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TOWERS WATSON (A_“/ 71 High Holborn

London, WC1V 6TP
United Kingdom

T +44 020 7170 2000

towerswatson.com

3 March 2010

Rt Hon Sir John Chadwick
1 Essex Court

Dear Sir John

Actuarial advice to Sir John Chadwick: Equitable Life ex-gratia payment scheme

introduction

In this letter we have set out our estimates as to how The Equitable Life Assurance
Society's (“Equitable Life” or “the Society”) regulatory returns for the period from 1990 to
1999 might have been different in the absence of the Parliamentary Ombudsman'’s findings
of maladministration, as accepted by HM Treasury (“HMT") in the Government's revised
response to the Report of the Parliamentary Ombudsman’s Investigation, November 2009.

We have considered the effects on the regulatory returns of the following findings of
maladministration:

The second finding, which includes maladministration in relation to the valuation
interest rates and sustainability of bonus rates for 1990 to 1993;

The fourth finding, which includes maladministration in relation to the valuation
interest rates and sustainability of bonus rates, the apparently arbitrary changes to
the assumed retirement ages and the holding of no explicit reserves for Guaranteed
Annuity Rates (“GAR"s) (1994 to 1996);

The fifth finding which relates to the failure of GAD to request the figure for
Equitable Life's resilience reserve in 1995; and

The sixth finding which relates to the failure of the regulator to resolve questions in
relation to the financial reinsurance, IRECO Treaty.

We have not considered the effect of the tenth finding here as this does not relate to the
regulatory returns.

This letter should be read in conjunction with Sir John Chadwick’s Third Interim Report. In
particular, it should be read in conjunction with Section 2 (Nature and extent of second,
fourth and fifth findings), Appendix A (Timetable of the 1990 — 1996 Scrutiny Process),
Appendix B (Regulator’s power to order re-publication of regulatory returns).

For each year from 1991 to 1999 we have set out a “Lower Impact” and a “Higher Impact”
scenario, of the changes which Equitable Life might have made to the Appendix Valuation
of its regulatory returns if Equitable Life had been regulated properly. We have then
suggested actions, for each scenario, which Equitable Life could have implemented in each
year in order to strengthen its published solvency position and shown the effect of these
actions on the published returns. The two scenarios represent a range within which we
would have expected Equitable Life's regulatory returns and solvency position have lain
over the period, absent maladministration.

Towers Perrin UK Limited, a Towers Watson compan
Registered in England and Wales under 6876337. Registered address: 71 High Holborn, London WC1V 6TP
Authorised and regulated by the Financial Services Authority. FSA Registered Number 500827
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Page 1 0f 57

















































7%






7$












77



7>




78



7&



>%






>$












>7



>>




>8



>&



8%






8%












87



8>




88



8&



&%






&$












&7



&>



&8



&&



%%




= @ &&& '
( 3 (
= o o o
[e0]
3 pe Ew y 08 % = £ . 2
.. T, © v - .. © ?, © hd
6 W ' ( C C C C E E C E C C C
55$;< c c c C E C C ” @ c C
<
55 $ < C E E E E E E C E C E
(
! &H H  %H | >H | >H H |%H |&H H 8H &H
=+ =H $H $H |[=H |7H $8H H =8H &H :&H =%H
| |
4+ g H H H &H H %H H $H H H
& 1
= <# *C'$ 7%H == =H| >H| 7H | 7=H| >H| :$H | >>H| :7H | 7&H
o=,
el =%H $84 %8H :H %&H ::H H %H % H $7H $H
|
"= $H BH | 7H |$$H | H |8H ($$H | H =H $H  %H
W), $8$ == & $$ | % | && > > 8& 8:| $% =
5 *$
51 # 7%H >H % H :H =H| &&H $8H $8H >>H %=H
1 C =
.3
'$1$1$< B P P ., . e P . P .. /5
$ !+ -4
( 1
/2 4 . 4 & 6 # &&8
/2 <3 4 6 #

%



/2 / 2 @ %

' &&8 « * * "
/( 2
/2 < H <2 4 =8 6
# &&% # $%%
( &&%
12 *3 | * 3 &&& $%%
, 3 3
(2 E'< +' 4 > 6 #
&&& '
I( 2 . L2 4 6 # &&8
2 @ +. / 2 HA< $%%> .
& &%  +.
' +. /
A , < ( )I( n
% H $%%> @ Lo
84 $%%%$2
/2 , 6 @ &&8 * 1# &&&2
' M 6 4 !

