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For more information on our busmess please visit
www wesieyan co uk

Our vision, mission and values

Our vision
1o be the best in cur chosen markets

Our mission
Through continuous improvement

— To be a strong and profitable business that
provides tallored financial products and
services to meet the personal, professional
and business needs of our target markets

— To be the provider of choice for customers
and the employer of choice for staff

Our values

Insight

Understanding our customers’ needs in order
to offer tallored product solutions, specialist
advice and customer care

Performance

Founded on an enviable record for excellent
financial performance, industry leading
financial strength, supenor returns for our
customers and a commitiment to continuous
improvement in all aspects of our operations

Trust

Aiming to earn our customers’ trust through
financial security as well as a commitment

to doing the nght thing, true to our mutual
heritage This means being principled, caring,
honest and fair In a word, integrity
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Wesleyan — the provider to professionals

We understand that our customers have unique career paths with different financial needs at
each stage Each of our Financial Consultants deals with a single profession and receives ongoing
training 1o keep fully up-to-date with the changing 1ssues our customers face This ensures that
our specialist advice Is always tallored to our customers particular circumstances

What we offer
Income Savings and Retirement and
Protechion and nvestments Inheritance Tax
Life Assurance Planning
IMAGE
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Doctors

' have always been impressed and delighted with the service

| recewe Trom Wesieyan Medical Sickness When the pension
choices exercise was anrounced | spoke to a number of wedl
known comparies to get advice on what todo My Financial
Consultant at Westeyan Medical Sickness was the only one who
gave me honest advice about what would be the best approach
for my retrement needs ” Dr J Hinton, Harrow
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Teachers

“Wesleyan for Teachers prowded a very professional and
nformalive service for us on our staff wellbemg day The
presentation was very well attended and | receved very posiive
feedback from everyone who attended, even those who thought
they knew everything about teachers’ pensions and retirement

I cannot recommend them highly enotgh, a fantastic service

and a big thank you from everyone at Oathall Commurily College "

Sam West, SEAL co-ordinator, Oathall Community College

Mortgages Practice Commercial
Residential and Protection Lending
Commercial Personal Loans
and Insurance
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Dentists

‘I have been a chient for over 25 years and have been extremely
happy with the advice offered to both myself and my fammily *

Mr 5 Cowley, Birmingham
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Lawyers

“It's iImpossible for fitms fike ours 1o provide benefils thal meet
the exact needs of every Indvidual siaff member However, with
ihe help of Wesleyan for Lawyers, we can show employees how
the available benelits fil into the context of thewr own personat
circumslances ”

lan Forrest, Partner at Squire Sanders & Dempsey
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Society and Financial Highlights

334%

/2,895

Payouts on the Society’s 25 year endowment
policies are 33 4% higher than the average of
thase of our competitors

Based on Society research

10/10

Policyholders were given a £100 voucher as part
of the Society’s Mutual Rewards Scheme

20./%

Qur With Profits Fund was again rated 10/10in an
independent survey of with profits offices We are the
only ife office to have achieved thrs rating for seven
consecutive years

Cazalet Consulting With Profits survey November 2011

+16

Growth in new business Annual Premium Equivalent
(APE) figures

£50,000

Likelihood to recommend Wesleyan 1s 25 points
above the industry average of -2

The Association of Bntish Insurers — Customer
Impact Survey 2011/12

LOGO
REMOVED

Raised for our chosen chanty CLIC Sargent
during 2011

LOGO
REMOVED

Craig Ermngton named Overall Director of the Year at
the Institute of Directors UK Final

LOGO
REMOVED

Qur Customer Relationship Centre was named
Customer Service Team of the Year at the Briish
Excellence in Sales & Marketing Awards

LOGO
REMOVED

Wesleyan won the Birmingham Post Business Award
for Professional Services

Wesleyan named Insurer of the Year
at the Campden Media GP Awards
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Financial Summary of 2011

3

31 December g
Society New Business (APE)! 2011 2010 1
Total £42.5m £352m
Society Premium Income — Gross
Total £333m £268m
Investment Returns
With Profits Fund -0.3% 13 7% 2
Life Managed Fund -2.8% 14 6% 7
Pensions Managed Fund -0.5% 137% :
Fund Size
Total Assets £4.8bn £4 obn
Long-Term Fund (net) £2.9bn £2 /7bn
Investment Mix — With Profits Policyholders o
Equity Shares 60% 65% 2
Property 9% 10% 3
Fixed Interest 13% 9%
Cash & Other 18% 16%

With Profits Realistic Balance Sheet

Assetls £2,524m £2,449m
Liabilities £2,027m £1,922m
Working Capital £497m £627m

SJUBILIIE)S [BIOUBUI

! The above ts stated i terns of Annual Prermium Equivalent (APE), being twelve months premium for regutar business plus 10% of single premums
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Chairman’s Statement

“The Society’s
commitment to serving
the financial needs of
all our customers, at all
stages of their careers
and in retirement”

2011 saw the Society celebrate ds 170th anniversary
From early beginnings in a small room in a side street in
Birmingham, we now have over 1,000 staff looking after
professional groups around the United Kingdom

The Board 1s clear that the Society remains commitied {o
serving the financial needs of all our customers, at all stages
of their careers and in retrement

Background

The Society’s 2011 Business Plan was set against a
background of continued economic uncertainty, a scenario
that has not changed and now seems likely to continue for
some years to come Our markets are not immune from the
impact of spending cuts, inflation, 1ax increases and legislative
changes but the Board share the Executive team’s belief that
despite this weak financial background there s st plenty

of opportunity 1o strengthen the Society’s presence in the
professional markets we serve and to increase market share

Performance

The Chief Executive’s Review and the Business Review later

in the report provide greater detail and analysis of the Society's
2011 performance it was pleasing however that the 2011 new
business sales objectives were achieved This was against the
background of customers’ understandabte caution to enter into
new financial commitments and the need for the sales force to
devote time ‘off the road’ to prepare for the requirements of the
Financial Services Authonity's {FSA) Retail Distribution Review
{RDR), which comes into effect from 31 December 2012

Strategy

The Board has regularly reviewed the Society’s sirategy

and the risks to it, with a fuil session held in June attended
by the wader management team Whilst acknowledging

the challenging economic background the Board reaffirmed
the current strategy shanng management's confidence that
steady, controlled growth can be achieved

Mutuality

As the Society's Chairman, | reiterate the Society’s
commitment to its mutual status — 2011 15 no excephion to this
with the latest strategy session clearly reaffirming this position
However as | stated in my report last year, ulimately the
purpose of mutuals is to give value back to the members

and the demonstration of this is part of the Society’s strategy

Risk Management

In 2011 the Society has made further progress to codify and
document its nsk appetite and rnisk management processes
and it was very pleasing to recelve acknowledgement of

our progress fram the FSA who carrted out a review towards
the end of the year Through the Society’s Risk Committee,
the quality of nsk-related information that the Board receives
on a regular basis 1s of a very hugh standard

The Board

| commented i last year's report that we intended to appoint
one additional Non-Executive Director 1in 2011 and we were
delighted to welcome Martin Bryant to the Board in June
Martin’s experience of strategy and customer refationships

15 of great value to the Board
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We were also pleased to welcome Samantha Porter who joined
the Board as Marketing Director in September 2011, the first
fernate member in the Society’s 170 year history Samantha has
held a number of roles withun the Society and brings with her
over tweniy years of expenence within financiai services

Martin Howard and Matthew Rodhouse left the Board dunng
the year to pursue other interests and went with our best wishes
and gratitude for their ndividual contributions  Most recently
Rob Green has joined the Society as Finance Director Rob has
significant expertise In the financial services sector and we look
forward to the additon of his knowledge and insight as we move
forward with the delivery of the regulatory RDR and Sclvency
intatives, in addibion to the pursuit of our commercial objectives

Governance

At Board level we believe we have the degree of independence
and range of skills to challenge the Executive team and exercise
the level of scrutiny essential to ensure the secunty of the
Society's future and to ensure that policyholders’ expectations
are fulfilled in 2012 we will be conducting a further Board
evaluation process to build on the 2010 exercise and the actions
taken subsequently

Other areas of valuable governance over the Saciety’s affairs are
also worthy of note -

() the independent members who serve on the Society’s two
With Profits Comrmittees,

() the Wesleyan Medical Sickness Advisary Board,
comprising eleven doctors and dentists, who meet three
times a year to work with management to ensure the sales

and marketing practices are appropriate and sensitive
to those target markets,

() the Lawyers Advisory Board, comprising six lawyers, who
fulfil the same functhion for our growing presence In this
market, and

{iv) the regular meetings held with NASUWT {Nationai
Association of Schoolmasters Union of Wormen Teachers)
one of the largest teachers’ urions m the UK with over
280,000 members and for whom the Society I1s the
recommended provider of financial advice

Looking Ahead

2012 wili no doubt prove chalenging but the Society remains
a financially strong business with ambitious plans to grow

In a steady and controlled manner i1 the years ahead

The Board were delighted with Craig Ermngton’s Institute of
Directors 2011 awarc of ‘Director of the Year’ and he would be
the first to recogrise that this could not have been achieved
without the loyalty and hard work of everyone in the business

On behalf of the Board, | would like to thank all the staff for
therr continued comrmitment to quahty and senvice and ther
resilience i a ime of great change

Bryan Jackson CBE Chanrnan
22 March 2012
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Chief Executive’s Review

IMAGE
REMOVED

Introduction
The Society’s vision, mission and values are detalled at the
front of this report and are the foundation of our aims to

strengthen our presence and increase our offering in our target

markets of doctors, dentists, teachers and lawyers

My review this year focuses on our long term high level
objectives with more detall on the wider operational
performance provided in the Business Review 2011

Taking each of the three objectives in turn -

A Financially Strong Business

Financial Strength

The Soclety’s financial strength continues to be of fundamental

importance to achieving our long term strategic objectives
It also benefits our policyholders, as it alfows us to deliver long
term returns via an investment strategy based on continuing

high equity exposure The market risks inherent in this strategy

are carefully managed and in 2011 we remained financially
strong New European solvency capial rules are being
introduced over the next few years, and our preparations to
meet these rules and understand the imphcations for our
strategy are well on course

Sales Performance

2011 was another good year for the sales force, butlding on
strong growth in 2010 and 2008, with income significantly

up across all our markets — doctors, dentists, teachers and
lawyers, as we continued to embed our proposition with both
our existing and new customers As mentionad by the
Chairman n his Statement this was achieved while continuing
the preparation of our salesforce for operating in a post Retail
Distribution Review (RDR) world from January 2013

Achievements

It was very pleasing to be rated 10/10 In the latest Cazalet
Consulting review of with profits offices, making the Society
the only life office to achieve this recognition seven years in
arow Cazalet’s ratings are based on an in-depth analysis of
the Society’s With Profits Fund analysing investment
philosophy and performance, asset shares and policy values,
new busmess volumes, management of capttal, business risks
and cash flows We see this assessment as a clear
endorsement of what the Society 1s seeking to achieve

Further achievements are highlighted in the Business Review

Customer Proposition — Provider
of Choice

Sales Force

Qur focus remains to grow new business in our existing
markets, this Includes increasing the number of financial
consultants we employ, in particular in the Lawyers market

In 2011, we also launched our Sales Relationship Centre
(SRC) which provides support to both financial consultants
and customers We have taken a phased approach to this
programme and pian to offer full support to all our consuttants
by the end of 2012

We have already put In place the basic infrastructure required
to maximise opportuntties from the introduction of the FSA's
RDR in January 2013 This will bring a greater focus on the
quality of service provided by our financial consultants as well
as transparency of charges in a comparable market
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We expect all financial consultants to be qualified to advise
and sell under RDR regulations ready for the launch of our
new RDR compliant pricing propesition in Q4 2012

We aim 10 achieve increased actiwity levels through the use
of our industry leading Point of Sale system

We have set ambitious new business growth targets by increasing
the number of first appaintments throuigh a more experienced
salesforce, the expansion of the SRC and having a quality range
of products offering market leading returms

Products

An enhanced investment service was launched 1n January

2012 gving customers a greater choice of investments reflective
of their atttude to nsk supported by a full advice service

We will improve and enhance our financial modeling to provide
information on total sector penetration, product profitability and
capial intensity

Customer Service

We plan to invest further in the Society's technology
infrastructure starting with the preparatory stages of smphfying
our policy administration systems and creating a new

strategic platform

General Insurance

We launched our Pnvate Clients Insurance Service it 2010 and
this 1s continuing to progress and achieve year on year growth
We plan to increase income in this area as well as achieving
increased penetration and improved customer retention

We plan to make our first move 1nto the professional iIndemnity
insurance space with a broking proposition for the fawyers
market

Wesleyan Bank

We plan to grow personal loans through increased segment
penetration and to grow the commercial loan business as a
result of expanding the commercal loan team in Birmingham
and exploring opporturities in the medical markets

Employer of Choice

In recognition of the Soctety’s commitment to be the employer
of choice for all staff we plan to

» continue working with teams across the Society o address
particular 1ssues coming out of our annual employee opinion
survey |t 1s very pleasing to report that for the third year in
succession staff engagement as measured in the survey
continues to exceed the industry benchmark, and

» further embed staff development programmes including
the continuous iImprovement programme and the Total
Development Framework which was launched to Head
Office staff n 2011 Dunng 2012 we will review
the remuneration, career progression and development
mechanisms for the sales force to optimise our
implementation of RDR

The Society s an expanding organisation, in both Head Office
and the sales force, at a time when many corganisations are
seeking to downsize their employee numbers The launch of
the SRC created 90 new jobs in our Head Office, with further
expansion In the Lawyers segment mcreasing the size of the
sales force

In addition to this, twelve apprentices joined the Society

i October taking their first step towards a career in financiat
services They are on an 18 month programme and wiil work
fult ime within Customer Services and General Insurance,
while also working towards an NVQ Level 2 In Business
Administration or Providing Financial Sesvices

Earher this year, we were pleased to offer permanent positions
to each of the five apprentices who completed the pilot
programme launched in 2010 This apprenticeship scheme
has been developed with support from Birmingham
Metropolitan College and the National Skills Academy

for Financial Services (NSAFS)

As Charrman of the NSAFS Employer Board in the West
Midiznds 1 fully support the apprenticeship programme
and hope to see it develop in future years

We will continue our Corporate Responsibailty programme
As a mutual, Wesleyan continuaily strives to be a good
corpaorate citizen in our communities, marketplace and
workplace Dunng 2012 we will detail the actions already in
place and give further consideration to how we can provide
the most effective benefit in the future

Looking Ahead

2012 will be a challenging year as we have Increased

sales force targets and are looking for increased growth from
the Bank and General Insurance businesses in addition to
our Life & Pensions business While we support the growth
nitlatives, completion of the RDR and Solvency |l Projects in
2012 will result in additional costs and sigrificant demands
on senior management

2012 will alsc see further impact as a result of external factors
such as the EU Gender Directive and the pension changes
which particularly affect our key markets More detall of the
principal nisks and uncertainties facing the Society, together
with the actions taken to mitigate them, are set out on pages
121013

2011 was another positive year for the Society and we ook
forward to 2012 with cautious optimism for ancther year of
steady progress | would like to take this opportunity to thank
all our staff for therr hard work and continued support

Craig Emngton Chief Execulive
22 March 2012
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Business Review 2011

“The Society offers
appropriate tailored
products to ensure that
the personal,
professional and
business needs of its
niche market customers
are met.”

The Society has a clearly defined business mode!, and how
we achieve this 1s measured against a number of strategic
objectives This review of performance i 2011 focuses on
providing more detaill on these objectives and our progress

Background

Through a nationwide segmented salesforce of 321 (2010
305) Financtal Consultants {FCs) the Society advises on iife
assurance, investments, pensions and INncoms protection
Insurance to doctors (split nto GPs, hospital doctors and
students), dentists, teachers and lawyers Other financial
services offered include retail banking, unsecured lending,
commercial lending and acting as a general insurance broker

The Society offers appropriate tallored products to ensure that
the personal, professional and business needs of its niche
market customers are met In terms of protection, investment
and pensions business the Society manufactures over 91%
(2010 88%) of the products it sells, the remainder s sourced
from a panel of market providers

QOur FCs, supported by Area Managers who reportto a
National Sales Manager for each segmient, seek to deliver

a unigue proposition for protection and savings through the
use of the Society's Point of Sale technology and knowledge
of each specialist market Also as part of a commitment to
providing holistic financial advice in the home or business
premises they can also help each client with lcan finance-
and general msurance needs o

Investment Performance

A year which started with a degree of confidence that leading
economies would continue their recovery from the credit
crunch ended with many developed countries struggling to
show any growth at all Meanwhile sovereign debt worries
precipitated both a further warsening of the economic crises
in the penpheral eurozone nations and the Standard and
Poors downgrading of US Government deht

Continuing low Interest rates, mare quantiative easing from
central banks and mnvestors staging a “flight to quality” meant
good quality Government bonds were the star performers,
particularly in the second half of the year In the UK the FTSE
All-Gilts index returned +15 6% while index-linked gilts moved
to negative reat yields Equities reacted to the worsening
economic outlook and the FTSE All-Share Index returned

-3 5% for the year despite a good improvement In company
dvidends The iPD All-Properties Index of commercial
property returned 8 1%

The Wesleyan With Profits Fund has an above average
exposure to equities, which has served us well over the long
term In 2011 this held back our gross investment return
which came In at -0 28% although, of course, we previously
produced the industry’s top with profits return in six of the
years since 2000 Our unit-inked managed funds, for both Iife
and pensions, extended their excellent track records witht both
finishing the year in the top decile of their respective league
tables Total funds under management grew desprte the
market background, rising by £235m to a record £4,674m

New business growth withm each core market

All of our chosen segments expertenced Annual Premium
Equivaient {APE) growth in 2011 and we have demonstrated
continued growth over recent years
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New business growth

Our 2011 new business APE grew by 20 7% to £42 5m

and we are delighted to record within these figures continued
growth In the Soctety's with profits business which grew by
28 6% The seven year trend shown highlights positive
progress since a major strategic review was implemented

in 2005

General Insurance broking

2011 saw further progress as we significantly increased new
sales across our range of products — home, motor, travel and
commercial property insurance Qur Private Clients Insurance
Service was particularly successful supported by the
introduction of a free walk through appraisal service for hugh
value properties We also introduced a fleet car policy catenng
for households that have a number of vehicles and drivers

o nsure

Wesleyan Bank

Another successful year with our personal loan and savings
products selling weli, and our fixed rate bonds proving
particuarly popular 2011 saw further development of our
commercial lending capabilty through our Wesleyan Key
Business Finance Limited (WKBF) subsidiary with loan values
im 2011 more than double those In 2010 WKBF and the
Bank work very closely together with WKBF sourcing much of
the business which is placed with the Bank We expect to see
closer integration between the two companies dunng 2012

Available Capital Resources

Despite difficult market conditions, our financial strength
was maintained and this allows us to provide our
policyholders with a combination of financial securnty
and excellent growth opportunities

To deliver above average lang term payouts

With investors understandably concerned about the returns
on therr savings and investments 1t I1s very pleasing to report
that the Society received ‘top spot’ for the best perferming
with profits bond over ten years (based on an investment of
£10,000) The Society’s bond grew to £16,805 after 10 years
—an annual return of 5 3% The Society also receved

‘top spot’ for returns over six, seven, eight and nine years
Source Money Management

To demonstrate how our long-term payouts compare with
major competitors, we have analysed a 25-year Wesleyan
Endowment Plan and its return and the Society has come
out top and retamed its position 1n the fop two held over the
last five years The example I1s based on a 30-year old male
and contributions of £50 per month Past performance 1s
not a guide to future performance

Companies 2012
Wesleyan £47,205
= £44,108
Prudental £33,679*
Legal & General £33,601*
friends FLC (was AXA Sun,Life ASL) £32,681
Aviva Main Fund {ex CGNU) £31,950
Friends Provident £31,522
Standard Life £28,439
Average payout £35,398

