

improvement factor is higher (more conservative) than in the previous reporting period but with 

improvements assumed to taper away more rapidly and from a younger age than the CMI model’s core 

assumptions. The overall reduction in expectation of life from annuitant longevity changes since the 

previous reporting period is 0.3 years averaged across all annuities. For example, the life expectancy for a 

male age 70 reduced from 19.5 to 19.2, and for a female age 70 reduced from 20.5 to 20.3. 

Expenses   

Future cashflows include allowance for expected levels of maintenance and claim expenses. The levels of 

expenses are based on experience over the six month period ending 30th June prior to the year-end 

valuation date, together with forecast expenses for the remainder of the year. Adjustments are applied for 

any business plans where the impacts are starting to materialise. Non-recurring expenses, such as project 

related costs, are excluded from the expenses allocated to the per policy assumptions.  

Renewal expenses are assumed to increase in line with price inflation plus a margin. The margin is to allow 

for additional inflation on salary linked costs. 

D.2.2.2 General Insurance Business 

D.2.2.2.1 Best Estimate Liability methodology 

The best estimate liability for General Insurance business consists of a Claims Provision and a Premium 

Provision.  

Claims Provision 

The claims provision is the discounted best estimate of all future cash flows (claims payments, claims 

management and claims administration expenses) relating to claim events prior to the valuation date. The 

approach to calculating the undiscounted claim liabilities considers deterministic development factor 

modelling, augmented with consideration of features that are not adequately represented in the historic 

development data. Cash flows are discounted using the risk-free yield curve as specified by EIOPA. 

Volatility adjustments and matching adjustments are not applied.  
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Premium Provision 

The premium provision is the discounted best estimate of all future cash flows (claim payments, claims 

management and claims administration expenses and future premiums due) relating to future exposure 

arising from the existing portfolio. The projection of future cash flows is performed using realistic 

assumptions based on the Business plan. Cash flows are discounted using a risk-free term structure as 

specified by EIOPA.  

Reinsurance  

The Best Estimate Premium Provisions are calculated gross of reinsurance and Flood Re recoveries. The 

projections also include expected future reinsurance and future expected Flood Re recoveries cash flows to 

enable reinsurance related cash flows to be separately calculated. The best estimate Claims Provision also 

has projections which include cash flows for the expected recoveries from reinsurance and Flood Re on 

past claims. It is assumed that reinsurance recoveries follow a similar pattern to the claim payments but are 

lagged to reflect the timing differences.  

 
Segmentation 

The technical provisions are segmented by homogenous risk groups and, if required, by cover and peril. 

D.2.2.2.2 Risk Margin methodology  

See Section D.2.2.1.2.  

D.2.2.2.3 General Insurance assumptions  

The assumption setting process for both, LBGIL and StAI is identical. For General Insurance (“GI”) lines of 

business the key assumptions for Premium Provisions are:  

 projected value of future claims,  

 payment patterns for claims,  

 lapses, 

 expenses, 

 future premium income. 

The key assumptions for Claim Provisions are:  
 

 IFRS Best Estimate Claim Reserve, 

 IFRS Unallocated Claim Handling Expense Reserve (UCHER). 
 

The methodology used when setting each assumption is described below.  

Claim assumptions (excluding catastrophe claims) 

The amount of expected claims is a key determinant of the technical provisions. For each Line of Business 

(split by cover and peril) the model requires the input of the following parameters: frequency, severity, 

inflation, and seasonality. The parameter values are derived objectively from historic data. Justifications for 

any deviations from the underlying data are set by suitably qualified experts and are recorded and flagged. 

The input data is calibrated to reflect the most recent experience from our quarterly claim reviews. This 

ensures that the claims amounts used within the Premium Provision remain a true best estimate view. 
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Catastrophe claim assumptions  

The General Insurance business in LBGIL and StAI is predominantly home insurance, with high exposure 

to catastrophe events such as windstorm or flood. The information about Catastrophe claims is based on 

the external reinsurance broker calculations. Mean annual losses of weather related events are turned into 

cash flows using payment patterns and then discounted. A similar approach is used for the expected 

reinsurance recoveries and expected Flood Re recoveries.  

 

Payment patterns 

Payment patterns are required as the basis for modelling the cash flows. The assumptions for claims are 

derived using the Development Factor Method (DFM). Similarly to claim amount assumptions the patterns 

are derived for each Line of Business, split by cover and peril. Payment patterns are the same for LBGIL 

and StAI as the claim handling processes for both companies are identical.  Payments for premium and 

expenses are based on expected cash flows e.g. premiums paid monthly. 

Lapses 

Lapse assumptions reflect the situations where the policyholder has the right to cancel the policy. The 

parameter values are derived looking at in-force policies in one year to in-force policies in the next year 

from the business plan excluding the new business volumes. These expected volumes in force within the 

business plan are modelled on historical experience. The lapse assumptions are derived for each line of 

business separately. 

Expenses 

This includes expenses related to commission costs, administration costs, claims handling costs and 

acquisition costs. These are taken from the business plan and allocated based on drivers e.g. acquisition 

expenses are allocated to the new business policies expected under the new business legally obliged but 

not incepted (LOBNI) assumptions. 

Premiums 

This is an estimate for all future premiums associated with all incepted business (earned and unearned) 

and all future premiums associated with LOBNI business. Premium assumptions are derived based on the 

value of current portfolio. Future annualised premiums reflect the future expected income from policies that 

have already been sold or renewed and are based on the IFRS accounting figure.  Assumptions for LOBNI 

premiums are derived based on the proportion of LOBNI customers to total customers, applied to the 

planned premium income.  

Discount curve 

Cash flows for both premium provision and claim provision are discounted using a risk-free term structure 

as specified by EIOPA. Volatility adjustments and matching adjustments are not applied.  

D.2.2.3 Simplifications 

For both Life and General Insurance Business there are areas in the valuation of the BEL and Risk Margin 

where simplifications are adopted after considering materiality and proportionality.   
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D.2.2.3.1 Best Estimate Liabilities 

Probability weighted average 

Best Estimate Liabilities are intended to represent the probability weighted average of the future cash flows. 

Our methodology makes the simplifying assumption that a projection using best estimate non-economic 

assumptions will yield a probability weighted average. This simplification is made for practical reasons and 

is not expected to be significant.  

With-profits business 

Due to the complex nature of managing with profits business, simplifications have to be  made within the 

modelling of future management actions in relation to with-profits business. Some examples are given 

below.  

Management actions related to bonus setting in the models are in line with those in the published PPFMs, 

but these cannot allow for expert judgement applied by the With Profits Actuary when setting bonus rates.  

In addition, simplifications are made around investment strategy. For example the Clerical Medical model 

assumes a fixed equity backing ratio whereas in reality this would be expected to vary over time.  

The Scottish Widows and the Clerical Medical models only model gilts, cash, property and equity. All the 

other assets held by the with profits funds are approximated as combinations of these asset classes, with 

some out of model adjustments used to ensure the simplification is appropriate.  

The impacts of the actions are subject to testing within the modelling teams and have been subject to 

oversight by the With Profits Actuary and internal committees. Consideration has been given to the 

materiality of these simplifications, and the scenarios where the management action would apply, and the 

approach adopted is deemed reasonable.    

D.2.2.3.2 Homogenous Risk Groups  

A particular concept contained within the Solvency II Directive is that of separating the business into 

“homogeneous risk groups” for the purposes of calculating the Technical Provisions and assessing the 

capital requirements.  In practical terms, this means splitting the business into small enough groups so that 

assumptions can be set at a level at which they will sufficiently represent the business. 

It is noted, however, that whilst we derive different groupings of business when setting mortality 

assumptions, lapse/surrender assumptions and expense assumptions, we do not then try to identify the 

groups of business that have unique combinations of these assumptions for reporting purposes.  This 

would give no practical benefit whilst increasing the complexity of the actuarial modelling process.  Rather, 

for reporting purposes, we prefer to group by recognisable product groupings (eg level term assurance, 

endowment, unit-linked group pensions). 

D.2.2.3.3 Dynamic policyholder behaviour 

Policyholder behaviour is allowed for in the calculation of the best estimate liabilities by using deterministic 

best estimate assumptions only. Whilst these assumptions will have regard to the expected future 

policyholder behaviour given past experience and current conditions, we do not allow directly for dynamic 

future policyholder behaviour. Incorporating dynamic policyholder behaviour would require stochastic 

modelling which is not deemed proportionate for the non-profit business, particularly because there is 

insufficient empirical evidence from which realistic dynamic policyholder actions could reasonably be 

determined.   
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It is therefore considered to be more appropriate that the uncertainty associated with dynamic policyholder 

behaviour is captured implicitly through the derivation of best estimate assumptions, together with there 

being some further implicit allowance in the Risk Margin (which includes a cost of capital charge on 

adverse policyholder behaviour).   

D.2.2.3.4 Risk Margin 

The theoretical approach to calculating the Risk Margin would require all future 1-in-200 capital 

requirements to be calculated. Undertaking such a calculation would be so computationally intensive that it 

is essentially impossible to implement from a practical perspective. The industry has therefore developed 

approaches to simplify the calculation. The Risk Margin is calculated by projecting the non-hedgeable SCR, 

assuming that diversified risk exposures for each non-hedgeable risk type and each class of business run 

off in proportion to a suitable driver.  

In addition, the calculation of the Risk Margin assumes that the reference entity taking on the business of 

SWL would be able to invest its assets in such a way as to remove all market risk.  This is a helpful 

simplifying assumption for a complex calculation.   

D.2.2.4 Uncertainty  

The main uncertainty associated with the value of technical provisions arises from the need to set 

assumptions for future experience that are appropriate for the long term. For example: 

 When using past data to help in setting future assumptions, there is subjectivity in deciding upon the 

time period of historic data to use in the analysis. 

 When analysing past experience, there is subjectivity in the grouping of data used to analyse 

experience. 

 When analysing past experience, there will be sampling error within the derivation of the 

assumption due to past random variation in experience. 

 When considering whether past experience is an appropriate guide to the future experience, there is 

subjectivity in the view of how potential future changes in social, regulatory, economic and business 

conditions might impact on experience. For example, the implications of recent regulatory changes 

to pensions freedoms leads to uncertainties over future experience.  

 In some cases there may be little experience on which to base assumptions, in which case 

judgement will be required. 

D.2.2.4.1 Contract Boundaries 

In determining where the contract boundary falls, a reasonable degree of interpretation of the regulations is 

required.  One particular interpretation that is unclear is whether the introduction by the government of the 

charge cap on corporate pensions introduces a guarantee that has a “discernible effect on the economics 

of the contract”.   

As the interpretation of this requirement is unclear, the approach currently adopted treats the charge cap as 

not having a discernible effect.  The most significant impact of this is that it means that no allowance is 

made for future premiums on corporate pensions within the calculation of Technical Provisions. 

D.2.2.5 Material differences between IFRS and Solvency II    

D.2.2.5.1 Life Business 

As at 31 December 2016, for SWL the movement from reserves reported in the Statutory Accounts to 

Solvency II technical provisions is provided below, split by line of business. 
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£m  Ref With-profit Index and 
unit linked 

Health Other Life Accepted 
Reinsurance 

Total 

IFRS Technical 
Provisions (net of 
reinsurance) 

 

17,820 71,846 298 15,960 600 106,523 

Less IFRS VIF a (393) (2,527) (145) (1,487) (52) (4,603) 

Plus IAS 39 
Reserves 

b - 43 - - - 43 

Less IAS 39 VIF c - (472) - - - (472) 

Difference due to 
Matching Adjustment 

d - - - 96 44 141 

Allow for contract 
boundaries 

e - 678 - - - 678 

Risk Margin  f 254 566 (4) 1,243 39 2,099 

Change in with-profit 
BEL primarily due to 
methodology 
changes 

g (1,319) - - - - (1,319) 

Other   h - 27 - (15) - 12 

SII Technical 
Provisions (net) 

 16,362 70,161 149 15,798 633 103,102 

Reinsurance 
recoverables (see 
D.2.1.1) 

 

   

  6,970 

Transitional 
Deductions  

      (2,055) 

SII Technical 
Provisions (gross)  

 
     108,017 

 
Note: The IFRS technical provisions are those reported in the Statutory Accounts, which due to timing differ from 
those reported in the Solvency II QRTs.  

 

a.     Since the value in-force (“VIF”) is implicitly part of the Solvency II BEL, it needs to be deducted from the 

IFRS liability. This relates to the VIF on Insurance accounted business. 

b.    IFRS methodology does not require non-unit reserves to be held for non-insurance accounted business 

as they do not contain a significant Insurance Guarantee. Solvency II requires the Technical Provisions to 

include non-unit reserves within the BEL, and so they are included in this adjustment. 

c.     Linked to item a. the VIF on non-Insurance accounted business is deducted as the VIF is an implicit part 

of the Solvency II BEL. 

d.    Solvency II allows for the use of the Matching Adjustment for the valuation of annuity Technical 

Provisions.  Within the IFRS valuation a slightly different allowance is made for the illiquidity premium (ILP). 

This step represents the difference between the ILP assumed in the IFRS yield curve and the matching 

adjustment used for Solvency II.   

e.     The Solvency II definition of contract boundaries differs from IFRS. Solvency II does not allow for future 

premiums which do not fall within the contract boundary whereas IFRS allows for all expected future 

premiums. 
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f.     Addition of Risk Margin required under the Solvency II technical provisions. 

g.    Future distributions from the with-profit estate are included as technical provisions under IFRS reporting. 

For Solvency II it is included within surplus funds and is not recognised within technical provisions, but is an 

item within restricted Own Funds.   

h.     Other is driven by the difference in cashflow profile between the IFRS and Solvency II models, in 

particular the impact of the release of sterling reserves. 

D.2.2.5.2 General Insurance Business 

As at 31 December 2016, separately for LBGIL and StAI, the movement from IFRS reserves to Solvency II 

technical provisions is provided below. 

LBGIL  

£m Ref Fire & 
Other 

Damage 
to 

Property 

General 
Liability 

Income 
Protection 

Misc 
Financial 

Loss 

Medical 
Expenses 

Total 

IFRS TOTAL  389.9 17.8 4.6 5.3 0.8 418.4 

Remove UPR (Gross of DAC) and UCHER a (274.8) (5.6) (2.7) (4.3) (0.5) (288.0) 

Removal of Implicit/Explicit Margins b (6.5) (0.1) - - (0.0) (6.6) 

Events not in Data c 7.9 - - - - 7.9 

Claims Handling Expenses d 31.6 1.1 0.5 0.3 0.0 33.5 

Reinsurance Recoveries e (6.2) - - - - (6.2) 

Unearned Claims on Written Business f 108.8 2.5 0.4 1.9 0.3 113.9 

Reinsurance Premium g 9.4 - - - - 9.4 

Future Premiums h (163.3) (3.3) (1.9) (1.8) (0.1) (170.5) 

All Expenses on written business i 41.7 0.9 0.2 1.7 0.2 44.7 

Discounting j (0.3) (0.0) (0.0) (0.0) (0.0) (0.3) 

Risk margin k 12.8 1.5 0.2 0.4 0.0 15.0 

SII Technical Provisions net of 
reinsurance 

  
150.8 14.7 1.4 3.5 0.6 171.0 
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StAI 

£m Ref Fire & Other 
Damage to 
Property 

General 
Liability 

Income 
Protection 

Misc 
Financial 

Loss 

Total 

IFRS TOTAL  173.5 10.8 7.1 3.4 194.8 

Remove UPR (Gross of DAC) and 
UCHER 

a 
(114.0) (2.3) (1.6) (1.0) (118.9) 

Removal of Implicit/Explicit Margins b (2.3) (0.0) - - (2.4) 

Events not in Data c 3.6 - - - 3.6 

Claims Handling Expenses d 7.8 0.4 1.8 0.8 10.8 

Reinsurance Recoveries e (2.0) - - - (2.0) 

Unearned Claims on Written Business f 38.8 1.1 1.2 0.8 41.8 

Reinsurance Premium g 5.1 - - - 5.1 

Future Premiums h (8.0) (0.2) (2.9) (1.9) (13.0) 

All Expenses on written business i 14.1 0.3 1.5 1.0 16.9 

Discounting j (0.2) (0.0) (0.0) (0.0) (0.3) 

Risk margin k 2.4 0.4 0.2 0.1 3.1 

SII Technical Provisions net of 
reinsurance 

 
118.7 10.4 7.4 3.1 139.6 

 
a. The exclusion of statutory balance sheet positions, namely IFRS Unallocated Claims Handling 

Expense Reserve (UCHER), Unearned Premium Reserve (UPR) and Deferred Acquisition Costs 
(DAC).  
 
The reserves for claims arising from unearned business and claim handling expenses in Solvency II 
are calculated using cash flow modelling. Related cash flows for UCHER and UPR are presented in 
further steps of the movement (UCHER - point d, UPR – points f and h). Under the Solvency II 
regime there is no DAC as the premium provision allows only for future expense cash flows.  
 

b. According to the Solvency II regulations, Best Estimate Provisions must not include margins for 
optimism or conservatism, so any reserves held in excess of the best estimate are excluded. 
 

c. The reserve for Events not in the Data (ENIDS) is based on expert judgement and provides an 
additional margin for the unlikely events. 

 
d. The Solvency II Claims Provision (CP) is comprised of Claim Handling Expenses (CHE), which is 

the discounted IFRS UCHER, and the PP CHE which reflects the expected claims handling costs on 
future claims. 

 
e. For the Claims Provision, the reinsurance recoveries are those outstanding recoveries on past 

claims. For the Premium Provision these are the expected mean recoveries from future catastrophe 
weather events.  

 
f. Under Solvency II we need to allow for the expected claims outgo on existing business when 

calculating the Premium Provision. This is the estimated value of future claims based on the 
assumed payment patterns, severity, frequency, inflation and seasonality of claims. 

 
g. Under Solvency II we need to allow for the cost of reinsurance when calculating the Premium 

Provision. This is the reinsurance premiums including reinstatement premiums and Broker Fee. 
Excluding Reinsurance premiums and recoveries (points g. and e.) would result in the Solvency II 
gross reserve.  
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h. Under Solvency II we need to allow for the premium cash flows from existing policyholders. This is 
an estimate for all future premiums associated with all incepted business. The value of future 
premiums includes the assumptions from the business plan.  

 
i. Under Solvency II we need to allow for the expected administration expenses, commission and 

profit share payments on existing business.  
 

j. This is an allowance for the effect of discounting cashflows which is allowed under Solvency II.  
 

k. Addition of Risk Margin required under the Solvency II Technical Provisions.  

D.3 Other liabilities 

D.3.1 Other liabilities valuation under Solvency II 

The amounts recognised in the Insurance Group’s Solvency II balance sheet are shown below.  

The commentary which follows sets out the nature of each class of liability and its valuation principles, 

analysed at a level reflecting the materiality, nature, function and inherent risk of each type of liability.  

These are generally consistent between the Group and each of its insurance subsidiaries, although any 

material divergence is highlighted. 

£000  31 Dec 2016 

  SWL LBGIL StAI SWG 

Provisions other than technical 

provisions 

a 241,197 5,125 6,583 246,376 

Pension benefit obligations b - - - 130,300 

Deferred tax liabilities c 776,568 17,249 16,540 726,129 

Derivatives d 2,700,245 - - 2,700,245 

Debts owed to credit institutions e - 9,389 9,135 18,525 

Other financial liabilities f 698,127 - - 674,715 

Insurance & intermediaries payables g 468,542 136,594 82,280 824,710 

Trade payables h 992,834 27,835 129,616 1,033,803 

Total other liabilities  5,877,513 196,192 244,155 6,354,802 

 

£000 31 Dec 2016 

 SWL LBGIL StAI SWG 

Subordinated liabilities not in Basic Own 

Funds 

58,913 - - 58,913 

Subordinated liabilities in Basic Own 

Funds 

1,720,909 - - 3,665,931 

Total subordinated liabilities 1,779,821 - - 3,724,844 
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Other liabilities are recorded at fair value as required under Solvency II principles, the underlying concept 

being that items are valued at an amount for which they could be exchanged transferred or settled, 

between knowledgeable willing parties in an arm’s length transaction.   

In general, these liability values are consistent with international accounting standards, which underpin the 

valuation in the individual company financial statements.  Any material differences between valuation for 

solvency purposes and the valuation basis used in the financial statements are detailed in Section D.3.2. 

The other liabilities for the Insurance Group are the sum of the liabilities within the business units, netting 

out any intra-group transactions, plus any additional liabilities held at Insurance Group level. 

The Boards of SWG and its insurance subsidiaries may make use of assumptions, judgement or estimation 

in determining the reported value of other liabilities.  Any such assumptions, judgement or estimation are 

continually evaluated and based on historical experience and other factors, including expectations of future 

events that are believed to be reasonable under the circumstances.  Where the valuation of specific 

liabilities has been determined by way of assumptions, judgement or estimation, commentary is given 

below on how the value has been derived. 

a) Provisions other than technical provisions 

German litigation 

The main element of the SWL and SWG positions relates to potential policyholder payments in relation to 

German business. 

£000 31 Dec 2016 

 SWL LBGIL STAI SWG 

German insurance business litigation 168,000 - - 168,000 

Other 73,197 5,125 6,583 78,376 

Total other liabilities 241,197 5,125 6,583 246,376 

 
 

SWL has received a number of claims from customers relating to policies issued by Clerical Medical 

Investment Group Limited (renamed Scottish Widows Limited) but sold by independent intermediaries in 

Germany, principally during the late 1990s and early 2000s. The German industry-wide issue regarding 

notification of contractual ‘cooling off’ periods has continued to lead to an increasing number of claims in 

2016.  Accordingly a provision increase of £94m was recognised in the year ended 31 December 2016 

giving a total provision of £639m; the remaining unutilised provision as at 31 December 2016 is £168m.  

The validity of the claims facing the Insurance Group depends upon the facts and circumstances in respect 

of each claim. As a result the ultimate financial effect, which could be significantly different from the current 

provision, will only be known once all relevant claims have been resolved. 

The Directors believe this provision represents an appropriate estimate of the financial impact based upon 

a series of assumptions, including the number of claims received from the respective populations of 

different classes of policies, the proportion upheld, and resulting legal and administration costs.  

Other provisions 

The remaining provisions relate to various rectification projects.  These provisions are recognised when the 

relevant insurance company has a present legal or constructive obligation as a result of past events, when 



SCOTTISH WIDOWS GROUP   110 

 
 

  
 

 

it is probable that the obligation will result in an outflow of resources to settle the obligation and when a 

reliable estimate of the amount of the obligation can be made.  If the effect is material, provisions are 

determined by discounting the expected future cash flows at a pre-tax rate that reflects a current market 

assessment of the time value of money and, where appropriate, the risks specific to the liability. 

SWG companies recognise a provision for onerous contracts when the expected benefits to be derived 

from contracts are less than the unavoidable costs of meeting the obligations under the contracts. 

b) Pension benefit obligations 

In the Insurance Group, the material pension benefit obligations, and the assets supporting those 

obligations, relate to the Scottish Widows Retirement Benefit Scheme.  

SWL owns Scottish Widows Services Limited, which is the principal employer of the Scottish Widows 

Retirement Benefit Scheme (‘SWRBS’) pension scheme.  SWG employees may be members of the 

SWRBS, which provides mainly defined benefits, or members of other Lloyds Banking Group schemes, 

which provide defined benefits and/or defined contribution benefits to the members of those schemes. 

SWG’s share of any LBG schemes has become immaterial, resulting in no amounts being recognised on 

the Insurance Group’s balance sheet in respect of LBG schemes. 

The SWRBS is a funded scheme, based in the UK. The SWRBS is established under trust and 

administered by its trustees. The SWRBS is funded in compliance with the Pensions Act 2004.  

The Solvency II balance sheet valuation for liabilities relating to the SWRBS is based on IAS19 principles, 

and generally any liability will be in line with that reported in the company accounts of SWL, described in 

note 28 to those accounts.  This note covers the assumptions and inputs to the valuation of the pension 

liabilities and sets out the nature and composition of the plan assets. 

The risk of a need to fund any further pension scheme deficit, beyond that recognised under IAS19, is 

considered in the calculation of the Solvency Capital Requirement.   

c) Deferred tax liabilities 

Deferred tax is provided in full, using the liability method, on temporary differences arising between the tax 

bases of assets and liabilities and their carrying amounts within the Solvency II balance sheet at the 

reporting date. The amount of deferred tax provided is based on the expected manner of realisation or 

settlement of the carrying amount of assets and liabilities, using tax rates and legislation enacted or 

substantively enacted at the reporting date. 

The Insurance Group recognises current and deferred tax assets and liabilities in line with IAS 12 “Income 

Taxes”. In recognising these positions, management takes into account the likely impact of any tax issues 

that are subject to ongoing discussion with HM Revenue and Customs and other tax authorities.  With 

regard to the Insurance Group’s and companies’ deferred tax assets, a significant feature is the 

management judgment applied in determining the timing, sensitivities and probability of them crystallising. 

This judgement is based on tax forecasts reflecting new business assumptions, sensitivities and proposed 

management actions.  

Deferred tax assets and liabilities are undiscounted although those relating to the Best Estimate Liabilities, 

Risk Margin and related transitional adjustment are based on the discounted gross asset/liability. Deferred 

tax assets and liabilities are offset when there is a legally enforceable right to offset current tax assets 

against current tax liabilities and when the deferred taxes relate to the same fiscal authority. As a result, the 

deferred tax assets presented in the quantitative reporting templates relate primarily to policyholder 
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expenses deductible in future periods while a net deferred tax liability is presented for shareholder deferred 

tax positions. 

The Finance (No. 2) Act 2015 reduced the rate of corporation tax from 20% to 19% with effect from 1 April 

2017 and the Finance Act 2016 further reduced the rate of corporation tax from 19% to 17% with effect 

from 1 April 2020. The impact of these reductions in tax rates, which are applicable to the calculation of 

deferred tax assets and liabilities at the reporting date, are reflected in the table below. 

The following deferred tax assets and liabilities are recognised as a net deferred tax liability within Own 

Funds:  

£000 31 Dec 2016 

 SWL LBGIL StAI SWG 

Timing differences resulting from basis changes for 

technical provisions 

    

- Difference between SII Best Estimate 
Liabilities and tax basis (IFRS) 
policyholder Liabilities 

685,944 17,262 9,764 712,970 

- Solvency II transitional adjustment 373,522   373,522 

Transitional adjustments for new life tax regime 230,725   230,725 

Deferred shareholder expenses (104,883) (15,461) (4,342) (127,560) 

Trading losses (43,220)   (43,220) 

Risk Margin (361,482)   (361,482) 

Accelerated capital allowances/ intangibles (2,032)   (61,304) 

Pension and other post retirement obligations    (32,484) 

Claims equalisation reserve  15,449 11,118 26,567 

Other (2,006) - - 8,395 

Total other liabilities 776,568 17,249 16,540 726,129 

 

None of the deferred tax assets and liabilities has an expiry date under UK tax law although certain items, 

such as transitional adjustments and trading losses, will crystallise under fixed or restricted timescales.  

d) Derivative Liabilities 

Where an overall derivative contract position is a liability, the aggregate value of such contracts is reported 

under the heading of derivative liabilities, rather than being set off against contracts in an overall 

recoverable position. The nature and valuation of derivative contracts are discussed in Section D.1.   

£000 31 Dec 2016 

 SWL SWG 

Derivative Assets   

Method (i) 103,856 103,856 

Method (ii)     

Method (iii) 2,596,389 2,596,389 

Total derivative assets 2,700,245 2,700,245 
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e) Debts owed to credit institutions 

This balance represents short term overdraft facilities and their fair value is taken to be the contractual 

value due to their short term nature and as a proportionate proxy for economic value (exchange between 

two parties). 

f) Other financial liabilities 

Other financial liabilities mainly comprise the liability under a repurchase agreement with LBG of £576m. 

The borrowings are secured with collateral pledged by the company. 