%$



7 - AL && S%%
|
6 ! T 9 7
. 18# 85 B &8> C clc C
<$ % g8 |C c c c c |c
$" _ 8&= C C e
85 B &&& C cC C
88& C
6 1 | 888 C
8+HED I . $%%% cC C
1$1$85 " $%%% c C
8% #9 | | * $%%% c C
" B $%% c c
# OH6S 1 E ($%%$ o
. ( -
$%%NSG.  $%%

%



%:

> @ @ * 6
** **
O 5 #*
o0} N ig n © n E
I+ H* @ i © i g 3 © © -y 0
=¥C) os ¥ e [T, i 2w
20 g ** v ® ® - © v - v
- @8’ 'H ' =H | =H | & :=H | =H  =H | $H :H | %F 7% ==k :H
| =
-- ES8 &k H H 7H &H &H H %H H %H H %H H
"l
- @ + 'H =H =H | & =H | =H  =H $H :H %k 7%t ==k |:H
I =
- @ + H H | H|7H & | &  H | %H H | %-| H | %+ | H
"l
-l@8" =H | :&H | =H | :7H | =H | =H | %} | :8H | :H ' H >H | =H | :8H
o=
-1E8" >H $H $H >H >H ‘H =H H ‘H %H H %H | 7H
'l
-l1@ + =H | &H | =H | :7H | :=H | :=H | :%F | :8H | :H 'H >H | =H | :8H
o=
-l@ + H $H $H >H >H ‘H =H H ‘H %H H %K | 7H
'l
--4@8" =H | >H | $H | &H | =H | :$H | =8H | =H | 7H H =8H | :&H | : H
o=
~4E8" $H | H | 8H | =H >H | %H >H | =H  >H | %+ | & | H | H
"l
-4@ + 8H | >H | $H | :&H | =H | :$H | =8H | =H | 7H H =8H | :&H | :H
o=
4@ + H H 84| =H >H | %H >H | =H >H  %+| &  H | H
'l
( '9
/2 4 4 & (
/2 <3 4 6 (
A ( n
( 3
(O 3 ( -
(
/| 2 6 # A



<< ? 8 6
F =88 <8 A A<

/2 , , , 10,,,12
/2 . /0 .12
/2 ( , , /0,12
2 + , [0+12

@ * . /0*.E12
I(2 /0,12

(2 A 5 JOA512
(2 A < [0<E#12

% # <5 7?

(2 A I0A) 12
(2 # . [0#.12
<5 ?

/2 A, . /0A,.12

5J 2
(
« r 2
&&$ ( 53
A, "@ (
(
rz2 ( , 10,,12
/2 I 4 |, /0412
/2 '( , /01,12
/2 4 , , 104,12
/2 # ) 3
10#).12
/2 4 J@ /04!.12
/2 ) , 10))12
(2 o /0 E#12

/2 4 1( , 04112

%=



$%

L A

$7

$8

$&

%7

1&#

5J

1%%% 2

E A,

G $G$%%>

L2

$%%>

K

G $G &&:

5J



8 A
‘& ‘& ‘& 5 % I# #'( t
5<# 5" "1$ <# 9l# <# @
*..G, <# <# *) ol# <5 <5
*..G, *.G, ), # %), # ),

- 7% ">8% =">7$
-/ 8= % =">&| >"%:8 7: >8>
-0 "8 $> 8"8=| %"> $= >8
-1 " 8> :8 $ %"=> $"7 && =&
-2 "$$ 7= $P& | "=>> "$%> "88&
-3 "$:= 87 = "%&8| >"$8 "7 > $$7
-4 "$:7 7 7: ==%| &"$= "87: $"% >
"$:> 7 7$ 7"8>>| $'">7= "8:7 "&=$%

"$$ % 7> ="&> | $%"$ % $"%%% "7%$

"0:7 = 8 $'>> "=> ="$8=

8:% $%= 8"'8&> 8":% "&%% =&

) >$ = = >"%: | 7'&$ $" > &8
.0 7% %: 7'7$ 7"$:= = >:
.1 =&% $ 7'$%8 ="&8 > =7
.2 == $ ="7$=)  =">7 >:&
.3 = ="%7& ="%$ >= $

%>



& @ ( A,
5 ‘& 5 ‘& 5 #( (
<# *.G, "< # s <5 # <5
*..G, <# *.G, ), # %),
-- $: % % %
-/ > $ & 8 $=
-0 %> $
-1 %% $ & %=
-2 &$ $
--3 8= & >
-4 > $ >
--- > > > %= 7
7& $ > &= =
=7 % & %
% $= 8 $:
W $= % = >0 >
.0 $$ % %
.1 $% % $ $ $
.2 8 % $ %
.3 = % $ > 8

%8




% A
5 '& ‘& 5 #' (
<# *.G, "< # s <5 # <5
*..G, <# *.G, ), # %),
- $$
-/ $8 > % $
-0 = > % $7
-1 > % 7% $:&
) -7 = % >& &:
-3 = 7 87 $:8
-4 =& & $=& =7
7= > $8 7.
78 $8= &7
7> % > %
7= % $ % %
) 7: % $=> %
.0 7 % $%> %
.1 7$ % &% %
.2 7 % >& %
.3 % % >% %

%&