*Mortgage endowment policy Soutce Sociely's own research
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10 Business Review 2011 continued

Crag Ernngton, Chiel Executive with our 2011 apprenices
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Our achtevements

Director of Insurer of

Professional
the Year the Year

Services

Best
Customer
Service
Team

1710
Cazalet
Consulting
Award

2011

1710
Cazalet
Consulting
Award

Life Insurer
of the Year

2010

1710
Cazalet
Consulting
Award

Best Use
of ITin
Insurance

Business of

the Year

2009

1710
Cazalet
Consuling
Award

Life nsuser
of the Year

The Society's progress and achievements

The Society has won a number of prestigious awards and
15 regularly recognised by respected organisations for its
achievements These are shown alongside

Wesleyan has again been awarded ten-out-of-ten by Cazalet
Consulting With Profits Ratings and is the only hfe office to
have achieved this 1n seven consecubive years

2011

Director of the Year — Large Business and Overall Director
of the Year (Craig Ernngton) — institute of Directors (IoD)
Director of the Year Awards

Insurer of the Year — GP Practice Awards

Professional Services Legal, Finance and Business Award
— Birmingham Post Business Awards

Best Customer Service Team — British Excellence in Sales
& Marketing Awards

2010

Life Insurer of the Year — British Insurance Awards

2009

Best Use of IT in insurance — Financial Sector Technology
Awards

Business of the Year — National Business Awards
Regional Finals

2008
Life Insurer of the Year — British Insurance Awards
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“We trust our teams
and look forward to the
challenges ahead to
ensure success for all
our stakeholders,
both members and
employees”

Regulation

We remain mindful of the Gavernment’s announcement to
break up the Financial Services Authonty (FSA) and set up

two new regulatory bodies The Prudential Regulation Auihonty
(PRA), part of the Bank cf England, wil regulate the financial
management and supervision of banks, building socisties,
credit unions and investment firms The Financial Conduct
Authority (FCA) will reguiate the conduct of business of all
product providers in order to better protect consumers whilst
also ensunng the regulation of retail and wholesale markets

It1s envisaged that the Society will be regulated by both the
PRA and FCA

We alsc remain mindful of continung developments within
the European regulatory authonties in this context the Society
has invested significantly In reguiatory projects, primarily the
Europe-wide Solvency Il capital requirements for insurers

Furthermore, we are continuing to work to ensure complhance
with the FSA's Retail Distnbution Review which reguires the
fraining of our Financial Consultants to pass higher fevel
examinations as well as adopting a new charging structure

in order to provide greater transparency for customers

Finally, earlier this year, further detalls were provided regarding
the removal of gender based pricing within insurance from
21 December 2012

We believe we are well prepared tc meet the requirements
of these major intiatives whilst protecting the commercial
strengths of the Society

Looking ahead

We remain committed to our core markets, which

provide ample opportunity 1o continue to sell our products
and services

2012 will continue to bring both oppartunities and challenges
for the Society The wider economic uncertainty and the
passibility of entering a further recession remains a key risk
which we will continually monrtor and adapt cur cperating
decisions accordingly

We have a belef in the abiily of our staff to ensure our
continued success In 2011, our staff engagement at 82%
{measured in the Society’s annual Employee Opinion survey)
exceeded the industry benchmark and highlights the success
of one of our core mission objectives, in being the ‘employer
of choice for staff’

We trust our teams and look forward to the challenges ahead
to ensure success for ail our stakeholders, both members
and employees

11
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Principal Risks and Uncertainties

Accepting nsk Is fundamental to the delivery of the Society’s strategic objectives and attraciive
returns for its policyholders In additon to the return on thew investments, with prohts policyholders
are credited with the profits or charged with the losses from a range of business risks including
profits or losses from non profit business and a share of the profits/losses of the Society’s
subsidiary companies The Society has governance structures and processes In place to actively
identify, manage and monitor nsks and 1ts approach to risk management 1s set out on pages 39

to 46 The Board believes that the principal nsks and uncertainties facing the Society and its
subsidanies are as set out below, together with the actions taken to manage and mitigate them

Legislation and Regulation

Changes i regulation or legistalion may have a delumental effect on the Society’s strategy, profilability or capital position

Principal risk and uncertainty

Risk mitigation and management

The Retail Distubution Review (RDR), the rules for which come into
force al the end of 2012, will change the regulations lor the provision
of sales adwice for retail nvestment products and he relationship
between consultants and manulacturers of these products

This will require sigmificant changes Lo Lthe Society’s products and sales
adwvice processes, patlicularly for mvestment and savings business
Poor execution of these changes would impact the Scciety's customer
propasition and profitatuity Other factors thal could hinder successfut
transion include customers tating to understand the change,

the Society's financial consultants not achieving the higher level
qualifications required under RDR and increased demand for qualhed
cansultants resullimg i ncreased tumover of stalf

Cverall we believe that the Society's distribution modet 1s well placed
to succeed in the post-RDR environment However, the scale of the
changes requied 1s significant and there 1s a nsk that these will not

txe delivered to timescale

Sigmificant activity has been undetiaken duning the year o implermnent
the requuements of the RDR Our manctal consullants have made
excellent progress with the higher level qualiications and ate on biack
to achieve the required level dunng 2012 Customer research has
been undertaken lo determine therr preferred approach to adviser
charging and we are engaging with the Financial Services Authonty
(FSA) to ensure that our approach meets regulatory requirernents

Significant changes to IT systems are required to support the changes
10 our savings and wvestment products This actvaty 1s underway and
piogress with this work and all other aspects of the project s closely
momtored through project and execulive steenng commitiees

Solvency If, which 1s now scheduled for full implementationin 2014,
will iead to a furwlamental change 10 the way that Insurance
campanies are required to calculate therr regulatory capital and
manage risk While the high level regulation 1s delined, detalled capital
requirements and implementalon rules have nol been finalised

Some uncettamty remains in propased Solvency [ regulation which
could impact the amount of regulatory capital that the Society s
required 1 hold  The Society 1 devetoping an internal rodet to
calculate its regulatory capitat requuircment under Solvency 11 If the
Society fails to obtain regulatory approval for its internal moded then s
regulatory capital may not reflect appropnately the nsks towhich it s
exposed, potenlially creating some uncertamnty in capital requirements

Sigrificant progress has been made dunng the year with the
developrment of our internal model and our sk management
framework We are not expecting at this stage or Solvency |l to
require significant changes (o our business mode! but the improved
risk and capital management practices that Solvency [Hwall bring will
enable us to operate imore efficiently Project progress 1s closely
monitored through project and execulive steenng cornmitiees

In February 2011 the FSA published a consultation paper setting
ol proposals to amend existmg rules on the aperation of with-prafits
funds

It they had been adopled as proposed, these rules wouid have had
a significant impact on mutual fums that ceased o wiite material
volumes of wilth profits business, polentially requinng the firm to
distnibute 1ts excess capital and close 10 new busingss

In March 2012, the F SA published its policy statement seting out theyr
final rules following the consultalion process Following leedback from
respondents, the FSA did not proceed with the parlicuiar rule changes
affecting mutual firms that cease lo write matenat volumes of with
profils business for the ime being, although Lhey intend o continue to
discuss the 1ssues rassed with mutuat itms and aim to publish another
consultation paper In 2012113

Whilst the rule changes previously proposed were not an immediate
concern for the Society as il continues lo wrile matenal (and
increasing) volumes of with prolits business, Lhey are contrary to how
the Society has operated in the past and could have an impact over
the long term

We believe that with profits business subject lo effective governance
remains an atitactive proposition for customers and that the rules
previously proposed by the FSA were inconsistent with the Socety's
rules (which the Board are required to comply wilh}y and how we have
operated i the past We responded to the FSA's consuliation paper

as an individual irm and also provided input to the Association of
Financial Mutuals and the Association of Brilish [nsurers (o incorporate
into therr responses We also ook legal advice on [his issue and
shared this wath the FSA

The position will continue to be montored and we will actively engage
with the FSA as they consider these ssues further
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Financial markets and economic condrtions

The performance of mvesiment markets and shiits in economic condiions affect the profits thal we are able 1o generale lor policyholders

and our financial strength

Principal risk and uncertainty

Risk mitigation and management

A maor and profonged econormic downlurn and/or stock
mairket crash leads to a faiture to meet targets and to a significant
under-performance of the Society's business plan

Since 2008 we have achieved strong year on year new business
growth and persistency has been slable despie a difficult econornic
environment Sales of savings and investment products have
performed refatively more strongly than protection business in the
current enviioriment and we expect this to continue into 2012
However, as part of developing our 2012 busmess plan we modelled
a range of scenarcs mpacting different products and identified
management actions that could be taken to mitigate their impact
they should anse We closely monitor the achievernent of our business
plan through our governance structures so that any miligating actions
required can be taken i a himely way

Stock miarket volaliity leads to mvestment losses n the With Prolits
Fund and impacts our lingteal strength

Changes n our key target markets

As far as possible the With Profits Fund 1s invesled in quoted company
shares and cormmercial property, which are normally expected to have
the best kong term growth prospects based on historical perfonmance,
although this 1s no guarantee of future perfonmance  This means that
we are mofe exposed to stock rmarket volatiity than other firms.

We aimn {0 reduce the effect of short-term fluctuations on with piofits
policies by “smoathing” where in peniods of good investiment growlh
we may keep some of the growth back What we have kept back
worlld then be distributed in periods of poor iInvestiment growth,

to cushicn the fall in relurns . Smoothing can only adyust for shori-lerm
flucluations because we need (o be able 1o balance out the good and
bad periods

In order 1o manage our exposure o market sk we set hmits on the
Socety's exposure 1o equities both in aggregate and by geography
and counterparty We have also put in place a financial derivative
to ribigate: the impact of stock volatihty on our inanctal strength

Changes affecting customers in the Society's key target markets can affect the profits that we are able to generate for policyholders

Principal risk and uncertainty

Risk mitigation and management

As part of the public sector spending cuts, salary levels for doclors
and teachers have been frozen and there 1s presstire on GP budgets
The changes to the NHS and Teachers’ Pension Schemes that are
currently being consulied on will require an inceease 1N employee
coninbutons if they go ahead, further reducing the real disposable
income of customers in these markets This may impact persistency
anc our abihty to deliver new business growth

Counterparty failure

We closely monitor changes affecting our target markets as patt of

ot strategie and business planning process and assess Lheir potential
impact with input from our specialisl Advisory Boards and through our
scenarno testing so that migating actions can be identified «f reguired
and taken n a imely way We are continuing our expansion into the
teachers and lawyers markets to reduce our dependence on the
medicat maikets over the longer term Delivery of our business plan

15 moniored through our governance stiuctures

We are exposed (o the nsk of fallure or default of one of more of our counterpariies.

Principal risk and uncertainty

Risk mitigation and management

We invest in debt secunties and other assels and place money on
deposit with banks in order to meet our obligations to policyhoiders

In addition, derivatives and reinsurance are used to a hmited extent to
mitigate some Tinancial and other types of nsk As a resull exposuies
can anse 1o 1issuers of debl and other financial nstruments

We managg this risk by setiing iimits on the amounts that may be
invested in different assel classes and with any single counterparty
Limits on the amount that can be placed with indmdual banks are
approved by the Board We aclively momnitor and report against these
himits and have tngger levels in place to ensure prompt management
action Where possible, significant counterparty exposures, for
example i respect of derivatives, are mitigated by the use of collateral

Nole 2 on page 39 describes the specific nsk types 1o which the Sociely and its policyholdess are exposed and our approach to managing lhose rsks so as 1o ensure
that the residual nsk exposuras are within acceplable tolerances agreed by the Board Note 13 on pages 56 to 58 mcludes a sensitvily analyss setling out how

changes n & range of isk factors may impact our capdal
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Board of Directors

1 2 3
IMAGE IMAGE IMAGE
REMOVED REMOVED REMOVED
a 5 6
IMAGE IMAGE IMAGE
REMOVED REMOVED REMOVED

Non-Executive Directors

1 Bryan Jackson, CBE (b} (c) (d)

Chaiman

Bryan Jackson, aged 65, became Charman of the Society’s Board
immediately following the 2010 AGM, having been eppointed a
Non-Executive Diector in May 2007 He was the Managing Director
of Toyota Motor Manufactuning {UK) Limited until fus retrernent i
2004 Batween 2004 and 2009 he was an adwiser o Toyota in Europe
He 1s also Charman of East Midlands Developmenl Agency and
Deputy Chatrman of Unipart Manufactuning Group, a fiest ber
automotive suppher Bryan s also a member of the Audit and Risk
Commuiiee of the Department for Business, Innovation and Skills

2 Dawtd Rutter, BSc, FIA {a) (c} {e) (I}

Vice-Chairman and Chairman of the Risk Committee

Bawid Rutter, aged 59, was appointed as a Non-Executive Director

n 2004, hawving spent his entire carecr at the Society Pror to his
retirement earlier iIn 2004, Dawvid was the Society’s Appointed Actuary
and later Finance Director David was a Director of the Society from
1990 and in 1997 he oversaw the merger with Medical Sickness
Society David became Vice Chairman of the Society in May 2007
and jomed the Board of Wesleyan Bank Limited in May 2010

3 Keith Nicholson, FCA (a) (T}

Deputy Chairman, Senior Independent Director and Chawman

of the Audit Committee

Keith Nicholson, aged 62, joined the Society’s Board in September
2009 He retwed from his role as partner at KPMG | LP in early 2009
with over 25 years of cxpetience in the isurance and retail banking
sectois He is also Chanman of Liberty Syndicate Management Limiled
and a Non-Executive Director of The Cguitable Life Assurance Society

Key to bership of | | Board Corr

(@} Audil (d) Nominalions
(b) Rernuncration (e) With Profts Committecs)
(c) Investment ) Rsk

Professional Advisers

Solicrtors Independent Auditors
Coley & Tilley, PricewalerhouseCoopers LLP
Nevile House, 1 Embankment flace, London

Walerloo Street, WCZN 6RH

Birmingham B2 SUF

4 Chns Bnnsmead, BSc, MSc¢ (b)

Chnis Brnsmead, aged 52, joined the Society’s Board on 1 Apri 2010
He has over 30 years expenience gained nationally and nternationally
in {he pharmaceutical industry, Including seven years as President of
AstraZeneca Pharma UK He was previously Chairman of AstiaZeneca
Pharma UK and President of the Association of the Brilish
Pharmaceulical Industry Chins hias stiong business skills and a track
record of delivering oulstanding results in challenging and complex
situations  Chris s currently a business adviser on Life Sciences lo the
Government, a Non-Lxecutive Director at Dommno Prinking Sciences
ple, United Drug ple, Kinapse Levuted and Chattman of Diagnostic
Capital Limited

5 Martin Bryant (a) (d) (f}

Martin Biyant, aged 59, joined the Society's Board on 1 June 2011
Martin spent 13 years workang for The Boots Group m a number of
positions including Group Drector of Business Development where
he was responsible for corporate strategy development and new
busness creation In 2007 he ietred as Chief Executive at The
Sharehotder Execulive, a unique cross governmental organisation
providing corporate finance advice and shareholder managemer for
27 businesses with an asset base of L20 billlon Puor o that, he was
Strategy Director at the Home Office and worked as Chief Opetating
Otficer of BP Relail

& Philip Green (b) (d) (g)

Phihp Green, aged 59, joined the Society’s Board on 1 January 2010
He 1s Chaef Fxecutive Officer of the Lite insurance Market Rescarch
Association {LIMRA)Y Europe, the world’s targest msurance association
He 15 also Chairman ol an international consuliancy which focuses

on developing performance, management, raimng and salesiocice
distribution Phiip has extensive global experience working within the
nsurance sector having been Seniar Vice President Marketing and
Distrbution at Alico and Dxeculive Vice Pressdent, Chuef Agency Officer
for AlA, both part of the Amencan International Group (AIG}) of
companies untl 2005 He also worked for Sun Life of Canada for

18 years ina number of roles

Registered Office

Colmore Crncus,
Birmingham B4 6AR
Registered Number
ZC000145

Bankers

Lloyds Banking Group plc,
25 Gresham Street,
London EC2V 7HN
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Executive Directors, Chief Actuary and Company Secretary

1 Craig Emington, CDs, FloD (c) (d)

Chief Executive

Craig Ernngton, aged 48, joined the Society in 1991 as a binancial
Cansultant He receved several promotions through (he 1anks of the
Salestorce and in 2002 was appomted to the Board as Group Sales
Director and i Apnl 2005 was appointed Chief Executive He s
Chanman of the Society’s Executive Cormmuttee, Wesleyan Financial
Services Limited, Wesleyan Urit Trust Managers Limited, Wesleyan
Bank Limited and Wesleyan Key Business Finance Limited and the
Medical and Lawyers Advisory Boards Crasg 1s also a Duector of the
Associalion of Financial Mutuals, Regional Chairman of the National
Skills Academy for Financial Services and Chairman of the Aston
Reinvesiment Trust

2 Clive Bndge, BSc, FCIPD, DiploD

Chief Operating Officer — Manufactunng

Clive Bridge, aged 53, joned the Society in January 200 as Diuector
of HE and was appointed to the Board on 24 Septembx 1 20010 as HR
shd Corporate Planning Director Clive became ( hie! Operating Officer
- Manufacturing in September 2011 and has responsibility 1o
Manufacturing Planning, Customer Services, Data Management and
IT Prior to this Clive worked for over 18 years at foyola Motor
Manufectunng in a number of rales, culminsting as Bosrd Director

for HR and Corporate Affairs

3 Steve Deutsch, BEng, ACIB, CDir, FloD

Chief Operating Officer — Sales

Steve Deutsch, aged 48, joined the Society in Octaber 2005 following
19 years in a vanety of roles at Lloyds TSB A member of the Society's
Board since 2007, (he has previously been Operations Director and
Commercial Director), Steve was appointed Chief Operating Cfiicer

- Sales in October 2011 In this rofe he has overall responsibility
across the Group for the Salestorce, General Insurance, Wesleyan
Bank Limtted, Wesleyan Key Business Finance Limiited, internel and
diect sales Steve was appoinied Managing Direclor of Wesleyan
Financial Services Limited on 1 Januaiy 2011 and i additton 1s a
Director of Wesleyan Bank Limiled and Wesleyan Key Business
Finance Limsed

4 Rob Green, BA, ACA

Finance Director

Rob Green, aged 43, joined the Society's Board in Febiuary 2012 as
Finance Director Prior {o his he worked for Loyds Banking Group
and, Irom 2006 to 2010, Coventry Bulding Society where Rob was
the Board Finance Director A charlered accountant, having trained
al Coopers & Lybrand {now PricewalerhouseCoopers LLF), Rob has
also held senor finance roles at Marcont and BT As Finahce Diecto
al Wesleyan, Rob has overall responsibility for financeal managemenl,
nsk and compliance

5 Michael Lews, MA, FIA {c}

Investment Director

Michael Lews, aged 55, joined the Society as Investment Director

in 1992 Heis a mathematics graduate of Magdalen College, Oxford
and quahfied as an actuary In 1980 He s an industy veteran and
pegan his career at NFU Mutual Duning his 19 yeais at lhe Society he
has furiher developed a contracyclical and long term invesiment siyle,
focusing new Investiment on asset classes, sectots and slocks that

are cunently out of favour wath other investors  The track record of

the Socety’s investment team has been excellent Michael is the
independent Investiment Adwviser to the Giealer Gwent (lorfaen)

Local Authonty Pension Fund and alse Chiet Executive of Wesleyan
Umit Trust Managers Limited

6 Samantha Porter, DiploD

Marketing Director

Samiantha Porter, aged 41, joined the Scciety in 1995 and was
appointed 1o the Board on 29 Seplember 2011 She has worked

in financial services for more than 20 yeanrs and has held vanous
senior roles during her time wath the Society jomimg the Exed utive in
Januaty 2010 As a member of the Executive, Sam has responsiaity
for co-ordinating & number of strategic projects includng the
implermentation of the Retarl Distnibution Review and the delivery
of our Cusiomer Propasition as well as the overall responstbiity

for Markeling Strategy and Operations, Product Strategy and
Development, Corporate Communications and e Business