It is valued at nominal/par value plus accrued interest which is taken to be the contractual value due to the 

short term nature of the debt, which represents a value consistent with Solvency II principles. 

g) Insurance & intermediaries payables 

These balances represent monies owed in the course of the Insurance Group’s direct business and are 

determined to be short term in nature, therefore recorded in the balance sheet at the contractual value.  

They refer predominantly to outstanding claims and commission at the balance sheet date. 

These balances also include monies owed in the course of the Insurance Group’s reinsurance business 

and are determined to be short term in nature, therefore recorded in the balance sheet at their contractual 

value. They refer to balances in relation to payments under reinsurance contracts at the balance sheet date 

which represents a value consistent with Solvency II principles. 

h) Trade payables   

Amounts which are payable to suppliers of the various group businesses and which are expected to be 

settled in the short term, in less than one year.  They are therefore recorded in the balance sheet at their 

contractual value at the reporting date, which represents a value consistent with Solvency II principles.   

i) Subordinated liabilities  

These balances comprise a mixture of dated and undated subordinated debt issued by SWG to Lloyds 

Bank plc and by SWL.  Details of the individual debt instruments are given in Section E.1 of this report.   

The Solvency II fair value is based on a discounted cashflow valuation of the sub debt coupon and maturity 

cashflows. Each tranche is assumed to be redeemed at maturity, or the earliest step up date if applicable. 

The yield curve is based on swaps, less 10bps for a credit default allowance. A credit spread is then added 

to the risk free curve based on the credit rating & spreads at the issue date for each debt tranche. Coupons 

are fixed rate for the SWL issued debt and floating rate for the SWG debt, which is based on 3 month 

LIBOR plus an addition which varies by tranche. 

D.3.2 Variation from values assigned in the financial statements 

The material differences in the valuation of other liabilities between the Solvency II balance sheet and the 

financial statements are: 

 The difference between Solvency II and IFRS valuation methodology for subordinated debt.  Under 

Solvency II, subordinated debt liabilities are assessed at a fair value which excludes any reflection 

of the insurer’s own credit risk, and the debt is valued by discounting the expected future cashflows 

using a risk free curve appropriate at the valuation date adjusted to allow for the credit spread of the 

sub-debt when it was issued.  Therefore, movements in the value of the subordinated liability are 
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driven by changes in the risk-free yield curve only.  In the financial statements, subordinated debt is 

valued on an amortised cost basis (adjusted for hedged interest rate risk). 

 

 In the general insurance companies, the main difference between Solvency II and financial 

statements valuations bases is the reclassification of deferred income reserves and general 

insurance future annual premium creditor, which under Solvency II principles are replaced with 

Solvency II technical provisions. 

 

 Deferred tax liabilities will differ between the financial statements and SII valuation basis reflecting 

the difference in the underlying tax timing differences affected by the items above, and the 

differences between Solvency II Best Estimate Liabilities and IFRS liabilities described in Section 

D.2 

D.4 Alternative methods for valuation 

The alternative valuation methods applied in determining the fair value of assets are set out for each asset 

category in section D.1 above.  

Where valuation models are used, both market and non-market observable inputs will be utilised to arrive 

at a balance sheet fair value. The Insurance Group adopts the principle of maximising the use of relevant 

observable inputs and limits (wherever necessary) the use of unobservable inputs. As there is no active 

market for such assets, the ‘income’ approach to valuation is adopted i.e. using a discounted cashflow 

approach. Discount rates are formed by additive composition of risk free curves, corporate bond spreads, 

additional (loan-to-bond) spreads where relevant and equity rates. 

Trade characteristics, market data and assumptions are provided as key inputs of pricing models. 

Assumptions are based upon proxy methodologies. Where these are not available, expert judgement may 

be applied. 

Valuation uncertainty methodologies seek to quantify the level of uncertainty under normal market 

conditions for unobservable inputs that have a material impact to the valuations. Stresses are applied to 

various inputs; aggregated into a best and worst case scenario to a 90% confidence interval level to 

generate a plausible range of values. Sensitivity tested market values are compared with reported balance 

sheet values and to historical results, and validated to confirm prudent valuation levels.  

All methodologies and assumptions are approved by the Fair Value Pricing Committee (FVPC).  Fair value 

and valuation uncertainty results, a trend analysis and tolerance monitoring are presented regularly for 

review and challenge.  An annual model validation is undertaken and alternative methodologies may be 

considered. 

Given that the Insurance Group generally operates a buy and hold strategy on many of its assets, the use 

of experience is limited but is applied where data allows, for example, to the back-testing of property sales, 

experience of equity release mortgage holders’ deaths/entry into long-term care and voluntary early 

repayments. 

D.5 Other information 

D.5.1 Potential tax liabilities 

The Group provides for potential tax liabilities that may arise on the basis of the amounts expected to be 

paid to tax authorities. This includes open matters where HMRC adopt a different interpretation and 
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application of tax law which might lead to additional tax.  A number of Group companies have an open 

matter in relation to a claim for group relief of losses incurred in a former Irish banking subsidiary of LBG, 

which ceased trading on 31 December 2010.  In the second half of 2013 HMRC informed LBG that their 

interpretation of the UK rules, permitting the offset of such losses, denies these claims. LBG does not agree 

with HMRC's position and, having taken appropriate advice, does not consider that this is a case where 

additional tax will ultimately fall due on the Group. 

D.5.2 Other legal actions and regulatory matters 

During the ordinary course of business the Insurance Group is subject to complaints and threatened or 

actual legal proceedings (including class or group action claims) brought by or on behalf of current or 

former employees, customers, investors or other third parties, as well as legal and regulatory reviews, 

challenges, investigations and enforcement actions, both in the United Kingdom and overseas.  All such 

material matters are periodically reassessed, with the assistance of external professional advisors where 

appropriate, to determine the likelihood of the Insurance Group incurring a liability.  In those instances 

where it is concluded that it is more likely than not that a payment will be made, a provision is established 

to management’s best estimate of the amount required at the relevant balance sheet date. In some cases it 

will not be possible to form a view, for example because the facts are unclear or because further time is 

needed to properly assess the situation, and no provisions are held in relation to such matters. However 

the Insurance Group does not currently expect the final outcome of any such case to have a material 

adverse effect on its financial position, operations or cash flows. 

Neither SWG nor the insurance companies enter into material leasing arrangements.   

D.5.3 Changes to basis of recognition or valuation of assets during the reporting period 

There have been no changes to the preparation of the Solvency II results during the year ended 31 

December 2016. 

There are no other material items of note regarding the valuation of assets and liabilities. 
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E. Capital Management 

Key Solvency Metrics 

For the purposes of Solvency II, insurers must maintain sufficient Own Funds, of appropriate quality, to 

cover the regulatory Solvency Capital Requirement (SCR). Where a firm does not have sufficient Own 

Funds, it must submit a recovery plan to the PRA to restore coverage of the SCR within six months or, in 

the case where the Own Funds cannot cover the Minimum Capital Requirement (MCR), a plan to restore 

coverage of the MCR within three months. 

The Own Funds, SCR and MCR for each of the entities within the Insurance Group and for SWG itself are 

shown in the tables below as at 31 December 2016. 

Eligible Own Funds and Solvency Capital Requirement (SCR): 

£000 31 Dec 2016 

 SWL LBGIL StAI SWG 

Eligible Own funds to cover SCR 8,229,159 447,712 164,861 8,539,783 

SCR 5,699,656 289,370 31,186 5,975,566 

Ratio of Eligible own funds to SCR  1.44 1.55 5.29 1.43 

 

In the LBG 2016 News Release, an estimated pre-dividend Solvency Ratio of 160% was disclosed for 

SWG. This ratio excluded the contribution to both Own Funds and the SCR from the with-profits funds and 

is consistent with how our internal risk appetite metrics are set and managed. In addition, the ratio of 160% 

was before recognition of the foreseeable dividend of £500m paid from SWG to Lloyds Bank plc in 

February 2017. The 143% solvency ratio shown above for SWG (and in the corresponding QRT) is after 

recognition of this foreseeable dividend (which reduced the Solvency Ratio by c12%) and includes the 

impact of increasing Own Funds and the SCR to reflect the with-profits funds (which reduces the Solvency 

Ratio by c5%). 

 

The Technical Provisions for SWL increased by £101m on 1st January 2017 and Own Funds reduced by 

the same amount, due to the effect of the linear run-off of transitional deductions. The Solvency Ratios of 

SWL and SWG both reduced by c 2% as a result. 

 

Eligible Own Funds and Minimum Capital Requirement (MCR): 

£000 31 Dec 2016 

 SWL LBGIL StAI SWG 

Eligible Own funds to cover MCR 6,793,233 447,712 164,861 5,591,540 

MCR/Consolidated minimum SCR 1,424,914 72,343 14,034 1,511,290 

Ratio of Eligible own funds to MCR 4.77 6.19 11.75 3.70 

*Note: The Minimum Capital Requirement is not calculated at an SWG level.  Instead, SWG reports a minimum 

consolidated SCR, which is described in section E.2 of this report. 

As can be seen from the table, all entities had a ratio of Own Funds to SCR / MCR significantly in excess of 

100%.  
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E.1 Own Funds 

E.1.1 Objectives, policies and processes employed for managing Own Funds 

The Insurance Group's objectives when managing Own Funds are: 

 To have sufficient Own Funds to safeguard the Insurance Group's ability to continue as a going 

concern, providing benefits to policyholders as they fall due, so that it can continue to provide 

returns for the shareholder and benefits for other stakeholders. 

 To comply with all regulatory capital requirements as set out under Solvency II. 

 To provide an adequate return to the shareholder by pricing insurance and investment contracts 

according to the level of risk and capital associated with the business written. 

 In respect of with-profits business, to meet the requirements of the Part VII Scheme of Transfer 

effected on 31 December 2016. 

 To maintain an appropriate quality of Own Funds. 

The capital management strategy is such that SWG and its subsidiaries will hold Own Funds in line with the 

stated risk appetite for the business, which is currently set to be able to withstand a one-in-ten year stress 

event without breaching the SCR. Any surplus Own Funds above the capital buffer is available for 

distribution to the parent of that entity to the extent it is not required for other purposes over the 5-year 

business planning period. In addition, target levels of capital are determined for each tier such that there is 

not expected to be a de-recognition of capital in the event of a stress, calibrated to a level consistent with 

our internal risk appetite. All of these minimum capital limits were exceeded at 31 December 2016.  

The capital management strategy is aligned to the requirements of the Lloyds Banking Group Capital 

Policy. Policy and procedures are operated within the Insurance Group to comply with the Group Capital 

Policy and these include: 

 Setting Insurance Board Risk Appetite. 

 Managing Own Funds within the Insurance Board Risk Appetite. 

 Monitoring Own Funds at legal entity level (for key legal entities within the division) against the Risk 

Appetite metrics. 

 Maintaining capital buffers for all regulated Insurance and non-Insurance entities, in conjunction with 

minimum limits relating to capital quality. 

 Future capital projections are produced annually as part of the 5 Year Operating Plan (5YOP) and 

summarised within the Own Risk & Solvency Assessment (ORSA). A 'forward looking' capital 

assessment is compared to risk appetite under a range of stress scenarios, with management plans 

established as appropriate where a breach of risk appetite is projected to occur. 

 Capital stress testing is undertaken on a regular basis. In particular, stress testing is completed 

annually as part of the 5YOP and ORSA report; and when requested by the PRA. 

 Capital requirements are measured using an Internal Model approved by the PRA. 

There have been no material changes to the policies, processes and objectives for management of Own 

Funds over the reporting period. 

E.1.2 Derivation of Own Funds from Excess of assets over liabilities 

The excess of assets over liabilities in the reported balance sheet positions of the Insurance Group entities, 

as described in Section D of this report, forms the basis of the funds available to meet the SCR. However 

adjustments are made to the excess of assets over liabilities to take account of the loss absorbency of 
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components of this excess in order to derive the Own Funds which are available to cover the SCR and 

MCR.  The table below shows how these Own Funds are derived from the excess of assets over liabilities.   

£000  31 Dec 2016 

  SWL LBGIL StAI SWG 

EXCESS OF ASSETS OVER LIABILITIES  9,853,616 447,712 164,861 6,684,689 

Deduct:          

Foreseeable dividends (a) (2,449,157) 0 0 (500,000) 

Ring Fenced Fund/Matching Adjustment 

Portfolio restrictions (b) (896,209) 0 0 (896,209) 

Non-available own fund items (c)       (167,471) 

Add:          

Available subordinated debt (d) 1,720,909 0 0 3,665,931 

          

AVALABLE OWN FUNDS to cover SCR  8,229,159 447,712 164,861 8,786,940 

          

Restriction for tiering (e)       (247,156) 

ELIGIBLE OWN FUNDS to cover SCR 
 

8,229,159 447,712 164,861 8,539,783 

 

AVAILABLE OWN FUNDS to cover MCR  8,229,159 447,712 164,861 8,492,750 

          

Restriction for tiering (e) (1,435,926)     (2,901,210) 

ELIGIBLE OWN FUNDS to cover MCR 
 

6,793,233 447,712 164,861 5,591,540 

 

The key adjustments made to the excess of assets over liabilities in deriving the Own Funds position are 

set out below: 

a) Foreseeable dividends 

The dividends that are included as foreseeable as at 31 December 2016 are those which the Company had 

an intention to pay as a result of the financial position as at that date. Note that these have subsequently 

been approved by the Board and have been paid or are payable at the time of sign-off of the SFCR. 

b) Ring Fenced Fund and Matching Adjustment Portfolio restrictions 

The Clerical Medical and Scottish Widows With-Profits funds are both subject to a court-approved Scheme 

of Transfer. Under this scheme, surplus within the with-profits funds can only be used for the benefit of the 

with-profits policyholders. This means that should such a surplus remain in these funds post a stress event, 

then that surplus cannot be used to absorb losses arising elsewhere in the business. Therefore, a 

deduction is made from the excess of assets over liabilities to remove any surplus in the funds over and 

above the SCR for these funds. 
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These restricted funds are all in SWL, although the impact is also reflected in the consolidated SWG 

position.  The restriction is calculated as shown below. 

Restrict ring fenced with-profits funds to notional 
SCR (£000) 

31 Dec 2016 

 

Combined 
with-profits 

funds 

WP funds excess of assets over liabilities 1,564,739 

Deduct: Present Value of Shareholder Transfers (104,097) 

  1,460,642 

  

 Limit to: with-profits funds combined notional SCR (564,433) 

Ring-fenced fund restriction 896,209 

  Similarly, an adjustment to the excess of assets over liabilities may be required should any surplus remain 

in a matching adjustment portfolio post a stress event. This is because such surplus funds are not 

necessarily immediately available to absorb losses arising elsewhere in the business due to certain 

restrictions on their transferability.  In principle, this applies to the matching adjustment portfolio within 

Scottish Widows Limited but at 31 December 2016 there was no such restriction because no such surplus 

remained in the fund post the 1 in 200 year stress event. The matching adjustment portfolio is intentionally 

managed in this manner so that a restriction does not arise.     

c) Fungibility and transferability constraints at SWG level 

There are two further, and related, concepts that may restrict the ability of the excess assets over liabilities 

to absorb losses across the Insurance Group. These two concepts are fungibility, which refers to the ability 

of the Own Funds in one legal entity to absorb losses in another legal entity, and transferability, which 

refers to the ability to practically transfer funds across the Insurance Group (within a maximum of 9 

months).  

As at 31 December 2016, a benefit of £167m arises from the diversification of risks between SWL and the 

two General Insurance entities, which reduces SWG’s SCR. However, an equal and opposite deduction is 

then made from SWG’s Own Funds to reflect the fact that, in practice, constraints may arise in actually 

transferring funds in one entity to cover losses that have arisen in another.  

d) Subordinated Debt 

Although subordinated debt liabilities are liabilities of the issuer, these relate to loans which rank below 

obligations to policyholders in solvency terms.  Subject to certain qualifying criteria, it is therefore allowable 

for these liabilities to be added back to the excess of assets less liabilities when determining the Own 

Funds available to cover the SCR. 

e) Tiering restriction  

This restriction takes account of Solvency II Regulatory limits on the amount of different types of capital that 

can be included in the calculation of Eligible Own Funds. Any capital in excess of these limits cannot be 

recognised: 

 Maximum amount of eligible Tier 2 debt: 50% of SCR 
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 Maximum amount of eligible Tier 1 non-equity capital: 25% of Tier 1 equity capital 

As at 31 December 2016, £247m of eligible capital exceeded these limits, hence was not recognised within 

the calculation of SWG’s Own Funds eligible to cover the SCR. The corresponding restriction to eligible 

capital to cover the MCR is greater but is of limited significance.  

E.1.3 Components of Own Funds, their nature and quality 

Not all of the items comprising Own Funds have the same ability to absorb losses. It is therefore necessary 

to classify the Own Funds into different tiers. There are two main criteria used to determine the 

classification of Own Funds into the tiering levels. These criteria are:  

 how available is the item under both going-concern and winding up scenarios; 

 how does it rank in terms of subordination relative to policyholder liabilities. 

Depending on how an item matches these criteria, it is then classed as Tier 1, Tier 2 or Tier 3, with Tier 1 

having the greatest loss absorbing capacity (and hence is the highest quality capital such as paid-in 

ordinary share capital), and Tiers 2 and 3 having lower loss absorbency (and hence is a lower quality of 

capital such as subordinated debt).   

The following sections set out the components of Own Funds of each company as at 31 December 2016, 

together with the classification into Tiers and any significant changes during the period. 

E.1.3.1 SWL 

£000  31 Dec 2016 

  Tier 1 

Unrestricted 
Tier 2 TOTAL 

Own Funds Component     

Share Capital (a) 71,000 - 71,000 

Preference Shares (b) - - - 

Surplus Funds (c) 1,474,323 - 1,474,323 

Reconciliation reserve, sum of: (d)       

Shareholder retained earnings  5,859,136   5,859,136 

Ring Fenced Fund restriction  (896,209)   (896,209) 

Subordinated liabilities (e) - 1,720,909 1,720,909 

Total 
 

6,508,250 1,720,909 8,229,159 

 

Detailed commentary on each of the components is set out below. 

a) Share Capital 

The share capital at 31 December 2016 comprises 70m shares of £1 each, issued and fully paid and a 

share premium of £1m. The share capital is undated, subordinate to all other liabilities and is immediately 

available to absorb losses. Distributions can be cancelled where there is non-compliance with the SCR or 

where payment of the distribution would result in non-compliance with the SCR. Share capital is classified 

as Tier 1 and has remained unchanged through the reporting period. 
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b) Preference Shares 

SWL has issued no preference shares. 

c) Surplus Funds 

As noted earlier, surplus assets in the With-Profits funds form part of the Own Funds.  The Surplus Funds 

are defined as the excess assets over liabilities of the With-Profits Funds, after excluding an amount of 

assets representing future transfers to the shareholder and after excluding any liability for the risk margin. 

This is shown in the table below. 

 

 

 

 

 

 

This surplus represents accumulated profits in the With-Profits Funds and can fully absorb losses in the 

funds. Hence it is classified as Tier 1 capital. The fact that the surplus cannot be used to cover losses 

outside the With-Profits Funds is allowed for via the restriction for ring fenced funds described in Section 

E.1.2, which is then deducted from the Reconciliation Reserve. 

d) Reconciliation Reserve 

The reconciliation reserve represents: 

 The Solvency II retained earnings attributable to the ordinary shareholders of the company, after 

allowing for the payment of foreseeable dividends 

 A deduction for the ring fenced funds restriction described in Section E.1.2.   

The company has full flexibility on the payment of dividends from the reconciliation reserve and it is 

subordinate to all other liabilities.  It is therefore immediately available for loss absorption, and is classified 

as Tier 1, in line with the ordinary share capital. 

Retained earnings have fallen during the period, primarily reflecting the impact of increased actual and 

foreseeable dividend payments to SWG, plus the impact of market volatility. 

e) Subordinated Liabilities 

SWL holds £1,500m of fixed rate subordinated notes issued in April 2013: 

 £850m of 10 year notes, paying interest on a quarterly basis at a rate of 5.5% p.a.  The balance 

sheet value as at 31 December 2016 is £924m, an increase compared to the 1 January 2016 value 

because of reductions in long-term interest rates. 

 £650m of 30 year notes, paying interest on a quarterly basis at a rate of 7% p.a. The balance sheet 

value as at 31 December 2016 is £797m, an increase compared to the 1 January 2016 value 

because of reductions in long-term interest rates.   

£000 31 Dec 2016 

 

Combined 
with-profits 

funds 

WP funds excess of assets over liabilities 1,564,739 

Deduct: Present Value of Shareholder Transfers (104,097) 

Deduct: Liability for Risk Margin 13,682 

Own Funds Component: Surplus Funds 1,474,323 
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Repayment of the notes is subordinate to the claims of senior creditors including all policyholders.  The 

notes have an original duration of 10 or more years, and may not be redeemed for at least 5 years from the 

reporting date.  The notes meet criteria for the suspension of repayment if Own Funds are below (or would 

fall below in the event of repayment) the SCR. Therefore this debt is included in Own Funds, classified as 

Tier 2.   

These subordinated notes are also recognised as capital at an Insurance Group level because: 

 Their value is lower than SWL’s contribution to overall Insurance Group diversified SCR; and 

 The terms of the notes are such that they are loss-absorbing at an Insurance Group level. 

E.1.3.2 LBGIL 

 

 

 

 

 

 

 

 

a) Share Capital 

The share capital at 31 December 2016 comprises £86.7m shares of £1 each, issued and fully paid. The 

share capital is undated, subordinate to all other liabilities and is immediately available to absorb losses. 

Distributions can be cancelled where there is non-compliance with the SCR or where payment of the 

distribution would result in non-compliance with the SCR. It is classified as Tier 1. The share capital has 

remained unchanged through the reporting period. 

b) Preference Shares 

LBGIL has issued no preference shares. 

c) Surplus Funds 

LBGIL has no ring fenced funds.  

d) Reconciliation Reserve 

This represents retained earnings, the change in which over the period reflects the combined impact of 

dividend payments to LBGIL’s holding company, Lloyds Bank General Insurance Holdings Limited, 

earnings and changes in technical provisions. 

The company has full flexibility on the payment of dividends from the reconciliation reserve and it is 

subordinate to all other liabilities.  It is therefore immediately available for loss absorption, and is classified 

as Tier 1, in line with the ordinary share capital. 

£000  31 Dec 2016 

  Tier 1 

Unrestricted 
Total 

Own Funds Component    

Share Capital (a) 86,700 86,700 

Preference Shares (b) - - 

Surplus Funds (c) - - 

Reconciliation reserve, sum of: (d)     

Shareholder retained earnings  361,012 361,012 

Subordinated liabilities (e) - - 

Total 
 

447,712 447,712 
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e) Subordinated Liabilities 

LBGIL has issued no subordinated debt. 

E.1.3.3 StAI 

 

 

 

 

 

 

 

 

 

a) Share Capital 

The share capital at 31 December 2016 comprises £1m shares of £1 each, issued and fully paid. The share 

capital is undated, subordinate to all other liabilities and is immediately available to absorb losses. 

Distributions can be cancelled where there is non-compliance with the SCR or where payment of the 

distribution would result in non-compliance with the SCR. It is classified as Tier 1. The share capital has 

remained unchanged through the reporting period. 

b) Preference Shares 

StAI has issued no preference shares. 

c) Surplus Funds 

StAI has no ring fenced funds.  

d) Reconciliation Reserve 

This represents retained earnings, the change in which over the period reflects the combined impact of 

dividend payments to StAI’s holding company (Lloyds Bank General Insurance Holdings Limited), earnings 

and changes in technical provisions. 

The company has full flexibility on the payment of dividends from the reconciliation reserve and it is 

subordinate to all other liabilities.  It is therefore immediately available for loss absorption, and is classified 

as Tier 1, in line with the ordinary share capital. 

e) Subordinated Liabilities 

StAI has issued no subordinated debt. 

£000  31 Dec 2016 

  Tier 1 Unrestricted Total 

Own Funds Component    

Share Capital (a) 1,000 1,000 

Preference Shares (b) - - 

Surplus Funds (c) - - 

Reconciliation reserve, sum of: (d)     

Shareholder retained earnings  163,861 163,861 

Subordinated liabilities (e) - - 

Total 
 

164,861 164,861 
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E.1.3.4 SWG 

      £000  31 Dec 2016 

  

Tier 1 
Unrestricted Tier 1 Restricted Tier 2 TOTAL 

Own Funds Component 

 
        

Share Capital (a) 1,000,000 - - 1,000,000 

Preference Shares (b) - 595,393 - 595,393 

Surplus Funds (c) 1,474,323 - - 1,474,323 

Reconciliation reserve, sum of: (d)         

Shareholder retained earnings 

 

3,114,973     3,114,973 

Ring Fenced Fund restriction 

 

(896,209)     (896,209) 

Subordinated liabilities (e) - 1,010,017 2,655,915 3,665,931 

Non available own funds (f) (167,471) - - (167,471) 

Total 

 

4,525,616 1,605,410 2,655,915 8,786,940 

 

Within SWG (and unlike within SWL, LBGIL or StAI), certain items of Tier 1 capital are treated as 

“restricted”. The rationale for this is given below.    

a) Share Capital 

The share capital at 31 December 2016 comprises 1,000m Class A ordinary shares of 1p each, and 

7,939m Class B ordinary shares of 0.00001p each, all issued and fully paid.   

The share capital is undated, subordinate to all other liabilities and is immediately available to absorb 

losses. Distributions can be cancelled where there is non-compliance with the SCR or where payment of 

the distribution would result in non-compliance with the SCR.  The share capital is classified as Tier 1 and 

has remained unchanged through the reporting period. 

b) Preference Shares 

SWG has issued 595m of undated Class A preference shares, which were classified as Tier 1 capital under 

the Solvency I regime when issued in July 2011.  

In the event of a sustained breach of a specified regulatory solvency level by the Group, the Class A 

preference shares will convert to a fixed number of Class A ordinary shares. 

The shares are redeemable at the option of SWG and carry floating rate non-cumulative dividends which 

are payable at the discretion of the company. The shares are also redeemable at the option of the company 

for par plus any accrued dividends at scheduled dates and at other non-scheduled dates in the event of a 

change in law, the effect of which is that the shares no longer qualify for inclusion in the Group's regulatory 

capital on the same basis as they did prior to such change in the law. 
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The terms of these capital instruments have been reviewed against the Solvency II requirements. Our view 

is that the terms are not sufficient to meet the (restricted) Tier 1 or Tier 2 conditions without adjustment. 

However, the structure of these preference shares is such that it would be possible to restructure the terms 

of the issue, if required, to meet the Solvency II requirements for Tier 1 capital. 

  

Consequently, they will be grandfathered as restricted Tier 1 capital under Solvency II transitional 

measures for a period of up to 10 years. 

c) Surplus Funds 

The Surplus Funds reported in SWG arise wholly in the life insurance subsidiary and are described above 

under SWL. 

d) Reconciliation Reserve 

The reconciliation reserve represents: 

 The Solvency II retained earnings attributable to the ordinary shareholders of the company, after 

allowing for the payment of foreseeable dividends. 

 A deduction for the ring fenced funds restriction described in Section E.1.2.   

The company has full flexibility on payment of dividends from the reconciliation reserve and it is 

subordinate to all other liabilities.  It is therefore immediately available for loss absorption, and is classified 

as Tier 1, in line with the ordinary share capital. 

The change in SWG’s reconciliation reserve over the year primarily reflects the impact of dividend 

payments to LBG, market movements within subsidiary companies and tiering restrictions as described in 

Section E.1.2. 

e) Subordinated Liabilities 

Scottish Widows Group has issued approximately £2bn of subordinated loan notes.   There are four notes: 

(i) £1,014m of undated floating rate perpetual notes, with a coupon of 3 month LIBOR plus 5.5% 

that is deferrable at the option of the Company.  The balance sheet value as at 31 December 

2016 is £1,010m. 