7 Tim Pindar, BA, FIA (c)

Cheef Actuary

Tim Pindar, aged 51, qualified as an actuary v 1988 He joined
Medical Sickness Society In 1983 and maved nto the Society upon
the merger of the two Societies in 1997 He became the Sociely’s
Appointed Actuary m 2002 and since 2004 has had overall
responsibility for the provision of all actuanal and technical services
to the Society Tim has served on several acluanal working parties
and co-authored a number of actuanal papers

8 Joe Roderick, FCA, AClI

Company Secretary

Joe Roderick, aged 60, qualitied as a chartered accountant in 1875
and joned Medical Sickiness Society In 1980 from Coopers & Lybrand
{now PricewaterhouseCoopers LLP) He held the positions of
Company Secrelary and Financial Accountant walh Medical Srckness
and upon the merger of the two Societies in 1997 assumed these
positions N the enlarged group naddilion lo company secretanal
and stalutory accounting roles, Joe 1s alse responsible for taxalion,
slafl pensions and corporate governance 1Issues
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Corporate Governance

1. Introduction

The Sociely continues to aim to meet the highest standards in corporate governance The Board is responsible to the Society’s
policyholders for good corporate governance and has adopted the relevant provisions of the Annotated Version of the new UK
Corporate Governance Code (“the Annotated UK Corporate Governance Code”) which applies in 2011

This report summarises the Society’s governance arrangermnents and continued enhancements and, in accordance with the
latest Annotated Code, explamns those areas of that Code where the Society does not comply for which an explanation Is given

2. Companies Act 2006 and Society’s Rules

The Society 1s an unregistered company, being incorporated under its own Act of Parliament However its Rules have adopted,
where appropriate, the provisions of the Companies Act 2006

3. Governance by Directors

The Board

The Board meets reguiarly to lead, control and monitor the averall performance of the Society, inciuding high-level
consideration of succession planning Senior management provides the Board with appropriate and timely nformation and s
available to attend meetings and answer questions The Chief Actuary attends all Board meetings There 1s a formal schedule
of matters reserved for the Board’s decision The roles of Chairman and Chief Executive are separated and the Chairman has
primary responsibility for the effective functioring of the Board, authority 1s delegated to the Chief Executive for implementing
strategy and managing the Society

The most recent evaluation of Board process, including the performance of the Chairman, was carned out 1n 201010 line
with mdusiry guidance Al members of the Board contributed {o the evaluation, as did the Chief Actuary and the Commpany
Secretary The next evaluation of Board process is ptanned for 2012 The Chief Actuary makes recommendations on bonus
and payout levels in refation to the different classes and generations of policyholders 1t is the Board's respansibility, based on
these recommendations, to seek to achieve fairness between these different classes and generations

The Chief Actuary also provides advice on other matters retating to obligations to the policyhaolders in addition, he reports on
the Society’s regulatory returns to the FSA The Chief Actuary acts as the Reporting Actuary for the purposes of these Accounts

The Board and its Committees take advice from professional advisers to enable them to manage the risks and i1ssues ansing
from the Society’s affairs Each Director has access to the Chief Actuary and Company Secretary They may also obtain
independent professional advice, at the Society’s expense, about any matter concerning the Society relevant to their duties

The current Board members are described on pages 14 and 15 All Directors hold policies with the Society in accordance with
the Rules of the Society The Remuneration Report on pages 21 to 24 explains the basis of remuneration of the Executive and
Non-Executive Directors

The Chairman

The Chairman of the Board since May 2010 s Bryan Jackson |n additton to his responsibilities with the Society and its
subsidiaries, Bryan's other significant commitments are the Chairmanship of the East Midlands Development Agency and
Deputy Chairman of Uripart Manufactuning Group

Executive Directors

The Board had five Executive Directors, including the Cheef Executive, at 31 December 2011 During the second half of 2011
Martin Howard and Matthew Rodhouse resigned from the Board, Samantha Porter, Marketing Director, was appointed

to the Board on 29 September 2011 and, with effect from 20 February 2012, Rob Green, Finance Director, was appointed
to the Board
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Non-Executive Directors

There are six Non-Executive Directors on the Board, including the Chairman, with Martin Bryant joining the Board on
1 June 2011

Therr diverse experience, skills and independent perspective provide an effective review and chailenge of the Society's
actvites The Annotated UK Corporate Governance Code defines best practice as an equal number of Executive and Non-
Executive Directors, excluding the Chairman The Board believes that equal numbers including the Chairman are acceptable
especizlly given that in the event of a tied vote the Chairman has a casting vote  The Board recognises that in the penod from
24 September 2010 until 1 June 2011 it was not comphant with the above 1n terms of the number of Non-Executive Directors
Martin Bryant's appointment to the Board resulted in an equal number of Executive and Non-Executive Directors including the
Charrman being restored The Board remains confident that the strength of its independent Non-Executive Directors continues
to be suffictent to ensure that an individual or small group cannot dominate the Board's decision-making

The Chairman, Bryan Jackson, the Vice-Chairman, David Rutter, and the Deputy Chairman, Keith Nicholson, are elected
by the Board The Board appointed Keith Nicholson as Senior independent Director in May 2010 The Board considers all
Non-Executive Directors to be independent of the Society in all matters notwithstanding their policies, therr fees and, in the
case of David Rutter, his pension derved from previous employment with the Society These assessments are based on the
character of the indwiduals in respect of independent mindedness when it comes to the raising of relevant 1ssues and the
rigorous process of assessment, judgement and follow through Great emphasis 1s also placed on ther knowledge and
experience of the industry

Appointments to the Board

All appointments are subject to review by the Board, as advised by the Norminations Committee  Directors foliow an induction
programme on joining the Board and further tramning on specific subjects 1s undertaken as necessary Directors must retire and
seek re-election at the first Annual General Meeting following appointment All Direciors must submit themselves for re-election
by rotation at an Annual General Meeting at least every three years The Board are keeping under review the 1ssue of whether
the current three-year pencd should be reduced to annually, In ine with the Annctated UK Corporate Governance Code

Board Committees
The Board formally delegates specific responsibilties to a number of Board Committeas, supported by senior management

Audit Committee

Keith Nicholson was appointed as Chairman of the Commuttee from 1 December 200@ and continued 1o serve throughout
2011 The Committee currently comprises two other Non-Executive Directors, one of whom was the Saciety’s Chairman until
he stood down from the Committee on 13 June 2011 This was permitied by the Annotated Combined Code but not the
replacement Annotated UK Corporate Governance Code

The Audit Committee meets at least four times a year and assists the Board 1n fulfiling its responstiliies in respect of the
Annual Accounts and Regulatory Returns to the FSA and keeps under review the Society’s arrangements for its employees

to raise concerns, In confidence, about possible wrongdoing in financial reporting or other matters It aiso reports to the Board
on the valuation methods and assumptions, accounting policies, systems of internal control and conclusions from internal audit
reports The external auditors attend key meetings and, in addition to the Corporate Audit Manager and Chief Actuary, have
direct access to the Chairman of the Committee  The Committee keeps the relationship between the Society and its external
auditors under review and considers thewr independence, including the extent of their fees from non-audit services The Board
15 satisfied that the members of the Committee 1n 2011 had recent and relevant financial experience

During 2011 the Board endorsed the Committee's recommendation that a formal review of whether the external audit
appointment be put to tender shouid, subject to a satisfactory outcome of the annual effectiveness review and any regulatory
changes, be carned out In the sixth year of the audit partner’s appointment or on the prior change of the audit partner

Also during 2011 the Commuttee debated the appropriateness of engaging the external auditors for non-audit services
Consideration was given to the impact on the independence and objectivity for each engagement for winch approval was
sought from the Committee Where it was considered that there would be no such impact approval was given to the use of the
external auditors The value of the engagements for which approval was granted dunng the year was £175,000 {(excluding VAT)
of which £30,000 was incurred in 2011

The Committee’s Terms of Reference are available on request and from the Society’s website — www wesleyan co uk
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Corporate Governance continued

Risk Committee

The Risk Committee provides independent oversight of the Group's nsk management framework and its outputs by reviewing
the quality, independence and effectiveness of the Group’s risk function, reports on the Group's risk management framework
and reports that assess the nature and extent of nisks facing the Group

The Risk Committee 15 chaired by David Rutter and currently comprises two other Non-Executive Directors, one of whom is the
Chatrman of the Society’s Audit Committee Prior to 13 June 2011 the Chief Executive was a member of the Committee

The Committee’s Terms of Reference are avaitable on request and from the Society’s website - www wesleyan co uk

Investment Committee

Bryan Jacksan chaired the Investment Committee which met four imes in 2011 with the Committee comprising one other
Non-Executive Director, the Chief Executive, the Investment Director, the Chief Actuary, the Senior tnvestment Manager, the
Fund Manager (Staff Pension Scheme), Investment Manager {Pensions Managed Fund and External Funds), the Marketing
Director and an external independent specialist

The Board sets policy for strategic asset allocation for the with profits and non-profit, (including unit-linked) funds and
the Society's capital delegating implementation to the Investment Director The Committee momtors adherence to these
asset allocations and makes comments to the Board as necessary

From January 2012 the Commuttee’s responsibilities have been assumed by the Risk Committee and the Executive Finance,
Sales and Manufacturing Committee

Remuneration Commuttee

Chris Brinsmead took over the Chairmanship of the Committee from 1 January 2011 The Committee comprises two other
Non-Executive Directors with the Chief Executive in attendance as required The Commuttee 1s responsible for the terms of
remuneration for Executive Directors, other members of the Executive Committee and Non-Executive Directers, including
arrangements for short and long term incentive payments The Chairman takes no part in the setting of his own remuneration
The Committee’s Terms of Reference are avallable on request and from the Society’s website — www wesleyan co uk

The Nominations Committee

Bryan Jackson, Charrman, chaws the Nominations Committee The Commuttee comprises two Non-Executive Directors and the
Chief Executive The Committee regularly reviews the structure, size and composition of the Board, in parbcular the balance of
skills, knowledge and experience on the Board, and considers succession ptanning for Directors and cther Senior Executives
The Committee has constdered the current balance of the Board and determined that it 1s appropriate to the requirements of
the business

The Committee is responsible for identifying and nominating, for the approval of the Board, candidates to fill Board vacancies
as and when they anse Potential candidates are identified using a variety of methods, including external consultants, and
undergo a rigorous Inferview and appraisal process before appointment to the Board

Prior to the Board recommending a Director for re-election at the AGM, the Nominations Committee considers ther
appointment gving due regard to thew performance and abuity to contribute to the Board in light of the knowledge, skills and
experience required to ensure the continuing balance and progressive refreshing of the Board

Cther Board members with particular skills relevant to the nomination of externat advisers may be invited to attend for all or part
of any meeting, as and when appropriate Bryan Jackson, as Chairman of the Society’s Board, would not charr the Committee
when it deals with the matter of succession to the Chairmanship of the Society The Commuittee's Terms of Reference and the
terms and conditions of appointment of Non-Executive Directors are available on request and from the Socrety’s website -
www wesieyan co uk

With Profits Committees

In 2004 the Board established two With Profits Committees to ensure compliance with the two Principles and Practices of
Financial Management documents ("PPFMs”) regarding the management of with profits business One Committee covers

the Medical Sickness Society Fund, which 1s closed to new business and, in addition to a Non-Executive Director, includes a
former member and two of the current members of the MSS Fund Monitoring Committee which was established at the ime of
the 1997 merger with Medical Sickness Annurty & Life Assurance Society Limied Appointments to this Committee are subject
to Board approval The other Committee covers the Open Fund on which all new with profits busimess has been issued since
the date of the merger it is also their role to advise the Board on any 1ssues arising as to the management of the Society’s
Open Fund with profits business Members of the Open Fund Commitiee are appointed by the Board and are made up of two
Non-Executive Directors and two external appointees The Committees’ Terms of Reference and the PPFMs are avallable on
request and from the Scciety’s website — www wesleyan co uk
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Open Fund
Society's Audd Rsk  Remuneraion  Nommations  Investment  With Profts
Board Commitice  Commitice Committee Commiiee  Commillee  Commitlee
Meetings In the year 9 5 7 4 3 4 4
Non-Executive Directors
Bryan Jackson 9 4/4 - 4 3 4
Dawid Rutter 9 5 7 - - 4 4
Keith Nicholson 9 5 7 - i1 - -
Chns Brinsmead 8/9 - - 4 - - -
Martin Bryant 4/5 111 3/4 - 11 - -
Philip Green 89 - - 4 213 - 3/4
Executive Directors
Craig Ermngton 9 - 2/3 - 3 4 -
Clve Bridge 89 - - - 1 - -
Steve Deutsch 9 - - - - - -
Martin Howard 6/6 - - - - - -
Michael Lewis 9 - - - - 4 -
Samantha Porter 3/3 - - - - 3/4 -
Matthew Rodhouse 5/6 - i1 - - - -
Chief Actuary
Tim Pindar 9 - - - - 4 -

Subsidiary company governance

The Socrety’s main subsidiartes are as set out In Note 20 on pages 64 and 65 of these Accounts The Group 1s managed as far
as possible as an integrated whole The Boards of Wesleyan Financial Services Limited, Wesleyan Unit Trust Managers Limited
and Wesleyan Key Business Finance Limited are chaired by the Chief Executive with other senior executive colleagues
appointed to the particular Board relevant to therr role The Board of Wesleyan Bank Limited includes the Chief Executive as
Chairman, the Vice-Chairman of the Society, the Chief Operating Officer- Sales and the Director of Banking and General
Insurance and two Independent Non-Executive Directors with signuficant experience of the banking industry, one of whom
retired on 31 December 2011 The Soctety's Risk and Finance Director served on the Board from 1 January to 31 July 2011

Each of these Boards of Directors meets as appropriate to consider the matters relevant to those companies

4. Management of the Society

In accordance with the Society’s Ruies, the Board has delegated authority to the Chief Executive for implementing strategy

and managing the Society The Chief Executive has formed the Executve Committee to assist him in carrying out his
responsibilittes The Executive Committee comprnises the Chief Executive, the other Executive Directors and senior management
and meets regularly to manage business actities Since January 2010 the Board has delegated to the Committee the power

10 make changes to with profits payouts during the year to increase the Society's respensiveness to changes in the markets
Papers are prepared and presented to the Board after agreement by the Executive

A number of sub-comimittees of the Executive Commitiee also meet to consider issues in more depth Minutes are considered
by the Executve Committee at its next meeting

5. Accountability and Audit

The Board of Directors 1s ulhmately responsible for the Society’s system of internal conirol and for reviewing its effectiveness,
including any outsourced activities  This system 1s designed to manage rather than ekminate the nsk of failure to achieve
business objectives and can only provide reasonable, not absolute, assurance against matenial 10ss or misstatement

The Board actively seeks to minimise the exposure to unnecessary risks and, in domg so, takes into consideration the
matenality of the nisks to be managed and the cost effectiveness of the relevant aspects of the necessary risk mitigation
{including the use of derivatives and mternal control) in light of the particular environment in which the Society operates

The effectiveness of the Society’s system of internal control, inciuding financial, operational and compliance controls and risk
management processes, 1 reviewed by the Audit Commuttee on behaif of the Board and the outcome reported to the Board
The principal components of the Society’s system of nternal control and developments 1n 2011 are detailed overieaf
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Corporate Governance continued

Control environment

The Society 1s commuitted to the highest standards of business ethics and conduct, and seeks to maintan these standards
across all of its operations The governance manual 1s subject to regular review, confirming the governance structure for the
business and the guicing policies for the organisation

An appropriate orgarisational structure for planning, executing, controling and monitoring business operations 1s in place In
order to achieve the Society’s objectives and comply with laws and regulations The structure 1s reviewed and updated on a
regular basis, taking into account the pressures and conflicting priorities on the Society's business, to ensure that it provides
clear responsibilities and control for key areas Separate internal functions have been established for internal audit, risk
management and change programme management Through this struciure the Board recewves an overall summary and
recommendation of control effectiveness based on the risk assessment report and the Corporate Audit report in order that it
may sign the Directors’ Certificate attached to the annual return to the FSA

Control procedures
The Society cperates a number of control procedures to safeguard the policyholders’ assets and investments, including
= An Executive Risk and Governance Committee, chared by the Chief Executive, to consider 1ssues regarding,

—  The work of the Risk function and of Corporate Audit and the timely resclution of actions agreed as a result of their
work and that of the external auditors

- Comphance with Sales and Marketing Rules including changes in the regulatory environment in more depth on
behalf of the Executive Committee

s A nsk assessment methodology

* Physical controis, segregation of duties and reviews by management

« Reviews carned out by Corporate Audit (refer to section headed “Internal Audit”)

+ The Society’s Compliance Officer montors the compliance with the FSA's Business Standards on a day-to-day basis
* Preparation and monitoring of detailed budgets for functional business segments

= A change programme management function to structure, co-ordinate, monitor and report on the very significant projects
that the Society 1s undertaking

* Inaddition the Society has developed Business Continurty Plans to manage situations in which buildings, systems or
sigruficant staff are unavanlable, for example, in the event of a flu pandemic or the loss of utilities The Society’s Business
Continuity Plan ts overseen by the Executive Risk and Governance Committee and through this, by the Risk Committee

Information and communication

Regular management information 1 respect of financial performance, customer service, complaints handling and investment
performance I1s prepared and reviewed by sentor management, the Executive and the Board Additionally, projects have ther
own management information processes reviewed by senior management, the Executive and the Board

The Society prepares an annual business plan and budget to assist in the monitoring of results Actual performance aganst
these plans 1s actively monitored and, where appropnate, corrective action s agreed and implemented

The Board receives regular reports on comphance with FSA regulation over its sales and marketing functions

Risk Management

Key risks are referred to in the Chief Executive’s Review under “Logking Ahead” and in the Business Review under “Principal
Risk and Uncertainties”

Details of other risks to the Society and ts approach to risk management are set out in Note 2 to the financial statements

internal audit

The Society has an internal audit capabulity (Corporate Audit) to provide assurance over the operation of the systemn of nternat
control It cames out reviews on a risk-based cycle The programme of internal audit reviews 1s based on the Society’s risk
register and i1s designed to provide assurance that the risk mibigating actions identified by management and the risk register are
working effectively All internal audit reviews are reported to the Executive Risk and Governance Commitiee and Audit
Committee
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Monitoring and corrective action

The Risk function reports to the Executive Risk and Governance Committee, the Risk Committee and the Board on the results
of the risk assessment and other significant changes in the nisk register, including specific reports on elements of nsk and their
management as required

Assurance 15 provided to the Audit Committee on the effectiveness of the key controls through

+ Reporting by the Society’s internal audit function on the key controls reviewed

« The work of other iIndependent advisers commissioned to report on specific aspects of internal controt
» Reports provided by the Society's external auditors

The Audit Commuttee monitors the status of corrective actions for the improvement of the effectiveness of the system of
Internal control

6. (a) Policyholder Communications

The Board 15 comnutted to a policy of openness in its commurucations with policyholders  During the year, the Board has
sought to keep all relevant stakeholders informed on afl major ssues At its Annual General Meeting, the members of the
Board are avatable to answer questions Separate resolutions are proposed on each issue so that they can be given proper
consideration In compliance with the Code the Society publishes the resuits of the valid proxy votes receved at each Annual
General Meeting on s website Policyholders can gain access to the Scciety’'s Annual Report and Accounts and further
information on the website at www wesleyan co uk

6. (b) Member Relations

The Society forwards notice of general meetings to members, together with a proxy form and a summary financial statement
All other refevant information 1s made available on the website In the “Member Relations” section of the main website

The Board 15 always interested to hear members' views and these should be channelled through the Company Secretary
(joe rodenck@wesleyan co uk)