 

Redemption of the subordinated debt securities is subject to deferral in the event of SWG 

breaching a specified regulatory capital solvency level at the point at which redemption is 

proposed, until the Prudential Regulation Authority (or any successor regulatory authority) 

approves redemption.  Redemption of the securities would be at their principal amount together 

with any unpaid coupons or other outstanding payments that have accrued on them. The 

undated subordinated debt is callable at the option of the Company, subject to certain 

conditions, at scheduled dates from 1 July 2021, and can also be redeemed at other non-

scheduled dates in the event of a change in law.   

 

There are limitations on the tax and regulatory call provisions of this instrument and the 

instrument has a “deferral determination date” which prevents deferral of coupons or maturity 

proceeds after that determination date. These prevent the instrument from fully meeting the 

Solvency II Tier 2 requirements. These perpetual notes were classified as upper Tier 2 capital 

under Solvency I upon their issuance in July 2011.  Therefore, this instrument has been 

grandfathered as restricted Tier 1 capital for a period of up to 10 years from 1 January 2016. To 
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the extent that this instrument exceeds the limit for restricted Tier 1 capital, then any excess can 

be grandfathered as Tier 2 capital. The amount grandfathered to Tier 2 was £548m at 31 

December 2016. 

 

(ii) £560m of dated, 10 year subordinated debt issued in December 2016, which qualifies as Tier 2. 

The balance sheet value as at 31 December 2016 is £555m. 

 

(iii) £305m of dated, 10 year bullet subordinated debt issued in December 2016, which qualifies as 

Tier 2. The balance sheet value as at 31 December 2016 is £305m. 

 

Repayment of the notes under (ii) & (iii) is subordinate to the claims of senior creditors including 

all policyholders.  The notes have an original duration of 10 or more years, and may not be 

redeemed for at least 5 years from the reporting date.  The notes meet criteria for the 

suspension of repayment/redemption if Own Funds are below (or would fall below in the event of 

payment) the SCR, and for the non payment of distributions where there is non-compliance with 

the SCR or where payment of the distribution would result in non-compliance with the SCR.  

Therefore, this debt is included in Own Funds, classified as Tier 2.   

 

(iv) £75m of dated subordinated debt comprising floating rate subordinated notes with a maturity 

date of 30 years from the date of issue (i.e. 2041 maturity). The balance sheet value as at 31 

December 2016 is £75m. 

 

The coupons are cumulative, at floating rate of 3 month LIBOR plus 5% and are deferrable at 

the option of the Company until maturity.  Unpaid coupons carry interest at a rate of 3 month 

LIBOR plus 5%.  The debt is callable for par value plus accrued coupons at the option of the 

Company, subject to certain conditions, after 10 years from the date of issue at scheduled 

dates, and at other non-scheduled dates in the event of a change in law, the effect of which is 

that the dated subordinated debt no longer qualifies for inclusion in SWG’s regulatory capital on 

the same basis as it did prior to such change in the law.  If when the debt is to be redeemed 

SWG is in breach of the regulatory capital solvency level, it will be required to defer repayment 

of the principal amount of the dated subordinated debt until the Prudential Regulation Authority 

(or any successor regulatory authority) approves payment. 

 

This debt is grandfathered as Tier 2 debt due as it does not meet the Tier 2 requirements fully 

(due to limitations in the tax and regulatory call provisions).  It can be grandfathered as it was 

classified as Tier 2 capital under Solvency I.   

 

The total balance sheet value of the four notes above is £1,945m. The remaining £1,721m of the total SWG 

subordinated notes of £3,666m was issued by SWL in 2013 (as described above in section E.1.3.1(e)). 

These loan notes issued by SWL are also recognised as capital at an Insurance Group level because: 

 

 Their value is lower than SWL’s contribution to the overall Insurance Group diversified SCR; and 

 The terms of the notes are such that they are loss-absorbing at an Insurance Group level. 

As at 31 December 2016, SWG’s Tier 2 available Own Funds were valued at £2,656m. This represents an 

increase of £114m since 1 January 2016 and reflects the falls witnessed over the period in long-term 

interest rates. The value of Tier 2 eligible Own Funds increased to a lesser extent due to an increased 

impact from capital tiering restrictions at 31 December 2016 (e.g. as a result of changes in the SCR). 
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f) Adjustments for non available Own Funds  

As explained in section E.1.2 (c), whilst there is a diversification benefit between risks in SWL and the two 

General Insurance entities, which is reflected in the SCR, a deduction is made from SWG’s Own Funds to 

reflect the fact that, in practice, constraints may arise in actually transferring funds in one entity to cover 

losses that have arisen in another (‘fungibility constraints’). 

Further points to note in respect of SWG’s Own Funds are set out below: 

 The Solvency II balance sheet for SWG is constructed using the default accounting consolidation 

method, ensuring that all intra-group transactions, for example investments in subsidiaries, internal 

reinsurance and intra-group loans are properly accounted for and eliminated on consolidation. 

 All material Own Funds equity and debt instruments were issued by insurance companies or SWG 

itself as the insurance holding company.  No material Own Funds components subject to the tiering 

requirements, other than those set out above, have been issued by other subsidiaries in the group.  

 There are no instances where material Own Funds have been issued by an equivalent third country 

insurance undertaking and therefore this item is not applicable to SWG or its material subsidiaries.  

 It should be noted that none of the reporting companies held ancillary Own Funds items, such as 

unpaid and uncalled share capital or letters of credit. This was the case throughout the reporting 

period.    

E.1.4 Differences between equity in the financial statements and the excess of assets over 

liabilities as calculated for solvency purposes 

The table below presents a comparison of equity and reserves as shown in the insurance companies’ 

financial statements and the excess of assets over liabilities as calculated for solvency purposes as at 31 

December 2016.   

£000 31 Dec 2016 

 SWL  LBGIL StAI 

Equity per IFRS financial statements 
 

      

 
Share capital 

 

70,000 86,700 1,000 

 
Share premium account 

 

1,000     

 
Retained profits 

 

6,398,000 360,582 139,545 

   

      

Valuations differences to Solvency II 
 

      

 
Intangibles assets not valued in SII (DAC/DOC/DIR/VIF) (i) (1,727,287) (84,257) (23,662) 

 
Replace IFRS technical provisions with SII BEL (ii) 5,428,584 94,396 54,905 

 
Unallocated surplus treated as a liability under IFRS (iii) 227,562     

 
Investment in subsidiaries at fair value under SII (iv) (274,000)     

 
Subordinated debt (v) 67,273     

 
Deferred tax (vi) (372,072) (2,329) (5,803) 

 
Other  

 

34,557 (7,380) (1,124) 

Solvency II excess of assets over liabilities from the balance 
sheet 9,853,616 447,712 164,861 
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Principal valuation differences between the two bases are: 

(i) The de-recognition of intangible assets is mandated under the measurement requirements of 

Solvency II.  

(ii) This is the difference between Solvency II Best Estimate Liabilities and IFRS liabilities as described 

in Section D.2. 

(iii) Under IFRS the unallocated surplus of the with-profits funds is recognised as a liability whereas in 

the Solvency II balance sheet the surplus forms part of the excess of  assets over liabilities.  

(iv) The difference between Solvency II and IFRS valuation of participations.  Under Solvency II, the 

investment in subsidiaries reflects the underlying balance sheet value of each of those subsidiaries.  

In the statutory accounts subsidiaries are recognised at cost. 

(v) The difference between Solvency II and IFRS valuation methodology for subordinated debt.  Under 

Solvency II, subordinated debt liabilities are assessed at a fair value which excludes any reflection 

of the insurer’s own credit risk, and the debt is valued by discounting the expected future cashflows 

using a risk free curve appropriate at the valuation date, adjusted to allow for the credit spread of 

the subordinated debt when it was issued. Therefore, movements in the value of the subordinated 

liability are driven by changes in the risk-free yield curve only.  In the financial statements, 

subordinated debt is valued on an amortised cost basis (adjusted for hedged interest rate risk). 

(vi)  Deferred tax timing differences in relation to the valuation differences set out above. 

As noted in the opening section of this report, SWG does not publish consolidated financial statements, 

therefore no reconciliation between equity and excess of assets over liabilities is reported.  

E.2 Solvency Capital Requirement and Minimum Capital Requirement 

 

A full internal model is used to calculate the entity level SCR for all three main insurance companies and for 

the Insurance Group. Therefore, disclosure requirements in relation to the application of the Standard 

Formula or partial internal models are not relevant.  

E.2.1 Solvency Capital Requirement (“SCR”) 

The SCRs for SWG, SWL, LBGIL and StAI as at 1 January 2016 and 31 December 2016 are presented 

below: 

RISK TYPE 31 Dec 16 01 Jan 16 

£000s SWL LBGIL StAI SWG SWL LBGIL StAI SWG 

Underwriting risk 4,549,654 363,670 113,724 5,027,047 4,239,010 461,311 169,295 4,869,616 

Market risk 4,047,001 47,225 26,021 4,120,247 4,460,055 33,614 41,508 4,535,177 

Credit risk 104,088 0 0 104,088 105,347 836 269 106,452 

Liquidity risk - - - - - - - - 

Operational risk 2,339,532 94,226 27,190 2,460,948 2,326,514 84,935 28,996 2,440,444 

Other material risks 1,060,863 30,957 (43,386) 1,171,259 992,443 12,227 (72,679) 1,038,182 

Undiversified SCR (Gross) 12,101,138 536,078 123,549 12,883,590 12,123,369 592,923 167,388 12,989,871 

Diversification (5,668,853) (206,285) (91,542) (6,153,753) (5,556,912) (236,604) (108,178) (6,148,664) 

Diversified SCR (Gross) 6,432,285 329,793 32,007 6,729,837 6,566,457 356,319 59,210 6,841,207 

LAC Deferred Tax  (732,629) (40,423) (821) (754,271) (540,011) (53,482) (8,011) (581,008) 

Diversified SCR (Net) 5,699,656 289,370 31,186 5,975,566 6,026,446 302,838 51,199 6,260,198 

 

The group diversification benefit across SWG at 31 December 2016 is £6,154m.  
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The Insurance Group operates in a variety of markets and is exposed to a large number of different risks. 

The diversity of risks and the extent to which they are correlated to each other determines the level of 

diversification benefit that can be considered in the calculation of capital requirements.  

The marginal contribution basis provides a means of making incremental decisions considering 

diversification by articulating the impact on Risk Capital of each additional £1 increase of a particular type 

of risk.   For example, an additional £1 of equity risk would increase the Risk Capital by c75p, as this risk 

does not diversify particularly well against the other risks already on the balance sheet.  However, an 

additional £1 of mortality risk increases Risk Capital by only c20p, as this risk diversifies particularly well 

against the other risks in the portfolio. 

For SWL, the capital requirement is dominated by a number of underwriting and market risks. For LBGIL 

and StAI, the majority of the capital lies in the underwriting risks. For SWG, when entities are combined, 

SWL’s material risks dominate and the correlation between the material SWL risks and the LBGIL and StAI 

risks are mostly nil or very low.  

This results in a lower allocation to LBGIL and StAI risks in a combined scenario.  

The Consolidated Group SCR Constituents are: 
 

£000s  Consolidated Group SCR 

31-Dec-16 01-Jan-16 

Insurance companies (including insurance holding companies and ancillary 
service companies) 

5,912,622 6,203,917 

Proportional share of credit institutions, investment firms, financial institutions, 
alternative investment fund managers, UCITS management companies and 
IORPS 

62,944 56,281 

Total  5,975,566 6,260,198 

The Consolidated Group Balance Sheet is calculated using the consolidation method known as the ‘Method 

1’ approach where the calculation of the Group SCR has been carried out on the basis of consolidated 

data.   

E.2.1.1 Reasons for changes in the SCR 

SWL 

For SWL, the diversified SCR has reduced by £327m over the reporting period, with the main drivers being: 

 £(766)m of one-off impacts, including diversification in relation to German litigation £(359)m, asset 

trading £(237)m and Bulks Matching Adjustment (MA) approval £(192)m. 

 £607m of economic variance: primarily failing interest rates, which increase longevity/credit risk, and 

equity market growth, which increases the value of unit linked funds under management. 

 £(329)m of modelling and methodology changes, consisting of a number of items. 

 £288m combined impact of new business and in-force run-off, largely driven by additional capital 

requirements for new bulk annuity deals. 

 £(193)m of tax-related impacts, primarily due to a reduction in the deferred policyholder tax asset 

within Own Funds that is written off under stress. 

 £66m of other impacts, including assumption changes and non-economic experience. 



SCOTTISH WIDOWS GROUP  129 

 

  
 

 

  

 

  

 

  

 

  

 

LBGIL and StAI 

For LBGIL & StAI combined, the diversified SCR has reduced by £33m over the reporting period, with the 

main drivers being: 

 Total underwriting risk has decreased over the year for LBGIL and StAI due to a reduction in the 

total sum insured over the 12 months and the strengthening of reinsurance cover at the 1 July 2016 

reinsurance renewal.  

 An increase in the holdings of asset backed securities (ABS) for LBGIL and credit spreads widening 

has increased the asset risk for LBGIL. 

 A reduction in the proportion of ABS holdings in StAI results in a reduction in asset risk for StAI. 

 An operational risk calibration was performed in Q3 2016. This resulted in an increase of £10m in 

operational risk capital for LBGIL and a decrease of £2m in operational risk capital for StAI. 

E.2.2 Minimum Capital Requirement (“MCR”) 
 

The MCR represents the minimum level below which the amount of financial resources should not fall.  

It is calculated in accordance with a formula prescribed in the Solvency II regulations and is subject to a 

floor and a cap equal to 25% and 45% of the SCR respectively.  

The MCR is based on factors applied to the technical provisions and capital at risk as at the reporting date. 

The components of the calculation of the MCR as at 31 December 2016 are presented below: 

MCR (£000) 
31 December 2016 

 SWL  LBGIL StAI  SWG  

Linear MCR 804,641 57,278 33,246   

SCR 5,699,656 289,370 31,186   

MCR Cap 2,564,845 130,217 14,034   

MCR Floor 1,424,914 72,343 7,796   

MCR/ Consolidated minimum SCR 1,424,914 72,343 14,034 1,511,290 

 

For SWL and LBGIL the minimum 25% floor of the SCR bites compared to the linear component.  

For StAI the maximum 45% cap of SCR bites compared to the linear component. 

The minimum consolidated group SCR is the absolute floor of the capital requirement for the  Insurance 

Group and is based on the MCRs of the underlying entities. Note that as at 1 January 2016, the minimum 

consolidated Group SCR included the MCRs from 8 shell companies in addition to SWL, LBGIL and StAI 

that had not been fully collapsed as part of the Part VII transfer on 31 December 2015. The value of this is 

£21.3m, which reflects the minimum absolute floor for the MCR of €3.7m for each company as required in 

the Solvency II regulations.  

E.2.2.1 Reasons for changes in the MCR 

As the MCRs of both current and previous reporting periods are based on either the floor or the cap of the 

SCR for each Entity, the change in the MCR is driven by the changes in the SCR as set out in Section 

E.2.1.1 above.  
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E.3 Use of the duration-based equity risk sub-module in the calculation of the SCR 

Neither the Group nor any of the Entities use the equity risk sub-module in the calculation of the SCR and 

therefore this is not applicable.  

E.4 Differences between the Standard Formula and the Internal Model 

E.4.1 Uses of the internal model  

The internal model is used to calculate the SCR and its use is embedded within the Risk Management 

Framework. 

The internal model is used to assist the Insurance Group in the measurement and monitoring of risk capital 

exposures against risk appetite limits, in risk management and mitigation plans and strategies, to support 

the ORSA process and to carry out profit and loss attribution. 

Outputs from the internal model support the decision-making processes in the Insurance Group, including 

the setting of the business strategy. Results from the internal model are regularly discussed at the 

Insurance Board and Risk Oversight Committee in respect of the following areas: 

 Business Planning 

 Product Management 

 Risk Management 

 Capital and Liquidity Management 

 Performance Management 

 Internal and External Reporting 

 Investment Management 

E.4.2 Scope of the internal model  

A full internal model is used to calculate the entity level SCR for all three main insurance companies: SWL, 

StAI and LBGIL, and to calculate the SCR for SWG.  The Insurance Group’s internal model covers the 

three insurance entities, the related insurance holding companies and the related service companies within 

the Insurance Group. 

The internal model includes the following main risk categories: 

 Insurance (Underwriting) Risk  

 Market Risk 

 Counterparty (Credit) Risk 

 Operational Risk 

The main risk category not included in the internal model is Liquidity Risk. As a result of the policies and 

processes in place and active management, the Board believes that Liquidity Risk is adequately mitigated 

and therefore no capital is held by the Insurance Group or individual entities. 

These risks are discussed in further detail in Section C. In addition, Section C.6 provides details on the 

most significant additional items for which capital is held that contribute to the Risk Profile of the Group and 

the underlying entities. Section C.6 also sets out other risks which although material, are adequately 

mitigated via effective policies and processes and therefore for which no capital is held.   
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E.4.3 Methods used in the internal model for the calculation of the probability distribution 

forecast and the SCR  

Under the internal model, the SCR is calculated using a Monte-Carlo simulation based approach to capital 

aggregation, enabling the Insurance Group to meet the major technical requirements of Solvency II.  

The key steps in this process are: 

 Risk identification: Identify the quantifiable risks within the business units, as well as those at the 

Insurance Group level (operational risk, liquidity risk, concentration risk and group risks);  

 Clearly define how each risk is measured and modelled; 

 Risk modelling: Generate a probability distribution for the potential range of outcomes for each of 

the risk factors facing the business (e.g. equity return, lapses etc.) and allow for the dependency 

between each risk; 

 Loss function creation: Create a loss function to approximate the loss following a stress to an 

underlying risk factor for a group of products, noting that the products are grouped such that they 

have similar risk characteristics 

 Aggregation and SCR calculation: Produce a large number of scenarios that reflect the 

dependencies between each risk; calculate the loss under each scenario at the group of products 

level; aggregate the losses to the required level of the corporate structure; rank the output by loss 

amount to produce a distribution of the loss; read off points on the distribution (using the 99.5% 

point to calculate the SCR); 

 An addition to the SCR is then made to allow for (non-material) risks and exposures that are 

calculated using simplified methods. 

The process of calculating capital requirements in the internal model is summarised in the diagram below. 

 

E.4.4 Main differences between the internal model at individual undertaking level and group 

level  

The methods and assumptions in the solo and group internal model are the same.   

 

 

Aggregation and SCR calculation in RiskAgility Identify risks and 

calibrate probability 

distributions 

LP&I loss  

functions 

GI loss functions 

Operational risk  

loss functions 

Aggregator: uses the risk 

scenarios and the loss 

functions to produce a full loss 

distribution at the lowest level; 

aggregate the losses to various 

levels 

Rank losses and 

calculate SCR  

Monte – Carlo simulator 

generates stressed risk 

scenarios 

Use correlation 

matrices / copula to 

model dependencies 

Loss function creation  

and calibration 

Risk identification and modelling 4 

# 

Calculation of the SCR 

Other risks / legal entities using 

Simplified Internal Model 
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The group model is based on consolidated data covering all group companies, with intra-group transactions 

removed.  The Group SCR brings in additional diversification impacts across the life and general insurance 

businesses, with an adjustment made to the group Own Funds to reflect the potential fungibility constraint, 

as described earlier in Section E. 

Simplified methods are used to calculate the SCR in relation to holding companies and ancillary service 

companies, which form part of the Group SCR. 

E.4.5 Methodology and assumption differences between the Standard Formula and internal 

model  

E.4.5.1 Structure of the model  

For each of the individual insurance companies, SWL, LBGIL and StAI, and consequently for SWG, the 

main differences in the structure of the internal model and the Standard Formula are the approach to 

aggregating the risks, the differences in the actual risks considered and  the calibration of the individual risk 

factors. These are described in more detail in Sections E.4.5.2 and E.4.5.3 below. 

E.4.5.2 Aggregation methodologies and diversification effects  

The Insurance Group’s internal model uses simulation techniques to produce a distribution of the 

movement in Own Funds over a one year time period. To facilitate this, a statistical function called a 

copula, which is parameterised by a correlation matrix, is used to reflect the interaction between risks and 

generate a large number of combined risk scenarios which are then combined with loss functions to 

calculate the change in Own Funds in each scenario. The 1-in-200 year event is taken from the distribution 

of changes in Own Funds to determine the SCR. Further detail on this approach is contained in Section 

E.4.3 above.  

In contrast, the Standard Formula methodology uses multiple layers of correlation matrices to produce a 

single output that is the Standard Formula SCR. 

As a result of the difference in methodology: 

 Non linear losses can be reflected in the internal model through the use of polynomials to model 

losses, whereas an underlying assumption in the Standard Formula approach is that losses are 

linear. 

 Joint loss functions can be fitted to pairs of risks in the internal model to reflect the interaction 

between risks when they occur simultaneously. This is not allowed for within the Standard Formula 

approach. 

 Non-Gaussian marginal risk factor distributions can be used within the internal model to capture the 

features of risks with potential outcomes that are skewed.  The Standard Formula approach 

contains an underlying assumption that all risks are Gaussian. 

 Correlations between individual risks can be considered in the internal model whereas the Standard 

Formula contains, as a result of the use of multiple layers of correlation matrices to reflect inter-risk 

and intra-risk relationships, implicit assumptions about the correlation between individual risks that 

fall into different risk categories. 

 Diversification between Matching Adjustment Portfolio (MAP) and non-MAP funds is reflected in the 

internal model but not in the Standard Formula approach. 
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By overcoming some of the limitations contained within the Standard Formula aggregation approach, the 

internal model is believed to better capture the diversification effects inherent within the business of the 

Insurance Group.  

E.4.5.3 Differences in the risks between the Internal Model and Standard Formula  

For each risk, the methods and data used in the internal model to define the risk distribution will differ from 

that used in the Standard Formula so as to reflect the specific nature of the risk exposure of the companies. 

The main differences in methodologies between the Standard Formula and SWL’s internal model, by risk 

module, are: 

Main Risk 

Category 

Sub Risk 

Category 

Difference between internal model and Standard Formula 

Market Risk 

Interest Rate The internal model considers a wider range of stresses that capture changes in the 

term structure of interest rates, whereas  the Standard Formula only includes a 

shift in rates across all terms. 

The internal model also considers changes to the level of implied interest rate 

volatility which is not included in the Standard Formula. 

Equity  The internal model does not apply an equity symmetric adjustment as prescribed in 

the Standard Formula. 

The internal model considers changes to the level of implied equity volatility, 

dividend yields and tracking error which are not included in the Standard Formula. 

Property The internal model considers changes to the level of implied property volatility, 

which is not included in the Standard Formula. 

Credit 

spread 

The allowance for matching adjustment (MA) in the internal model is based on an 

internal assessment of the assets held allowing for internal credit ratings (where no 

ECAI ratings are available). The Standard Formula has prescribed fundamental 

spread allowances based on the prescribed classification of assets which are used 

to determine the MA.  

Swap default and gilt spread risks are included in the internal model but not 

captured in the Standard Formula approach. 

Currency  No differences in methodology; percentage stress is applied to exchange rates (but 

different magnitudes).  

Inflation The internal model includes allowances for inflation risk and implied inflation 

volatility, which are not included in the Standard Formula. 

Underwriting 

Risk 

 

Mortality / 

Longevity / 

Morbidity 

level 

No difference in methodology. A flat percentage increase is applied in both the 

internal model and the Standard Formula.  

Mortality / 

Longevity / 

Morbidity 

The internal model includes an allowance for trend risk, in addition to level risk, 

which is not included in the Standard Formula. 
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trend   

Morbidity 

catastrophe 

risk 

The internal model includes an allowance for morbidity catastrophe risk, which is 

not included in the Standard Formula. 

Lapse  The Standard Formula requires lapse capital to be based on the most onerous of a 

lapse up, lapse down and mass lapse stress when considered at a policy level. 

The internal model includes capital in respect of both lapse level (up/down) and 

mass lapse; the capital is calculated at an aggregate, line of business level, rather 

than at a policy level. 

Paid-up 

policies 

(PUP) 

Lapse and PUP risks are separated in the internal model but the Standard Formula 

classifies PUP risk within the lapse risk stress.  

Expense The internal model considers separate stresses for expense level and expense 

trend; the Standard Formula includes both a combination of expense level and 

expense trend within a single stress.  

Credit Risk N/A Both the internal model and Standard Formula follow a similar approach, where 

counterparty default capital is driven by the probability of default and loss given 

default parameters.  

Operational 

Risk 

N/A The internal model considers the operational risk categories that SWL is exposed 

to (e.g. conduct risk, fraud etc) and uses representative scenarios for each 

category, considering both past events and future potential events, to inform the 

capital requirements.  

The Standard Formula capital requirement is set using a prescribed formula based 

on technical provisions, premiums and expenses and no diversification is assumed 

with other risk modules.  

 

The main differences in methodologies between the Standard Formula and the LBGIL and StAI internal 

model, by risk module, are: 

Main Risk 

Category 

Sub Risk 

Category 

Difference between internal model and Standard Formula 

Underwriting 

Risk 

Catastrophe 

risk 

The internal model considers non-standard reinsurance arrangements at group 

level, which cannot be implemented in to the Standard Formula model. 

Premium risk The internal model applies a stochastic approach, based on the assumptions 

derived from the historical data, to simulate the claims arising from the business 

to be earned in the next 12 months. The approach is different from the Standard 

Formula, which defines the formulas and parameters for the calculation, based 

solely on the value of premium for each line of business.  

The resulting distribution is discounted using yield curves simulated from the 

economic scenario generator (ESG), not the EIOPA curve. 
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Reserve risk The internal model applies a stochastic approach to simulate future reserve 

movements. The approach is different from the Standard Formula, which defines 

the formulas and parameters for the calculation, based solely on the value of 

premium for each line of business. 

The resulting distribution is discounted using yield curves simulated from the 

ESG, not the EIOPA curve. 

Market Risk Credit 

spread risk 
The internal model uses stochastic ESG modelling to define the probability of an 

asset changing its rating within a 12-month period. In the Standard Formula, the 

classification of assets and stresses are defined by the regulations. 

Interest rate In the internal model the shocks are derived based using the ESG. In the 

Standard Formula the risk-free rate is multiplied by the predefined shock 

structure.  

Property risk The internal model considers indices relevant to the LBGIL and StAI portfolio as 

opposed to using a prescribed formula as in the Standard Formula. The property 

returns are related to economic indices and then simulated from the ESG.  

Other insurance 

risk 

Lapse risk Lapse risk is not taken into account in the internal model.  

Reinsurer 

Counterparty risk 

N/A In the internal model future credit ratings and defaults of reinsurers, together with 

the recovery rates on default, are simulated. The calculation in the Standard 

Formula is formula-driven and is based on fixed indices.  

Group and non-

modelled risks 

N/A The internal model calculation allows for Group and non-modelled risks and tax 

relief, which cannot be easily allowed for in the Standard Formula. 

Profit offset N/A There is no allowance for profit offset or profit share in the Standard Formula 

calculation 

Exposure risk N/A There is no allowance for Exposure risk in the Standard Formula calculation. 

Operational risk N/A The calculation in the Standard Formula is formula-driven and is based on a fixed 

percentage of the Gross Earned Premium or Gross Technical Provisions. The 

calculation in the internal model is based on the STORM stochastic model, which 

projects claims in the 12-month horizon.  

 

E.4.6 Risk measure and time period used in the internal model  

For each of the insurance companies and SWG, the SCR has been calibrated in line with the Solvency II 

requirements. All quantifiable risks, to which each of the insurance companies and SWG are exposed to, 

have been taken into account. Existing business as well as new business (for LBGIL and StAI only) 

expected to be written over the following 12 months have been allowed for. The SCR corresponds to the 

Value-at-Risk of the basic Own Funds subject to a confidence level of 99.5% over a one-year time period. 

E.4.7 Nature and appropriateness of the data used in the internal model  

The internal model uses a variety of internal and external data sources. The main types of data used in the 

internal model are: policy data, asset data, operational risk data, policy reference data, reinsurance data 

and pension scheme data.  
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The processes for checking data quality are governed by the Insurance Data Governance Committee 

(IDGC) and the Insurance Model Governance Committee (IMGC).   