7. Going Concern

The Directors are responsible for making a formal assessment as to whether the “going concern™ basis 1s appropriate for
preparing these financal statements The going concern basis presumes that the Society will continue to be able to meet its
guaranteed obligations to policyholders and other creditors as they fall due To do this, the Society must have sufficient assets,
not only to meet the payments associated with its business, but also to withstand the impact of other events that might
reascnably be expected to happen

The Drectors have examined the vanous 1ssues relevant to the going concern basis and will take proactive action to mamtan
regulatory solvency at all imes

Furthermore the financial postion of the Society has been projected under a range of economic scenarios and the Directors are
confident of the Society's abifity to manage all but the most extreme scenarios

Accordingly the Board considers # has given due consideration to all the potential nisks and possible actions avatlable to it and
following receipt of a report and recommendation from the Audit Committee has concluded that it remains appropriate to
prepare these financial statements on a going concern basis

8. Directors’ Remuneration Report

In accordance with the Annotated Version of the new UK Corporate Governance Cede (“the Annotated UK Corporate
Governance Code™) an advisory vote on the Remuneration Report will be sought from the members at the AGM  The result of
this vote at the Society's 2011 AGM was 95 2% in favour (2010 95 1% in favour)

The Remuneration Committee’s decisions are made on the basis of rewarding individuals for the scope of ther responsibilifies
and a rigorous and regular review of therr ndividual performance The Commitee seeks to instif discipline and meet the highest
standards Proper regard i1s paid to the need to retain good qualdy, highly-motvated staff and the remuneration being paid by
competitors of the Society is taken into consideration In this respect the Committee receives external benchmarking data
where reguired

The remuneration of the Chairman, the Non-Executive Directors, the Executive Directors and the other members of the
Executive 1s determined by the Remuneration Committee

The principles adopted in determining the fees are that they should be competitive, appropriate to attract and retain Directors of
the necessary calibre, and reflect the responsibilities and time snvolved 1n Soctety matters
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Corporate Governance continued

Non-Executive Directors’ remuneration comprises a specified fee, which includes extra amounts for specific addonal responsibilities

The Remuneration Committee has determined that its approach to remuneration for Executive Directors and other members

of the Executive should be based on

{1) the salary element, reflecting market rates and individual performance and not necessarnly automatic annual increases

i Ine with inflation,

{1} performance-related remuneration, to influence and encourage high levels of performance,

(1) senior executives being regularly assessed on ther performance and contribution,

{vv) ensuring that bonuses reflect Indvidual performance and the performance of the Society, measured against its business

objectives and targets, and

{v) the design and monitonng of a short-term bonus scheme and a long-term incentive plan that discourages excessive risk

taking and reflects the longer-term interests of the Society
Directors’ Remuneration (audited)

The total emoluments of the Directors, excluding pension benefits, comprise 20151: 2012
Non-Executive Directors
Bryan Jackson, Chawman from 7 May 2010 96,000 74 300
Lowry Maclean, Chawrman untl retirement on 7 May 2010 - 34,580
David Rutter, Vice-Chairman 57,600 55,167
Keith Nicholson, Deputy Charrman 57,600 53,900
Chris Brinsmead {(appointed 1 April 2010) 44,280 35,055
Martin Bryant (appointed 1 June 2011) 25,830 -
Phithp Green (appotnted 1 January 2010) 44,280 44,280
Dawid Tyrrell (retired 7 May 2010) - 13,007
Total for Non-Executive Directors 325,590 310,283
Allowance in
hevof  Long term
pension Incentve Total Tetal
Salaries Benelis Bonus accrual® Plan 2011 2010
[ C i £ [» £ £
Executive Directors
Craig Ernngton (Chief Executive) 350,577 13,354 70533 68500 52587 555,551 398,980
Clive Bridge (appointed 24 September 2010) 185,490 11,954 37,267 - 27,098 261,809 86,062
Steve Deutsch 212,873 11,954 43306 - 31075 299,208 248290
Martin Howard 118,753 8,281 - - - 127,034 214,615
(resigned 9 September 2011)
Michael Lewis 227,245 18595 23271 - 34087 303,198 277,020
Samantha Porter 36,250 2,996 24361 - 19313 82,920 -
{appointed 29 September 2011)
Matthew Rodhouse 107,593 6,961 - - - 114,554 223,998
(resigned 31 July 2011)*
Total for Executive Directors 1,238,781 74,005 198,738 68,500 164,160 1,744,274 1448955

* Addtwonal payment in ieu of nolice of £368,888 made on 31 july 2011

¥ With effect fiom | January 2011 Crag Esnnglon has elecled 10 accrue pension in Wesleyan Siafl Pension Scheme only up to the Annual Allowance and lo recetve a

laxable cash allowance i lieu

Benefits and executive short-term bonus entitlements

Executive Directors’ benefits inctude erther a car allowance or the provision of a car (including all maintenance costs), and
private medical cover The Society's policy Is to ensure that there is an appropriate incentive for Executive Directors and other
members of the Executive to meet the annual objectives of the business To this end, there 13 & short-term bonus scheme
based on a combination of the current year's results and indvidual performance Details of the indwidual figures for the
Executive Directors are provided i the table above Payments under the short-term bonus scheme, based on the Society's
strong performance in 2011, represented an amount equivalent to 11 6% of salary and are non-pensionable

No benefits are pad to Non-Executive Directors
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Service contracts

Each Executive Director has a rolling service contract of one year with the Socety, which 1s considered appropriate for the
requirements of the Group Compensation payable upon early termination {(other than under the payment in lieu of notice
provisions) woutd be based upon the contractual entitlement to salary and benefits subject to miigation

No Non-Executive Director has a service contract

Long-term incentive plan

In order to ensure that the remuneration package of the Executive reftects the long-term performance of the Seciety and
members’ interests, the Remuneration Committee also operates a Long Term tncentive Plan (LTIP) for Executive Directors
and other members of the Executive

The primary objective of this plan Is to align remuneration with the longer term goals of the Society The LTIP also helps the
Society to recruit and retain executives of the calibre required to promote the interests of members

Under the LTIP, the Executive team is eligible to receive a performance related payment based on the progress against the
Society’s abjectives and the investment performance of the Society over rolling three year penods

The plan 1s designed to make payments in the early part of the year following the end of the three year penod providing that
strong performance s achieved against the current three year plan An on-plan performance over each of the three year
periods would provide a 15% of salary cash payment, with a current maximurm of 30% for consistent top performance gver the
three year penod The Committee however can award a lower payment If approprate

To protect the mterests of members, the Comnmittee may amend any payment if it considers it approprate in light of ether
the Society's overall performance, any adverse risk in the view of the Risk Committee or economic conditions

All payments under the LTIP are subject to approval by the Remuneration Committee and are non-pensionabile
No share aptions are avallable

Pension arrangements

Each Executive Directar 1s a member of the Society's staff pension scheme with the addtion, where the lifetime atlowance 1s
exceeded, of unfunded pension benefits provided by the Society

These pension arrangements provide for a defined benefit pension on retirernent accrued for each year’s membership of the
Scheme and, depending on the date of joining the Society, 1s either based on final salary or career average revalued earnings
No other payments to Executive Directors are pensionable The Scheme also provides 4 x pensionable salary death-in-service

benefit cover to all its active members N .

The pension entitlement shown overleaf 1s that which would be paid annually on retirement based on service to 31 December
2011 Transfer values shown are calculated in accordance with the transfer vaiue basis that applied as at 31 December 2011
and 31 December 2010 respeciively The transfer values of the person’s accrued benefits under the Scheme at the end of the
relevant financial year have been calculated in accordance with regulations 7 to 7E of the Occupational Pension Schames
{Transfer Values) Regulations 1996

Mo pension benefits are accrued by Non-Executive Directors
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Corporate Governance continued

The values represent actuarial labilities of the Scheme and the Society, not sums due to Directors Members of Wesleyan Staff
Pension Scheme have the option to pay addiional voluntary contributions to secure additionat pension  These are not included
in the table below

Directors’ Penstons (audited)

Addtonal Transier value of Changes n

accrued pension at 31 Dec transfer value

Yaars of Accrued benefits altnhutable to

Pensionable entitfernent al  earned in the Increase

Age at sepaceal 31 12 2011 yesy ™ 2011 2010  Entilernentt

31122011 31122013 £000 £000 £':000 £000 £000

Craig Ernngton 48 20 9 3 2,044 1,757 24
Clive Bridge 53 3 e 3 192 95 55
Steve Deutsch 48 6 20 4 395 242 59
Michael Lewis 58 28 106 4 2914 2,412 62
Samantha Porter 40 17 38 3 635 529 34

* The increase in the Director’s accrued entitierent which s valued s net of the mflationary increase which would have been applied dunng the penod had the
Drrector left the Scherne on 31 December 2010

1 The value shown 15 net of the contnbieiion that the Director made to 1he Scheme dunng the period towards the cost of providing the benefit
ln additian, annuat pensions are payable to the following Non-Executive Drectors (n respect of previous full-ime employment

2011 2010

£ £

Lowry Maclean (retired from the Board on 7 May 2010) - 64,117
David Rutter 104,892 100,279
Dawvid Tyrrell (rebred from the Board on 7 May 2010) - 36,319

Of the pensions payable to Lowry Maclean and David Tyrrell for the period 1 January to 7 May 2010 £37,675 and £10,372
respectively were payable by the Scciety, the balance being payable by Wesleyan Staff Pension Scheme

BY ORDER OF THE BOARD

LS R

Joe Roderick
Company Secretary

22 March 2012
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Directors’ Report

The Directors present ther annual report and audited consolidated financial statements for the year ended 31 December 2011

Status

The Society 1s a mutual society mecorporated in England (Registered Number ZC000145) by Private Act of Parlament, with
the Registered Office at Colmore Circus, Birmungham B4 6AR 1t has ne shareholders and s members, who have the right to
vote at general meelings, are defined in Note 24 to these accounts

Princtpal activities

The principal activities of the Group during 2011 continued to be the transaction of long-term msurance busmess in the
UK, namely life assurance, pensions and income protection insurance in the form of reviewable, with profits and unit-inked
contracts and acting as a financial adviser Other financial services undertaken included mortgage broking, retail banking,
unsecured lending, commercial lending, unit trust management and acting as a general insurance broker

Review of business and future developments

The Soclety’s business is reviewed by the Chairman and the Chief Executive on pages 4 to 7 and the Business Review on
pages 810 11 The level of new business exceeded expectatrons in 2011 The year-end financial position 1s considered
satisfactory given the current volatility of markets and the general outlook As set out in those statements, the Society 1s
projecting further growth 1 2012 and beyond, based on expansion and cngomng improvements in its current method of
operation Although the Socety does not publish accounts on the European Embedded Value basis used by our quoted
competitors due to the costs involved, performance 1s tracked internally using embedded value principles On this basis the
sales force income of Wesleyan Financial Services Limited has increased by 16 1% (2010 16 6%)

The Key Performance Indicators, on which the Board and Management principally focus, are discussed in the Business
Review on pages 8 to 11 inclusive and summansed m the Financial Summary on page 3 These include the Society's new
business, investment returns, with profits payouts and the levet of working capital In addition, management cicsely monitor
the financial strength of the business as mentioned in the section on management of risk

Results and bonus declaration

The financral statements and accompanying notes on pages 34 to 70 show the results for the year ended 31 December 2011
and the financial position at that date  The financial results are presented in accordance with the Companies Act 2006

In accordance with the Society's Rules and Insurance Company legistation, the Society's Chief Actuary carrred out a valuation
of the Society’s assets and liabiftties as at 31 December 2011 The Directors, having taken advice from the Chief Actuary
following his annual investigation of the fong-term fund, have declared rates of honuses which are shown on page 27

Risk Management

Details of the key nsks to the Sociely and #s approach to risk management are set out on pages 12 and 13 and in Note 2 to
these financial statements

Details on the adequacy of the Society's financial strength 1s covered in Note 13

Directors

The Direclors of the Society are as set out on pages 14 and 15 Martin Bryant joined the Board on 1 June 2011, Samantha
Perter on 29 September 2011 and Rob Green on 20 February 2012 Each wili be subject to re-appointment at the AGM in
2012

The Directors retiring by rotation are Chnis Brinsmead, Philip Green, Keith Nicholson and David Rutter who, being eligible, offer
themselves for re-election None of the Directors has an interest In the shares of the Society’s subsidiaries

Social Responsibility

As a mutual, the Scciety's principal focus 1s on its members and pelicyholders However, the imporiance of having responsible
poiicies for staff, customers and the community I1s recognised and the potential impact of key social responsibility 1ssues 1s
considered within the overall nsk management framework

Disabled persons

It 1s the Society’s policy to give full consideration to suitable apphications for employment by disabled persons Opportunities
also exist for employees of the Society who become disabled to continue i their employment or to be trained for other posittons
in the Society's employment

25

MAIASBAD

MIINBY SSaUISng

asueusanoy

SJUBLIBIE]S [B10URUIY




26

Wesfeyan Report and Accounts 2011

Directors’ Report continued

Employee involvement

During the year, the policy of providing employees with information about the Society has been continued through employee
briefings and an employee opinion survey in which employees have also been encouraged to present therr suggestions and
views on the Society's performance Regular meetings are held befween management and employees to allow a free flow

of information and ideas

Equal opportunities

The Soctety 1s fully committed to equal opportunities in its human resources practices, regardless of age, sex, ethnic ongin
or disabilty

Chantable donations

Charitable donations amounted to £68,352 (2010 £33,669) The Society’s main charitable recipient was CLIC Sargent A
number of chaniable events were supported by employees where therr personal contribution was matched £1 for £1 by the
Society through the Wesleyan Chanitable Committee

Donations
Chanitable recipients £
CLIC Sargent 33,5639
Marie Curie Cancer Care 8,297
Children in Need 3,056
Qther charthies 23,460
Total 68,352

Supplier payment policy

It 1s the Society’s policy to agree the terms of payment on commencement of business with all suppliers and to abide by these
terms The proportion of trade creditors included in the Balance Sheet to total invoices in the year represents 15 days’ supphes
(2010 18 days’ supphes)

Independent auditors
A resolution to reappotnt PricewaterhouseCoopers LLP as auditors to the Society will be proposed at the AGM
BY ORDER OF THE BOARD

Joe R;)denck

Company Secretary
22 March 2012
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Valuations and bonus declarations

The Directors, having taken advice from the Chief Actuary following hus annual investigation of the fong-term fund, have
declared bonuses for the year ended 31 December 2011 which in value total £44 3m (2010 £52 7m)

Ordinary hfe assurance business
Standard with profits policies

Uritised with profits policies (Gross of management charge)
Pension business

Conventionat with profits policies
{(including paid-up policies)

Unitised with profit policies (Series 1)
{Gross of management charge)

Unitised with profit policies (other Senes)
{Gross of management charge)
Industrial bfe assurance business

With Profits ISA

(Gross of management charge)

1 50% of basic sum assured (2010 1 75%) and
2 00% of existing bonuses (2010 3 00%)
2 50% of existing bonuses (2010 3 00%)

0 30% of capital amount (2010 030%) and
0 50% of existing bonuses (2010 0 50%)

3 75% of value of units {2010 4 25%)

3 00% of value of units (2010 3 50%)
1 Q0% of basic sum assured (2010 1 50%}

3 25% of value of units {2010 4 00%)

Examples of amounts payable on maturity on 1 July 2012 and 1 July 2011 are as follows

Premium
Ape Termn per month 2012 2011
Ordinary life assurance business 30 10 years £30 £6,829 £7,260
30 25 years £50 EA47,205 £51,585
Pensicns husiness 50 15 years £200 £48,989 £49,389
45 20 years £200 £98540 £106,640
Industnial life assurance business 45 20 years £12 £5,220 £5,625
4 weekly
Age Term Single Premium 2012 2011
Guaranteed Growth Bond N/A 5 years £5,000 £6,000 £6,000

In addtion the following rates of bonus are declared for Iife and pensions business in the Medical Sickness Society Fund

Ordinary Iife assurance business

Pensions business
Pure endowments

0 75% of basic sum assured (2010 1 00%) and
3 00% of existing bonuses (2010 3 00%)

.

0 75% of the cash sum secured and the existing bonuses
(2010 1 00%)

This I1s an extract of the full declaration
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Statement of Directors’ Responsibilities

The Directors are responsible for preparing the Annual Report and the Financial Statements in accordance with applicable faw
and regulations

Company law requires the Directors to prepare financial statements for each financial year Under that law the Directors have
elected to prepare the financial statements in accordance with United Kingdom Generally Accepted Accounting Practice
(United Kingdom Accounting Standards and applicable law) The financial statements are required by law to give a true and
fair view of the state of affairs of the Soclety and the Group and of the Group's results for that period

In prepanng those financial statements, the Directors are required to
« Select sutable accounting policies and apply them consistently,
« Make |udgements and estimates that are reasonable and prudent,

+ State whether applicable UK Accounting Standards have been followed, subject to any material depariures being disclosed
and explained in the financial statements,

« Prepare the financial statements on the gong concern basis unless 1t 1s mappropriate to presume that the Society and the
Group will continue 10 business, N which case there should be supporting assumphions or qualfications as necessary, and

« Ensure and mantan the integnty of the website
The Directors confirm that they have complied with the above requirements in preparing the financial statements

The Drrectors are responsible for keeping proper accounting records that disclose with reasonable accuracy at any time the
financial position of the Society and the Group and to enable them to ensure that the financial statements comply with the
Compames Act 2006 They are also responsible for safeguarding the assets of the Group and hence for taking reasonable steps
for the prevention and detection of fraud and other irregularities

The Drrectors are responsible for the maintenance and integrity of the Society's website Legislation in the United ¥ingdom
governing the preparation and dissernination of financial statements may differ from legislation in other junsdictions

Statement of disclosure of confirmation to Auditors
in addition, in respect of each person who was a Director at the time the Directers’ Report was approved
(a) so far as the Director is aware, there was no relevant audit information of which the Group's auditors are unaware, and

{b) he has taken all the steps that he ought to have taken as a Director to make himself aware of any relevant audit information
and to establish that the Group’s auditors are aware of that information

BY ORDER OF THE BOARD
m
P R
Joe Rederick
Company Secretary

22 March 2012
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Independent Auditors’ Report

to the Members of Wesleyan Assurance Society

We have audited the Group and Society financial statements {the “financial statermenits”) of Wesleyan Assurance Society for the
vear ended 31 December 2011 which compnse the Consolidated Profit and Loss Account, the Group and Society Balance
Sheets and the related notes The financral reporting framework that has been applied m therr preparation 1s applicable law and
United Kingdom Accounting Standards (United Kingdom Generally Accepted Accounting Practice)

Respective responsibitities of Directors and Auditors

As explamed more fully in the Directors’ Responsibilittes Statement set out on page 28 the directors are responstble for the
preparation of the financial statements and for being satisfied that they give a true and fair view Our responsibility s to audit
and express an opinion on the financial statements in accordance with applicable law and international Standards on Audiing
(UK and Ireland) These standards require us to comply with the Auditing Practices Board's Ethical Standards for Auditars

This report, including the opinions, has been prepared for and only for the Society’s members as a body in accordance with
Chapter 3 of Part 16 of the Companies Act 2006 and for no other purpose We do not, 1n giving these epinions, accept or
assume responsibility for any other purpose or to any other person to whom this report 1s shown or Into whose hands it may
come save where expressly agreed by our prior consent in wriing

Scope of the audit of the financial statements

An audit involves obtaining evidence about the amounts and disclosures in the financial statements sufficient to give
reasonable assurance that the financial statements are free from material misstatement, whether caused by fraud or error

This includes an assessment of whether the accounting policies are appropriate 1o the Group's and Society’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 financial statemenis In addition, we read all the financial and non-financial
information m the Report and Accounts to identify material mnconsistencies with the audited financial statements If we become
aware of any apparent matenal misstaternents or inconsistencies we consider the implications for our report