The model owners are responsible for documenting and implementing data controls that ensure the 

completeness, accuracy and appropriateness of the data used in the internal model. The model owners 

present model validation documentation, including documentation supporting that adequate controls over 

data used in the model are in place, to the IMGC for review and approval on an annual basis or earlier if a 

model trigger is breached.  

E.5 Non-compliance with the MCR and SCR 

 

SWG, SWL, LBGIL and StAI each retained sufficient capital to cover both the MCR and the SCR over the 

reporting period.  

E.6 Any other information 

There is no further material information to be disclosed regarding the capital management of the Insurance 

Group or underlying entities.  
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Appendix A: Technical Provisions - Assumptions for SWL 

Key assumptions in deriving the technical provisions for Life business 

Section D.2.2.1 covers the approach taken to determine key assumptions for the technical provisions for 

SWL. Sample assumptions have been provided below.  

Discount rate 

Solvency II liabilities are valued on a market consistent basis using the relevant currency specific risk-free 

yield curve prescribed by EIOPA. A matching adjustment of 137bps was applied in addition to the risk-free 

yield curve for business within the matching adjustment portfolio.  

Insurance with-profit participation economic assumptions 

Historic asset share returns  

a) UK funds – CMIG & SW  

The table below shows the gross of tax annualised historic return assumptions that have been applied in 

the model to calculate current UK asset shares, before annual management charges (AMCs) and 

distributed estate returns. 

 

CMIG SW 

 

CMIG SW 

1995 18.1% 

 

2006 9.8% 10.8% 

1996 11.7% 

 

2007 1.9% 5.0% 

1997 18.8% 

 

2008 -9.4% -17.8% 

1998 12.7% 

 

2009 5.0% 11.6% 

1999 20.2% 

 

2010 10.2% 11.1% 

2000 2.8% 

 

2011 3.1% 3.1% 

2001 -7.7% -8.1% 2012 7.2% 8.9% 

2002 -8.4% -8.8% 2013 9.7% 9.0% 

2003 9.7% 9.2% 2014 7.1% 8.1% 

2004 9.9% 10.5% 2015 2.3% 3.4% 

2005 15.0% 16.0% 2016 8.5% 10.0% 

 

b) International funds 

The tables below show the historic return assumptions that are applied within the model, before annual 

management charges and estate distribution, to the GGF fund asset shares, split by currency and GGF 

series. 
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EURO OWP GGF1/2/2.003 GGF5/7/2001 
GGF 

2004.1/2004.3/2.004 GGF6 GGF2000 GGF3 GGF4 

1995   11.5%             

1996   21.2%             

1997   36.3%             

1998 15.7% 15.7%             

1999 25.2% 25.2% 16.7%       9.7% 9.7% 

2000 2.8% 1.7% 4.3%   -3.8% -1.2% 5.3% 5.5% 

2001 -11.3% -11.4% -12.0%   -10.3% -6.4% -7.0% -7.0% 

2002 -24.0% -22.6% -22.8%   -16.7% -14.5% -12.2% -12.2% 

2003 10.3% 9.2% 4.5%   6.1% 5.8% 5.6% 5.6% 

2004 6.2% 6.4% 7.8% 2.9% 7.3% 7.5% 7.3% 7.3% 

2005 15.1% 13.9% 14.0% 14.2% 11.9% 10.9% 9.8% 9.8% 

2006 11.4% 10.6% 10.7% 10.7% 10.0% 9.1% 8.0% 8.1% 

2007 4.7% 4.3% 1.6% 1.6% 2.7% 2.8% 1.7% 3.0% 

2008 -23.0% -20.4% -20.8% -20.7% -18.4% -16.1% -13.9% -13.5% 

2009 19.2% 18.0% 18.1% 18.1% 14.7% 14.2% 13.6% 12.9% 

2010 4.8% 4.3% 4.3% 4.3% 4.7% 4.4% 3.9% 3.6% 

2011 -2.8% -2.2% -2.2% -2.1% -2.8% -2.5% -2.1% -1.6% 

2012 12.9% 12.5% 12.5% 12.5% 9.9% 9.3% 8.7% 8.6% 

2013 9.8% 9.0% 9.0% 9.0% 9.0% 8.1% 7.4% 7.3% 

2014 6.3% 6.4% 6.4% 6.3% 3.0% 3.0% 2.7% 2.7% 

2015 6.3% 5.8% 5.7% 5.8% 5.0% 4.5% 4.0% 3.8% 

2016 3.9% 3.7% 3.7% 3.6% 1.7% 1.6% 1.4% 1.4% 
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US Dollar OWP GGF1/2/2.003 GGF5/7/2001 
GGF 

2004.1/2004.3/2.004 GGF6 GGF3 GGF4 

1995   29.6%           

1996   14.9%           

1997   26.4%           

1998 26.3% 26.3%           

1999 15.8% 15.8% 6.5%     3.6% 3.6% 

2000 -6.2% -4.8% -2.6%   2.3% 1.1% 1.4% 

2001 -9.8% -9.2% -7.4%   -8.1% -4.1% -4.2% 

2002 -12.6% -11.9% -11.9%   -8.9% -5.2% -5.7% 

2003 13.0% 12.6% 12.3%   11.2% 9.3% 9.1% 

2004 4.7% 5.8% 5.2% 4.6% 3.9% 3.4% 3.4% 

2005 4.2% 4.4% 4.1% 4.7% 2.7% 2.4% 2.4% 

2006 10.2% 9.6% 9.6% 9.6% 9.2% 8.0% 7.9% 

2007 7.0% 7.2% 7.2% 7.3% 6.0% 5.8% 5.9% 

2008 -15.9% -13.1% -13.1% -13.0% -15.1% -10.4% -10.5% 

2009 11.3% 10.6% 10.7% 10.5% 7.1% 7.8% 7.8% 

2010 8.2% 8.1% 7.8% 7.9% 6.2% 4.7% 4.9% 

2011 5.1% 5.7% 5.6% 5.8% 2.5% 0.8% 0.9% 

2012 7.9% 7.2% 7.2% 7.2% 6.2% 4.2% 4.2% 

2013 12.0% 10.4% 10.1% 10.3% 9.2% 6.5% 6.5% 

2014 7.4% 7.1% 7.1% 7.1% 6.9% 6.2% 6.2% 

2015 0.2% 0.2% 0.1% 0.2% 0.2% 0.2% 0.2% 

2016 4.1% 3.7% 3.9% 3.8% 3.5% 2.9% 2.9% 
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Pounds 
Sterling OWP GGF1/2/2.003 GGF5/7/2001 

GGF 
2004.1/2004.3/2.004 GGF6 GGF3 GGF4 

1995   18.1%           

1996   11.7%           

1997   18.8%           

1998 12.7% 12.7%           

1999 20.2% 20.2% 8.4%     8.4% 8.4% 

2000 2.8% 3.1% 3.4%   3.4% 4.2% 4.2% 

2001 -7.7% -7.1% -6.3%   -6.3% -4.0% -4.0% 

2002 -8.4% -6.6% -5.9%   -5.9% -4.3% -4.3% 

2003 9.7% 8.5% 8.5%   7.9% 6.6% 6.6% 

2004 9.9% 9.3% 9.3% 9.3% 9.0% 8.4% 8.4% 

2005 15.0% 13.5% 13.5% 13.5% 12.9% 11.7% 11.7% 

2006 9.8% 8.9% 8.9% 8.9% 8.1% 6.3% 6.3% 

2007 1.9% 2.5% 2.5% 2.5% 2.7% 3.0% 3.0% 

2008 -9.4% -7.7% -7.7% -7.7% -5.9% -2.6% -2.6% 

2009 5.0% 3.7% 3.7% 3.7% 3.2% 2.3% 2.3% 

2010 10.2% 9.8% 9.8% 9.8% 9.5% 9.0% 9.0% 

2011 3.1% 3.9% 3.9% 3.9% 4.5% 5.6% 5.6% 

2012 7.2% 7.0% 7.0% 7.0% 6.9% 6.6% 6.6% 

2013 9.7% 8.5% 8.5% 8.5% 7.6% 6.1% 6.1% 

2014 7.1% 7.1% 7.1% 7.1% 7.1% 7.1% 7.1% 

2015 2.3% 2.0% 2.0% 2.0% 1.8% 1.5% 1.5% 

2016 8.5% 7.6% 7.6% 7.6% 6.9% 5.8% 5.8% 

Persistency 

Persistency assumptions reflect the expected future lapses and conversion to paid-up status of policies, 

and are significant assumptions for unit-linked products where income from future charges is dependent on 

the continuation of premium payments and/or the policy remaining in force. Examples of assumptions for 

selected products are detailed below.  

Corporate Pensions (IFA) [line of business - unit-linked]: Lapse rates (%) for premium paying policies 

Fund 
size 

(£k) 

Term 
Gone 

1 2 3 4 5 6 7 8 9 10+ 

Ages 0 – 54 

£0-29 0.2 0.5 0.7 0.9 1.4 1.3 1.5 1.6 1.7 1.8 

£30-99 0.2 0.4 0.7 1.0 1.2 1.4 1.4 1.7 1.5 2.3 

£100+ 0.2 0.8 0.8 1.5 2.1 2.3 2.4 2.5 2.5 2.5 

Ages 55+ 

£0-29 0.7 1.1 1.5 1.9 2.7 2.2 2.4 3.4 2.5 2.5 

£30-99 0.7 1.6 2.7 2.8 3.2 3.4 3.3 3.6 3.8 3.8 

£100+ 0.7 2.7 3.9 4.8 4.9 5.3 5.3 5.3 5.3 5.3 



SCOTTISH WIDOWS GROUP  141 

 

  
 

 

  

 

  

 

  

 

  

 

Bonds [line of business - unit-linked]: Lapse rates (%) 

Term Gone 1-4 5 6 7 8 9 10 11-14 15+ 

Lapse rate (%) 5.0 6.5 8.5 6.0 5.0 4.0 4.5 3.5 4.0 

 
Protection [line of business - Other] (decreasing term assurance): Lapse rates (%) 

Term Gone 1 2 3 4 5 6 7+ 

Lapse rate (%) 7.5 11.9 12.8 12.0 11.7 10.1 8.5 

 

Longevity 

Future longevity is a key assumption for annuity business, which is within the ‘Other’ line of business, as 

policyholders living longer than expected will result in more annuity payments being paid than anticipated, 

resulting in higher technical provisions.  

Sample life expectancies for key immediate annuities (excluding bulk annuities) are shown in the table 

below. 

 Sample Life Expectancies (years), with future improvements  

 Males Females 

Age 60 70 80 60 70 80 

Life Expectancy 28.4 19.2 10.9 30.0  20.3  11.5  

 

Mortality 

Mortality rates are a key assumption for Protection business, which is classed as an ‘Other’ line of 

business. The rates below are the assumptions for our key line of Protection business.  

Gender Smoker Status Multiplier Table  Select/Ultimate 

M NS 80.0% TMN00 Select 

M S 85.0% TMS00 Select 

F NS 63.0% TFN00 Select 

F S 75.0% TFS00 Select 

Option take-up  

The assumed take up rate for guaranteed annuity options is 85% on applicable with-profits policies.  
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Appendix B: Structure Chart  
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Appendix C: Subsidiaries and related undertakings 

The tables on the following pages show the subsidiaries and related undertakings of the Insurance Group 
as at 31 December 2016.  This list includes companies reported as participations and those fully 
consolidated in the SWG balance sheet.  It excludes vehicles which exist solely to hold investments, and 
this is a presentation which has been discussed and agreed with the Insurance Group’s regulator. The 
reporting template S.32.01 in Appendix D4 (Undertakings in the scope of the Group), sets out the legal 
form, country and proportion of ownership interest and voting rights held for each company. 
 

Strategic Operating Companies: Name of Entity Activity and source of profits or losses 

Scottish Widows Group Limited The top holding company for the Lloyds Banking Group insurance group. 

Scottish Widows Limited The Company is an authorised insurer able to write pension and annuity business, 

ordinary long-term insurance (including with profits business) and savings business and 

associated investment activities in the UK and through non-UK branches. It also 

reinsures business with insurance entities external to LBG. 

All of the Long Term Business of SW Funding plc, Scottish Widows Annuities Limited, 

Scottish Widows Unit Funds Limited, Pensions Management (S.W.F.) Limited, Clerical 

Medical Managed Funds Limited, Halifax Life Limited and St Andrew's Life Assurance 

plc transferred to Scottish Widows Limited on 31 December 2015 by way of an 

insurance business Part VII transfer.  

This company forms part of the core insurance business strategy as it constitutes the 

single UK life and pensions company within the Scottish Widows and wider Lloyds 

Banking Group. 

Lloyds Bank General Insurance Limited The Company is a regulated underwriter of creditor, property and health general 

insurance business. The principal activity is underwriting general insurance, including 

creditor insurance, household and domestic all risks insurance.  

This company forms part of the core insurance business strategy as it is one of two 

significant general insurance providers within the Scottish Widows and wider Lloyds 

Banking Group.  All new general insurance business is written through Lloyds Bank 

General Insurance with some legacy business, including renewals, written through St 

Andrews Insurance plc. 

St Andrew’s Insurance plc The Company is a regulated underwriter of general insurance business.  The principal 

activity is underwriting of general insurance products including property and creditor in 

the UK and Ireland. 

This company forms part of the core insurance business strategy as it is one of two 

significant general insurance providers within the Scottish Widows and wider Lloyds 

Banking Group.  All new general insurance business is written through Lloyds Bank 

General Insurance with some legacy business, including renewals, written through St 

Andrews Insurance plc. 

Clerical Medical Finance plc A strategic subsidiary which previously provided financing to Scottish Widows Limited.  

Subordinated debt raised by the company was used to fund Scottish Widows Limited 

insurance and savings business, the funds loaned being on similar interest and 

repayment terms as those applied to the subordinated debt such that the Company 

returned a non significant pre tax profit. 

Clerical Medical Financial Services Limited Alternative Investment Fund Manager.  The company ceased all of its trading activities 

in May 2010 and continues to receive interest on its small cash balances.   This 

investment is small and profit for the year is negligible. 

Clerical Medical Forestry Limited The company ceased all of its trading activities in 2009.  Principal activity until 2009 was 

to make and hold investments in land, particularly in North America.  Following the sale 

of these investments the Company continues to maintain the capacity to make and hold 

investments. 

Clerical Medical International Holdings B.V. This company acts as a holding company for international subsidiaries. 

Clerical Medical Investment Fund Managers Limited Alternative Investment Fund Manager.  The principal activity of the company is that of 

Authorised Corporate Director of an Open Ended Investment Company.  Profits 

represent the differential between fund management fees and administrative expenses, 

both items being less than £1m for the year.   

Clerical Medical Managed Funds Limited Formerly a life insurance undertaking.  All Long Term Business transferred to Scottish 

Widows Limited on 31 December 2015 by way of an insurance business Part VII 
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transfer.   

The company was de-authorised as a regulated insurance firm in H1 2016, at which 

time residual assets (retained to cover capital requirements) were transferred to Scottish 

Widows Limited and the company will be put forward for liquidation. 

Clerical Medical Properties Limited This company's only activity is to hold an investment in the Aberdeen Global Liquidity 

Fund.  This investment is small and profit for the year is negligible. 

CM Venture Investments Limited Principal activity is investment into Limited Partnerships in the USA and Europe, on 

behalf of the with profit funds. 

Halifax Financial Brokers Limited The principal activity of the company was to generate initial commission from the sale of 

annuity products under the trading name Bank of Scotland Annuity Service.  The 

changes announced to pensions in the 2014 Budget resulted in the cessation of new 

business income on annuity products.  The small profit represents commission received 

less expenses. 

Halifax Financial Services (Holdings) Limited A holding company of investment subsidiaries, profits constitute dividends received. 

Halifax Financial Services Limited Receives the renewal commission from the sale of LBG life assurance and unit trust 

products to fellow subsidiaries of the Lloyds Banking Group.   

Halifax General Insurance Services Limited A regulated insurance intermediary being a broker of general insurance business.  

Profits represent commissions net of administrative expenses. 

Halifax Investment Services Limited The company's principal activity is the management of a closed book of PEPs and ISAs, 

having closed to new business in 1999.  Profits constitute small annual management 

charge income less expenses. 
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Name of Entity Activity and source of profits or losses 

Halifax Life Limited Formerly a life insurance undertaking.  All Long Term Business transferred to Scottish 

Widows Limited on 31 December 2015 by way of an insurance business Part VII 

transfer.   

The company was de-authorised as a regulated insurance firm in H1 2016, at which 

time residual assets (retained to cover capital requirements) were transferred to Scottish 

Widows Limited and the company will be put forward for liquidation. 

HBOS Financial Services Limited A holding company of investment subsidiaries, profits constitute dividends received. 

HBOS International Financial Services Holdings Limited Holding Company, profits constitute dividends received. 

HBOS Investment Fund Managers Limited The company's principal activity is as Authorised Corporate Director of OEICS and an 

ISA manager. It is now closed to new business although continues to receive 

increments on existing business.  Profits constitute annual management charge income 

less expenses. 

Lloyds Bank General Insurance Holdings Limited The company is the holding company of the general insurance business unit.  Profits 

constitute dividends received. 

Lloyds Bank Insurance Services (Direct) Limited The principal activity of the company is to provide administration services for Lloyds 

Bank Insurance Services Limited, the company's immediate parent company. The 

company is no longer trading. 

Lloyds Bank Insurance Services Limited As part of the insurance division strategy, the company acts as an insurance 

intermediary for Lloyds Bank General Insurance Limited and other third party 

underwriters.  Profits represent commissions net of trading and administrative 

expenses. 

Pensions Management (S.W.F.) Limited Formerly a life insurance undertaking.  All Long Term Business transferred to Scottish 

Widows Limited on 31 December 2015 by way of an insurance business Part VII 

transfer.   

The company was de-authorised as a regulated insurance firm in H1 2016, at which 

time residual assets (retained to cover capital requirements) were transferred to Scottish 

Widows Limited and the company will be put forward for liquidation. 

Scottish Widows (Port Hamilton) Limited The Company's principal activity is that of a property investment company which 

previously owned a building at Port Hamilton, Edinburgh and currently holds no 

properties and profits are negligible. 

Scottish Widows Administration Services Limited The company predominantly provides administration services for a number of third party 

pension contracts, but also provides services in relation to oversight of the securities 

lending programme for a number of other subsidiaries in the insurance group. 

Scottish Widows Annuities Limited Life insurance undertaking.  All Long Term Business transferred to Scottish Widows 

Limited on 31 December 2015 by way of an insurance business Part VII transfer.   

The company was de-authorised as a regulated insurance firm in H1 2016, at which 

time residual assets (retained to cover capital requirements) were transferred to Scottish 

Widows Limited and the company will be put forward for liquidation. 

Scottish Widows Financial Services Holdings Limited A holding company of insurance subsidiaries.  Profits constitute dividends received, net 

of any impairment to the value of subsidiaries. 

Scottish Widows Fund Management Limited De-regulated by the FCA on 12/07/2013. No longer trading but was regulated - used to 

undertake PEP/ISA business. 

Scottish Widows Property Management Limited The company's principal activity is that of a property holding company. The company 

ceased trading after the disposal of land at Port Hamilton, Edinburgh, and the intention 

is to wind the company up.  It currently holds cash investments generating a negligible 

profit. 

Scottish Widows Services Limited The Company's principal activity is to act as a service provider to subsidiary 

undertakings within the insurance group.  Profits represent services charges to group 

companies less staff and administrative expenses. 

Scottish Widows Trustees Limited The company acts as pension trustee for small self-administered pension schemes and 

also as trustee of the Scottish Widows Appropriate Personal Pension Scheme.  The 

company generates negligible profit. 

Scottish Widows Unit Funds Limited Formerly a life insurance undertaking.  All Long Term Business transferred to Scottish 

Widows Limited on 31 December 2015 by way of an insurance business Part VII 

transfer.   

The company was de-authorised as a regulated insurance firm in H1 2016, at which 
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time residual assets (retained to cover capital requirements) were transferred to Scottish 

Widows Limited and the company will be put forward for liquidation. 

Scottish Widows Unit Trust Managers Limited The principal activity of the company is that of Authorised Corporate Director for the 

management of Individual Savings Accounts and Open Ended Investment Companies.  

Profits constitute fund management charges net of administrative expenses. 

St Andrew’s Group plc The principal activities of the Company are the administration of renewal creditor policy 

premiums and claims on behalf of St Andrews Insurance plc and Scottish Widows 

Limited.  The company generates negligible income or profit. 

St Andrew’s Life Assurance plc Formerly a life insurance undertaking.  All Long Term Business transferred to Scottish 

Widows Limited on 31 December 2015 by way of an insurance business Part VII 

transfer.   

The company was de-authorised as a regulated insurance firm in H1 2016, at which 

time residual assets (retained to cover capital requirements) were transferred to Scottish 

Widows Limited and the company will be put forward for liquidation. 

SW Funding plc Formerly a life insurance undertaking.  All Long Term Business transferred to Scottish 

Widows Limited on 31 December 2015 by way of an insurance business Part VII 

transfer.   

The company was de-authorised as a regulated insurance firm in H1 2016, at which 

time residual assets (retained to cover capital requirements) were transferred to Scottish 

Widows Limited and the company will be put forward for liquidation. 

SW No.1 Limited The Company's principal activity is that of holding shares in Lloyds Banking Group.  The 

company was set up around the time of Scottish Widows' demutualisation.  Profits 

constitute principally dividends from the shares in Lloyds Banking Group. 
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Appendix D1: 

Quantitative Reporting Templates: Scottish Widows Limited 

 

S.02.01.02 Balance Sheet 

  Assets 
£000 

Solvency II 
 value 

  
 

C0010 

R0030 Intangible assets   

R0040 Deferred tax assets 9,000 

R0050 Pension benefit surplus   

R0060 Property, plant & equipment held for own use 31 

R0070 Investments (other than assets held for index-linked and unit-linked contracts)  35,707,079 

R0080 Property (other than for own use) 30,241 

R0090 Holdings in related undertakings, including participations 213,931 

R0100 Equities - 

R0110 Equities - listed - 

R0120 Equities - unlisted - 

R0130 Bonds 12,806,907 

R0140 Government Bonds 6,140,589 

R0150 Corporate Bonds 5,147,687 

R0160 Structured notes - 

R0170 Collateralised securities 1,518,631 

R0180 Collective Investments Undertakings 19,116,836 

R0190 Derivatives 3,539,164 

R0200 Deposits other than cash equivalents - 

R0210 Other investments - 

R0220 Assets held for index-linked and unit-linked contracts 71,235,188 

R0230 Loans and mortgages 9,843,119 

R0240 Loans on policies 1 

R0250 Loans and mortgages to individuals   

R0260 Other loans and mortgages 9,843,118 

R0270 Reinsurance recoverables from: 6,969,576 

R0280 Non-life and health similar to non-life - 

R0290 Non-life excluding health   

R0300 Health similar to non-life   

R0310 Life and health similar to life, excluding index-linked and unit-linked 311,722 

R0320 Health similar to life 74,486 

R0330 Life excluding health and index-linked and unit-linked 237,236 

R0340 Life index-linked and unit-linked 6,657,854 

R0350 Deposits to cedants - 

R0360 Insurance and intermediaries receivables 264,312 

R0370 Reinsurance receivables 379 

R0380 Receivables (trade, not insurance) 1,159,151 

R0390 Own shares (held directly) - 

R0400 Amounts due in respect of own fund items or initial fund called up but not yet paid in - 

R0410 Cash and cash equivalents 340,259 

R0420 Any other assets, not elsewhere shown   

R0500 Total assets 125,528,095 
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  Liabilities 
£000 

Solvency II 
 value 

  
 

C0010 

R0510 Technical provisions - non-life - 

R0520 Technical provisions - non-life (excluding health) - 

R0530 TP calculated as a whole   

R0540 Best Estimate   

R0550 Risk margin   

R0560 Technical provisions - health (similar to non-life) - 

R0570 TP calculated as a whole   

R0580 Best Estimate   

R0590 Risk margin   

R0600 Technical provisions - life (excluding index-linked and unit-linked) 32,087,855 

R0610 Technical provisions - health (similar to life) 223,632 

R0620 TP calculated as a whole - 

R0630 Best Estimate 227,535 

R0640 Risk margin (3,903) 

R0650 Technical provisions - life (excluding health and index-linked and unit-linked) 31,864,223 

R0660 TP calculated as a whole - 

R0670 Best Estimate 31,476,157 

R0680 Risk margin 388,066 

R0690 Technical provisions - index-linked and unit-linked 75,929,289 

R0700 TP calculated as a whole - 

R0710 Best Estimate 75,814,197 

R0720 Risk margin 115,092 

R0730 Other technical provisions   

R0740 Contingent liabilities - 

R0750 Provisions other than technical provisions 241,197 

R0760 Pension benefit obligations   

R0770 Deposits from reinsurers   

R0780 Deferred tax liabilities 776,568 

R0790 Derivatives 2,700,245 

R0800 Debts owed to credit institutions   

R0810 Financial liabilities other than debts owed to credit institutions 698,127 

R0820 Insurance & intermediaries payables 448,423 

R0830 Reinsurance payables 20,118 

R0840 Payables (trade, not insurance) 992,834 

R0850 Subordinated liabilities 1,779,821 

R0860 Subordinated liabilities not in BOF 58,913 

R0870 Subordinated liabilities in BOF 1,720,909 

R0880 Any other liabilities, not elsewhere shown   

R0900 Total liabilities 115,674,479 

   
R1000 Excess of assets over liabilities 9,853,616 
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S.05.01.02 Premiums, claims and expenses by line of business  

  Life 
Line of Business for: life insurance 

obligations 
Life reinsurance obligations 

Total 

  

£000 

Health  
insurance  

Insurance 
with profit 

participation 

Index-linked 
and unit-

linked 
insurance 

Other life  
insurance 

Health  
reinsurance 

Life  
reinsurance 

  
 

C0210 C0220 C0230 C0240 C0270 C0280 C0300 

  Premiums written 
      

  

R1410 Gross  15,255 217,197 4,783,783 2,361,061   4,085 7,381,381 

R1420 Reinsurers' share 1,095 1,055 2,110 143,624     147,884 

R1500 Net 14,160 216,141 4,781,673 2,217,438 - 4,085 7,233,497 

  Premiums earned 
      

  

R1510 Gross  15,255 217,197 4,783,783 2,361,061   4,085 7,381,381 

R1520 Reinsurers' share 1,095 1,055 2,110 143,624     147,884 

R1600 Net 14,160 216,141 4,781,673 2,217,438 - 4,085 7,233,497 

  Claims incurred 
      

  

R1610 Gross  11,462 1,799,864 5,722,157 1,066,002   45,435 8,644,920 

R1620 Reinsurers' share 7,440   6,607 110,675     124,722 

R1700 Net 4,022 1,799,864 5,715,551 955,327 - 45,435 8,520,199 

  Changes in other technical provisions 
      

  

R1710 Gross  66,117 519,376 10,084,960 2,683,115   73,863 13,427,432 

R1720 Reinsurers' share 30,384 (110) 1,294,827 14,918     1,340,019 

R1800 Net 35,733 519,487 8,790,133 2,668,197 - 73,863 12,087,412 

R1900 Expenses incurred 1,499 86,027 547,483 322,500 - 413 957,921 

R2500 Other expenses 
      

168,133 

R2600 Total expenses             1,126,054 

 

  



SCOTTISH WIDOWS GROUP   150 

 
 

  
 

 

S.05.02.01 Premiums, claims and expenses by country  

  Life Home 
Country 

Top 5 countries (by amount of gross premiums written) - life obligations Total Top 5 
and home 

country R1400  £000           

  
 

C0220 C0230 C0240 C0250 C0260 C0270 C0280 

  Premiums written 
      

  

R1410 Gross  7,251,540           7,251,540 

R1420 Reinsurers' share 147,884           147,884 

R1500 Net 7,103,656 - - - - - 7,103,656 

  Premiums earned 
      

  

R1510 Gross  7,251,540           7,251,540 

R1520 Reinsurers' share 147,884           147,884 

R1600 Net 7,103,656 - - - - - 7,103,656 

  Claims incurred 
      

  

R1610 Gross  8,295,734           8,295,734 

R1620 Reinsurers' share 120,123           120,123 

R1700 Net 8,175,611 - - - - - 8,175,611 

  Changes in other technical provisions 
      

  

R1710 Gross  13,635,100           13,635,100 

R1720 Reinsurers' share 1,350,200           1,350,200 

R1800 Net 12,284,900 - - - - - 12,284,900 

  
       

  

R1900 Expenses incurred 924,120           924,120 

R2500 Other expenses   
     

167,874 

R2600 Total expenses             1,091,994 
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S.12.01.02 Life and Health SLT Technical Provisions 

 

    

Insurance  
with profit 

participation 

Index-linked and unit-linked insurance Other life insurance   

Total 
(Life other 

than health 
insurance, incl 

Unit-linked) 
      

Contracts 
without 

options and 
guarantees 

Contracts with 
options or 
guarantees 

  

Contracts 
without 

options and 
guarantees 

Contracts 
with options 

or guarantees 

Accepted 
reinsurance 
 
 

  
 

C0020 C0030 C0040 C0050 C0060 C0070 C0080 C0100 C0150 

R0010 
Technical provisions calculated as a 
whole 

              - - 

R0020 Total Recoverables from 
reinsurance/SPV and Finite Re after the 
adjustment for expected losses due to 
counterparty default associated to TP 
calculated as a whole 

              - - 

  
        

  

  
         

  

  
Technical provisions calculated as a 
sum of BE and RM         

  

  Best estimate 
        

  

R0030 Gross Best Estimate 16,131,900     76,252,209     14,767,338 593,239 107,744,685 

R0080 

Total Recoverables from 
reinsurance/SPV and Finite Re after the 
adjustment for expected losses due to 
counterparty default 

24,298     6,657,854     212,938 - 6,895,090 

R0090 
Best estimate minus recoverables from 
reinsurance/SPV and Finite Re 

16,107,602   - 69,594,354   - 14,554,400 593,239 100,849,595 

  
         

  

R0100 Risk margin 254,279 566,241     1,243,286     39,270 2,103,076 

  
Amount of the transitional on Technical 
Provisions         

  

R0110 
Technical Provisions calculated as a 
whole 

                - 

R0120 Best estimate        (438,012)       (16,320) (454,332) 

R0130 Risk margin (215,736) (451,149)     (893,763)     (39,270) (1,599,918) 

  
         

  

R0200 Technical provisions - total 16,170,444 75,929,289     15,116,860     576,919 107,793,512 
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    Health insurance (direct business) 

Health reinsurance  
(reinsurance accepted) 

Total  
(Health similar to life 

insurance)       
Contracts without 

options and 
guarantees 

Contracts with 
options or 
guarantees 

  
 

C0160 C0170 C0180 C0200 C0210 

R0010 Technical provisions calculated as a whole         - 

R0020 Total Recoverables from reinsurance/SPV and Finite Re after the 
adjustment for expected losses due to counterparty default 
associated to TP calculated as a whole 

        - 

    
   

  

  
 

  
   

  

  Technical provisions calculated as a sum of BE and RM   
   

  

  
 

  
   

  
  Best estimate   

   
  

R0030 Gross Best Estimate     227,535   227,535 

  
 

  
   

  

R0080 
Total Recoverables from reinsurance/SPV and Finite Re after the 
adjustment for expected losses due to counterparty default 

    74,486   74,486 

R0090 
Best estimate minus recoverables from reinsurance/SPV and 
Finite Re 

  - 153,049 - 153,049 

  
 

  
   

  

R0100 Risk margin (3,903)       (3,903) 

  
 

  
   

  

  Amount of the transitional on Technical Provisions   
   

  

R0110 Technical Provisions calculated as a whole         - 

R0120 Best estimate          - 

R0130 Risk margin         - 

  
 

  
   

  

R0200 Technical provisions – total 223,632     - 223,632 
`
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S.22.01.21 Impact of long term guarantees measures and transitionals  

  

£000 Amount with 
Long Term 
Guarantee 

measures and 
transitionals 

Impact of 
transitional on 

technical 
provisions 

Impact of 
transitional on 

interest rate 

Impact of  
volatility 

adjustment  
set to zero 

Impact of  
matching 

adjustment  
set to zero 

  
 

C0010 C0030 C0050 C0070 C0090 

R0010 Technical provisions 108,017,144 2,054,250 - - 2,217,450 

R0020 Basic own funds 8,229,159 (1,623,922) - - (1,822,744) 

R0050 
Eligible own funds to meet Solvency Capital 
Requirement 

8,229,159 (1,623,922) - - (1,822,744) 

R0090 Solvency Capital Requirement 5,699,656 282,522 - - 2,520,094 

R0100 
Eligible own funds to meet Minimum Capital 
Requirement 

6,793,233 (1,609,796) - - (1,696,740) 

R0110 Minimum Capital Requirement 1,424,914 70,631 - - 630,024 

  



SCOTTISH WIDOWS GROUP   154 

 
 

  
 

 

S.23.01.01 Own Funds 

  

Basic own funds before deduction for participations in 
other financial sector as foreseen in article 68 of Delegated 
Regulation 2015/35 
£000 

Total 
Tier 1 

unrestricted 
Tier 1 

restricted 
Tier 2 Tier 3 

    C0010 C0020 C0030 C0040 C0050 

R0010 Ordinary share capital (gross of own shares) 70,000 70,000   -   

R0030 Share premium account related to ordinary share capital 1,000 1,000   -   

R0040 
Initial funds, members' contributions or the equivalent basic 
own-fund item for mutual and mutual-type undertakings  

- -   -   

R0050 Subordinated mutual member accounts -   - - - 

R0070 Surplus funds 1,474,323 1,474,323       

R0090 Preference shares -   - - - 

R0110 Share premium account related to preference shares -   - - - 

R0130 Reconciliation reserve 4,962,927 4,962,927       

R0140 Subordinated liabilities 1,720,909   - 1,720,909 - 

R0160 An amount equal to the value of net deferred tax assets -       - 

R0180 
Other own fund items approved by the supervisory authority 
as basic own funds not specified above  

- - - - - 

  
Own funds from the financial statements that should not be 
represented by the reconciliation reserve and do not meet 
the criteria to be classified as Solvency II own funds 

          

       

R0220 
Own funds from the financial statements that should not be 
represented by the reconciliation reserve and do not meet 
the criteria to be classified as Solvency II own funds 

- 

< Note: this 
deduction 
now included 
in 
R0290/C0020 

    

  Deductions           

R0230 
Deductions for participations in financial and credit 
institutions 

- - - -   

              

R0290 Total basic own funds after deductions 8,229,159 6,508,250 - 1,720,909 - 

              

  Ancillary own funds           

R0300 
Unpaid and uncalled ordinary share capital callable on 
demand 

-         

R0310 
Unpaid and uncalled initial funds, members' contributions or 
the equivalent basic own fund item for mutual and mutual - 
type undertakings, callable on demand 

-         

R0320 Unpaid and uncalled preference shares callable on demand -         

R0330 
A legally binding commitment to subscribe and pay for 
subordinated liabilities on demand  

-         

R0340 
Letters of credit and guarantees under Article 96(2) of the 
Directive 2009/138/EC 

-         

R0350 
Letters of credit and guarantees other than under Article 
96(2) of the Directive 2009/138/EC 

-         

R0360 
Supplementary members calls under first subparagraph of 
Article 96(3) of the Directive 2009/138/EC 

-         

R0370 
Supplementary members calls - other than under first 
subparagraph of Article 96(3) of the Directive 2009/138/EC 

-         

R0390 Other ancillary own funds -         

R0400 Total ancillary own funds -     - - 
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Basic own funds before deduction for participations 
in other financial sector as foreseen in article 68 of 
Delegated Regulation 2015/35 
£000 

Total 
Tier 1 

unrestricted 
Tier 1 

restricted 
Tier 2 Tier 3 

  C0010 C0020 C0030 C0040 C0050 

  Available and eligible own funds 
    

  

R0500 Total available own funds to meet the SCR 8,229,159 6,508,250 - 1,720,909 - 

R0510 Total available own funds to meet the MCR 8,229,159 6,508,250 - 1,720,909   

R0540 Total eligible own funds to meet the SCR 8,229,159 6,508,250 - 1,720,909 - 

R0550 Total eligible own funds to meet the MCR 6,793,233 6,508,250 - 284,983   

  
     

  

R0580 SCR 5,699,656 
   

  

R0600 MCR 1,424,914 
   

  

R0620 Ratio of Eligible own funds to SCR 144% 
   

  

R0640 Ratio of Eligible own funds to MCR 477% 
   

  

  
     

  

  Reconcilliation reserve C0060 
   

  

R0700 Excess of assets over liabilities 9,853,616 
   

  

R0710 Own shares (held directly and indirectly) - 
   

  

R0720 Foreseeable dividends, distributions and charges 2,449,157 
   

  

R0730 Other basic own fund items  1,545,323 
   

  

R0740 
Adjustment for restricted own fund items in respect 
of matching adjustment portfolios and ring fenced 
funds 

896,209 
   

  

R0760 Reconciliation reserve 4,962,927 
   

  

  
     

  

  Expected profits 
    

  

R0770 
Expected profits included in future premiums (EPIFP) 
- Life business 

139,959 
   

  

R0780 
Expected profits included in future premiums (EPIFP) 
- Non- life business 

  
   

  

R0790 
Total Expected profits included in future premiums 
(EPIFP) 

139,959         
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S.25.03.01 Solvency Capital Requirement - for undertakings on Full Internal Models 

  

Unique number  
of component 

Component description 

Calculation of the 
Solvency Capital 

Requirement 
£000 

Row C0010 C0020 C0030 

1 10300I Interest rate risk - Insurer (134,538) 

2 10300P Interest rate risk - SPS 263,384 

3 10400I Equity risk - Insurer 1,121,245 

4 10400P Equity risk - SPS 133,803 

5 10600I Property risk - Insurer 72,871 

6 10600P Property risk - SPS 31,211 

7 10700I Credit and Swap spread risks - Insurer 1,722,563 

8 10700P Credit and Swap spread risks - SPS (271,435) 

9 10900I Currency risk - Insurer 74,143 

10 10900P Currency risk - SPS - 

11 11000I Other Market Risks – Insurer 286,893 

12 11000P Other Market Risks - SPS (24,666) 

13 19900I Diversification within market risk (461,783) 

14 20300I Counterparty risks 85,543 

15 30100I Mortality risk 64,863 

16 30200I Longevity risk - Insurer 1,198,308 

17 30200P Longevity risk - SPS 211,867 

18 30300I Morbidity risk 286,044 

19 30400I Mass Lapse risk 473,745 

20 30500I Other Lapse risk 380,173 

21 30600I Expense risk 816,710 

22 30800I Mortality Catastrophe risk 27,783 

23 30900I Other Life Underwriting risk - 

24 39900I Diversification within life underwriting risk (1,319,145) 

25 50100I Non-Life Premium risk - 

26 50200I Non-Life Reserving risk - 

27 50300I Non-Life Catastrophe risk - 

28 50500I Other Non-Life underwriting risk - 

29 59900I Diversification within Non-Life underwriting risk - 

30 70100I Operational risk 2,150,930 

31 80100I Other risks 1,016,521 

32 80200I Loss-absorbing capacity of technical provisions - 

33 80300I Loss-absorbing capacity of deferred tax - 

34 80400I Other adjustments 39,816 

        

  Calculation of Solvency Capital Requirement C0100 

R0110 Total undiversified components 8,246,850 

R0060 Diversification 
 

(2,547,194) 

R0160 Capital requirement for business operated in accordance with Art. 4 of Directive 2003/41/EC - 

R0200 Solvency capital requirement excluding capital add-on 5,699,656 

R0210 Capital add-ons already set - 

R0220 Solvency capital requirement 5,699,656 

  
  

  

  Other information on SCR   

R0300 Amount/estimate of the overall loss-absorbing capacity of technical provisions - 

R0310 Amount/estimate of the overall loss-absorbing capacity ot deferred taxes (741,629) 

R0410 Total amount of Notional Solvency Capital Requirements for remaining part 3,662,715 

R0420 Total amount of Notional Solvency Capital Requirement for ring fenced funds 564,433 

R0430 Total amount of Notional Solvency Capital Requirement for matching adjustment portfolios 1,472,508 

R0440 Diversification effects due to RFF nSCR aggregation for article 304 - 

R0460 Net future discretionary benefits 7,060,079 
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S.28.01.01 Minimum Capital Requirement - Only life or only non-life insurance or 

reinsurance activity  

  
Linear formula component for non-life insurance and 
reinsurance obligations 

C0010               

R0010 MCRNL Result - 
      

  

  

£000 

  

Net (of 
reinsurance/SP

V) best 
estimate and 
TP calculated 

as a whole 

Net (of 
reinsuranc
e) written 
premiums 
in the last 
12 months 

          

  
  

C0020 C0030 
 

α β 
 

α.B + 
β.C 

R0020 Medical expense insurance and proportional reinsurance 
 

    
 

4.7% 4.7% 
 

- 

R0030 Income protection insurance and proportional reinsurance 
 

    
 

13.1% 8.5% 
 

- 

R0040 
Workers' compensation insurance and proportional 
reinsurance  

    
 

10.7% 7.5% 
 

- 

R0050 Motor vehicle liability insurance and proportional reinsurance 
 

    
 

8.5% 9.4% 
 

- 

R0060 Other motor insurance and proportional reinsurance 
 

    
 

7.5% 7.5% 
 

- 

R0070 
Marine, aviation and transport insurance and proportional 
reinsurance  

    
 

10.3% 14.0% 
 

- 

R0080 
Fire and other damage to property insurance and 
proportional reinsurance  

    
 

9.4% 7.5% 
 

- 

R0090 General liability insurance and proportional reinsurance 
 

    
 

10.3% 13.1% 
 

- 

R0100 Credit and suretyship insurance and proportional reinsurance 
 

    
 

17.7% 11.3% 
 

- 

R0110 Legal expenses insurance and proportional reinsurance 
 

    
 

11.3% 6.6% 
 

- 

R0120 Assistance and proportional reinsurance 
 

    
 

18.6% 8.5% 
 

- 

R0130 
Miscellaneous financial loss insurance and proportional 
reinsurance  

    
 

18.6% 12.2% 
 

- 

R0140 Non-proportional health reinsurance 
 

    
 

18.6% 15.9% 
 

- 

R0150 Non-proportional casualty reinsurance 
 

    
 

18.6% 15.9% 
 

- 

R0160 Non-proportional marine, aviation and transport reinsurance 
 

    
 

18.6% 15.9% 
 

- 

R0170 Non-proportional property reinsurance 
 

    
 

18.6% 15.9% 
 

- 

            
  

TS MCR.12 
  - 
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Linear formula component for life insurance and 
reinsurance obligations 

C0040             

R0200 MCRL Result 804,641 
     

  

  

£000 

  

Net (of 
reinsurance/SP

V) best 
estimate and TP 
calculated as a 

whole 

Net (of 
reinsurance/SP
V) total capital 

at risk 

        

  
  

C0050 C0060 
   

  

R0210 
Obligations with profit participation - guaranteed 
benefits  

9,234,182 
  

3.7% 
 

341,665 

R0220 
Obligations with profit participation - future 
discretionary benefits  

7,060,079 
  

-5.2% 
 

(367,124) 

R0230 Index-linked and unit-linked insurance obligations  
 

69,156,343 
  

0.7% 
 

484,094 

R0240 
Other life (re)insurance and health (re)insurance 
obligations  

15,097,709 
  

2.1% 
 

317,052 

R0250 Total capital at risk for all life (re)insurance obligations 
  

41,362,568 
 

0.07% 
 

28,954 

  
    

TS MCR.13 
 

804,641 

  Overall MCR calculation C0070 
     

  

R0300 Linear MCR 804,641 
     

  

R0310 SCR 5,699,656 
     

  

R0320 MCR cap 2,564,845 
     

  

R0330 MCR floor 1,424,914 
     

  

R0340 Combined MCR 1,424,914 
     

  

R0350 Absolute floor of the MCR 3,332 
     

  

  
       

  

R0400 Minimum Capital Requirement 1,424,914             
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Appendix D2: 

Quantitative Reporting Templates: Lloyds Bank General Insurance Limited 

 

S.02.01.01 Balance Sheet 

 £000   
Solvency II 

 value 

  Assets C0010 

R0010 Goodwill   

R0020 Deferred acquisition costs   

R0030 Intangible assets   

R0040 Deferred tax assets   

R0050 Pension benefit surplus   

R0060 Property, plant & equipment held for own use - 

R0070 Investments (other than assets held for index-linked and unit-linked contracts)  650,494 

R0080 Property (other than for own use) - 

R0090 Holdings in related undertakings, including participations - 

R0100 Equities - 

R0110 Equities - listed - 

R0120 Equities - unlisted - 

R0130 Bonds 280,467 

R0140 Government Bonds - 

R0150 Corporate Bonds - 

R0160 Structured notes - 

R0170 Collateralised securities 280,467 

R0180 Collective Investments Undertakings 370,027 

R0190 Derivatives   

R0200 Deposits other than cash equivalents - 

R0210 Other investments - 

R0220 Assets held for index-linked and unit-linked contracts   

R0230 Loans and mortgages - 

R0240 Loans on policies - 

R0250 Loans and mortgages to individuals   

R0260 Other loans and mortgages   

R0270 Reinsurance recoverables from: 6,222 

R0280 Non-life and health similar to non-life 6,222 

R0290 Non-life excluding health 6,222 

R0300 Health similar to non-life - 

R0310 Life and health similar to life, excluding index-linked and unit-linked - 

R0320 Health similar to life   

R0330 Life excluding health and index-linked and unit-linked   

R0340 Life index-linked and unit-linked   

R0350 Deposits to cedants - 

R0360 Insurance and intermediaries receivables 147,380 

R0370 Reinsurance receivables   

R0380 Receivables (trade, not insurance)   

R0390 Own shares (held directly) - 

R0400 Amounts due in respect of own fund items or initial fund called up but not yet paid in - 

R0410 Cash and cash equivalents 17,072 

R0420 Any other assets, not elsewhere shown   

R0500 Total assets 821,169 
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 £000   
Solvency II 

 value 

  Liabilities C0010 

R0510 Technical provisions - non-life 177,265 

R0520 Technical provisions - non-life (excluding health) 175,223 

R0530 TP calculated as a whole - 

R0540 Best Estimate 160,474 

R0550 Risk margin 14,748 

R0560 Technical provisions - health (similar to non-life) 2,042 

R0570 TP calculated as a whole - 

R0580 Best Estimate 1,757 

R0590 Risk margin 285 

R0600 Technical provisions - life (excluding index-linked and unit-linked) - 

R0610 Technical provisions - health (similar to life) - 

R0620 TP calculated as a whole   

R0630 Best Estimate   

R0640 Risk margin   

R0650 Technical provisions - life (excluding health and index-linked and unit-linked) - 

R0660 TP calculated as a whole   

R0670 Best Estimate   

R0680 Risk margin   

R0690 Technical provisions - index-linked and unit-linked - 

R0700 TP calculated as a whole   

R0710 Best Estimate   

R0720 Risk margin   

R0730 Other technical provisions   

R0740 Contingent liabilities - 

R0750 Provisions other than technical provisions 5,125 

R0760 Pension benefit obligations   

R0770 Deposits from reinsurers   

R0780 Deferred tax liabilities 17,249 

R0790 Derivatives   

R0800 Debts owed to credit institutions 9,389 

R0810 Financial liabilities other than debts owed to credit institutions   

R0820 Insurance & intermediaries payables 136,594 

R0830 Reinsurance payables   

R0840 Payables (trade, not insurance) 27,835 

R0850 Subordinated liabilities - 

R0860 Subordinated liabilities not in BOF   

R0870 Subordinated liabilities in BOF - 

R0880 Any other liabilities, not elsewhere shown   

R0900 Total liabilities 373,457 

  
  

R1000 Excess of assets over liabilities 447,712 
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S.05.01.01 Premiums, claims and expenses by line of business 

  
Non-life 
£000 

Line of Business for: non-life insurance and reinsurance obligations 
(direct business and accepted proportional reinsurance) 

Total 

    
Medical 
expense 

insurance 

Income 
protection 
insurance 

Fire and 
other 

damage 
to 

property 
insurance 

General 
liability 

insurance 

Miscellaneous 
financial loss 

  
 

C0010 C0020 C0070 C0080 C0120 C0200 

  Premiums written 
     

  

R0110  Gross - Direct Business 1,247 8,214 544,570 11,114 5,653 570,798 

R0120  Gross - Proportional reinsurance accepted            - 

R0130  Gross - Non-proportional reinsurance accepted            - 

R0140  Reinsurers' share     20,611     20,611 

R0200  Net 1,247 8,214 523,960 11,114 5,653 550,187 

  Premiums earned 
     

  

R0210  Gross - Direct Business 1,350 8,546 576,685 11,769 5,897 604,248 

R0220  Gross - Proportional reinsurance accepted            - 

R0230  Gross - Non-proportional reinsurance accepted            - 

R0240  Reinsurers' share     18,285     18,285 

R0300  Net 1,350 8,546 558,400 11,769 5,897 585,962 

  Claims incurred 
     

  

R0310  Gross - Direct Business 654 1,591 214,460 4,377 1,548 222,629 

R0320  Gross - Proportional reinsurance accepted            - 

R0330  Gross - Non-proportional reinsurance accepted            - 

R0340  Reinsurers' share     5     5 

R0400  Net 654 1,591 214,455 4,377 1,548 222,625 

  Changes in other technical provisions 
     

  

R0410  Gross - Direct Business         (214) (214) 

R0420  Gross - Proportional reinsurance accepted            - 

R0430  Gross - Non-proportional reinsurance accepted            - 

R0440  Reinsurers' share           - 

R0500  Net - - - - (214) (214) 

  
      

  

R0550 Expenses incurred 481 6,993 314,857 6,426 4,707 333,464 

R1200 Other expenses 
     

  

R1300 Total expenses           333,464 

 
 
 
 
 
  



SCOTTISH WIDOWS GROUP   162 

 
 

  
 

 

S.05.02.01 Premiums, claims and expenses by country 

  
C0010 C0020 C0030 C0040 C0050 C0060 C0070 

  
Non-life 
£000 Home 

Country 

Top 5 countries (by amount of gross premiums written) - non-life 
obligations 

Total 
Top 5 
and 

home 
country 

R0010             

  
 

C0080 C0090 C0100 C0110 C0120 C0130 C0140 

  Premiums written 
      

  

R0110  Gross - Direct Business 570,798           570,798 

R0120  Gross - Proportional reinsurance accepted              - 

R0130 
 Gross - Non-proportional reinsurance 
accepted  

            - 

R0140  Reinsurers' share 20,611           20,611 

R0200  Net 550,187 - - - - - 550,187 

  Premiums earned 
      

  

R0210  Gross - Direct Business 604,248           604,248 

R0220  Gross - Proportional reinsurance accepted              - 

R0230 
 Gross - Non-proportional reinsurance 
accepted  

            - 

R0240  Reinsurers' share 18,285           18,285 

R0300  Net 585,962 - - - - - 585,962 

  Claims incurred 
      

  

R0310  Gross - Direct Business 222,629           222,629 

R0320  Gross - Proportional reinsurance accepted              - 

R0330 
 Gross - Non-proportional reinsurance 
accepted  

            - 

R0340  Reinsurers' share 5           5 

R0400  Net 222,625 - - - - - 222,625 

  Changes in other technical provisions 
      

  

R0410  Gross - Direct Business (214)           (214) 

R0420  Gross - Proportional reinsurance accepted              - 

R0430 
 Gross - Non-proportional reinsurance 
accepted  

            - 

R0440  Reinsurers' share             - 

R0500  Net (214) - - - - - (214) 

  
 

              

R0550 Expenses incurred 333,464           333,464 

R1200 Other expenses   
     

  

R1300 Total expenses             333,464 
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S.17.01.01 Non-Life Technical Provisions 

  £000 Direct business and accepted proportional reinsurance 

Total Non-
Life 

obligation     
Medical 
expense 

insurance 

Income 
protection 
insurance 

Fire and 
other 

damage to 
property 
insurance 

General 
liability 

insurance 

Miscellaneous 
financial loss 

  
 

C0020 C0030 C0080 C0090 C0130 C0180 

R0010 Technical provisions calculated as a whole - - - - - - 

R0050 Total Recoverables from reinsurance/SPV and Finite Re 
after the adjustment for expected losses due to 
counterparty default associated to TP calculated as a 
whole 

          - 

  
     

  

  
      

  

  Technical provisions calculated as a sum of BE and RM 
     

  

  Best estimate 
     

  

  Premium provisions 
     

  

R0060 Gross - Total  328 (1,181) 34,378 390 1,859 35,774 

R0140 
Total recoverable from reinsurance/SPV and Finite Re 
after the adjustment for expected losses due to 
counterparty default 

    5,987     5,987 

R0150 Net Best Estimate of Premium Provisions 328 (1,181) 28,391 390 1,859 29,787 

  
      

  

  Claims provisions 
     

  

R0160 Gross - Total  284 2,327 109,905 12,742 1,200 126,458 

R0240 
Total recoverable from reinsurance/SPV and Finite Re 
after the adjustment for expected losses due to 
counterparty default 

    235     235 

R0250 Net Best Estimate of Claims Provisions 284 2,327 109,669 12,742 1,200 126,223 

  
      

  

R0260 Total best estimate – gross 611 1,146 144,283 13,132 3,060 162,232 

R0270 Total best estimate – net 611 1,146 138,061 13,132 3,060 156,010 

  
      

  

R0280 Risk margin 37 248 12,778 1,536 435 15,033 

  Amount of the transitional on Technical Provisions        

R0290 TP as a whole           - 

R0300 Best estimate            - 

R0310 Risk margin           - 

          

R0320 Technical provisions – total 648 1,394 157,061 14,668 3,495 177,265 

R0330 
Recoverable from reinsurance contract/SPV and Finite 
Re after the adjustment for expected losses due to 
counterparty default - total 

- - 6,222 - - 6,222 

R0340 
Technical provisions minus recoverables from 
reinsurance/SPV and Finite Re- total 

648 1,394 150,839 14,668 3,495 171,043 
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S.19.01.01 Non-Life insurance claims 

Total Non Life Business 

Gross Claims Paid (non-cumulative) £000                         

(absolute amount)                             

  
              

  

  C0010 C0020 C0030 C0040 C0050 C0060 C0070 C0080 C0090 C0100 C0110 
 

C0170 
 

C0180 

Year Development year 
  

In 
Current 

year 

 
Sum of 
years 

(cumulative)   0 1 2 3 4 5 6 7 8 9 10 & + 
  

Prior                     143 
 

143 
 

143 

N-9 213,317 89,286 15,191 3,173 1,305 1,232 426 403 154 94 
  

94 
 

324,581 

N-8 107,500 75,689 7,260 1,962 1,425 1,155 1,120 (956) 96 
   

96 
 

195,250 

N-7 136,603 76,414 6,794 3,891 1,667 1,149 (120) 297 
    

297 
 

226,695 

N-6 122,280 73,693 11,616 2,377 1,769 732 1,246 
     

1,246 
 

213,713 

N-5 77,531 56,394 6,365 1,928 1,253 1,545 
      

1,545 
 

145,017 

N-4 137,492 57,601 5,595 2,035 1,150 
       

1,150 
 

203,872 

N-3 98,201 61,464 6,748 2,242 
        

2,242 
 

168,654 

N-2 103,642 40,598 4,516 
         

4,516 
 

148,755 

N-1 111,999 75,319 
          

75,319 
 

187,318 

N 141,055 
           

141,055 
 

141,055 

                        Total 227,702   1,955,053 

 
 