QOpinion on financial statements
In our opinion the financial statements

e give atrue and farr view of the state of the Group’s and the Society’s affairs as at 31 December 2011 and of the Group's
resuit for the year then ended,

« have been propetly prepared in accordance with United Kingdom Generally Accepted Accounting Practice, and
« have been properly prepared n accordance with the requirements of the Companies Act 2006

Opinion on other matter prescribed by the Companies Act 2006

In our opinion the information given in the Directors’ Report for the financial year for which the financial statements are
prepared Is cansistent with the financial statements

Matters on which we are required to report by exception

We have nothing to report In respect of the following matters where the Companies Act 2006 requires us to report to you If,
In Qur opIroN

s adequate accounting records have not been kept by the Society, or

e the Society’s financial statements are not In agreement with the accounting records and returns, or
« certain disclosures of Directors’ remuneration specified by law are not made, or

+ we have not receved all the imformation and explanations we require for our audit

The Directars have requested that we review the parts of the Corporate Governance Statement relating to the Soctety’s
compliance with the eight provisions of the Annotated UK Corporate Governance Code specified by the Association of Financial
Mutuals We have nothing to report In respect of these reviews

C e T
Gail Tucker
(Servior Statutory Auditor)

For and on behalf of PricewaterhouseCoopers LLP
Chartered Accountants and Statutory Auditors
London

22 March 2012
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Consolidated Profit and Loss Account
For the year ended 31 December 2011

2011 2010
Note £m £im
Technical Account — Long-term Business
Eamed premiums, net of reinsurance 3(a}
Gross premums written 2771 2111
Qutward reinsurance premmms (17 7) (18 3)
2594 1928
Investment income 4 1726 1998
Unrealised gams an investments 4 BO 2388
Other technical Income 5(@) 111 95
Tetal Technical Income 4511 6409
Claims incurred ©
Claims paid — gross amount (274 1) (222 1)
- reinsurers’ share 276 278
(246 5) (194 3)
Change in the provision for claims {14) (15)
(247 9) (1958
Change n other techmical provisions 14
Long-term business provision — gross amotnt (167 5) (191 4)
— reinsurers’ share (5 9) (37 7)
(1734) (2291)
Net operating expenses 7 (61 8) (48 2)
Investment expenses and charges 4 37) 30
Allocation of net investment return to Investment contracts 14 384 (74 O}
Other technicat charges 5(b} 51 (4 8)
Tax attnbutable to the long-term business 9 96 {193)
Change n present value of future profits on non-profit busingss written 1N the
with profits fund 13 (24 1) (16)
Actuarial {loss)/gain on pension scheme 23 (10 0) 266
Transfers from/(to) the fund for future appropriations 13 26 9 (91 7}
(298) (2160)
Total Technical Charges (451 1) (6409)

Balance on the Technical Account — Long-term Business

The whole of the above resuits derive from continuing operations

All recognised gains and losses are dealt with i the Profit and Loss Account and therefore no separate statement of total

recognised gains and losses has been provided
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Balance Sheets
as at 31 December 2011

Group Society
2011 2010 2011 2010
Note £m £m £m £m
Assets
Intangible assets
Goodwil 10(d) 25 32 - -
Investments
Land and builldings 10 2151 2232 2151 2232
Investments in group undertakings 20 - - 359 366
Other financial iInvestments 10 3,2698 30294 3,1106 28712
34849 32526 3,3616 31310
Present value of future profits on non-profit business written
in the with profits fund 13 1850 2091 1850 2091
Assets held to cover labilities on Investment contracts 10(b) 8526 8338 852 6 2338
Reinsurers’ share of technical provisions
Long-term business prowvision 14 126 1 1320 1261 1320
Claims outstanding 08 06 08 06
126 9 1326 126 9 13286
Debtors
Debtors ansing out of direct insurance operations 28 29 28 30
Debtors ansing out of reinsurance operations 72 83 72 83
Other debtors 11 25 32 14 13
125 14 4 114 126
Other assets
Tangibie assets 12 16 7 117 16 7 117
Cash at bank and in hand 34 2 198 224 128
509 315 391 245
Prepayments and accrued income
Accrued interest and rent 248 260 248 260
Other prepayments and accrued income 30 49 — 11
278 309 248 271
Total Assets (excluding pension asset) 47431 45581 46014 44207
Pension Asset 23 45 4 504 454 504
Total Assets (including pension asset) 47885 46085 46468 44711

The notes on pages 34 to 70 form an integral part of these financial statements
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Balance Sheets
as at 31 December 2011

Group Society
2011 2010 2011 2010
Note £m Lm £m Lm
Liabihties
Nen-current liabilities
Fund for Future Approptiations 13 585 2 6121 585 2 6121
Technical Provistons
Long-term business provision 14 30415 28740 3,0415 28740
Claims outstanding 128 113 128 113
3,0543 28353 30543 283853
Liabilities en Investment Contracts 14 8526 8338 8526 8838
Provisions for other Risks and Charges 15 49 4 628 44 9 587
Denvative Financiat Instrument 2 & 10(c) - 53 - 53
Deposits recewved from Reinsurers 16 822 - 822 -
Current habilities
Credstors
Credtors arising out of direct insurance operations - 11 - 11
Credlitors arising out of reinsurance operations 06 04 06 04
Other creditors including taxation and social securty 17 216 205 210 180
Customer bank accounts 2 126 4 1192 - -
148 6 1412 216 195
Accruals and Deferred Income 16 2 180 60 64
Total Liabilities 47885 46085 46468 44711

The notes on pages 34 to 70 form an integral part of these financial statements

The financial statements on page 31 to 70 were approved by the Board of Directors on 22 March 2012 and signed on its

behalf by

Bryan Jackson
Chairman

=

Craig Ermngton
Chief Executive
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Notes to the Accounts
For the year ended 31 December 2011

1. Accounting Policies

Basis of presentation and consolidation

The Group financial statements have been prepared under the provisions of the Large and Medium-sized Companies and
Groups {(Accounts and Reports) Regulations 2008 (“S12008/410"} relating to insurance groups and in accordance with the
Statement of Recommended Practice on Accounting for Insurance Business issued by the Association of British Insurers
{“the ABI SORP") in December 2005 and as amended in December 2006

The financial statements have been prepared in accordance with applicable accounting standards in the United Kingdom

A summary of the more important Group accounting policies is set out below, together with an explanation of where changes
have been made to previous policies on the adoption of new accounting standards in the year Comphance with Statement of
Standard Accounting Practice (SSAP) 19 “Accounting for Investment Properties” requires departure from the requirements
of the Companies Act 2006 relating to depreciation and an explanation of the departure 1s given in the accounting policy note
refating to investments

The consolidated financial statements mcorporate the assets, habilities and results of the Society and its subsidiary
undertakings drawn up to 31 December each year The results of subsidiary undertakings acquired or sold during the penod
are included in the consolidated results from the date of acquisiion or up to the date of disposal On acquistion of a subsidiary
undertaking, all of its assets and habilities at the date of acquisition are recorded at their farr values reflecting their condrtion at
that date

The Directors have considered the appropriateness of the going concern basis used In the preparation of these financial
statements and, in the opinion of the Directors, the going concern basis adopted continues to be appropnate

Classification of contracts

The Society classifies its products for accounting purpases as insurance, investment or investment with discretionary
participation features insurance contracts are those contracts that transfer significant insurance nsk Such contracts may also
transfer financial risk Contracts that do not transfer sigmificant insurance nisk are investment contracts As a general guideline,
the Society defines ssgmificant tnsurance nsk as the possibility of having to pay benefits on the occurrence of an insured event
that are at least 10% more than the benefits payable If the insured event did not accur

A discretionary participation feature 1s a contractual nght held by a policyhelder to receive additional payments as a supplement
to guaranteed benefits Such contracts are more commonly known as “with profits” or “participating” contracts and are
accounted for as insurance contracts

Hybrd contracts are thase where the policyholder can invest tn and switch between both unit-inked (non-participating) and
unitised with profits (participating) investment mediums at the same time  For practical reasons certain hybrid contract types
are treated as If they were investment contracts with discretionary participation features when accounting for premiums, claims
and cther revenue T, -

Hybrid policies that include both discretionary partictpation features and unid-inked components have been unbundled and
the two components have been accounted for separately

Amounis recesved in respect of unit-hinked investment contracts, which princtpally involve the transfer of financial risk, are
accounted for using deposit accounting, under which amounis collected are credited directly to the balance sheet, as an
adjustment to the hability to the policyholder Financial hiabilities in respect of unit-inked investment contracts are carried
in the balance sheet as “Liabilties on Investment Contracts "

(1) Insurance contracts and investment contracts with discretionary participating features (DPF)

Premiuims
Long-term business premum mcome 1s accounted for when due for payment or, in the case of linked business, when the
hability 1s established

Reinsurance
Long-term business s ceded to reinsurers under contracts to transfer part or all of one or more of the following risks
mortality, morbidity, investment, persistency and expenses and are accounted for as insurance contracts

The amounts that will be recoverable from reinsurers are estimated based upen the gross provisions, having due regard
to collectability The recoverabilty of reinsurance recoveries 1s assessed having regard to market data on the financial
strength of each of the reinsurance companes The remnsurers’ share of claims incurred, in the profit and loss account,
reflects the amounts received or recenable from reinsurers in respect of those claims incurred during the penod
Retnsurance hatilihes are primarily premiums payable for reinsurance contracts and are recognised in the profit

and loss account as “Outward reinsurance premiums” when due
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()

Clawns

Death claims are accounted for on the basis of notifications received Disability claims are accounted for on the basts of
individual claim assessments Matunities and annuity payments are accounted for when due Surrenders are accounted
for on the earlier of the date when paid or when the policy ceases to be included within the long-term business provision
and/or the liabitiies on investment contracts Claims include honuses payable on with profits or participating contracts
Claims payable include all related internal and external claims handhng costs Reinsurance recoveries are accounted
for in the same period as the related claim

Liabiltes
In respect of the hybric policies the insurance risks have been unbundled from the investment contracts and reserves
continue to be prowided within the Long-Term Business Provision

Investment contracts

As noted above, amounts recewved in respect of unit-inked investment contracts, which principally involve the transfer
of financial risk, are accounted for using deposit accounting, under which amounts colfected are crechted directly to the
halance sheet, as an adjustment to the liability to the policyholder Fiancial habilties in respect of unit-inked investment
cohtracts are carried in the balance sheet as “Liabilities on Investment Contracts”

Fees recewvable from mvestment contracts {(included in “Other techrical ncome™) are recogrsed in the profit and loss
account in the year they are assessed, unless they relate to services to be provided in future years, in which case they
are deferred and recognised as the service s provided

Investments

()

{m

Land and buildings

A proportion of properttes in the portfolio including those occupied by the Society are valued by external professionally
gualified valuers

The remaining properties are valued by a professionally qualified valuer, Charles Barratt, who is an employee of Wesleyan
Administration Services Limited and a Fellow of the Roya! Institution of Chartered Surveyors

The basis of valuation used 15 cpen market value net of sales costs referenced to comparable properties

The Companies Act 2006 requires that land and buildings be depreciated over therr expected useful economic fves
However, in accordance with SSAP 19, no depreciation 1s provided on investment properties and the Directors consider
that this accounting pelicy 1s necessary for the accounts to give a true and fair view Depreciation 1s only one of the factors
reflected in the valuations, and the amount that might_otherwise have been shown cannot reasonably be separately
identrfied or quantfied T e

_r

Investments in Grou;) undertakings

In the Society's balance sheet, *Investments in Group undertakings” are stated at current value, based on the net asset
value with the addition of unamortised goodwill, of each individual subsidiary company

(i) Other financial investments

The Society classifies ts other financial investments into the following categories
+ Shares and other vaniable-yield securities and units in unit trusts — at fair value through profit and loss,
o Debt securities and other fixed-income securities — at fair value through profit and loss,
o Deposits with credit institutrons — at fawr value through prefit or loss, and
+ Loansto customers — loans and recevables

Shares and other vanable-yield securities and umts in urnt trusts, debt secunties and other fixed interest securities and
deposits with credit institutfors — are classified as at fair value through profit or foss at inception because they form part of
an investment porifohlio that 1s managed and whose performance 1s evaluated by the Society’s key management personnel
on a farr value basis

The fair values of hsted investments are based on the current bid price on the balance sheet date or the last trading
day before the date The fair values of other unlisted mvestments, for which no active market exsts, are established
by the Directors using valuation techmigues These include use of recent arm’s length transactions, reference to other
instruments that are substantially the same, discounted cash flow analysis and other pricing models

Net gamns or losses anising from changes in the fair value of financial assels are presented it the profit and loss account
within “Unrealised gains cn investments” or “Unrealised losses on investments” in the pened in which they anse
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Notes to the Accounts continued

1. Accounting Policies continued
(1ii) Other financial investments continued

Unrealised gains and losses represent the difference between the fair value of financial assets at the balance sheet date
and the onginal cost, or if they have been previously valued, that valuation at the balance sheet date The movermnent in

unrealised gans and losses recognised through profit and loss in the year also includes the reversal of unreahsed gains

and losses recognised in earlier accounting periods in respect of investment disposals in the current penod

Loans and receivables — are non-derivative financial assets with fixed or determinable payments that are not quoted 1 an
active market other than those that the Society has designated as at far value through profit and loss Loans to customers,
debtors arising out of direct insurance and reinsurance operations and other debtors are classified In this category

Loans and recevables are measured at far vatue plus directly atiributable transaction costs on inihal recognition

and subsequently at amortised cost using the effective interest methed

(iv) Investment income and expenses

Dividends are recorded on the date on which the shares are quoted ex-dmdend Other investment income and expenses
are included on an accruals basis

{v) Investment gains and losses

Realsed gains and losses on mvestments are calculated as the difference between net sales proceeds and the onginal
cost/carrying value

Derivative financial instruments

Derwatives are initially recognised at fair value on the date on which a derivative contract 1s entered into and are subsequently

remeasured at their fair value Changes in the fair value are recognised immediately in the profit and loss account Fair values

are obtained from quoted market prnices m active markets, including recent market transactions and using valuation i
techniques, including discounted cash flow models and options pricing models, as appropriate All derivatives are carned

as assels when the fair value 1s positive and as iilabilities when the far value 1s negative

The best evidence of the far value of a derivative at initial recogiition 1s the transaction price (1 e the fair value of the
censideration given or received) unless the fair value of that instrument is evidenced by comparison with other observable
current market transactions in the same instrument (| € without modification or repackaging) or based on a valuation
technique whose variables include only data from observable markets

Assets held to cover investment contracts
Assets held o cover investment contracts reflect the terms of the related policies and are valued at far value on a bid basts
consistent with the related labilities

Impairment charge for credit losses

At each reporting date financial assets measured at amortised cost are reviewed for objective evidence that they are impaired !
To the extent that the carrying value of an indwvidual loan or recewvable 1s considered to be uncollectable i s writien down to
its recoverable amount, measured as the present value of the expected future cash flows discounted at the onginal effective
interest rate of the loan or recevable

Specific impairment provisions are made against advances by Wesleyan Bank Limited (“the Bank™) for which recovery 1s
considered to ba doubtful The amount of the impairment provision raised I1s assessed on a case by case basis

To cover impaired advances which have not yet been identified on an individual basis a collective impairment provision 1 made
against the unsecured loan portfolic In accordance with best practice, the collective impairment proviston has been montored
against histonc collection rates

Impairment charges for credit losses are deducted from loans and advances in the balance sheet and are charged to the profit
and ioss account The imparment provisions made against advances by the Bank dunng the year impact on the Society’s
results through the movement in the net asset value of the Bank as a wholly-owned subsidiary

Pension costs

The Group operates a defined benefit pension scheme, which was closed to new members with effect from 1 Octaber 2009
The penston asset recogrused 1n the balance sheet 1s the value of the scheme’s assets less the present value of the
scheme’s flabilites

The pension cost for the scheme 1s analysed between current service cost, past service cost and net return on pension assets
Current service cost ts the actuanally calculated present value of the benefits earned by the active employees in each penod
Past service costs, relating to employee service in prior perods anstng In the current pericd as a result of the introduction of,
or improvements to, retirement benefits, are recognised in the profit and loss account on a straight-hine basis over the penod In
which the increased benefits vest
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Net expected return on the pension assets comprises the expected return on the pension scheme assets less interest on
scheme habilities

The actuarial gains and losses whuch arise from a vatuation and from updating the latest actuanal valuatron to reflect conditions
at the balance sheet date being directly attributable to policyholders are taken to the technical account They are included as

a separate ine in the techmical account for long-term insurance business immediately above the line for transfer to or from the
Fund far Future Appropriations

The pension asset disclosed In the financial statements 1s imited to the amount that may be recovered through reduced
contributions over a reasonable period, estimated 1o be six years at 31 December 2011

Present value of future profits on non-profit business written in the with profits fund

The excess value of future profits from non-profit business written by the Society aver any value taken into account in
calculating the reahstic labilities for with profits business 1s recognised as an asset, and allows for the repayment of initial
expenses incurred on this business that have not yet been recouped

The value assigned to this asset 1s calcudated in accordance with the FSA's “realistic” iabildy regime  The methodology and
assumptions involve reasonable adjustments to reflect nsk and uncertainty, and are based on current estimates of future
experience and current market yields

Reinsurers’ share of technical provisions
The reinsurers' share of technical provisions 1s calculated on a basis consistent with the calcudation of the corresponding
labilities

Goodwill

Goodwill ts capritalised in the bafance sheet at cost and amortised through the profit and loss account on a straight-ine basis
aver #s useful economic ife Goodwill I1s tested annually for smpairment The gain or loss on subsequent disposal of a subsidiary
aor associated undertaking will include any attributable unamortised goodwill

Prior to 1998, purchased goodwill was eliminated against reserves as a matter of accounting policy As permitted under the
transitionai arrangements of FRS 10, such amounts previously writien off to reserves have not been reinstated as an asset,
but will be charged to the profit and loss account on any disposal of the business to which they relate

Tangible fixed assets

The cost of tangible assets Is their purchase cost, together with any incidental costs of acquisition Depreciation 1s calculated
so as to write off the cost of tangible assets on a straight-ine basis over the expected useful economic lives of the assets
concerned, having regard to expected residual values

The periods generally applicable are
o Computer equipment and software — three to eight years
«  Furniture and fittings — fen years
* Motor vehicles — three years

Where, In the opinion of the Directors, there has been impairment in the value of fixed assets to below their net book value,
addmional depreciation 1s charged to reduce the carrying value of the assets to their net realisable value

Fund for Future Appropriations (FFA)

The FFA Is the excess of assets over the aggregate of policy and other iabiiities It i1s the Society’s capital Transfers to and from
the FFA reflect the excess or deficiency of sncome over claims, expenses and tax and changes in the technical provisions in
each accounting pertod A small proportion of the FFA 1s for the future benefit of the policyholders i the Medical Sickness
Society Fund

Long-term business provision
The long-term business provision 15 determined by the Directors, having taken advice from the Chief Actuary followtng his
annual investigation of long-term nsurance business

(1} Insurance contracts and participating investment contracts

Insurance and participating investment contract habities are determined annually in accordance with regulatory
requirements

For with profits (participating) contracts, provision 1s made for all bonus payments (declared and future, reversionary and
terminal) estimated, where necessary, In a manner consistent with the principles and practices of financiat management
The habilty includes an allowance for the time and intrinsic value of options and guarantees granted to policyholders and
for passible future management actions
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Notes to the Accounts continued

1. Accounting Policies continued

(1} Insurance contracts and partictpating investment contracts continued

The realistic liabikties are based on the aggregate value of policy asset shares reflecting the premiums, mvestment return,
expenses and charges applied to each policy Allowance is also made for policy-related liabilities such as guarantees, options
and future bonuses, typically calculated using a stochastic model simulating future investment returns, asset mix and bonuses

In determining the realistic value of with profits llabilites the value of non-profit business written in the with profits fund
15 accounted for as part of the calculation

For conventional non-profit liabilities, a gross premium valuation method 1s used, which brings into account the full premiums
recevable under contracts written by the Society, estimated renewal and maintenance costs and contractually guaranteed
benefits

The estimation techniques and assumptions are periodically reviewed with any changes in estimates reflected in the profitand
loss account as they occur

(ir) Options and guarantees

Some with profits policies contam options and guarantess that can increase the benefits payabte to the policyholder
As noted above, a market-consistent stochastic model 1s used to determine the potential liabiity for these options and
guarantees The most significant options and guarantees are

+« The sum assured and declared reversionary bonuses on with profits policies,

s With profits deferred annuity policies where the annuity I1s at a guaranteed rate,

*  With profits polictes with minimum surrender values, and

* Unttised with profits policies containing guarantees that market value adjustments will not be applied at specified times

Liabilities on investment contracts

The financial iabilities for these contracts are designated at inception at fair value through profit or loss The fair value of
a unit-inked financial llabifity 1s determined using the current unit values that reflect the fair values of the financial assets
contained within the Society's unitised investment funds linked to the financial lability, multiptied by the number of units
attnibuted to the contract holder at the balance sheet date

If the investment contract 1s subject to a surrender option, the fair value of the financial liabiiity 15 never less than the amount
payable on surrender, discounted for the required notice period, where applicable

Deferred taxation
Deferred tax assets and liabilities are recognised In accordance with the provisions of FRS 19 “Deferred Tax”

The Society has chosen to apply the option avallable under FRS 19 of recognising certain assets and liabuities on a discounted
basis to reflect the time vaiue of money The discount rates used are the post-tax yields to maturity that could be obtained

at the balance sheet date on government bonds with maturity dates similar to those of the deferred tax assets or habilthies
Except as set out in FRS 19, deferred tax 1s recognised in respect of all iming differences that have oniginated tbut not
reversed by the balance sheet date

Deferred tax on changes in the fair value of Investments 1s recognised in the profit and loss account Deferred tax assets are
recognised to the extent that it 1s regarded as more likely than not that they will be recovered Deferred tax relating to unrealised
gains on linked assets 1s Included in the technical prowsions for inked liabilities

Provisions

A prowision 1s recognised 1n the balance sheet when there is a legal or constructive obligation as a result of a past event and
It 15 probable that an outfiow of economic benefits will be required to settle the obligation I the effect 1s matenal, provisions
are determined by discounting the expected future cash flows at a pre-tax rate that reflects current market assessments of
the time value of money and, where appropriate, the nsks spectfic to the itability No provision is established where a relable
estimate of the obligation cannct be made

Leases

Finance leasing agreements transfer to the Group substantially all the benefits and risks of ownership of an asset Accordingly
they are treated as If the asset had been purchased outright Payments in respect of operating leases are charged to the profit
and loss account in the period to which they refate Appropriate provisions are held when operating leases are considered to
be onerous contracts (as defined under FRS 12 "Provisions, contingent liabilties and contingent assets™)
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Foreign currencies

Items included in the financial statemertts of each of the Group's entittes are measured using the currency of the pnmary
economic environment in which the entity operates  Pounds sterling is the functicnal currency of all Group entities The
consohdated financial statements are presented In millions of pounds stering, which is the Group’s presentation currency

Foreign currency transactions are translated into the functional currency using the exchange rates prevailing at the dates of the
transactions Forergn exchange gains and losses resulting from the settlement of such transactions and from the translation at

year-end exchange rates of monetary assets and habilities denominated in foresgn currencies are recogrused in the profit and
loss account for the pericd

Translation differences on nen-monetary items, such as equities held at fair value through profit or loss, are reported as part
of the fawr value gain or loss

Segmental reporting

In the opinion of the Directors, the Group operates In one business segment

2. Risk Management

General
The Society has adopted a “three lines of defence™ approach 1o risk management structured as follows -

Primary responsibility for the identification and day-to-day management of nsks les with business management (the first
hine of defence)

Risk oversight, including the review and challenge of the assessment and management of nsk by business management
and the monttaring of control effectiveness, 1s undertaken by the Risk function reporting to the Executive Risk and
Governance Committee (previously the Risk and Business Controls Forum) and the Risk Committee {the second hine of
defence)

Corporate Audrt provide independent assurance on the design and effectiveness of the overall system of internal control,
ncluding risk management and compliance, reperting to the Audit Committee (the third line of defence)

Aclear nsk management framework and methodology has been established which includes

*

The defintion of the Society’s appetite for the key risk types that it 1s exposed to

The production of management information which reports the Society's position relative to its risk appetite based on key
risk indicators on a monthly basis

A review of the significant internal and external nisks that may impact the Society and its target markets as part of the
Society’s strategic planning process

A process whereby significant new emerging risks are considered and reviewed by the Executive Committee on a
regular basis

A nisk identification, categonsation and assessment methodology for operational nsks

Risk identification and management procedures for major projects

The detailed review of and reporting on certain matersal nsks, including those that have an impact on the financial postion

of the Society

The Indwidual Caprtal Assessment which considers the market, credit, insurance and operational nisks facing the Society
together at a point in time and determines the amount of capital that it 1s appropriate to hold taking account of these risks
based on a prescribed risk appetite measure {ts nsk based capital)

A Financial Conditien Report focusing on the quantification of market, credit and insurance nsk with the application
of detaded modelling to assess the sensttivity of the Society’s position to economic and business scenanos over a 10 year
period

Qutputs are reviewed by the Risk Committee which 1s tasked by the Board with providing independent oversight of the risk
management frarmeawork

The employment contract of each member of the Executive includes a clause placing & duty on the indmdual o identfy,
assess and report to the Board in a timely manner on all significant nsks in their area of responsibility, whether strategic
or operattonal, and when appropnate to ymplement a nsk mitigation plan to resolve any weakness
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Notes to the Accounts continued

2. Risk Management continued

Risk Appetite

The Society's Risk Appetite 1s the amount of nsk that the Society 1s prepared to accept in pursuit of its business objectives
Any new exposure Is considered before being accepted in the hight of this nisk appetite

The Society's risk appetite 1s set by the Board and reviewed at least annually The following statement summarises the Society’s
risk appetite

“We accept risk in order to deliver our strategic objectives, recognising the need to balance risk and reward and to ensure that
risk Is actively managed and menitored Our reputation and relationship with our customers is wital and we wil always treat our
customers fawly and act with integrity in order to meet the needs of our current and future policyhalders, we will ensure that we
remain financially strong and even in extreme circumstances, able to meet our financial obligations as they fall due ”

The Society's compliance with its nisk appetite 1s assessed through both quantitative and qualitative measures
Key Risks

Market risk s censidered the most significant nsk to the Society due to the high equity backing ratio mentioned below Further
detadls, ncluding guantfication where relevant of the principal risks and how these are managed, are set out below as faollows

- Market risk

— Insurance nsk
-~ Business nisk
— Credit risk

— Liqundity nisk

— Operational nsk

Market Risk

{1} Overview
Market risk 1s the risk that the fair value of, or future cash flows from, the Society’s assets and liabities fluctuate because
of changes in market prices The key components of market risk are equity price nisk, mterest rate risk and currency risk
Investments are split into the Non-Profit Pool and the With Profits Pool, the overall strategres for which are as follows

(a) The Non-Profit Pool 1s established by matching specific fixed mterest assets {0 the non-profit labilties, and

{b) The overall investment strategy of the With Profits Pool 1s to maximise the investment return achieved by the assets
allowing for Income and capital growth and the effects of taxation This is subject to operating within the Society's
risk appetite

The Investment strategy may also be constrained by the need to treat policyholders farly which includes striking the nght
balance between achieving good returns for policyholders and mantaining solvency Separate investment strategies are
therefore maintained for the assets backing policy asset shares and for the rest of the assets in the With Profits Pool, some
of which back other liabilities such as guarantees and options

The With Profits Pool includes some assets which would not normally be traded, including the Head Office building and
the investments in subsidiary companies

The Chief Actuary carries out investigations to explore the financial impact of a range of market stresses and reperts them
annually in the Financial Condition Repart and through the Individual Capital Assessment

The separate responsibiiities of the Board, the Risk Committee and the Executive Finance, Sales and Manufacturing
Committee are set out in the Corporate Governance Statement

(i) Equity price nsk

The Society 15 exposed to price risk as a result of its holdings i equity investments, classified as financial assets at far
value through profit or loss Exposures to individual companies and to eguity secunities in aggregate are monitored in order
to ensure compliance with the relevant regulatory mits for solvency purpeses

Investments held are listed and traded on the UK and other recognised Stock Exchanges (primanly in Europe and Narth
America) The Society has a defined investment policy which sets kmits on the Society’s exposure to equities both in
aggregate terms and by geography and counterparty This policy of diversification 1s used to manage the Society’s price
nsk ansing from its investments in equity securities

Sensitivity analysis for equity nsk 1s undertaken to dlustrate how changes in the farr value of equity secunties will fluctuate
because of changes to market prices, whether those changes are caused by factors specific to the indmidual equity ssuer
or factors affecting all skmilar equity securies traded i the market

Further information 1s provided withun Note 13
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(1t} Interest rate nisk

Interest rate risk anses primarily from investments in fixed interest securities Both claims cests and habilities to
policyholders are exposed to interest rate sk Similarly, insurance and non-profit investment contracts have benefit
payments that are fixed and guaranteed at the inception of the contract

Farr value interest rate risk is the nsk that the fair value of a variable rate financial instrument will vary as market rates of
interest vary For example, an increase in market rates of interest decreases the market value of a fixed interesi asset

Movements in the fair value of fixed interest assets are broadly matched by equivalent movements in the related
palicyholder liabihitres Fixed interest mvestments are held principally for the fixed stream of income that they provide,
which 1s matched to the expected cash outflows ansing from the guaranteed policy payments of certain of the Soctety’s
non-inked labiities This s discussed further below

Cash flow in{erest rate risk I1s the risk that the future cash flows of a vanabte rate financial instrument will fluctuate because
of changes in market interest rates  For example, an increase i the level of market rates of interest will increase the level
of Income received on floating rate investments By contrast, the cash flows ansing from fixed interest rate invesiments are
unaffected by changes in market rates of interest

The Society's exposure to cash flow interest rate nsk princrpally arises from the outflows required to meet guaranteed
paclicy payments which are fixed and, therefore, are not affected by changes in market rates of interest One method
that could be used to mitigate this sk would be to back these guaranteed cash outflows as closely as possible with fixed
interest assets gving equivalent cash inflows This method 1s used for certain product types However, backing all policy
guarantees with fixed interest assets wouid restrict the Society’s investment choices and prevent the Socrety investing

In other asset classes, which may be expecied to provide higher investment returns over the longer term Therefore,

for most product types, including all with profits contracts, the Socrety only seeks to parhally match the guaranteed
payments with fixed interest bearing assets The remaining outflow 1s backed by other assets, principally equrtes

(iv) Currency risk

Currency sk 1s defined as the nisk that the value of an asset or liability will change as a result of a change in foreign
exchange rates As the Scciety operates in the UK its habilities are denominated in sterling However, for invested assets,
the Society’s mvestment management policies and procedures allow for an exposure to overseas markets, via equities,
fixed interest securities and foreign currency The resulting currency risk 1s managed by the use of exposure mits and
authonisation controls operated within the nsk management framework outhined above

Of the £289 9m (2010 £297 1m) non-knked assets held in other currencies, £91 8m (2010 £85 8m) 1s held in
US-denominated assets, £1159m (2010 £121 5m) s held in euro-denominated assets, £55 9m (2010 £60 9m)
i Far Eastern assets and £26 3m (2010 £28 9m) in assets denominated in other currencies

Insurance Risk

(1}

(n

Overview

Insurance risk refers to the fluctuations in the timing, frequency and severity of insured events, relative to the expectations
of the Society at the time of underwriting The exposure of the Society depends to a significant extent on the value of
claims to be paid in the future, relative to the assets accumulated to the date of claim The amount of such future
abligations 1s assessed by reference to assumptions with regard to future mortality and/or morbidity rates, persistency
rates, expenses, investment returns, interest rates and tax rates Sensitivity to the main assumphons underlying insurance
risk can be seen in Note 13

The Board, having taken advice from the Chief Actuary, may set imits on business volumes, including the maximum
volumes of specific preducts with particular risks based on its sk appetite The rnisks are monitored by the Risk function

Overview of insurance and investment contracts 1ssued by the Soclety

The ievel of Insurance and financial risk assumed by the Society varies with the type of business written Addtional nsks
also anse from the financtal options and guarantees within contracts The main insurance and investment contract types
and an overview of the financial options and guarantees are set out below

With profits insurance and investment contracts

Key terms and conditions

With profits endowment assurance and deferred annuity contracts (including both conventional and urutised with profits
policies) contam a guaranteed benefit on maturity, death or surrender at certain specified dates

This guaranteed benefit may be increased by the addition of annual bonuses and a final bonus may also be applied when
the policy becomes a claim The Society can vary the amount of future bonuses paid, including reducing future bonus
additions to zero, although the Society has guaranteed that the maturity value for some mortgage endowment policies

will not be less than the oniginal mortgage amount The Soctety also has contractual discretion to vary the amount payabie
on early surrender of the contract The sething of bonus rates and surrender terms are subject to the Society's PPFM

All discretionary actions must be consistent with the overnding principle that customers be treated fanly
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Notes to the Accounts continued

2. Risk Management continued

(ie}

Overview of insurance and investment contracts 1ssued by the Society continued

With profits insurance and investment confracts continued

Key nisk factors

« Mortatty
The guaranteed payments on death generally exceed the value of the assets held to back the policy, giving rise
to mortality sk Assumptions regarding the rate of mortality are taken into account when determining the bonus
payments to be added to with profits contracts The level of these bonus additons can be varied to mitigate
differences between expected and actual mortality experience With profits deferred annuity contracts are also
subject to longevity risk (see the sechion “Non-participating snsurance contracts — Non-profit annuities” for an
explanation of this risk)

o  Guarantees
With profits contracts are subject to the risk that the market value of assets held to back the habiihes 1s depressed
at the iime that the guaranteed payments specified in the contract fall due to be paid The Scciety's contractual night
to vary future bonus additions can mitigate this nisk This Is considered further below

« Persistency and expenses
The most significant costs associated with writing insurance contracts are the commussion and other costs incurred
to acquire the policy These expenses, together with the ongoing costs of maintenance, are recovered over the policy's
ifetime if the policy 1s terminated early, the expense deduchons made to the point of termination may be less than the
costs Incurred For some product types, this risk 1s mitigated by the Society’s contractual abilty to vary the amount
payable on surrender The Society also controls its maintenance expenses on an ongoing basis, and the Society's
right to vary future bonus additions can be used to mitigate this nisk

Non-participating msurance contracts — Protection contracts

Key terms and conditions

These policies contain a guaranteed payment on death or disability or illness depending on the terms of the contract
Protection contracts may also be attached to with profits or unit-hinked policies For most policies the level of benefits
payable is deterrmined at the start of the contract and hence the ability of the Seciety to reduce the level of nsurance
risk accepted by varying terms and conditions may be imited However, many contracts nclude a premium review
clause and for some contracts the policyholder has the option to reduce benefits In lieu of a premium increase

Key risk factors

»  Mortalty and morbidity
The Society has mitigated these risks principally through varying the premium rates charged and through the use
of rensurance to fransfer part of the mortality and morbidity nsk to third-party reinsurers

e Persistency and expenses
The Society mitigates these risks by ensunng that the premium rates charged are sufficient to meet expenses while
competitive for the protection provided

Non-participating insurance contracts — Non-profit annuities

Key terms and conditions

For non-profit annuiies, the level of annuy payments is determined at the start of the contract and these payments
continue until the death of the annuitant and N certain cases the later death of ther dependants Hence the ability of the
Society to reduce the level of insurance risk accepted by varying terms and conditions s imited

Key risk factors

s longevity
The contractual stream of payments made until the death of the annuitant gives rise 1o lengevity sk An increase in
Iife expectancy will increase the payments that have to be made The Society seeks to reduce cash flow interest rate
nisk by matching the expected cash outflows from the annuities with cash inflows from s fixed interest investments

Non-participating mvestment contracts — Unit-linked policies

Key terms and condrtions

For unit-linked investment business most of the risks (particularty market and credit risk) are borne by the policyholders
The principal bensfit payable is the value of the underlying assets and therefare the Soctely generally has Iimited ability to
apply penatties on early surrender or early cessation of regular premiums The ability to increase charges or apply
penalties may be constrained by regulatory or market pressures and by the obligation to treat customers farrly
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Key risk factors

o Persistency and expenses
Acguisition and maintenance costs are recovered by management charges deducted over the policy's ifetime
If the policy I1s terminated early, the expense deductions made to the point of termmnation may be less than the costs
incurred Expenses may also exceed expense deductions for contimuing policies These nisks are mitigated by the
Society’s ability to increase charges or apply penalties on early surrender The Society also controls its maintenance
EXPEnses on an ongoing basis

{1i) Financial options and guarantees within insurance contracts
Contracts issued by the Society have three principal types of financiat option and guarantee

*  Guaranteed lump-sum payrments due on specified dates
These mainly comprise the sum assured together with annual bonuses added onto with profits contracts, the option
to surrender certain uniised with profits bonds on specified dates without a market value reduction (MVR) applying,
and the guarantee that an MVR will not be appiied at the planned retirement date under untised with profits pension
policies Although the Society Invests In a broad spread of asset types, there is shill a nisk that assets held to back any
indvidual pelicy may be depressed at the time that the guaranteed payment at matunty falls due to be paid The
potential cost of honouring these guarantees is quantified as part of the habiity for with profits contracts

e Guaranteed annuiiies
These pnimarnly arise in connection with pension busingss and occur n one of two forms

- a guaranteed income specified In the contract
— guaranteed terms for converting lump-sum matunty benefits mto an iIncome at matunty

These guarantees expose the Society to both insurance nsk (longevity) and financial nsk {cash flow interest rate) An
ncrease in ife expectancy witl increase the liability ansing under the guarartees as it extends the penod over which the
guaranteed rate must be paid A reduction in market interest rates {(or an increase in the volatiity of interest rates) also
increases the lability as 1t results in an increase in the gap {or the risk of a gap) between the future expected cash inflows
from the Society’s assets and the outflows from the guarantess, which remain fixed For the closed Medical Sickness
Society Fund (MSSF) the financal nisk is mitigated by the portfolio of swaptions (interest rate dervatives)

e Guaranteed investment return
Some pension policies In the MSSF provide a minimum investment return, and there s a nisk that assets held to
back any iIndividual policy may be insufficient to meet this guarantee at the time that the maturity payment falls due
1o be paid

The costs of financial options and guararitees are measured using a market-consistent stochastic model, and the
management of the risks associated with these forms part of the Group's overail Capitat Management strategy as set
out In Note 13

{iv} Concentrations of insurance nsk

Note 14 shows the value of llabilities held by the Group and the Society and lists the key assumptions that impact on those
habilties Note 13 shows the sensitivity of the Society’s capital to changes in some of these key assumptions These tables

demonstrate the concentration of insurance nisk accepied and the exposure of the Group and Society to the major factors

undertying insurance risk

Business Risk
The principal business risks that the Society faces are highlighted in the section headed Principal Risks and tincertainties on
pages 12 and13

Credit Risk

Credit risk s the risk of loss 1If another party fails to fulfil its financial obligations to the Society The main credit nsks arise in
relation to some types of investment such as corperate bonds, placing money on deposit with banks and the nsk of fallure of a
reinsurer

The processes for the management of market risk 1n the Society also apply to credit nisk in respect of cash, deposits and fixed
interest secunties

The Society’s wholly owned subsidiary, Wesleyan Bank Limited, offers unsecured personal foans to existing medical, dental,
teaching and legal clients of the Society All loans are subject to credit scoring gudelines This calculates the level of nisk for
each apphcant based on the information obtained 1 the tevel of acceptable risk 1s exceeded the application s not accepted
Stnngent control measures and procedures are In place to monitor bad debt levels and recovery The level and occurrences
of had and doubtful debts are monitored daily and reported on a monthly basis to the Board of Wesleyan Bank Limited
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Notes to the Accounts continued