Gross undiscounted Best Estimate Claims Provisions £000                 

(absolute amount)                         

  
            

C0360 

 
C0200 C0210 C0220 C0230 C0240 C0250 C0260 C0270 C0280 C0290 C0300 

 Year end 
(discounted 

data) 
Year Development year 

  

  0 1 2 3 4 5 6 7 8 9 10 & + 
 

Prior                     1,518 
 

1,515 

N-9 128,895 44,841 21,306 14,240 6,314 1,266 618 (556) 487 428 
  

427 

N-8 92,807 17,536 10,844 3,309 2,171 1,355 395 939 725 
   

724 

N-7 123,728 39,970 15,314 9,632 9,121 7,495 1,470 1,080 
    

1,078 

N-6 114,785 22,941 11,152 8,102 5,995 2,233 1,249 
     

1,246 

N-5 66,248 15,071 7,811 5,142 2,770 1,492 
      

1,490 

N-4 65,267 11,490 6,527 3,541 2,518 
       

2,513 

N-3 75,777 16,192 5,928 4,017 
        

4,009 

N-2 49,829 8,401 4,304 
         

4,296 

N-1 88,339 16,081 
          

16,049 

N 80,055 
           

79,908 

  
           

Total 113,255 
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S.23.01.01 Own Funds 

  
Basic own funds before deduction for participations in other financial 
sector as foreseen in article 68 of Delegated Regulation 2015/35 
£000 

Total 
Tier 1 

unrestricted 
Tier 1 

restricted 
Tier 2 Tier 3 

  
 

C0010 C0020 C0030 C0040 C0050 

R0010 Ordinary share capital (gross of own shares) 86,700 86,700   -   

R0030 Share premium account related to ordinary share capital - -   -   

R0040 
Initial funds, members' contributions or the equivalent basic own-fund 
item for mutual and mutual-type undertakings  

- -   -   

R0050 Subordinated mutual member accounts -   - - - 

R0070 Surplus funds - -       

R0090 Preference shares -   - - - 

R0110 Share premium account related to preference shares -   - - - 

R0130 Reconciliation reserve 361,012 361,012       

R0140 Subordinated liabilities -   - - - 

R0160 An amount equal to the value of net deferred tax assets -       - 

R0180 
Other own fund items approved by the supervisory authority as basic own 
funds not specified above  

- - - - - 

  
     

  

  
Own funds from the financial statements that should not be 
represented by the reconciliation reserve and do not meet the criteria 
to be classified as Solvency II own funds 

    
  

R0220 
Own funds from the financial statements that should not be represented 
by the reconciliation reserve and do not meet the criteria to be classified 
as Solvency II own funds 

- < Note: this deduction now included in R0290/C0020   

  
     

  

  Deductions 
    

  

R0230 Deductions for participations in financial and credit institutions - - - -   

  
     

  

R0290 Total basic own funds after deductions 447,712 447,712 - - - 

  
     

  

  Ancillary own funds 
    

  

R0300 Unpaid and uncalled ordinary share capital callable on demand -         

R0310 
Unpaid and uncalled initial funds, members' contributions or the 
equivalent basic own fund item for mutual and mutual - type 
undertakings, callable on demand 

-         

R0320 Unpaid and uncalled preference shares callable on demand -         

R0330 
A legally binding commitment to subscribe and pay for subordinated 
liabilities on demand  

-         

R0340 
Letters of credit and guarantees under Article 96(2) of the Directive 
2009/138/EC 

-         

R0350 
Letters of credit and guarantees other than under Article 96(2) of the 
Directive 2009/138/EC 

-         

R0360 
Supplementary members calls under first subparagraph of Article 96(3) of 
the Directive 2009/138/EC 

-         

R0370 
Supplementary members calls - other than under first subparagraph of 
Article 96(3) of the Directive 2009/138/EC 

-         

R0390 Other ancillary own funds -         

R0400 Total ancillary own funds -     - - 
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Basic own funds before deduction for participations in other financial 
sector as foreseen in article 68 of Delegated Regulation 2015/35 
£000 

Total 
Tier 1 

unrestricted 
Tier 1 

restricted 
Tier 2 Tier 3 

  Available and eligible own funds 
    

  

R0500 Total available own funds to meet the SCR 447,712 447,712 - - - 

R0510 Total available own funds to meet the MCR 447,712 447,712 - -   

R0540 Total eligible own funds to meet the SCR 447,712 447,712 - - - 

R0550 Total eligible own funds to meet the MCR 447,712 447,712 - -   

  
     

  

R0580 SCR 289,370 
   

  

R0600 MCR 72,343 
   

  

R0620 Ratio of Eligible own funds to SCR 155% 
   

  

R0640 Ratio of Eligible own funds to MCR 619% 
   

  

  
     

  

  Reconcilliation reserve C0060 
   

  

R0700 Excess of assets over liabilities 447,712 
   

  

R0710 Own shares (held directly and indirectly) - 
   

  

R0720 Foreseeable dividends, distributions and charges  
   

  

R0730 Other basic own fund items  86,700 
   

  

R0740 
Adjustment for restricted own fund items in respect of matching 
adjustment portfolios and ring fenced funds 

- 
   

  

R0760 Reconciliation reserve 361,012 
   

  

  
     

  

  Expected profits 
    

  

R0770 Expected profits included in future premiums (EPIFP) - Life business  
   

  

R0780 
Expected profits included in future premiums (EPIFP) - Non- life 
business 

51,112 
   

  

R0790 Total Expected profits included in future premiums (EPIFP) 51,112         
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S.25.03.01 Solvency Capital Requirement - for undertakings on Full Internal Models 
  

Unique number  
of component 

Component description 

Calculation of the 
Solvency Capital 

Requirement 
£000 

Row C0010 C0020 C0030 

1 10300I Interest rate risk - Insurer 14,091 

2 10300P Interest rate risk - SPS - 

3 10400I Equity risk - Insurer - 

4 10400P Equity risk - SPS - 

5 10600I Property risk - Insurer 965 

6 10600P Property risk - SPS - 

7 10700I Credit and Swap spread risks - Insurer 33,246 

8 10700P Credit and Swap spread risks - SPS - 

9 10900I Currency risk - Insurer - 

10 10900P Currency risk - SPS - 

11 11000I Other Market Risks - Insurer - 

12 11000P Other Market Risks - SPS - 

13 19900I Diversification within market risk (24,964) 

14 20300I Counterparty risks - 

15 30100I Mortality risk - 

16 30200I Longevity risk - Insurer - 

17 30200P Longevity risk - SPS - 

18 30300I Morbidity risk - 

19 30400I Mass Lapse risk - 

20 30500I Other Lapse risk - 

21 30600I Expense risk - 

22 30800I Mortality Catastrophe risk - 

23 30900I Other Life Underwriting risk - 

24 39900I Diversification within life underwriting risk - 

25 50100I Non-Life Premium risk 81,598 

26 50200I Non-Life Reserving risk 25,113 

27 50300I Non-Life Catastrophe risk 172,552 

28 50500I Other Non-Life underwriting risk (1,544) 

29 59900I Diversification within Non-Life underwriting risk (111,345) 

30 70100I Operational risk 94,226 

31 80100I Other risks 63,348 

32 80200I Loss-absorbing capacity of technical provisions - 

33 80300I Loss-absorbing capacity of deferred tax - 

34 80400I Other adjustments - 

        

  Calculation of Solvency Capital Requirement C0100 

R0110 Total undiversified components 347,288 

R0060 Diversification 
 

(57,917) 

R0160 Capital requirement for business operated in accordance with Art. 4 of Directive 2003/41/EC  - 

R0200 Solvency capital requirement excluding capital add-on 289,370 

R0210 Capital add-ons already set  - 

R0220 Solvency capital requirement 289,370 

  
  

  

  Other information on SCR   

R0300 Amount/estimate of the overall loss-absorbing capacity of technical provisions  - 

R0310 Amount/estimate of the overall loss-absorbing capacity ot deferred taxes (40,423) 

R0410 Total amount of Notional Solvency Capital Requirements for remaining part 289,370 

R0420 Total amount of Notional Solvency Capital Requirement for ring fenced funds  - 

R0430 Total amount of Notional Solvency Capital Requirement for matching adjustment portfolios  - 

R0440 Diversification effects due to RFF nSCR aggregation for article 304  - 

R0460 Net future discretionary benefits  - 
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S.28.01.01 Minimum Capital Requirement - Only life or only non-life insurance or 

reinsurance activity  

  
Linear formula component for non-life insurance and 
reinsurance obligations 

C0010               

R0010 MCRNL Result 57,278 
      

  

  

 £000 

  

Net (of 
reinsurance/

SPV) best 
estimate and 
TP calculated 

as a whole 

Net (of 
reinsuranc
e) written 
premiums 
in the last 
12 months 

          

  
  

C0020 C0030 
 

α β 
 

α.B + 
β.C 

R0020 Medical expense insurance and proportional reinsurance 
 

611 1,247 
 

4.7% 4.7% 
 

87 

R0030 Income protection insurance and proportional reinsurance 
 

1,146 8,214 
 

13.1% 8.5% 
 

848 

R0040 
Workers' compensation insurance and proportional 
reinsurance  

-   
 

10.7% 7.5% 
 

- 

R0050 Motor vehicle liability insurance and proportional reinsurance 
 

-   
 

8.5% 9.4% 
 

- 

R0060 Other motor insurance and proportional reinsurance 
 

-   
 

7.5% 7.5% 
 

- 

R0070 
Marine, aviation and transport insurance and proportional 
reinsurance  

-   
 

10.3% 14.0% 
 

- 

R0080 
Fire and other damage to property insurance and 
proportional reinsurance  

138,061 523,960 
 

9.4% 7.5% 
 

52,275 

R0090 General liability insurance and proportional reinsurance 
 

13,132 11,114 
 

10.3% 13.1% 
 

2,809 

R0100 Credit and suretyship insurance and proportional reinsurance 
 

-   
 

17.7% 11.3% 
 

- 

R0110 Legal expenses insurance and proportional reinsurance 
 

-   
 

11.3% 6.6% 
 

- 

R0120 Assistance and proportional reinsurance 
 

-   
 

18.6% 8.5% 
 

- 

R0130 
Miscellaneous financial loss insurance and proportional 
reinsurance  

3,060 5,653 
 

18.6% 12.2% 
 

1,259 

R0140 Non-proportional health reinsurance 
 

-   
 

18.6% 15.9% 
 

- 

R0150 Non-proportional casualty reinsurance 
 

-   
 

18.6% 15.9% 
 

- 

R0160 Non-proportional marine, aviation and transport reinsurance 
 

-   
 

18.6% 15.9% 
 

- 

R0170 Non-proportional property reinsurance 
 

-   
 

18.6% 15.9% 
 

- 

            
  

TS MCR.12 
  57,278 
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Linear formula component for life insurance and reinsurance 
obligations 

C0040             

R0200 MCRL Result - 
     

  

  

 £000 
 

  

Net (of 
reinsurance/

SPV) best 
estimate 
and TP 

calculated as 
a whole 

Net (of 
reinsurance/SPV) 

total capital at 
risk 

        

  
  

C0050 C0060 
   

  

R0210 Obligations with profit participation - guaranteed benefits 
 

    
 

3.7% 
 

- 

R0220 Obligations with profit participation - future discretionary benefits 
 

    
 

-5.2% 
 

- 

R0230 Index-linked and unit-linked insurance obligations  
 

    
 

0.7% 
 

- 

R0240 Other life (re)insurance and health (re)insurance obligations 
 

    
 

2.1% 
 

- 

R0250 Total capital at risk for all life (re)insurance obligations 
 

    
 

0.07% 
 

- 

  
    

TS MCR.13 
 

- 

  Overall MCR calculation C0070 
     

  

R0300 Linear MCR 57,278 
     

  

R0310 SCR 289,370 
     

  

R0320 MCR cap 130,217 
     

  

R0330 MCR floor 72,343 
     

  

R0340 Combined MCR 72,343 
     

  

R0350 Absolute floor of the MCR 3,332 
     

  

  
       

  

R0400 Minimum Capital Requirement 72,343             
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Appendix D3: 

Quantitative Reporting Templates: St. Andrew’s Insurance plc 

 

S.02.01.01 Balance sheet 

 £000 
 

  
Solvency II 

 value 

  Assets C0010 

R0010 Goodwill   

R0020 Deferred acquisition costs   

R0030 Intangible assets   

R0040 Deferred tax assets   

R0050 Pension benefit surplus   

R0060 Property, plant & equipment held for own use - 

R0070 Investments (other than assets held for index-linked and unit-linked contracts)  463,559 

R0080 Property (other than for own use) - 

R0090 Holdings in related undertakings, including participations - 

R0100 Equities - 

R0110 Equities - listed - 

R0120 Equities - unlisted - 

R0130 Bonds 142,092 

R0140 Government Bonds - 

R0150 Corporate Bonds 2,375 

R0160 Structured notes - 

R0170 Collateralised securities 139,718 

R0180 Collective Investments Undertakings 321,467 

R0190 Derivatives   

R0200 Deposits other than cash equivalents - 

R0210 Other investments - 

R0220 Assets held for index-linked and unit-linked contracts   

R0230 Loans and mortgages - 

R0240 Loans on policies - 

R0250 Loans and mortgages to individuals   

R0260 Other loans and mortgages   

R0270 Reinsurance recoverables from: 1,997 

R0280 Non-life and health similar to non-life 1,997 

R0290 Non-life excluding health 1,997 

R0300 Health similar to non-life - 

R0310 Life and health similar to life, excluding index-linked and unit-linked - 

R0320 Health similar to life   

R0330 Life excluding health and index-linked and unit-linked   

R0340 Life index-linked and unit-linked   

R0350 Deposits to cedants - 

R0360 Insurance and intermediaries receivables 65,919 

R0370 Reinsurance receivables   

R0380 Receivables (trade, not insurance)   

R0390 Own shares (held directly) - 

R0400 Amounts due in respect of own fund items or initial fund called up but not yet paid in - 

R0410 Cash and cash equivalents 19,167 

R0420 Any other assets, not elsewhere shown   

R0500 Total assets 550,642 
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£000   
Solvency II 

 value 

  Liabilities C0010 

R0510 Technical provisions - non-life 141,626 

R0520 Technical provisions - non-life (excluding health) 134,208 

R0530 TP calculated as a whole - 

R0540 Best Estimate 131,338 

R0550 Risk margin 2,870 

R0560 Technical provisions - health (similar to non-life) 7,418 

R0570 TP calculated as a whole - 

R0580 Best Estimate 7,169 

R0590 Risk margin 249 

R0600 Technical provisions - life (excluding index-linked and unit-linked) - 

R0610 Technical provisions - health (similar to life) - 

R0620 TP calculated as a whole   

R0630 Best Estimate   

R0640 Risk margin   

R0650 Technical provisions - life (excluding health and index-linked and unit-linked) - 

R0660 TP calculated as a whole   

R0670 Best Estimate   

R0680 Risk margin   

R0690 Technical provisions - index-linked and unit-linked - 

R0700 TP calculated as a whole   

R0710 Best Estimate   

R0720 Risk margin   

R0730 Other technical provisions   

R0740 Contingent liabilities - 

R0750 Provisions other than technical provisions 6,583 

R0760 Pension benefit obligations   

R0770 Deposits from reinsurers   

R0780 Deferred tax liabilities 16,540 

R0790 Derivatives   

R0800 Debts owed to credit institutions 9,135 

R0810 Financial liabilities other than debts owed to credit institutions   

R0820 Insurance & intermediaries payables 82,280 

R0830 Reinsurance payables   

R0840 Payables (trade, not insurance) 129,616 

R0850 Subordinated liabilities - 

R0860 Subordinated liabilities not in BOF   

R0870 Subordinated liabilities in BOF - 

R0880 Any other liabilities, not elsewhere shown   

R0900 Total liabilities 385,781 

  
 

  

R1000 Excess of assets over liabilities 164,861 
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S.05.01.01 Premiums, claims and expenses by line of business 

  
Non-life 
£000 

Line of Business for: non-life insurance and reinsurance obligations 
(direct business and accepted proportional reinsurance) 

Total 

    
Medical 
expense 

insurance 

Income 
protection 
insurance 

Fire and 
other 

damage 
to 

property 
insurance 

General 
liability 

insurance 

Miscellaneous 
financial loss 

  
 

C0010 C0020 C0070 C0080 C0120 C0200 

  Premiums written 
     

  

R0110  Gross - Direct Business   21,084 216,752 4,424 14,056 256,316 

R0120  Gross - Proportional reinsurance accepted            - 

R0130  Gross - Non-proportional reinsurance accepted            - 

R0140  Reinsurers' share   41 7,390   27 7,458 

R0200  Net - 21,043 209,362 4,424 14,029 248,858 

  Premiums earned 
     

  

R0210  Gross - Direct Business   21,124 239,474 4,887 14,083 279,568 

R0220  Gross - Proportional reinsurance accepted            - 

R0230  Gross - Non-proportional reinsurance accepted            - 

R0240  Reinsurers' share   42 7,758   28 7,828 

R0300  Net - 21,082 231,717 4,887 14,055 271,741 

  Claims incurred 
     

  

R0310  Gross - Direct Business   8,405 61,145 1,248 5,604 76,402 

R0320  Gross - Proportional reinsurance accepted            - 

R0330  Gross - Non-proportional reinsurance accepted            - 

R0340  Reinsurers' share   0 1   0 1 

R0400  Net - 8,405 61,144 1,248 5,603 76,401 

  Changes in other technical provisions 
     

  

R0410  Gross - Direct Business           - 

R0420  Gross - Proportional reinsurance accepted            - 

R0430  Gross - Non-proportional reinsurance accepted            - 

R0440  Reinsurers' share           - 

R0500  Net - - - - - - 

  
      

  

R0550 Expenses incurred - 8,254 92,879 1,895 5,503 108,531 

R1200 Other expenses 
     

  

R1300 Total expenses           108,531 
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S.05.02.01 Premiums, claims and expenses by country 

  
Non-life 
£000 

Home 
Country 

Top 5 countries (by amount of gross premiums written) - non-life 
obligations 

Total Top 
5 and 
home 

country R0010             

  
 

C0080 C0090 C0100 C0110 C0120 C0130 C0140 

  Premiums written 
      

  

R0110  Gross - Direct Business 256,316           256,316 

R0120  Gross - Proportional reinsurance accepted              - 

R0130 
 Gross - Non-proportional reinsurance 
accepted  

            - 

R0140  Reinsurers' share 7,458           7,458 

R0200  Net 248,858 - - - - - 248,858 

  Premiums earned 
      

  

R0210  Gross - Direct Business 279,568           279,568 

R0220  Gross - Proportional reinsurance accepted              - 

R0230 
 Gross - Non-proportional reinsurance 
accepted  

            - 

R0240  Reinsurers' share 7,828           7,828 

R0300  Net 271,741 - - - - - 271,741 

  Claims incurred 
      

  

R0310  Gross - Direct Business 76,402           76,402 

R0320  Gross - Proportional reinsurance accepted              - 

R0330 
 Gross - Non-proportional reinsurance 
accepted  

            - 

R0340  Reinsurers' share 1           1 

R0400  Net 76,401 - - - - - 76,401 

  Changes in other technical provisions 
      

  

R0410  Gross - Direct Business             - 

R0420  Gross - Proportional reinsurance accepted              - 

R0430 
 Gross - Non-proportional reinsurance 
accepted  

            - 

R0440  Reinsurers' share             - 

R0500  Net - - - - - - - 

  
 

              

R0550 Expenses incurred 108,531           108,531 

R1200 Other expenses   
     

  

R1300 Total expenses             108,531 
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S.17.01.01 Non-Life Technical Provisions 

  £000 Direct business and accepted proportional reinsurance 

Total Non-
Life 

obligation     
Medical 
expense 

insurance 

Income 
protection 
insurance 

Fire and 
other 

damage 
to 

property 
insurance 

General 
liability 

insurance 

Miscellaneous 
financial loss 

  
 

C0020 C0030 C0080 C0090 C0130 C0180 

R0010 Technical provisions calculated as a whole - - - - - - 

R0050 Total Recoverables from reinsurance/SPV and Finite Re 
after the adjustment for expected losses due to 
counterparty default associated to TP calculated as a whole 

          - 

  
     

  

  
      

  

  Technical provisions calculated as a sum of BE and RM 
     

  

  Best estimate 
     

  

  Premium provisions 
     

  

R0060 Gross - Total  - (37) 60,221 1,284 (25) 61,443 

R0140 
Total recoverable from reinsurance/SPV and Finite Re after 
the adjustment for expected losses due to counterparty 
default 

    1,962     1,962 

R0150 Net Best Estimate of Premium Provisions - (37) 58,259 1,284 (25) 59,482 

  
      

  

  Claims provisions 
     

  

R0160 Gross - Total  - 7,206 58,105 8,716 3,036 77,063 

R0240 
Total recoverable from reinsurance/SPV and Finite Re after 
the adjustment for expected losses due to counterparty 
default 

    35     35 

R0250 Net Best Estimate of Claims Provisions - 7,206 58,070 8,716 3,036 77,028 

  
      

  

R0260 Total best estimate - gross - 7,169 118,326 10,000 3,011 138,506 

R0270 Total best estimate - net - 7,169 116,329 10,000 3,011 136,509 

  
      

  

R0280 Risk margin   249 2,392 373 105 3,120 

  Amount of the transitional on Technical Provisions        

R0290 TP as a whole           - 

R0300 Best estimate            - 

R0310 Risk margin           - 

          

R0320 Technical provisions - total - 7,418 120,718 10,373 3,116 141,626 

R0330 
Recoverable from reinsurance contract/SPV and Finite Re 
after the adjustment for expected losses due to 
counterparty default - total 

- - 1,997 - - 1,997 

R0340 
Technical provisions minus recoverables from 
reinsurance/SPV and Finite Re- total 

- 7,418 118,721 10,373 3,116 139,629 
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S.19.01.01 Non-Life insurance claims 
Total Non Life Business 

 

Gross Claims Paid (non-cumulative) £000                         

(absolute amount)                             

  
              

  

  C0010 C0020 C0030 C0040 C0050 C0060 C0070 C0080 C0090 C0100 C0110 
 

C0170 
 

C0180 

Year Development year 
  

In 
Current 

year 

 
Sum of 
years 

(cumulative)   0 1 2 3 4 5 6 7 8 9 10 & + 
  

Prior                     372 
 

372 
 

372 

N-9 238,263 130,187 14,975 3,155 1,588 1,265 911 786 483 304 
  

304 
 

391,916 

N-8 147,115 93,426 10,568 3,175 2,318 1,403 1,849 872 367 
   

367 
 

261,093 

N-7 159,357 95,695 12,097 4,935 1,943 1,730 845 1,279 
    

1,279 
 

277,881 

N-6 131,687 125,228 15,116 5,741 3,483 2,759 715 
     

715 
 

284,729 

N-5 112,618 65,148 10,529 3,576 1,624 1,058 
      

1,058 
 

194,553 

N-4 110,971 63,306 8,447 3,544 1,412 
       

1,412 
 

187,680 

N-3 76,706 58,469 8,015 2,805 
        

2,805 
 

145,995 

N-2 83,676 38,884 6,943 
         

6,943 
 

129,503 

N-1 51,045 48,895 
          

48,895 
 

99,940 

N 49,968 
           

49,968 
 

49,968 

                        Total 114,117   2,023,630 

 
 

Gross undiscounted Best Estimate Claims Provisions £000                 

(absolute amount)                         

  
            

C0360 

 
C0200 C0210 C0220 C0230 C0240 C0250 C0260 C0270 C0280 C0290 C0300 

 Year end 
(discounted 

data) 
Year Development year 

  

  0 1 2 3 4 5 6 7 8 9 10 & + 
 

Prior                     368 
 

367 

N-9 148,781 20,188 3,073 784 2,543 760 261 (1,613) 644 248 
  

248 

N-8 100,261 15,868 5,001 5,345 1,360 2,185 (19) 766 194 
   

194 

N-7 117,602 24,326 9,327 3,238 1,909 (1,207) 1,537 853 
    

851 

N-6 139,256 28,020 12,162 5,114 1,555 3,082 1,426 
     

1,423 

N-5 88,333 22,535 8,991 5,259 4,714 2,131 
      

2,126 

N-4 72,695 17,886 9,946 5,376 1,875 
       

1,872 

N-3 68,718 15,761 9,844 3,422 
        

3,416 

N-2 49,136 16,080 7,829 
         

7,813 

N-1 60,243 11,462 
          

11,440 

N 40,037 
           

39,961 

  
           

Total 69,710 
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S.23.01.01 Own Funds 

  
Basic own funds before deduction for participations in other financial 
sector as foreseen in article 68 of Delegated Regulation 2015/35 
£000 

Total 
Tier 1 

unrestricted 
Tier 1 

restricted 
Tier 2 Tier 3 

  
 

C0010 C0020 C0030 C0040 C0050 

R0010 Ordinary share capital (gross of own shares) 1,000 1,000   -   

R0030 Share premium account related to ordinary share capital - -   -   

R0040 
Initial funds, members' contributions or the equivalent basic own-fund 
item for mutual and mutual-type undertakings  

- -   -   

R0050 Subordinated mutual member accounts -   - - - 

R0070 Surplus funds - -       

R0090 Preference shares -   - - - 

R0110 Share premium account related to preference shares -   - - - 

R0130 Reconciliation reserve 163,861 163,861       

R0140 Subordinated liabilities -   - - - 

R0160 An amount equal to the value of net deferred tax assets -       - 

R0180 
Other own fund items approved by the supervisory authority as basic own 
funds not specified above  

- - - - - 

  
     

  

  
Own funds from the financial statements that should not be 
represented by the reconciliation reserve and do not meet the criteria 
to be classified as Solvency II own funds 

    
  

R0220 
Own funds from the financial statements that should not be represented 
by the reconciliation reserve and do not meet the criteria to be classified 
as Solvency II own funds 

- < Note: this deduction now included in R0290/C0020   

  
     

  

  Deductions 
    

  

R0230 Deductions for participations in financial and credit institutions -         

  
     

  

R0290 Total basic own funds after deductions 164,861 164,861 - - - 

  
     

  

  Ancillary own funds 
    

  

R0300 Unpaid and uncalled ordinary share capital callable on demand -         

R0310 
Unpaid and uncalled initial funds, members' contributions or the 
equivalent basic own fund item for mutual and mutual - type 
undertakings, callable on demand 

-         

R0320 Unpaid and uncalled preference shares callable on demand -         

R0330 
A legally binding commitment to subscribe and pay for subordinated 
liabilities on demand  

-         

R0340 
Letters of credit and guarantees under Article 96(2) of the Directive 
2009/138/EC 

-         

R0350 
Letters of credit and guarantees other than under Article 96(2) of the 
Directive 2009/138/EC 

-         

R0360 
Supplementary members calls under first subparagraph of Article 96(3) of 
the Directive 2009/138/EC 

-         

R0370 
Supplementary members calls - other than under first subparagraph of 
Article 96(3) of the Directive 2009/138/EC 

-         

R0390 Other ancillary own funds -         

R0400 Total ancillary own funds -     - - 
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Basic own funds before deduction for participations in other financial sector as foreseen 
in article 68 of Delegated Regulation 2015/35 
£000 

Total 
Tier 1 

unrestricted 
Tier 1 

restricted 
Tier 2 Tier 3 

  
 

C0010 C0020 C0030 C0040 C0050 

  
     

  

  Available and eligible own funds 
    

  

R0500 Total available own funds to meet the SCR 164,861 164,861 - - - 

R0510 Total available own funds to meet the MCR 164,861 164,861 - -   

R0540 Total eligible own funds to meet the SCR 164,861 164,861 - - - 

R0550 Total eligible own funds to meet the MCR 164,861 164,861 - -   

  
     

  

R0580 SCR 31,186         

R0600 MCR 14,034         

R0620 Ratio of Eligible own funds to SCR 529%         

R0640 Ratio of Eligible own funds to MCR 1175%         

  
     