2. Risk Management continued

Credit Risk continued

Wesleyan Bank Limited {“the Bank”) also provides commercial loans to law firms sourced by Wesleyan Key Business Finance
Limited (WKBF), a fellow wholly-owned subsidiary of the Society, whereby WKBF acts as a broker A credit application approval
policy 15 in place covering the acceptance of these leans

The Chief Actuary monitors the Society’s credit risk exposure to reinsurers with reports to the Board as required Where
possible, new reinsurance s diversified to avoid over-concentration on a single reinsurer

Other than risk of fatlure of a remsurer, the Society’s exposure to credit risk anses principally from its investment portfolio and
from s holdings 1N bonds and cash in particular The mvestment policies and procedures stipulate approved counterparties,
permitted investments and exchanges as well as detailing specific counterparty ratings and exposure imits For derwatives, the
policy also details legal, collateral and valuation requirements  Significant counterparty exposure, In the case of dervatives, 1s
mitigated by the use of collateral and at 31 December 2011 the Society's custodians held collateral represented by AAA-rated
assets valued at £46 9m {2010 £17 4m) Other areas where the Society 1s exposed to credit nisk include amounts due from
intermediaries and insurance contract holders An analysis of the risk profile of the Group’s credit assets 1s provided in the
table on page 51

There ts no significant difference between the credi risk profile of the Society's and the Group's assets and, therefare, no
separate table has been prepared for the Society-only position

Liquidity Risk

Liquidity nsk 1s the nsk that adequate liquid funds are not available to settle labiities as they fall due The Society’s hquidiy nisk
it normal circumstances is imited  The level of iquidity 1s monitored from day-to-day with available funds held at levels
considered appropriate to meet anticipated habilties and unexpected levels of demand

The contractual terms of the Society’s umt-inked and with profits investment contracts provide that the policyholders could
request repayment of the contracts on demand at any time  In practice, the Directors consider that the contractual terms do not
famrly represent the hquidity risk to the business because it I1s extremety unhkely that all policyholders would choese to surrender
thew policies at the same time and the Soctety has invested significantly in iquid assets

The hguidity nsk for Wesleyan Bank Limited (“the Bank"), anising from the customer bank accounts which s monitored on
a monthly basis, Is set out below

2011 2010

£m £m

Repayable on demand 434 47 8
3 months or less but not on demand 215 1895
1 year or less but over 3 months 337 242
5 years or less but over 1 year 278 277
126 4 1182

For the purposes of overall hguidity adequacy, it 1s the Bank’s policy to maintain a iquidity buffer comprising of a stock of high
quality, unencumbered quid assets The bguidity buffer to be held is at least at the minimum requirement for a Smplified ILAS
firm as adwised by the FSA |n norma! market conditions, the stock will be mamtained with a cushion over the regulatory level
as defined by the Bank’s Board Liguidity 1s monitored daily by means of a cash position report in accordance with the FSA's
reporting requirements

Details of the dervative financial instrument held by the Society are disclosed on page 45 It has a contractual maturity date
11 March 2015 All other financial liabilites are repayable on demand

In excess of £4 Obn (2010 £3 8bn) of the Group's assets are either highly liguid or readdy realisable and therefore avatlable
to support the Group's habilities at imited notice

Operational Risk

Operaticnal nsk 1s the risk of loss resulting from inadequate or falled processes, people and systems or from external events

The MSSF 1s operated In accordance with the Scheme Merger documentation and 1s only exposed to risks arising from policies
in MSSF tself

The OILTBF 1s exposed to the business nisks of subsidiary companies as well as the business risks ansing from the operation
of long-term insurance tself The Board decides whether to undertake a particular business nsk and has the responsibility
for reviewing and sething a limit on the scale of such risks Where appropriate, imits will be set for indwvidual risks
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It 15 also exposed to nsks ansing fram weaknesses in Internal controls over operations and costs In excess of those allowed for in
premium rates  The Society undertakes a thorough nsk assessment and management process each year

Wesleyan Bank Limited (the “Bank”) has approved a specific policy as regards its operations which s disciosed in its financial
statements

Fair value
FRS 29 “Financal Instruments Disclosure” (Amended) requires enhanced disclosures about farr value measurement and
hquidity risk

(a) FRS 29 specifies a hierarchy of valuation techniques based on whether the inputs to those valuation techniques are
observable or unobservable Observable inputs refiect market data obtained from ndependent sources, unobservable
nputs reflect the Group's market assumptions These two types of inputs have created the following fair value hierarchy

+ ievel 1 - Quoted prices (unadjusted) n active markets for Identical assets or habilties This level inciudes listed equnty
securties and debt instruments on exchanges (e g London Stock Exchange, Frankfurt Stock Exchange and New York
Stock Exchange) and exchange fraded dervatives such as futures and opfions

* Level 2 - Inputs other than quoted prices included within Level 1 that are observabie for the asset or hiabtiity, either
directly (1 e as prices) or indirectly (i e denived from prices) This level includes the majority of the OTC dernvative
contracts, traded loans and 1ssued structured debt The sources of input parameters such as LIBOR yield curve or
counterparty credit nisk are Bioomberg and Reuters

» Level 3 - Inputs for the assets or habilities that are not based on observable market data (unobservable inputs)
This level Includes equity investments and debt mstruments with significant uncbservabie components

Thus hierarchy requires the use of observable market data when avallable The Group considers relevant and observable
market prices n its valuations where possible

Financial Assets at fair value through profit and loss
At 31 December 2011

Level 1 Level 2 Level 3 Total ZT%%S
£m £m £m £m £m

Financial Assets designated at fair value
Shares and other variable yield securities 16906 - - 16906 17387
Debt and other fixed iIncome securities 1,084 3 - 22 10865 8014
Deposits with credit institutions - 3293 - 3293 3659
Derivatives
Swaptions - 456 - 456 249
Equity collar (Note below) - 21 - 21 -
Total Assets” 2,774 9 3770 22 3,1541 29309
* Exciudmg uni iinked assets
Financial Liabihties at fair value through profit and loss
Denvative
Equity collar {Note below) — - - 53
Total habihties — - - - 53

Note A zeto cost “cap and collar dernvative fimancial mstrument was puichased thiough the Royal Bank of Scotland ple n December 2008 based on & notional velue
of £100m of equities in the FTSE 100 index — the nstrument s expiry date 1 March 2015 The instrument has been fairly valued at the year end wilh any movernent
in ils value accounted for in the profl and lass account
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Notes to the Accounts continued

2. Risk Management continued
(b} Reconciliation of Level 3 ltems

Financial Assets at fair value through profit and loss

Financial Assels
designated at fair value

Faury Debt Total

Securiies Securties Total 2010

Lim £m £m £m

At 1 January 2011 - 22 22 25
Transfers out of Level 3 - - - 03
At 31 December 2011 - 22 22 22

Debt securities have been valued by discounting future cash flows  using rates of discount in the range 9-12% The Sociedy held 1 imquoted equity at 31 Decemnber

2011 (2010 1) with a value of £38,000 {2010 £38,000}

There were no gains or losses included in the prodit or loss O the total of £2 2m (2010 £2 2m) for dett securiies al 31 December 2011 £2 Om (2010 £2 Om)
elales o a single unquoted {xed interest stork which was redeemed in full in Fabruary 2012 Given the nformadlion and the relative wrateniality of the amounts

mvolved no sensidmty of Level 3 measurements 10 reasonably possible allernative assumplions has been undertaken

3(a). Earned Premium

2011 2010
Gross  Reinsurance Net Gross  Resnsurance Net
£m m £m £m £m
Eamned Premiums — Society
Premiums written
Life ordinary bustness
Non-hnked reguiar 141 (2Q) 121 138 {19) 119
Non-linked single 954 - 954 e02 - 602
109 5 (20) 1075 740 (19) 721
Penston business
Non-finked regular 150 - 150 147 - 147
Non-linked single 16 3 - 16 3 159 — 159
313 - 3113 306 - 306
Industnal business
Non-linked regular 08 - c8 09 - 08
Income Protection Insurance
Non-linked regular 502 (15 7) 345 45 4 (16 4) 290
With Profits ISA
Regular 159 - 159 118 - 118
Single 69 4 - 694 484 ~ 484
853 - 853 602 - 602
277 1 (177) 2594 2111 (183) 1928
The premuums receved for investment contracts and therefore omitted from the above figures were as follows
2013 2010
£m im
Life — regular 43 47
Life — single 35 22
Penston — regular 291 309
Pension — single 165 161
Income Protection — regular 30 31
56 4 570
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3(b). New Business Premiums

2011 2010

£m £m

Regular premiums 19 1 184
Single premiums 234 168
425 352

Life busthess 126 90
Pension business 67 71
Income protection mnsurance 38 35
ISAs/Unit trusts* 156 124
387 320

Annuitres** 38 32
425 352

* Represents the APE of investments in the Society s With Profiis ISA and i the untt trusts rnanaged by ds subsidary company Wesleyan Und Trust
Managers Limgted

** The annuities amount reprasents the pension funds relamed by the Sociely on the vesting of pensions dunng the year

As set out in Note 3{a}, the Scciety does not account for the amount received as premiums in relation to investment contracts
as premium income in the consolidated profit and toss account, such amounts are accounted for as deposits receved and
added to the investment contract labilities in the balance sheet The amounts included above in respect of invesiment contract
new business are as follows

2011 2010

Em £m

Regular 22 23
Single 20 18
42 41

Life ordinary business 06 05
Pension business 36 36
42 41

The above 1s stated in terms of Annual Premium Equivalent (APE), being 12 months’ premium for regular business plus 10%
of single premiums

In classtfying new business premiums, the following bases of recognition have been adopted

— Recurrent smgle premium contracts are included as new business single premiums
— Increments under existing Group penston schemes are classtfied as new business premums

Where regular premiums are received other than annually, the reported regular new business premiums are on an annualised
basis

3(c). Reassurance
The reassurance balance amounted to a charge to the Technical Account — Long-term Business at 31 December 2011 of
£11 9m (2010 a credit of £20 im)
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Notes to the Accounts continued

4. Investment Activity Account

2011 2010
£m £m
Investment income
Income frem land and buildings 184 209
Income frem other investments 1340 1181
Net gains on the realisation of investments 189 610
Net return on pension schemes (Note 23) 13 02
1726 1998
Investment expenses (3 5) z4)
Investment charges 02 {06)
Net unrealised gamns on investments 80 2388
Investment return 176 9 4356
5(a). Other Technical Income
2011 2010
£m £m
Net profit from non-insurance subsidiaries™ 33 21
Other commissions 02 02
Fee ncome i respect of nvestment contracts (Note 14) 76 72
111 95

* includes the net profit of Wesleyan Bank Limited (“the Bank™) amounting to £2 2rm (2010 £1 8m) derved from furnover tolathng £11 7m (2010 £10 6m)
The net assels of the Bank at 31 Decernber 2011 amaunted to £19 4m (2010 £15 2m}

5(b). Other Technical Charges

2011 2010
Em £m
Net loss from nen-insurance subsidiaries 51 48
6. Claims Incurred
201t 2010

Gross Remsurance Net Gress Rensurance Net
£m £m £m £m £m £m
Claims pad 2703 (27 6) 2427 2196 (27 8) 191 8
Claims handling expenses 38 - 38 25 - 25
2741 (27 6) 246 5 2221 (27 8) 194 3
Change in provision for claims 14 - 14 15 - 15
2755 (27 6) 247 9 2236 (27 8) 1958

Analysed by type of benefit
Death claims 16 0 156
Maturities 839 589
Surrenders 841 656
Annuities 501 430
Income protection claims 138 127
247 © 1958
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Clawns relating to inked investment business and therefore omitted from the figures for claims incurred were as follows Q
2011 2010 i_?D
£m L£m g
Death claims 29 24
Maturities 13 23
Surrenders 374 383
41 6 430
7. Net Operating Expenses — Society only
2011 2010
£m £m
Acguisition cosls 366 289
Administrative expenses™ 258 236
Other expenses** 67 24
Reassurance commission 21) (22 %’
Reassurance profit share {(57) 60) ]
613 477 2
Amortisation of goodwill 05 05 2
Net Operaiing Expenses 618 48 2 2
*  Admmssiratve expenses include a fee of £9 3m (2010 £9 4rn) payable by the Society to the Group distrbution compatly to cover in force policy senvicing costs
This fee has been reflected in the net asset value of Wesleyan Financal Services Limited
** Relates principally to costs incuired on Solvency # and RDR
S
Auditors' remuneration (including expenses) amounted to
Audit fees — Society 218 134
Audit fees - other entities 175 181
Regulatory compliance 132 180 o
Taxation complance 62 34 %
Taxation advice 49 49 é
Other fees 43 63 3
Administrative expenses for the Society also include
Contract purchase finance charges — motor vehicles 705 1,597
Operating lease rentals — land and buildings 974 680
Depreciation of tangible assets 4,284 4,538
8. Staff Costs — Group
2011 2010
£m £m
Salaries 47 8 399
Social security costs 50 39
Pension cost charge* {Note 23) 50 a7 5
578 485 3
* includes £0 5m {2010- £0 3m) in respect of the Sociely’s defined contnbulion pension scheme 5
o
The monthly average number of employees, ncluding Executive Directors, during the year was comprised as follows %
2011 2010 Z
Number Number
Sales force 354 339
Head Office 678 568
1,032 907

Nole: Delatls of Directors: remuncration are given in the Directors. Remuneralion Repoil on pages 21 1o 24
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Notes to the Accounts continued

9. Taxation — Society only

2011 2010
£m Em

Analysis of tax in the year
Current tax
UK corporation tax on income and gains 43) (11 6)
Group rehief recevable - 07N
Foreign tax (0 9) (09)
Adjustments in respect of previous years 0B 24
Total current tax (4 4) (108)
Deferred tax
Ornigination and reversal of timing differences 195 49}
Decrease In discount (57) {06)
Total deferred tax (Note 15) 138 (55)
Movement on deferred tax on pension scheme 02 30
Credit/(Charge) for taxation — Society 96 {19 3)

Thatax chaige for UK corporation 1ax 1s provided at rates between 20% and 26 5% (2010 20% and 28%) computed in accordance with the specifi nules applicable

to lle assurance companies wheteby no {ax s charged on pension business profits

10(a). Investments

Current value Cost
2011 2010 2011 2010
£m £m £m fm
Land and Buildings - Group and Soctety
Freehold properties occupied by the Society 260 215 302 299
Other freehold properties 1754 1863 1125 1126
Long leasehold properties 137 154 149 146
2151 2232 157 6 157 1
Other financaf investments — Group
Shares and other vanable yield securies 1,6906 17387 728 2 7058
Debt and cther fixed income securities 1,086 5 8014 5236 7447
Dervative financial instruments 477 249 17 3 191
Loans secured by mortgage 01 01 01 01
Other loans* 1156 984 1156 o84
Depaosits with credit institutions 3293 3659 3293 3561
3,2698 3,0294 2,1141 19243
Other financial investments — Society
Shares and other variable yiefd securities 1,6806 17387 728 2 7059
Debt and other fixed income securihies 1,073 5 7917 9105 7351
Derwvative financial instruments 477 249 17 3 191
Loans secured by mortgage 01 01 01 01
Cther loans 01 01 01 01
Deposits with credit institutions 298 6 3157 2985 3059
3,1106 28712 19547 17662

Inciikied within Dervative financial instruments are swaphions with a cument value of £45 6m (2010- £24 9m) and a “cap and collar” deswvative inanciat assot with a

fair value of £2 1m (2010- Enil}

Other loans include loans secured on poticies issued by the Soctety amounting to £2 1m (2010 £2 2m)

The value of unlisted investments included m shares and other vanable viekd secunties and debt and other fixed income secunties for the Group and Society

amounted to £2 2m (2010 £2 2m}

* Apart trom £0 1m (2010 £0 1m), Other Laans represent unsecured loans issued to customers by Wesleyan Bank Limded
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2011 2010
£m £m
Non-linked assets subject to credit nisk
AAA 1,121 2 8114
AA 46 3 437
A 186 0 1790
BEB 807 510
Below BBB or not rated 382 432
Total assets bearing credit risk 14724 11,1283
Dervatve financial instruments 47 7 249
Debt securities {see table befow) 14247 1,1034
Total assets bearing credit nsk 14724 1,1283
Analysis of debt securities s as {ollows 2021;1 Zoﬁlrg
{1) Sovereign debt by country
UK 965 3 6800
USA 18 4 152
Germany 225 205
France 141 141
European Investment Bank 80 88
1,029 3 7386
{n) Other debt securities
UK Corporate Bonds 3400 318¢
Corporate Bonds — Index-Linked 554 459
3954 364 8
14247 11034
10(b). Assets held to cover Liabilities on Investment Contracts
Current value Cost
2011 2010 2011 2010
£m £m £m £m
Other freehold properties 130 134 70 70
Shares and other vanable yeld securities 661 2 7047 514 8 502 5
Debt and other fixed incorne securities 1153 962 759 672
Deposits with credit institution 631 695 619 675
B52 6 BB38 659 6 644 2
10(c). Derivative Financial Instrument
2011 2010
£m £
At 1 January (5 3) {2 6}
Movement in the year 74 (27)
At 31 December 21 {53)

Note: A zero cosl “cap and collar’ dervaiive finanoial nstrament was purchased thiough the Royat Bank of Scoitant ple m December 2000 based on a nobional value
ol £100m of equities in the FTSE 100 index — the instrument’s expiry date 15 in March 2015 The instrurnent has been faily valued at the yeair end wath any

maovement (0 ds value accounted for i the Proli and Loss Account
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Notes to the Accounts continued

10(d). Goodwill — Group

2011 2010
£m £m
At 1 January 32 -
Addition in respect of acquisiion
Wesleyan Key Business Finance Limited - 37
Reduction in respect of acquisition
Wesleyan Key Business Finance Limited* 0 2) -
Charge to Profit and Loss Account
Amortisation** {0 5) (0 5)
At 31 December 25 32
* The reduction of £0 2rn reflects a reassessment of the expected consideration payable under the ferms of the acquisition
** Goodwill has been armorised over the penod in which the Group expects to oblain value lor the slatl experlise, the cusiomer relationships and the name
11. Other Debtors
Group Society
2011 2010 2011 2010
£m £m £m £m
Other debtors 24 28 14 13
Deferred tax (4]0 04 - -
25 32 14 13
Movement in the deferred tax asset
As at 1 January 2011 04 01 - -
{Charged)/Credited during the year {0 3) 03 - -
As at 31 December 2011 01 04 - -
Analysed as follows
Timmg Differences 01 04 - -
12. Tangible Assets — Group and Society
Computer
equipment Fumiure Motor
Total and sofiware  and fitings vehicles
£m £m £m £m
Cost
At 1 January 2011 323 206 33 84
Additions 113 55 06 52
Disposals 57) (16) - 41
At 31 December 2011 379 24 5 39 95
Accumulated Depreciation
At 1 January 2011 206 159 12 35
Charge during the year 43 25 04 14
Disposals 37 (16) - {21
At 31 December 2011 212 168 16 28
Net Beok Amount
At 31 December 2011 167 77 23 67
At 31 December 2010 117 47 21 49

The cost of motor vehicles held under contract purchase agreements amounied to £9 5m (2010 £8 4m} The aggregate depreciation of these assels amounted o

£2 8m (2010 £35m)
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13.