  

  Reconcilliation reserve C0060 
   

  

R0700 Excess of assets over liabilities 164,861         

R0710 Own shares (held directly and indirectly) -         

R0720 Foreseeable dividends, distributions and charges           

R0730 Other basic own fund items  1,000         

R0740 
Adjustment for restricted own fund items in respect of matching adjustment portfolios and 
ring fenced funds 

-         

R0760 Reconciliation reserve 163,861         

  
     

  

  Expected profits 
    

  

R0770 Expected profits included in future premiums (EPIFP) - Life business           

R0780 Expected profits included in future premiums (EPIFP) - Non- life business           

R0790 Total Expected profits included in future premiums (EPIFP) -         
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S.25.03.01 Solvency Capital Requirement - for undertakings on Full Internal Models 
  

Unique number  
of component 

Component description 

Calculation of the 
Solvency Capital 

Requirement 
£000 

Row C0010 C0020 C0030 

1 10300I Interest rate risk - Insurer 7,730 

2 10300P Interest rate risk - SPS - 

3 10400I Equity risk - Insurer - 

4 10400P Equity risk - SPS - 

5 10600I Property risk - Insurer - 

6 10600P Property risk - SPS - 

7 10700I Credit and Swap spread risks - Insurer 16,379 

8 10700P Credit and Swap spread risks - SPS - 

9 10900I Currency risk - Insurer - 

10 10900P Currency risk - SPS - 

11 11000I Other Market Risks - Insurer - 

12 11000P Other Market Risks - SPS - 

13 19900I Diversification within market risk (10,966) 

14 20300I Counterparty risks - 

15 30100I Mortality risk - 

16 30200I Longevity risk - Insurer - 

17 30200P Longevity risk - SPS - 

18 30300I Morbidity risk - 

19 30400I Mass Lapse risk - 

20 30500I Other Lapse risk - 

21 30600I Expense risk - 

22 30800I Mortality Catastrophe risk - 

23 30900I Other Life Underwriting risk - 

24 39900I Diversification within life underwriting risk - 

25 50100I Non-Life Premium risk 24,490 

26 50200I Non-Life Reserving risk 17,678 

27 50300I Non-Life Catastrophe risk 47,663 

28 50500I Other Non-Life underwriting risk (44,943) 

29 59900I Diversification within Non-Life underwriting risk (46,045) 

30 70100I Operational risk 27,190 

31 80100I Other risks 22,452 

32 80200I Loss-absorbing capacity of technical provisions - 

33 80300I Loss-absorbing capacity of deferred tax - 

34 80400I Other adjustments - 

        

  Calculation of Solvency Capital Requirement C0100 

R0110 Total undiversified components 61,628 

R0060 Diversification 
 

(30,442) 

R0160 Capital requirement for business operated in accordance with Art. 4 of Directive 2003/41/EC  - 

R0200 Solvency capital requirement excluding capital add-on 31,186 

R0210 Capital add-ons already set  - 

R0220 Solvency capital requirement 31,186 

  
  

  

  Other information on SCR   

R0300 Amount/estimate of the overall loss-absorbing capacity of technical provisions  - 

R0310 Amount/estimate of the overall loss-absorbing capacity ot deferred taxes (821) 

R0410 Total amount of Notional Solvency Capital Requirements for remaining part 31,186 

R0420 Total amount of Notional Solvency Capital Requirement for ring fenced funds  - 

R0430 Total amount of Notional Solvency Capital Requirement for matching adjustment portfolios  - 

R0440 Diversification effects due to RFF nSCR aggregation for article 304  - 

R0460 Net future discretionary benefits  - 
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S.28.01.01 Minimum Capital Requirement - Only life or only non-life insurance or 

reinsurance activity  

  
Linear formula component for non-life 
insurance and reinsurance obligations 

C0010             

R0010 MCRNL Result 33,246 
     

  

  

£000 

  

Net (of 
reinsurance/

SPV) best 
estimate and 
TP calculated 

as a whole 

Net (of 
reinsuran

ce) 
written 

premium
s in the 
last 12 

months 

        

  
  

C0020 C0030 
 

α β 
α.B + 
β.C 

R0020 
Medical expense insurance and proportional 
reinsurance  

-   
 

4.7% 4.7% - 

R0030 
Income protection insurance and proportional 
reinsurance  

7,169 21,043 
 

13.1% 8.5% 2,728 

R0040 
Workers' compensation insurance and 
proportional reinsurance  

-   
 

10.7% 7.5% - 

R0050 
Motor vehicle liability insurance and 
proportional reinsurance  

-   
 

8.5% 9.4% - 

R0060 
Other motor insurance and proportional 
reinsurance  

-   
 

7.5% 7.5% - 

R0070 
Marine, aviation and transport insurance and 
proportional reinsurance  

-   
 

10.3% 14.0% - 

R0080 
Fire and other damage to property insurance and 
proportional reinsurance  

116,329 209,362 
 

9.4% 7.5% 26,637 

R0090 
General liability insurance and proportional 
reinsurance  

10,000 4,424 
 

10.3% 13.1% 1,610 

R0100 
Credit and suretyship insurance and proportional 
reinsurance  

-   
 

17.7% 11.3% - 

R0110 
Legal expenses insurance and proportional 
reinsurance  

-   
 

11.3% 6.6% - 

R0120 Assistance and proportional reinsurance 
 

-   
 

18.6% 8.5% - 

R0130 
Miscellaneous financial loss insurance and 
proportional reinsurance  

3,011 14,029 
 

18.6% 12.2% 2,272 

R0140 Non-proportional health reinsurance 
 

-   
 

18.6% 15.9% - 

R0150 Non-proportional casualty reinsurance 
 

-   
 

18.6% 15.9% - 

R0160 
Non-proportional marine, aviation and transport 
reinsurance  

-   
 

18.6% 15.9% - 

R0170 Non-proportional property reinsurance 
 

-   
 

18.6% 15.9% - 

            
  

TS MCR.12 
33,246 
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Linear formula component for life insurance and reinsurance 
obligations 

C0040             

R0200 MCRL Result - 
     

  

  

£000 

  

Net (of 
reinsurance/SPV) 

best estimate 
and TP 

calculated as a 
whole 

Net (of 
reinsurance/SPV) 

total capital at 
risk 

        

  
  

C0050 C0060 
   

  

R0210 Obligations with profit participation - guaranteed benefits 
 

    
 

3.7% 
 

- 

R0220 Obligations with profit participation - future discretionary benefits 
 

    
 

-5.2% 
 

- 

R0230 Index-linked and unit-linked insurance obligations  
 

    
 

0.7% 
 

- 

R0240 Other life (re)insurance and health (re)insurance obligations 
 

    
 

2.1% 
 

- 

R0250 Total capital at risk for all life (re)insurance obligations 
 

    
 

0.07% 
 

- 

  
     

TS MCR.13 
 

- 

  Overall MCR calculation C0070 
     

  

R0300 Linear MCR 33,246 
     

  

R0310 SCR 31,186 
     

  

R0320 MCR cap 14,034 
     

  

R0330 MCR floor 7,796 
     

  

R0340 Combined MCR 14,034 
     

  

R0350 Absolute floor of the MCR 3,332 
     

  

  
       

  

R0400 Minimum Capital Requirement 14,034             
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Appendix D4: 

Quantitative Reporting Templates: Scottish Widows Group Limited 

S.02.01.01 Balance sheet 

  

£000 
Solvency II 

 value 

  Assets C0010 

R0010 Goodwill   

R0020 Deferred acquisition costs   

R0030 Intangible assets   

R0040 Deferred tax assets 9,000 

R0050 Pension benefit surplus   

R0060 Property, plant & equipment held for own use 470 

R0070 Investments (other than assets held for index-linked and unit-linked contracts)  37,473,085 

R0080 Property (other than for own use) 30,241 

R0090 Holdings in related undertakings, including participations 453,733 

R0100 Equities - 

R0110 Equities - listed - 

R0120 Equities - unlisted - 

R0130 Bonds 13,229,467 

R0140 Government Bonds 6,140,589 

R0150 Corporate Bonds 5,150,062 

R0160 Structured notes - 

R0170 Collateralised securities 1,938,816 

R0180 Collective Investments Undertakings 20,220,480 

R0190 Derivatives 3,539,164 

R0200 Deposits other than cash equivalents - 

R0210 Other investments - 

R0220 Assets held for index-linked and unit-linked contracts 71,235,188 

R0230 Loans and mortgages 7,579,498 

R0240 Loans on policies 1 

R0250 Loans and mortgages to individuals   

R0260 Other loans and mortgages 7,579,498 

R0270 Reinsurance recoverables from: 6,977,795 

R0280 Non-life and health similar to non-life 8,219 

R0290 Non-life excluding health 8,219 

R0300 Health similar to non-life   

R0310 Life and health similar to life, excluding index-linked and unit-linked 311,722 

R0320 Health similar to life 74,486 

R0330 Life excluding health and index-linked and unit-linked 237,236 

R0340 Life index-linked and unit-linked 6,657,854 

R0350 Deposits to cedants - 

R0360 Insurance and intermediaries receivables 375,401 

R0370 Reinsurance receivables 379 

R0380 Receivables (trade, not insurance) 1,058,641 

R0390 Own shares (held directly) - 

R0400 Amounts due in respect of own fund items or initial fund called up but not yet paid in - 

R0410 Cash and cash equivalents 390,911 

R0420 Any other assets, not elsewhere shown   

R0500 Total assets 125,100,370 
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£000 
Solvency II 

 value 

  Liabilities C0010 

R0510 Technical provisions - non-life 318,891 

R0520 Technical provisions - non-life (excluding health) 309,431 

R0530 TP calculated as a whole   

R0540 Best Estimate 291,812 

R0550 Risk margin 17,619 

R0560 Technical provisions - health (similar to non-life) 9,460 

R0570 TP calculated as a whole   

R0580 Best Estimate 8,926 

R0590 Risk margin 534 

R0600 Technical provisions - life (excluding index-linked and unit-linked) 32,087,855 

R0610 Technical provisions - health (similar to life) 223,632 

R0620 TP calculated as a whole   

R0630 Best Estimate 227,535 

R0640 Risk margin (3,903) 

R0650 Technical provisions - life (excluding health and index-linked and unit-linked) 31,864,223 

R0660 TP calculated as a whole   

R0670 Best Estimate 31,476,157 

R0680 Risk margin 388,066 

R0690 Technical provisions - index-linked and unit-linked 75,929,289 

R0700 TP calculated as a whole   

R0710 Best Estimate 75,814,197 

R0720 Risk margin 115,092 

R0730 Other technical provisions   

R0740 Contingent liabilities - 

R0750 Provisions other than technical provisions 246,376 

R0760 Pension benefit obligations 130,300 

R0770 Deposits from reinsurers   

R0780 Deferred tax liabilities 726,129 

R0790 Derivatives 2,700,245 

R0800 Debts owed to credit institutions 18,525 

R0810 Financial liabilities other than debts owed to credit institutions 674,715 

R0820 Insurance & intermediaries payables 804,592 

R0830 Reinsurance payables 20,118 

R0840 Payables (trade, not insurance) 1,033,803 

R0850 Subordinated liabilities 3,724,844 

R0860 Subordinated liabilities not in BOF 58,913 

R0870 Subordinated liabilities in BOF 3,665,931 

R0880 Any other liabilities, not elsewhere shown - 

R0900 Total liabilities 118,415,681 

  
  

R1000 Excess of assets over liabilities 6,684,689 
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S.05.01.01 Premiums, claims and expenses by line of business 

  
Non-life 
£000 

Line of Business for: non-life insurance and reinsurance obligations 
(direct business and accepted proportional reinsurance) 

Total 

    
Medical 
expense 

insurance 

Income 
protection 
insurance 

Fire and 
other 

damage 
to 

property 
insurance 

General 
liability 

insurance 

Miscellaneous 
financial loss 

  
 

C0010 C0020 C0070 C0080 C0120 C0200 

  Premiums written 
     

  

R0110  Gross - Direct Business 1,247 29,298 761,323 15,537 19,709 827,114 

R0120  Gross - Proportional reinsurance accepted            - 

R0130  Gross - Non-proportional reinsurance accepted            - 

R0140  Reinsurers' share   41 28,001   27 28,069 

R0200  Net 1,247 29,257 733,322 15,537 19,682 799,045 

  Premiums earned 
     

  

R0210  Gross - Direct Business 1,350 29,670 816,160 16,656 20,193 884,029 

R0220  Gross - Proportional reinsurance accepted            - 

R0230  Gross - Non-proportional reinsurance accepted            - 

R0240  Reinsurers' share   42 26,043   28 26,113 

R0300  Net 1,350 29,628 790,117 16,656 20,165 857,917 

  Claims incurred 
     

  

R0310  Gross - Direct Business 654 9,996 275,605 5,625 7,151 299,031 

R0320  Gross - Proportional reinsurance accepted            - 

R0330  Gross - Non-proportional reinsurance accepted            - 

R0340  Reinsurers' share   0 5   0 5 

R0400  Net 654 9,996 275,600 5,625 7,151 299,025 

  Changes in other technical provisions 
     

  

R0410  Gross - Direct Business           - 

R0420  Gross - Proportional reinsurance accepted            - 

R0430  Gross - Non-proportional reinsurance accepted            - 

R0440  Reinsurers' share           - 

R0500  Net - - - - - - 

  
      

  

R0550 Expenses incurred 481 15,247 407,736 8,321 10,209 441,994 

R1200 Other expenses 
     

  

R1300 Total expenses           441,994 

 

  



SCOTTISH WIDOWS GROUP   184 

 
 

  
 

 

  
Life 
£000 

Line of Business for: life insurance obligations Life reinsurance obligations 

Total 

    
Health  

insurance  

Insurance 
with profit 

participation 

Index-
linked and 
unit-linked 
insurance 

Other life  
insurance 

Health  
reinsurance 

Life  
reinsurance 

  
 

C0210 C0220 C0230 C0240 C0270 C0280 C0300 

  Premiums written 
      

  

R1410 Gross  15,255 217,197 4,783,783 2,361,061   4,085 7,381,381 

R1420 Reinsurers' share 1,095 1,055 2,110 143,624     147,884 

R1500 Net 14,160 216,141 4,781,673 2,217,438 - 4,085 7,233,497 

  Premiums earned 
      

  

R1510 Gross  15,255 217,197 4,783,783 2,361,061   4,085 7,381,381 

R1520 Reinsurers' share 1,095 1,055 2,110 143,624     147,884 

R1600 Net 14,160 216,141 4,781,673 2,217,438 - 4,085 7,233,497 

  Claims incurred 
      

  

R1610 Gross  11,462 1,799,864 5,722,157 1,066,002   45,435 8,644,920 

R1620 Reinsurers' share 7,440   6,607 110,675     124,722 

R1700 Net 4,022 1,799,864 5,715,551 955,327 - 45,435 8,520,199 

  Changes in other technical provisions 
      

  

R1710 Gross  66,117 519,376 10,084,960 2,683,115   73,863 13,427,432 

R1720 Reinsurers' share 30,384 (110) 1,294,827 14,918     1,340,019 

R1800 Net 35,733 519,487 8,790,133 2,668,197 - 73,863 12,087,412 

  
       

  

R1900 Expenses incurred 1,499 86,027 547,483 322,500 - 413 957,921 

R2500 Other expenses             168,133 

R2600 Total expenses             1,126,054 
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S.05.02.01 Premiums, claims and expenses by country 

  
Non-life 
£000 

Home 
Country 

Top 5 countries (by amount of gross premiums written) - non-life 
obligations 

Total 
Top 5 
and 

home 
country 

R0010             

  
 

C0080 C0090 C0100 C0110 C0120 C0130 C0140 

  Premiums written 
      

  

R0110  Gross - Direct Business 827,114           827,114 

R0120  Gross - Proportional reinsurance accepted              - 

R0130 
 Gross - Non-proportional reinsurance 
accepted  

            - 

R0140  Reinsurers' share 28,069           28,069 

R0200  Net 799,045 - - - - - 799,045 

  Premiums earned 
      

  

R0210  Gross - Direct Business 884,029           884,029 

R0220  Gross - Proportional reinsurance accepted              - 

R0230 
 Gross - Non-proportional reinsurance 
accepted  

            - 

R0240  Reinsurers' share 26,113           26,113 

R0300  Net 857,917 - - - - - 857,917 

  Claims incurred 
      

  

R0310  Gross - Direct Business 299,031           299,031 

R0320  Gross - Proportional reinsurance accepted              - 

R0330 
 Gross - Non-proportional reinsurance 
accepted  

            - 

R0340  Reinsurers' share 5           5 

R0400  Net 299,025 - - - - - 299,025 

  Changes in other technical provisions 
      

  

R0410  Gross - Direct Business             - 

R0420  Gross - Proportional reinsurance accepted              - 

R0430 
 Gross - Non-proportional reinsurance 
accepted  

            - 

R0440  Reinsurers' share             - 

R0500  Net - - - - - - - 

  
 

              

R0550 Expenses incurred 441,994           441,994 

R1200 Other expenses   
     

  

R1300 Total expenses             441,994 
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Life 
£000 

Home Country 

Top 5 countries (by amount of gross premiums written) - life obligations 
Total Top 5 
and home 

country 
R1400             

  
 

C0220 C0230 C0240 C0250 C0260 C0270 C0280 

  Premiums written 
      

  

R1410 Gross  7,251,540           7,251,540 

R1420 Reinsurers' share 147,884           147,884 

R1500 Net 7,103,656 - - - - - 7,103,656 

  Premiums earned 
      

  

R1510 Gross  7,251,540           7,251,540 

R1520 Reinsurers' share 147,884           147,884 

R1600 Net 7,103,656 - - - - - 7,103,656 

  Claims incurred 
      

  

R1610 Gross  8,295,734           8,295,734 

R1620 Reinsurers' share 120,123           120,123 

R1700 Net 8,175,611 - - - - - 8,175,611 

  
Changes in other technical 
provisions       

  

R1710 Gross  13,635,100           13,635,100 

R1720 Reinsurers' share 1,350,200           1,350,200 

R1800 Net 12,284,900 - - - - - 12,284,900 

  
       

  

R1900 Expenses incurred 924,120           924,120 

R2500 Other expenses   
     

167,874 

R2600 Total expenses             1,091,994 
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S.22.01.04 Impact of long term guarantees measures and transitionals 

  £000 
Amount 

with Long 
Term 

Guarantee 
measures 

and 
transitionals 

Impact of the LTG measures and transitionals (Step-by-step 
approach) 

    

Impact of  
transitional 
on technical 
provisions 

Impact of  
transitional 

on  
interest rate 

Impact of  
volatility 

adjustment  
set to zero 

Impact of  
matching 

adjustment  
set to zero 

  
 

C0010 C0030 C0050 C0070 C0090 

R0010 Technical provisions 108,336,035 2,054,250 - - 2,217,450 

R0020 Basic own funds 8,786,940 (1,623,922) - - (1,822,744) 

R0030 Excess of assets over liabilities 6,684,689 (1,680,728) - - (1,822,744) 

R0040 Restricted own funds due to ring-fencing and matching portfolio 896,209 (56,806) - - - 

R0050 Eligible own funds to meet Solvency Capital Requirement 8,539,783 (1,888,642) - - (1,310,387) 

R0060 Tier 1 5,583,472 (2,029,903) - - (2,278,345) 

R0070 Tier 2 2,956,311 141,261 - - 967,958 

R0080 Tier 3 - - - - - 

R0090 Solvency Capital Requirement 5,975,566 282,522 - - 2,511,886 
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S.23.01.04 Own Funds 

  
Basic own funds before deduction for participations in other financial 
sector  
£000 

Total 
Tier 1 

unrestricted 
Tier 1 

restricted 
Tier 2 Tier 3 

  
 

C0010 C0020 C0030 C0040 C0050 

R0010 Ordinary share capital (gross of own shares) 1,000,000 1,000,000   -   

R0020 
Non-available called but not paid in ordinary share capital at group 

level 
-         

R0030 Share premium account related to ordinary share capital - -   -   

R0040 
Initial funds, members' contributions or the equivalent basic own-fund 
item for mutual and mutual-type undertakings  

- -   -   

R0050 Subordinated mutual member accounts -   - - - 

R0060 Non-available subordinated mutual member accounts at group level -         

R0070 Surplus funds 1,474,323 1,474,323       

R0080 Non-available surplus funds at group level - -       

R0090 Preference shares 5,954   5,954 - - 

R0100 Non-available preference shares at group level -         

R0110 Share premium account related to preference shares 589,439   589,439 - - 

R0120 
Non-available share premium account related to preference shares at 

group level 
-         

R0130 Reconciliation reserve 2,218,763 2,218,763       

R0140 Subordinated liabilities 3,665,931   1,010,017 2,655,915 - 

R0150 Non-available subordinated liabilities at group level -         

R0160 An amount equal to the value of net deferred tax assets -       - 

R0170 
The amount equal to the value of net deferred tax assets not 

available at the group level 
-       - 

R0180 
Other items approved by supervisory authority as basic own funds not 
specified above   

- - - - - 

R0190 
Non available own funds related to other own funds items approved 

by supervisory authority 
167,471 167,471       

R0200 Minority interests (if not reported as part of a specific own fund item) -         

R0210 Non-available minority interests at group level -         

  
     

  

  
Own funds from the financial statements that should not be 
represented by the reconciliation reserve and do not meet the criteria 
to be classified as Solvency II own funds 

    
  

R0220 
Own funds from the financial statements that should not be 
represented by the reconciliation reserve and do not meet the criteria 
to be classified as Solvency II own funds 

  < Note: this deduction now included in R0290/C0020   

  
     

  

  Deductions 
    

  

R0230 
Deductions for participations in other financial undertakings, including 
non-regulated undertakings carrying out financial activities 

294,190 294,190       

R0240 whereof deducted according to art 228 of the Directive 2009/138/EC -         

R0250 
Deductions for participations where there is non-availability of 
information (Article 229) 

-         

R0260 
Deduction for participations included by using D&A when a combination 
of methods is used  

-         

R0270 Total of non-available own fund items 167,471 167,471 - - - 

R0280 Total deductions 461,661 461,661 - - - 

  
     

  

R0290 Total basic own funds after deductions 8,492,750 4,231,426 1,605,410 2,655,915 - 
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Basic own funds before deduction for participations in other financial sector  
£000 

Total 
Tier 1 

unrestricted 
Tier 1 

restricted 
Tier 2 Tier 3 

  
 

C0010 C0020 C0030 C0040 C0050 
  Ancillary own funds 

    
  

R0300 Unpaid and uncalled ordinary share capital callable on demand -         

R0310 
Unpaid and uncalled initial funds, members' contributions or the equivalent basic 
own fund item for mutual and mutual - type undertakings, callable on demand 

-         

R0320 Unpaid and uncalled preference shares callable on demand -         

R0330 
A legally binding commitment to subscribe and pay for subordinated liabilities on 
demand  

-         

R0340 Letters of credit and guarantees under Article 96(2) of the Directive 2009/138/EC -         

R0350 
Letters of credit and guarantees other than under Article 96(2) of the Directive 
2009/138/EC 

-         

R0360 
Supplementary members calls under first subparagraph of Article 96(3) of the 
Directive 2009/138/EC 

-         

R0370 
Supplementary members calls - other than under first subparagraph of Article 
96(3) of the Directive 2009/138/EC 

-         

R0380 Non available ancillary own funds at group level -         

R0390 Other ancillary own funds -         

R0400 Total ancillary own funds -     - - 

  
     

  
  

     
  

  Own funds of other financial sectors 
    

  

R0410 
Credit Institutions, investment firms, financial insitutions, alternative investment 
fund manager, financial institutions 

294,190 294,190       

R0420 Institutions for occupational retirement provision -         

R0430 Non regulated entities carrying out financial activities -         

R0440 Total own funds of other financial sectors 294,190 294,190 - - - 

  
     

  
  Own funds when using the D&A, exclusively or in combination of method 1 

    
  

R0450 Own funds aggregated when using the D&A and combination of method -         

R0460 Own funds aggregated when using the D&A and combination of method net of IGT -         

  
     

  
  

     
  

R0520 
Total available own funds to meet the consolidated group SCR  (excluding own 
funds from other financial sector and from the undertakings included via D&A ) 

8,492,750 4,231,426 1,605,410 2,655,915 - 

R0530 Total available own funds to meet the minimum consolidated group SCR  8,492,750 4,231,426 1,605,410 2,655,915   

R0560 
Total eligible own funds to meet the consolidated group SCR (excluding own funds 
from other financial sector and from the undertakings included via D&A ) 

8,245,593 4,231,426 1,057,856 2,956,311 - 

R0570 Total eligible own funds to meet the minimum consolidated group SCR (group) 5,591,540 4,231,426 1,057,856 302,258   

  
     

  
  

     
  

R0590 Consolidated Group SCR 5,975,566         

R0610 Minimum consolidated Group SCR 1,511,290         

R0630 
Ratio of Eligible own funds to the consolidated Group SCR (excluding other 
financial sectors and the undertakings included via D&A ) 

139%         

R0650 Ratio of Eligible own funds to Minimum Consolidated Group SCR 370%         

R0660 
Total eligible own funds to meet the group SCR (including own funds from other 
financial sector and from the undertakings included via D&A ) 

8,539,783 4,525,616 1,057,856 2,956,311 - 

R0670 SCR for entities included with D&A method           

R0680 Group SCR 5,975,566         

R0690 
Ratio of Eligible own funds to  group SCR including other financial sectors and 
the undertakings included via D&A 

143% 

 

        

  
     

  
  Reconcilliation reserve C0060 

   
  

R0700 Excess of assets over liabilities 6,684,689         

R0710 Own shares (held directly and indirectly)           

R0720 Forseeable dividends, distributions and charges 500,000         

R0730 Other basic own fund items  3,069,716         

R0740 
Adjustment for restricted own fund items in respect of matching adjustment 
portfolios and ring fenced funds 

896,209         

R0750 Other non available own funds           

R0760 Reconciliation reserve 2,218,763         

  
     

  
  Expected profits 

    
  

R0770 Expected profits included in future premiums (EPIFP) - Life business 139,959         

R0780 Expected profits included in future premiums (EPIFP) - Non- life business 51,112         

R0790 Total Expected profits included in future premiums (EPIFP) 191,071         
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S.25.03.04 Solvency Capital Requirement - for groups on Full Internal Models 
  

Unique number  
of component 

Component description 

Calculation of 
the Solvency 

Capital 
Requirement 

£000 

Row C0010 C0020 C0030 

1 10300I Interest rate risk - Insurer (112,717) 

2 10300P Interest rate risk - SPS 263,384 

3 10400I Equity risk - Insurer 1,121,245 

4 10400P Equity risk - SPS 133,803 

5 10600I Property risk - Insurer 73,837 

6 10600P Property risk - SPS 31,211 

7 10700I Credit and Swap spread risks - Insurer 1,772,188 

8 10700P Credit and Swap spread risks - SPS (271,435) 

9 10900I Currency risk - Insurer 74,143 

10 10900P Currency risk - SPS - 

11 11000I Other Market Risks - Insurer 286,893 

12 11000P Other Market Risks - SPS (24,666) 

13 19900I Diversification within market risk (497,713) 

14 20300I Counterparty risks 85,543 

15 30100I Mortality risk 64,863 

16 30200I Longevity risk - Insurer 1,198,308 

17 30200P Longevity risk - SPS 211,867 

18 30300I Morbidity risk 286,044 

19 30400I Mass Lapse risk 473,745 

20 30500I Other Lapse risk 380,173 

21 30600I Expense risk 816,710 

22 30800I Mortality Catastrophe risk 27,783 

23 30900I Other Life Underwriting risk - 

24 39900I Diversification within life underwriting risk (1,319,145) 

25 50100I Non-Life Premium risk 106,089 

26 50200I Non-Life Reserving risk 42,791 

27 50300I Non-Life Catastrophe risk 220,215 

28 50500I Other Non-Life underwriting risk (46,487) 

29 59900I Diversification within Non-Life underwriting risk (157,390) 

30 70100I Operational risk 2,272,346 

31 80100I Other risks 1,102,320 

32 80200I Loss-absorbing capacity of technical provisions - 

33 80300I Loss-absorbing capacity of deferred tax - 

34 80400I Other adjustments 56,603 
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  Calculation of Solvency Capital Requirement C0100 

R0110 Total undiversified components 8,672,552 

R0060 Diversification 
 

(2,803,024) 

R0160 Capital requirement for business operated in accordance with Art. 4 of Directive 2003/41/EC   

R0200 Solvency capital requirement excluding capital add-on 5,869,528 

R0210 Capital add-ons already set   

R0220 Solvency capital requirement 5,975,566 

  
  

  

  Other information on SCR   

R0300 Amount/estimate of the overall loss-absorbing capacity of technical provisions   

R0310 Amount/estimate of the overall loss-absorbing capacity ot deferred taxes (763,271) 

R0410 Total amount of Notional Solvency Capital Requirements for remaining part 3,832,587 

R0420 Total amount of Notional Solvency Capital Requirement for ring fenced funds 564,433 

R0430 Total amount of Notional Solvency Capital Requirement for matching adjustment portfolios 1,472,508 

R0440 Diversification effects due to RFF nSCR aggregation for article 304   

R0460 Net future discretionary benefits 7,060,079 

R0470 Minimum consolidated group solvency capital requirement  1,511,290 

  
  

  

  Information on other entities   

R0500 Capital requirement for other financial sectors (Non-insurance capital requirements) 62,944 

R0510 
Credit  institutions, investment firms and financial institutions, alternative investment funds managers, UCITS management 

companies  
62,944 

R0520 Institutions for occupational retirement provisions   

R0530 Capital requirement for non- regulated entities carrying out financial activities   

R0540 Capital requirement for non-controlled participation requirements   

R0550 Capital requirement for residual undertakings 43,094 
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S.32.01.04 Undertakings in the scope of the group 

 
Country 

Identification code of the 
undertaking 

Legal Name of the undertaking Type of undertaking Legal form 
Category 

(mutual/non 
mutual) 

Supervisory 
Authority 

Row C0010 C0020 C0040 C0050 C0060 C0070 C0080 

1 GB 213800G7WLZPCJP4QO83 
CLERICAL MEDICAL FINANCE 

PLC 
Other 

Company limited by 
shares or by guarantee 

or unlimited 
Non-mutual 

 

2 GB 213800E8G158QQCTH798 
CLERICAL MEDICAL FINANCIAL 

SERVICES LIMITED 

Alternative investment 
funds managers as defined 

in Article 1 (55) of 
Delegated Regulation (EU) 

2015/35 

Company limited by 
shares or by guarantee 

or unlimited 
Non-mutual 

FINANCIAL 
CONDUCT 

AUTHORITY 

3 GB 213800P2BG2SSURPPF57 
CLERICAL MEDICAL FORESTRY 

LIMITED 
Other 

Company limited by 
shares or by guarantee 

or unlimited 
Non-mutual 

 

4 NL 213800DPMZ8CMDFPEI09 
CLERICAL MEDICAL 

INTERNATIONAL HOLDINGS B.V. 
Other 

Company limited by 
shares or by guarantee 

or unlimited 
Non-mutual 

 

5 GB 549300EZC54I6DDUTR91 
CLERICAL MEDICAL 

INVESTMENT FUND MANAGERS 
LIMITED 

Alternative investment 
funds managers as defined 

in Article 1 (55) of 
Delegated Regulation (EU) 

2015/35 

Company limited by 
shares or by guarantee 

or unlimited 
Non-mutual 

FINANCIAL 
CONDUCT 

AUTHORITY 

6 GB 549300BAU4TQ306UZ422 
CLERICAL MEDICAL MANAGED 

FUNDS LIMITED 
Other 

Company limited by 
shares or by guarantee 

or unlimited 
Non-mutual 

 

7 GB 549300KSCRP1HBOX2U91 
CLERICAL MEDICAL PROPERTIES 

LIMITED 
Other 

Company limited by 
shares or by guarantee 

or unlimited 
Non-mutual 

 

8 IM 21380036MU58A955KU83 
CM VENTURE INVESTMENTS 

LIMITED 
Other 

Company limited by 
shares or by guarantee 

or unlimited 
Non-mutual 

 

9 GB 213800UPELTKCH9ZFB94 
HALIFAX FINANCIAL BROKERS 

LIMITED 

Alternative investment 
funds managers as defined 

in Article 1 (55) of 
Delegated Regulation (EU) 

2015/35 

Company limited by 
shares or by guarantee 

or unlimited 
Non-mutual 

FINANCIAL 
CONDUCT 

AUTHORITY 

10 GB 2138008GEQPXPDJUNU76 
HALIFAX FINANCIAL SERVICES 

(HOLDINGS) LIMITED 
Other 

Company limited by 
shares or by guarantee 

or unlimited 
Non-mutual 

 

11 GB 2138005MBPD189RF9P42 
HALIFAX FINANCIAL SERVICES 

LIMITED 
Other 

Company limited by 
shares or by guarantee 

or unlimited 
Non-mutual 

 

12 GB 213800E2QOJCEOOJ3773 
HALIFAX GENERAL INSURANCE 

SERVICES LIMITED 
Other 

Company limited by 
shares or by guarantee 

or unlimited 
Non-mutual 

FINANCIAL 
CONDUCT 

AUTHORITY 

13 GB 213800NR4958523EOJ35 
HALIFAX INVESTMENT SERVICES 

LIMITED 

Credit institution, 
investment firm and 
financial institution 

Company limited by 
shares or by guarantee 

or unlimited 
Non-mutual 

FINANCIAL 
CONDUCT 

AUTHORITY 

14 GB 549300FM1WLDLSBQQX36 HALIFAX LIFE LIMITED Other 
Company limited by 

shares or by guarantee 
or unlimited 

Non-mutual 
 

15 GB 2138004UYFT5O8NRMX98 
HBOS FINANCIAL SERVICES 

LIMITED 
Other 

Company limited by 
shares or by guarantee 

or unlimited 
Non-mutual 

 

16 GB 213800SMWE7N43CEN166 
HBOS INTERNATIONAL 

FINANCIAL SERVICES HOLDINGS 
LIMITED 

Other 
Company limited by 

shares or by guarantee 
or unlimited 

Non-mutual 
 

17 GB 549300S3P4IT9YL69L18 
HBOS INVESTMENT FUND 

MANAGERS LIMITED 

Credit institution, 
investment firm and 
financial institution 

Company limited by 
shares or by guarantee 

or unlimited 
Non-mutual 

FINANCIAL 
CONDUCT 

AUTHORITY 

18 GB 21380068U4D4AXRAVR55 
LLOYDS BANK GENERAL 

INSURANCE HOLDINGS LIMITED 

Insurance holding company 
as defined in Article 212(1) 

(f) of Directive 2009/138/EC 

Company limited by 
shares or by guarantee 

or unlimited 
Non-mutual 

 

19 GB 213800PAXY3M2WPLQK98 
LLOYDS BANK GENERAL 

INSURANCE LIMITED 
Non life insurance 

undertaking 

Company limited by 
shares or by guarantee 

or unlimited 
Non-mutual 

PRUDENTIAL 
REGULATION 
AUTHORITY 

20 GB 2138008VU3HAFHBJ2F90 
LLOYDS BANK INSURANCE 

SERVICES (DIRECT) LIMITED 
Other 

Company limited by 
shares or by guarantee 

or unlimited 
Non-mutual 
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Country 

Identification code of the 
undertaking 

Legal Name of the undertaking Type of undertaking Legal form 
Category 

(mutual/non 
mutual) 

Supervisory 
Authority 

Row C0010 C0020 C0040 C0050 C0060 C0070 C0080 

21 GB 213800AJ2VQEDVXK9596 
LLOYDS BANK INSURANCE 

SERVICES LIMITED 
Other 

Company limited by 
shares or by guarantee 

or unlimited 
Non-mutual 

FINANCIAL 
CONDUCT 

AUTHORITY 

22 GB 54930042L05B5F1TQ060 
PENSIONS MANAGEMENT 

(S.W.F.) LIMITED 
Other 

Company limited by 
shares or by guarantee 

or unlimited 
Non-mutual 

 

23 GB 213800N87YER1RNLV958 
SCOTTISH WIDOWS (PORT 

HAMILTON) LIMITED 

Ancillary services 
undertaking as defined in 
Article 1 (53) of Delegated 
Regulation (EU) 2015/35 

Company limited by 
shares or by guarantee 

or unlimited 
Non-mutual 

 

24 GB 5493007C8VD3UYKCX569 
SCOTTISH WIDOWS 

ADMINISTRATION SERVICES 
LIMITED 

Credit institution, 
investment firm and 
financial institution 

Company limited by 
shares or by guarantee 

or unlimited 
Non-mutual 

FINANCIAL 
CONDUCT 

AUTHORITY 

25 GB 5493003GLQ4E6PIDI967 
SCOTTISH WIDOWS ANNUITIES 

LIMITED 
Other 

Company limited by 
shares or by guarantee 

or unlimited 
Non-mutual 

 

26 GB 2138001423PGLZL6JH39 
SCOTTISH WIDOWS FINANCIAL 

SERVICES HOLDINGS 

Mixed-activity insurance 
holding company as 

defined in Article 212(1) (g) 
of Directive 2009/138/EC 

Company limited by 
shares or by guarantee 

or unlimited 
Non-mutual 

 

27 GB 213800ZOEA48MF4DCI88 
SCOTTISH WIDOWS FUND 
MANAGEMENT LIMITED 

Other 
Company limited by 

shares or by guarantee 
or unlimited 

Non-mutual 
 

28 GB 2138004NLXUEIB5L5E19 
SCOTTISH WIDOWS GROUP 

LIMITED 

Insurance holding company 
as defined in Article 212(1) 

(f) of Directive 2009/138/EC 

Company limited by 
shares or by guarantee 

or unlimited 
Non-mutual 

 

29 GB 549300ZT0RVWCG8T4L55 SCOTTISH WIDOWS LIMITED Life insurance undertaking 
Company limited by 

shares or by guarantee 
or unlimited 

Non-mutual 
PRUDENTIAL 
REGULATION 
AUTHORITY 

30 GB 213800EV5M6E5SUQPB02 
SCOTTISH WIDOWS PROPERTY 

MANAGEMENT LIMITED 

Ancillary services 
undertaking as defined in 
Article 1 (53) of Delegated 
Regulation (EU) 2015/35 

Company limited by 
shares or by guarantee 

or unlimited 
Non-mutual 

 

31 GB 213800SXGJSEPZWZQP76 
SCOTTISH WIDOWS SERVICES 

LIMITED 

Ancillary services 
undertaking as defined in 
Article 1 (53) of Delegated 
Regulation (EU) 2015/35 

Company limited by 
shares or by guarantee 

or unlimited 
Non-mutual 

 

32 GB 213800I1FI7WOFR3AJ39 
SCOTTISH WIDOWS TRUSTEES 

LIMITED 
Other 

Company limited by 
shares or by guarantee 

or unlimited 
Non-mutual 

 

33 GB 54930064LKZ4P6PKX244 
SCOTTISH WIDOWS UNIT 

FUNDS LIMITED 
Other 

Company limited by 
shares or by guarantee 

or unlimited 
Non-mutual 

 

34 GB 549300Z2A62XFVD47T20 
SCOTTISH WIDOWS UNIT TRUST 

MANAGERS LIMITED 

Alternative investment 
funds managers as defined 

in Article 1 (55) of 
Delegated Regulation (EU) 

2015/35 

Company limited by 
shares or by guarantee 

or unlimited 
Non-mutual 

FINANCIAL 
CONDUCT 

AUTHORITY 

35 GB 213800RLE5MGEO9MAV80 ST ANDREW'S GROUP LIMITED Other 
Company limited by 

shares or by guarantee 
or unlimited 

Non-mutual 
 

36 GB 549300CSEJXYFOJD5N62 ST ANDREW'S INSURANCE PLC 
Non life insurance 

undertaking 

Company limited by 
shares or by guarantee 

or unlimited 
Non-mutual 

PRUDENTIAL 
REGULATION 
AUTHORITY 

37 GB 5493005CD6N28YVB8668 
ST ANDREW'S LIFE ASSURANCE 

PLC 
Other 

Company limited by 
shares or by guarantee 

or unlimited 
Non-mutual 

 

38 GB 549300WPVG0TZSPBYR76 SW FUNDING PLC Other 
Company limited by 

shares or by guarantee 
or unlimited 

Non-mutual 
 

39 GB 213800W8MYUOOUW7I428 SW NO.1 LIMITED Other 
Company limited by 

shares or by guarantee 
or unlimited 

Non-mutual 
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Ranking criteria (in the group currency) 

£000 

  
Legal Name of 

the undertaking 

Total Balance 
Sheet (for 

(re)insurance 
undertakings) 

Total Balance 
Sheet (for other 

regulated 
undertakings) 

Total Balance 
Sheet (non-
regulated 

undertakings) 

Written 
premiums net of 

reinsurance 
ceded under IFRS 
or local GAAP for 

(re)insurance 
undertakings 

Turn over defined 
as the gross 

revenue under IFRS 
or local GAAP for 

other types of 
undertakings or 

insurance holding 
companies 

Underwriting 
performance  

Investment 
performance  

Total 
performance  

Row C0040 C0090 C0100 C0110 C0120 C0130 C0140 C0150 C0160 

1 
CLERICAL MEDICAL 

FINANCE PLC 
    56,438   3,886     114 

2 
CLERICAL MEDICAL 

FINANCIAL 
SERVICES LIMITED 

  3,147     15     15 

3 
CLERICAL MEDICAL 
FORESTRY LIMITED 

    27,141   -     - 

4 
CLERICAL MEDICAL 

INTERNATIONAL 
HOLDINGS B.V. 

    44,815   1,497     1,378 

5 

CLERICAL MEDICAL 
INVESTMENT 

FUND MANAGERS 
LIMITED 

  5,447     465     (628) 

6 
CLERICAL MEDICAL 
MANAGED FUNDS 

LIMITED 
    3,174   17     17 

7 
CLERICAL MEDICAL 

PROPERTIES 
LIMITED 

    1,041   6     6 

8 
CM VENTURE 
INVESTMENTS 

LIMITED 
    33,662   1,631     1,489 

9 
HALIFAX 

FINANCIAL 
BROKERS LIMITED 

  2,959     433     238 

10 

HALIFAX 
FINANCIAL 
SERVICES 

(HOLDINGS) 
LIMITED 

    210,918   32,009     31,209 

11 
HALIFAX 

FINANCIAL 
SERVICES LIMITED 

    425   41     41 

12 
HALIFAX GENERAL 

INSURANCE 
SERVICES LIMITED 

    241,989   92,441     16,667 

13 
HALIFAX 

INVESTMENT 
SERVICES LIMITED 

  3,812     298     (795) 

14 
HALIFAX LIFE 

LIMITED 
    6,331   17     17 

15 
HBOS FINANCIAL 

SERVICES LIMITED 
    528,000   32,000     27,000 

16 

HBOS 
INTERNATIONAL 

FINANCIAL 
SERVICES 

HOLDINGS 
LIMITED 

    18,194   95,021     95,021 

17 

HBOS 
INVESTMENT 

FUND MANAGERS 
LIMITED 

  210,549     120,347     57,200 

18 

LLOYDS BANK 
GENERAL 

INSURANCE 
HOLDINGS 

LIMITED 

    435,377   498,619     277,215 

19 

LLOYDS BANK 
GENERAL 

INSURANCE 
LIMITED 

821,169     550,187   125,298 9,283 51,987 

20 

LLOYDS BANK 
INSURANCE 

SERVICES (DIRECT) 
LIMITED 

    70   -     - 
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Ranking criteria (in the group currency) 

£000 

  
Legal Name of the 

undertaking 

Total Balance 
Sheet (for 

(re)insurance 
undertakings) 

Total Balance 
Sheet (for 

other regulated 
undertakings) 

Total Balance 
Sheet (non-
regulated 

undertakings) 

Written 
premiums net 
of reinsurance 
ceded under 
IFRS or local 

GAAP for 
(re)insurance 
undertakings 

Turn over 
defined as the 
gross revenue 
under IFRS or 
local GAAP for 
other types of 
undertakings 
or insurance 

holding 
companies 

Underwriting 
performance  

Investment 
performance  

Total 
performance  

Row C0040 C0090 C0100 C0110 C0120 C0130 C0140 C0150 C0160 

21 
LLOYDS BANK 
INSURANCE 

SERVICES LIMITED 
    397,488   216,167     (4,223) 

22 
PENSIONS 

MANAGEMENT 
(S.W.F.) LIMITED 

    3,175   18     18 

23 
SCOTTISH WIDOWS 
(PORT HAMILTON) 

LIMITED 
    43,540   156     156 

24 
SCOTTISH WIDOWS 
ADMINISTRATION 
SERVICES LIMITED 

  23,633     6,046     721 

25 
SCOTTISH WIDOWS 
ANNUITIES LIMITED 

    3,175   18     17 

26 
SCOTTISH WIDOWS 
FINANCIAL SERVICES 

HOLDINGS 
    511,821   110,010     5,952 

27 

SCOTTISH WIDOWS 
FUND 

MANAGEMENT 
LIMITED 

    5,840   21     21 

28 
SCOTTISH WIDOWS 

GROUP LIMITED 
    12,415,395   807,832     737,926 

29 
SCOTTISH WIDOWS 

LIMITED 
123,331,426     7,233,497   (3,686,862) 4,291,740 346,000 

30 

SCOTTISH WIDOWS 
PROPERTY 

MANAGEMENT 
LIMITED 

    3,312   12     10 

31 
SCOTTISH WIDOWS 
SERVICES LIMITED 

    873,889   909,739     80,750 

32 
SCOTTISH WIDOWS 
TRUSTEES LIMITED 

    436   152     - 

33 
SCOTTISH WIDOWS 

UNIT FUNDS 
LIMITED 

    3,175   18     18 

34 
SCOTTISH WIDOWS 

UNIT TRUST 
MANAGERS LIMITED 

  226,798     179,481     40,473 

35 
ST ANDREW'S 

GROUP LIMITED 
    26,378   263     192 

36 
ST ANDREW'S 

INSURANCE PLC 
550,642     248,858   95,040 6,933 93,777 

37 
ST ANDREW'S LIFE 
ASSURANCE PLC 

    3,174   17     17 

38 SW FUNDING PLC     10,240   18     18 

39 SW NO.1 LIMITED     92,142   1,294     892 
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       Criteria of influence 
Inclusion in the 
scope of Group 

supervision  

Group solvency 
calculation 

  Legal Name of the undertaking 
Accounting 

standard 
% capital 

share 

% used for the 
establishment 

of  consolidated 
accounts 

% voting 
rights 

Level of 
influence 

Proportional 
share used for 

group 
solvency 

calculation  

YES/NO 

Method used and 
under method 1, 
treatment of the 

undertaking 

Row C0040 C0170 C0180 C0190 C0200 C0220 C0230 C0240 C0260 

1 
CLERICAL MEDICAL FINANCE 

PLC 
IFRS 100.00% 100.00% 100.00% Dominant 100.00% 

Included in the 
scope 

Method 1: Adjusted 
equity method 

2 
CLERICAL MEDICAL FINANCIAL 

SERVICES LIMITED 
IFRS 100.00% 100.00% 100.00% Dominant 100.00% 

Included in the 
scope 

Method 1: Sectoral 
rules 

3 
CLERICAL MEDICAL FORESTRY 

LIMITED 
IFRS 100.00% 100.00% 100.00% Dominant 100.00% 

Included in the 
scope 

Method 1: Adjusted 
equity method 

4 
CLERICAL MEDICAL 

INTERNATIONAL HOLDINGS 
B.V. 

IFRS 100.00% 100.00% 100.00% Dominant 100.00% 
Included in the 

scope 
Method 1: Adjusted 

equity method 

5 
CLERICAL MEDICAL 

INVESTMENT FUND MANAGERS 
LIMITED 

IFRS 100.00% 100.00% 100.00% Dominant 100.00% 
Included in the 

scope 
Method 1: Sectoral 

rules 

6 
CLERICAL MEDICAL MANAGED 

FUNDS LIMITED 
IFRS 100.00% 100.00% 100.00% Dominant 100.00% 

Included in the 
scope 

Method 1: Adjusted 
equity method 

7 
CLERICAL MEDICAL PROPERTIES 

LIMITED 
IFRS 100.00% 100.00% 100.00% Dominant 100.00% 

Included in the 
scope 

Method 1: Adjusted 
equity method 

8 
CM VENTURE INVESTMENTS 

LIMITED 
IFRS 100.00% 100.00% 100.00% Dominant 100.00% 

Included in the 
scope 

Method 1: Adjusted 
equity method 

9 
HALIFAX FINANCIAL BROKERS 

LIMITED 
IFRS 100.00% 100.00% 100.00% Dominant 100.00% 

Included in the 
scope 

Method 1: Sectoral 
rules 

10 
HALIFAX FINANCIAL SERVICES 

(HOLDINGS) LIMITED 
IFRS 100.00% 100.00% 100.00% Dominant 100.00% 

Included in the 
scope 

Method 1: Adjusted 
equity method 

11 
HALIFAX FINANCIAL SERVICES 

LIMITED 
IFRS 100.00% 100.00% 100.00% Dominant 100.00% 

Included in the 
scope 

Method 1: Adjusted 
equity method 

12 
HALIFAX GENERAL INSURANCE 

SERVICES LIMITED 
IFRS 100.00% 100.00% 100.00% Dominant 100.00% 

Included in the 
scope 

Method 1: Adjusted 
equity method 

13 
HALIFAX INVESTMENT 

SERVICES LIMITED 
IFRS 100.00% 100.00% 100.00% Dominant 100.00% 

Included in the 
scope 

Method 1: Sectoral 
rules 

14 HALIFAX LIFE LIMITED IFRS 100.00% 100.00% 100.00% Dominant 100.00% 
Included in the 

scope 
Method 1: Adjusted 

equity method 

15 
HBOS FINANCIAL SERVICES 

LIMITED 
IFRS 100.00% 100.00% 100.00% Dominant 100.00% 

Included in the 
scope 

Method 1: Adjusted 
equity method 

16 
HBOS INTERNATIONAL 

FINANCIAL SERVICES HOLDINGS 
LIMITED 

IFRS 100.00% 100.00% 100.00% Dominant 100.00% 
Included in the 

scope 
Method 1: Adjusted 

equity method 

17 
HBOS INVESTMENT FUND 

MANAGERS LIMITED 
IFRS 100.00% 100.00% 100.00% Dominant 100.00% 

Included in the 
scope 

Method 1: Sectoral 
rules 

18 
LLOYDS BANK GENERAL 

INSURANCE HOLDINGS LIMITED 
IFRS 100.00% 100.00% 100.00% Dominant 100.00% 

Included in the 
scope 

Method 1: Adjusted 
equity method 

19 
LLOYDS BANK GENERAL 

INSURANCE LIMITED 
IFRS 100.00% 100.00% 100.00% Dominant 100.00% 

Included in the 
scope 

Method 1: Full 
consolidation 

20 
LLOYDS BANK INSURANCE 

SERVICES (DIRECT) LIMITED 
IFRS 100.00% 100.00% 100.00% Dominant 100.00% 

Included in the 
scope 

Method 1: Adjusted 
equity method 
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       Criteria of influence 
Inclusion in the 
scope of Group 

supervision  

Group solvency 
calculation 

  Legal Name of the undertaking 
Accounting 

standard 
% capital 

share 

% used for 
the 

establishment 
of  

consolidated 
accounts 

% voting 
rights 

Level of 
influence 

Proportional 
share used 
for group 
solvency 

calculation  

YES/NO 

Method used and 
under method 1, 
treatment of the 

undertaking 

Row C0040 C0170 C0180 C0190 C0200 C0220 C0230 C0240 C0260 

21 
LLOYDS BANK INSURANCE 

SERVICES LIMITED 
IFRS 100.00% 100.00% 100.00% Dominant 100.00% 

Included in the 
scope 

Method 1: Adjusted 
equity method 

22 
PENSIONS MANAGEMENT 

(S.W.F.) LIMITED 
IFRS 100.00% 100.00% 100.00% Dominant 100.00% 

Included in the 
scope 

Method 1: Adjusted 
equity method 

23 
SCOTTISH WIDOWS (PORT 

HAMILTON) LIMITED 
IFRS 100.00% 100.00% 100.00% Dominant 100.00% 

Included in the 
scope 

Method 1: Adjusted 
equity method 

24 
SCOTTISH WIDOWS 

ADMINISTRATION SERVICES 
LIMITED 

IFRS 100.00% 100.00% 100.00% Dominant 100.00% 
Included in the 

scope 
Method 1: Sectoral 

rules 

25 
SCOTTISH WIDOWS ANNUITIES 

LIMITED 
IFRS 100.00% 100.00% 100.00% Dominant 100.00% 

Included in the 
scope 

Method 1: Adjusted 
equity method 

26 
SCOTTISH WIDOWS FINANCIAL 

SERVICES HOLDINGS 
IFRS 100.00% 100.00% 100.00% Dominant 100.00% 

Included in the 
scope 

Method 1: Adjusted 
equity method 

27 
SCOTTISH WIDOWS FUND 
MANAGEMENT LIMITED 

IFRS 100.00% 100.00% 100.00% Dominant 100.00% 
Included in the 

scope 
Method 1: Adjusted 

equity method 

28 
SCOTTISH WIDOWS GROUP 

LIMITED 
IFRS 0.00% 0.00% 0.00% 0 0.00% 

Included in the 
scope 

Method 1: Adjusted 
equity method 

29 SCOTTISH WIDOWS LIMITED IFRS 100.00% 100.00% 100.00% Dominant 100.00% 
Included in the 

scope 
Method 1: Full 
consolidation 

30 
SCOTTISH WIDOWS PROPERTY 

MANAGEMENT LIMITED 
IFRS 100.00% 100.00% 100.00% Dominant 100.00% 

Included in the 
scope 

Method 1: Adjusted 
equity method 

31 
SCOTTISH WIDOWS SERVICES 

LIMITED 
IFRS 100.00% 100.00% 100.00% Dominant 100.00% 

Included in the 
scope 

Method 1: Adjusted 
equity method 

32 
SCOTTISH WIDOWS TRUSTEES 

LIMITED 
IFRS 100.00% 100.00% 100.00% Dominant 100.00% 

Included in the 
scope 

Method 1: Adjusted 
equity method 

33 
SCOTTISH WIDOWS UNIT FUNDS 

LIMITED 
IFRS 100.00% 100.00% 100.00% Dominant 100.00% 

Included in the 
scope 

Method 1: Adjusted 
equity method 

34 
SCOTTISH WIDOWS UNIT TRUST 

MANAGERS LIMITED 
IFRS 100.00% 100.00% 100.00% Dominant 100.00% 

Included in the 
scope 

Method 1: Sectoral 
rules 

35 ST ANDREW'S GROUP LIMITED IFRS 100.00% 100.00% 100.00% Dominant 100.00% 
Included in the 

scope 
Method 1: Adjusted 

equity method 

36 ST ANDREW'S INSURANCE PLC IFRS 100.00% 100.00% 100.00% Dominant 100.00% 
Included in the 

scope 
Method 1: Full 
consolidation 

37 
ST ANDREW'S LIFE ASSURANCE 

PLC 
IFRS 100.00% 100.00% 100.00% Dominant 100.00% 

Included in the 
scope 

Method 1: Adjusted 
equity method 

38 SW FUNDING PLC IFRS 100.00% 100.00% 100.00% Dominant 100.00% 
Included in the 

scope 
Method 1: Adjusted 

equity method 

39 SW NO.1 LIMITED IFRS 100.00% 100.00% 100.00% Dominant 100.00% 
Included in the 

scope 
Method 1: Adjusted 

equity method 

 

 