Fund for Future Appropriations and Capital Management

Fund for Future Appropriations
2011 2010
£m £m
At 1 January 6121 5204
Transfer (toMfrom profit and loss account (26 9) al17
At 31 December* 585 2 6121

~ Includes the Generat Busmess Fund n the agnount of £2 8 {2010+ £2 /m) referred to in Note 22

Cap

ital Management

{1) Overview
In reporiing the Society's financial strength, capital and solvency are measured using the regulations prescribed by the

FSA These regutations include a number of “regulatory” and “realistic” capital tests, as described below The Society s

able o meet all of these capital requirements and has significant resources and financial strength

(n) Capital management policies and objectives
The Society's main objectives In managing its estate (which represents its capital) are

*

(i)

To meet regulatory capital requirements,

To support the writing of new business,

To maintain investment flexibility,

To smooth payouts to with profits policyholders, and
To provide finance for business developments

Restrictions on availlable capital resources
The Society 1s required to hold sufficient capital to meet the FSA’s capital requirements

Piliar 1

The Pillar 1 captal requirement i1s reported in the publicly avatlable FSA Return Under the FSA's realistic reporting
regime, the pillar  capital requirement for with profits business 1s determined using the “twin peaks” approach, such that
the captal resources must be sufficient to cover the greater of regulatory {Salvency 1) and realistic liability capital
reguirements The realistic capital requirement 1s broadly equivatent to the capital needed by an "average” ife insurance
company with good risk controls, to cover adverse experience likely to occur once in every 200 years For non-profit
business, the capital requirement is calculated on the regulatory basis, which is based on EU Directives (Solvency 1)

Pdlar 2

The Pillar 2 capital requirement 1s based on the Society’s individual Capital Assessment (ICA), which Is reported privately
to the FSA It 1s broadly equivalent to the capital needed to cover the Society’s actual portfolio of nisks at the same “one in
200 year” nsk level, but having regard to the Scciety’s own nsk controls The Board uses this as the basis for its Capital
Management
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5 4 Notes to the Accounts continued

13. Fund for Future Appropriations and Capital Management continued
(v} Available capital resources

The Society has two with profits funds, the OILTBF and the MSSF, which are shown separately in the capital position
statement The MSSF was set up under the terms of the Scheme for the merger with Medical Sickness Annuity and Life
Assurance Society Limited on 1 July 1997 it contamns all the with profits policies of Medical Sickness Society on that date
and Is maintained as a separate account within the Society's Long-Term Business Fund The QILTBF cortains all of the
business of the Society other than the business in the MSSF

Under the merger Scheme, the whole of the surptus in the MSSF 1s progressively and equatably distributed 1o the policies
in that fund This means that for the purpose of the capitat statement there are no excess assets in the fund  However,

some surplus 1s being held back in the fund fo provide regulatory capstal that may be required under stressed financial
conditions

Avatlable capial resources are calculated in accordance with the Pillar 1 reabstic balance sheet, and can be broadly
described as placing a market value on the net assets including the value of future profits on all acquired in-force
long-term business as well as on non-participating business 1ssued by the Society

Avatlable capital resources

OILTBF MSSF Total OILTBF MSSF Total
2011 2011 2011 2010 2010 2010
£m £m £m £m £m £m
Fund for Future Appropnations 584 3 09 585 2 6110 11 6121
Adjustments to assets (60 6} - (60 6) (63 9) - (639
Other adjustments (26 7} (0 9) {27 6) (20 3) (11) 21 4)
Total available capital rescurces 497 0 - 497 0 5268 - 526 8
Risk Capital Margin 518 - 518 350 - 350
Cover for Risk Capital Margin 9 6 times - 96tmes 151 times - 151 times
(v) Movements In available capital resources
Total
OiLTBF MSSF business
Lm £m £m
Balance at 1 January 2011 527 - 527
Modelling improvements - - -
Effect of method changes - - -
Effect of investment vanations (16) 5 (11
Effect of experience variations {12} 5 {7
Effect of assumption changes 2 6) 8)
New Business @ - 4
Other factors 4 (4) -
Balance at 31 December 2011 497 - 497

The table above shows key elements of the movements 1n realistic caprtal The impact from assumption changes includes

s Economic, persistency, mortality, expense and regulatory valuation assumption changes, and
* Therr effects on the costs of guarantees, options and smoothing, the value of in-force business and the with profits
benefit reserve

The most significant factor affecting both funds is the weak investment return in 201 1, which has increased the value of
policy guarantees and results in the negative investment variance shown in the GILTBF The MSSF investment variations
also include the impact of changes in the value of guaranteed annuity rate habilities and the matching swaption assets,
and of enhancements to asset shares to keep this fund in balance

There were no changes In management policy assumed for deterrmining the cost of guarantees, options and smoothing
and no significant changes in regulation or other similar external developments
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Realistic Balance Sheet
Realistic available capital 1s deterntined in accordance with the Capital Management policies described above

With profits liabdities comprise asset shares plus the costs of smoothing plus the value of guarantees and options which have
been granted to policyholders When calculating these liabilities, allowance has been made for actions that management would
be expected to undertake on key assumptions, for example future bonus policy 1n varying market condgicns, in line with the
Society's PPFM

The Risk Capitat Margin {(RCM) represents the level of capital that the Society is required to hold 1n the Pillar 1 stress event

The RCM 15 calculated assuming that nisk free yields fah (2010 nisk free yselds felt), that equity and property markets fatl {2010
markets fell), persistency improves (2010 persistency improved) and credd rnisk increases {2010 credit nsk increased) as per
the regulations Credit nisk 1s allowed for by assuming an immedsate and permanent widening in yseld spreads on corporate
bonds over sk free rates, calculated on a stock-by-stock basis

A summary Realistic Balance Sheet 1s shown below

2011 2010
£m £m
Total regulatory with profits assets 2,2941 22048
Value of in-force business on a reahstic basis 2299 2440
Total Realistic With Profits Assets 2,5240 24488
Realistic with profits habilites
— With profits benefit reserve 16636 16012
- Costs of smoothing (0 9) 52)
— GQuarantees 107 1 839
— Options (guaranteed annuities) 871 388G
— Other (incl current iabilties) 170 1 197 2
Total Realistic With Profits Liabilikes 20270 158220
Total Realistic Available Capital 457 0 526 8
Risk Capital Margin (51 8) (350)
Total Realistic Excess Capital 445 2 491 8
Analysis of Liabilities
2011 2010
£m Lm
With profits insurance contract labilities 15555 1,5338
With profits investment contract labilities with DPF 3000 2856
Neon-participating insurance contract tabilities
— Non-linked liabilities 1,060 0 9226
Non-participating nvestment contract habilties
— Unut inked 852 6 8838
Total Contract Liabitities 3,7681 36258

Analysis of change n present value of future profits on non-profit business written in the
with profits fund

2011 2010

£m £m

At 1 January 2011 2091 2107

Unwind of discount rate 83 94
Profit released in the year {30 0) (23 6)

Value of new business 232 171

Experience vanances (2 5) 47
Economic assumption changes (10 7) Q7
insurance assumption changes (7 4) 30
Other (50) 55

At 31 December 2011 1850 2001
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Notes to the Accounts continued

13. Fund for Future Appropriations and Capital Management continued

Sensitivity of Capital

The capital position of the Society Is sensitive to changes in economic conditions and financial markets, both through the
impact on asset values and also the effect that changes in interest rates and investment returns may have on liability valuations
The liabiities are also sensitive to the other assumptions that have been used m therr calculation, such as mortahity and
persistency The Society's approach to managing these risks 1s detalled in Note 2

(0

(1)

Economic Conditions and Financial Markets

The hability valuation will include assumptions about future interest rates and investment returns  An adverse change in
either variable will increase liabities and hence reduce the avalable capital, depending upon the extent to which assets
with similar anticipated cash fiows match the habilities

To the extent that it cannot be reflected in reductions in payments to pehcyholders because of the presence of guarantees
and options in the underiying contracts, an adverse change in the markets for the Society’s investment assets will reduce
the avallable capital

Other Assumptions

The Society monitors actual experience in mortalty, morbidity and persistency rates against the assumptions used, and
apphes that outcome to refine its long-term assumptions Amounts paid will inevitably differ from estimates, particularly
when the expected payments do not occur until well into the future Liabilities are evaluated at least half yearly, allowing
for changes in the assumptions used, as well as for the actual claims experience H actual claims experience is less
favourable than the underlying assumptions, or if it 1s necessary to increase prowisions in anticipation of a higher rate

of future claims, then available capital will be reduced

(in) Main Sensitivities

The most significant potential causes of a worsening of the Society's capital position anise from the following four risks

« Market risk 0 relation to with profits business, which would arnise if adverse changes in the value of the assets
supporting this business could not be fully reflected m payments to policyholders because of the effect of guarantees
and optiens, particularly guaranteed annuity options The capital postion of this business would also deterorate
if Increases to the market cost of dervatives resulted in an increase in the market-consistent liabihty for guarantees
and cptions in the realistic balance sheet

+ Longevity risk In relation to annuily business, which would arise if the mortality of annutants improved more rapidly
than the assumptions used for reserving

+ Morbidity risk in relation to income protection bustness, which would arise if morbid ity of the lives insured was heavier
than that assumed

» Credit nsk In relation to reassured habilities, particularly income protection habihities, which would arse if the credit
rating of the reassurers or their ability to meet therr liabilties were to deteriorate

The timing of any impact on caprtal would depend ¢n the interaction of past expenence and assumpticns about future
experience In general, if expenence had detenorated or was expected to deterorate and management actions were not
expected to reduce the future impact, then assumptions relating to future experience would be changed to reflect it In
this way, habiiities would be increased to anticipate the fuiure iImpact of the worse experence with immediate impact on
the capital posiion Examples of possible management actions include changes to with profits bonus rates and changes
to discretionary surrender terms

A sensitivity analysis reflecting the impact of changes to mortality, morbidity, persistency, expense and market
assumptions on the Society's realistic available capita! is provided beiow

The separate investment strategy for the assets backing policy asset shares described in the Market Risk Overview on
page 40 enables a low market nsk strategy to be adopted for capital without impacting on the long-term investment
returns for with profits policyholders This means that the capital position of the Society 1s less sensitive to changes in
economic conditions and financial markets and s reflected 1n a low value for the Risk Capital Margin

Sensitivity Analysis
The table at the end of this section shows sensitivities to movements in the assumptions used at 31 December 2011

The sensitvities are shown separately for

. Realistic avallable capital, and

. Value of in-force non-profit business
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The impacts of the value of n-force non-profit business are more significant than the changes in realistic avallable capital This
1s because, this year, much of the emerging lesses from non-profit and unit-linked business in the stressed conditions would be
charged to wath profits policyholders and hence would reduce the Society’s labilities

For the demographic and expénse assumptions, sensitivities are only shown in one direction as an equal and opposite
movement In the vanable would, for the majority of business, have a similar but opposite iImpact on the value of insurance and
investment contract habiities

For the economic assumptions, we have shown the effect of both a paralle! upwards and downwards shift in the interest rate
yield curve because the impact on habilities 1s not symmetrical However, we have only shown a decrease in captal values of
property and equity because an increase in these values would result in a simiar but opposite effect being observed

()

(n)

Demographic

Annuitant Longevity

10% proportionate decrease in base mortalty rates

This sensitivity demonstrates the effect of a decrease in the rate of deaths For annuity business and policies that contain a
guaranteed annuity option a decrease in mortality rates wilt increase the liability, as the average period over which annuity
payments have to be made will be extended This wili also reduce the non-profit value of in-force

Assurance Mortality

10% proportionate decrease i base morlahly rates

This sensitivity demonstrates the effect of a decrease in the rate of deaths For life assurance business a decrease n
mortality rates will typically decrease the llabilities and increase the non-profit value of in-force, as there will be fewer
payouts for early death

Morbrdity
10% proportionate decrease in base morbidity rates
This sensitvity demonstrates the effect of a decrease in the rate of serous illness

Persistency

10% proportionate decrease in lapse rates

This sensitivity reflects a single, downward movement in lapse rates This means that fewer policies are being surrendered
or terminated early, with the result that more policies are assumed to reman in-force For non-participating business a
decrease in lapse rates will tend to increase the value of in-force business However, for participating business, a decrease
In lapse rates will increase the llability as more policies are assumed to remain n-force to exercise guarantees and options

Expenses

10% decrease in maintenance expenses, the ongomng cost of admimistering contracts
This sensitivity 1s applied to the projected fevel of expenses There 1s no change to the assumed rate of future expense
mflation A reduction mn expenses will Increase the value of in-force business for non-participating business

(m1) Economic

Interest Rates

A reduction of 0 44 % (2010 O 7% reduction} and an increase of 0 44% (2010 0 7% increase} in interest rates

This sensitvity 15 designed to show the impact of a sudden parallel stuft in the risk-free yield curve A reduction in interest
rates increases the current market value of fixed mterest assets but reduces future reinvestment rates

The value of liabilittes 1s also increased when the interest rates fall as the discount rate used 1n the calculation will be
reduced An increase in rates will have the opposite effect The sensitivity test for interest rates s market related and this
can give nse to non-symmetnical Increases and decreases The test is consistent with the market related test required to
calculate the Risk Capital Margin, which 1s disclosed 1n the Society's FSA Returns

Equity Capital Values and Property Capital Values

20% decrease 1n equily and 12 5% decrease in property capital values at the valuation date, without a corresponding fall
or rise in dridend yeld

This sensitivity shows the impact of a sudden change in the market value of assets The value of habiliies will decrease
when asset values fall, but other than for unit-inked business, the decrease wili be less than the fall in asset values
Consequently, the realistic available capital will be reduced by a fall in asset values The test is consistent with the market
refated test required to calculate the Risk Capital Margin, which 1s disclosed in the Society's FSA Returns
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5 8 Notes to the Accounts continued

13. Fund for Future Appropriations and Capital Management contnued
{w) Increase/{reduction) in value due to change In variable

Impact on realsshic

available capstal

tmpact on value of n-
force non profit business

2011 2010 2011 2010
Descripiion of sensttnaty £m £m £m
Demographic
10% reduction in annurtant mortality (3) (2) (22} (16)
10% reduction in assurance mortality - 1 1
10% reduction in morbedity 1 18 18
10% reduchtion in lapses (3) (2) 4 3
109% reduction in expenses - 5 3
Economic
Q 44% increase in interest rates (2010 O 7% increase) 6 (8) {12)
0 44% reducton in interest rates (2010 O 7% reduction) {2) (6) 8 14
20% equity fall, 12 5% property fall 74) (73) (8) (10}
14. Long-term Business Provision and Liabilities on Investment Contracts
Long term Business Provision
Investment Liabihties on
Insurance conliacis with Investment
conliacls DPF Totat Contracls
£m £m £m
Gross provision
At 1 January 2011 25884 2856 28740 8838
Change i1 technical provisions 1531 144 167 5 (312)
At 31 December 2011 2,7415 3000 3,0415 8526
Reinsurers' share
At 1 January 2011 1320 - 1320 -
Change n technical provistons (59 - {59) -
At 31 December 2011 126 1 - 1261 -
Change in technical provisions on investment contracts
2011 2010
£m £m
The change 1n habilities on investment contracts comprises
Premiums received (Note 3(a)) 56 4 570
Claims paid {Note 6) (41 6) 430)
Fee income deducted (Note 5(a)) (7 6) (72)
72 68

Allocation of net investment return

(38 4) 740

{Decrease)increase 1n habilities on nvestment contracts

(312) 808
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Liability Analysis (net of reinsurance)

Tolal Total
OILTBF MSSF business OILTBF MSSF business
2011 2011 2011 2010 2010 2010
Em £m £m £m £m £m

With profits habilihies on realistic basis
Options and guarantees 102 2 919 1941 833 454 1287
Other policyholder obligations 1,223 8 4375 16613 11760 5147 16907
Total with profits habihties 1,326 0 5294 11,8554 12593 5601 18124
Non-profit ife assurance 1,054 4 56 11,0600 9167 59 9226
Total long-term business provisions 2,3804 5350 29154 21760 5660 27420
Linked provisions 8526 - 8526 8838 - 8338
Technical provisions in balance sheet 3,233 0 5350 3,7680 30588 5660 362568

Bonuses

Bonuses allocated to in-force With Profits policies increase the habilities for with profits insurance and investment contracts and
represent an allocation of susplus The tota) bonus attnbutable to the year consisied of the following amounts

Society 20;;‘,,11 2(?}2
Bonuses paid as claims (including terminal benus) 489 370
Bonuses allocated to policies in-force at 31 December 54 69
Total 543 439

Valuation basis

(1) With Profits and Unit-Linked business

As described in Note 2, some of the Soclety's policies contain options and guarantees that can increase the benefits

payable to the policyhalder

Unit-inked polictes have been valued at the face value of the units, using unit prices derved from the valuation of the
underlying assets Provisions are also held to cover non-unit cash flows under investment contracts which use prudent

estimates of mortalty and future expenses

The principal assumptions in determining the cost of options and guarantees in the long-term business provision In
respect of With Profits business and in deterrmining the long-term provision for non-profit insurance contracts attached to

unit-inked business are as follows

Expenses

Per policy expenses (qucted gross of any tax relief) 201% 2010
Open Fund

Ordinary business

Life and Pensions — Premium Paying 61 50 5025
Life and Pensions — Annuities 41 00 3350
Life and Penstons — Single Premium/Paid Up 41 00 3350
Income Protection 61 50 5025
Industnal assurance business

Premium Paymg 970 840
Pad Up 243 210
MSS Fund

Pensions — Premium Paying 107 50 8300
Income Protection 80 63 62 25
Ltfe — Prermum Paying, Pensions — Single Premium/Paid Up 5375 41 50
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60 Notes to the Accounts continued

14. Long-term Business Provision and Liabilities on Investment Contracts continued

2011 2010
%o %

% of Premium Expenses
Open Fund
Indusinal assurance business
Prermium Paying/Premium Loan 41 50 45 00
Investment Expenses — % of fund
Open Fund 0062 0072
MSS Fund 0 080 0080

Other significant assumptions impacting the cost of options and guarantees are equity volatity and correlation Expected
returns on assets and volatilities have been calibrated to ensure consistency with market values at an appropriate term for
our anticipated liabilty profile The cost of guarantees will be higher with higher investment volatilty The correlation of
Investment returns assumed has been based on management’s view of historic equity and gilt returns

In calculating llabilihes, allowance has been made for the wnpact of future management actions consistent with those set
autin the PPFM The most significant of these management actions are those that result in changes to assumed levels
of bonus depending on market conditions Management reserve the night to change the investment strategy in extreme
condifions but this has not been reflected in these calculations

Guarantee costs anse as a result of providing benefits at a level equal to the guaranteed sum assured and any accrued
annuai bonus under a contract, where this exceeds the policy asset share, whether on death, maturity or guaranteed
surrender

Providing benefits 1n accordance with formula based surrender scales which take into account sums assured and accrued
bonuses may also give nse to guarantee costs where the resulting surender value exceeds the policy asset share

Unitised with profits business has fow inttal guarantees and almost all policies support a terminal bonus at 31 December
2011 No market value reductions (MVRs}) applied on early surrender or transfer at that date, and no MVRs were applied
durng 2011

Option costs anse from the cost of providing guaranieed annuity options at retirement for pension contracts where the
annuity provided s on more favourable terms than those implied by market interest rates Guaranteed annurty options are
generally considerably in the money but apply to relatively few policies, except in the MSSF where derivative assets are
held to hedge the interest rate risk

Smeothing represents costs (which may be positive or negative) associated with smeothing with profits payouts such that
benefits payable, after applying agreed bonus scales, differ fromn the with profits benefit reserve for the cortract

All options and guarantees were measured at farr value using a market-consistent stochastic model Expense assumptions
were based upon analysis of experience during 2011 These experience assumptions were also compared against
previous valuation assumptions Expense inflation was assumed to be constant at 3 8% (2010 4 0%) per annum, being
075% (2010 0 5%) per annum above the imphed price inflation from UK Government long dated index-linked and
conventional gilts

Assumptions for future mortality, morbidity and persistency are intended to represent a best estimate of future experience
Investigations are undertaken on a regular basis to assess the experience of the business

Where appropriate, the Society’s mortality experience was analysed over 2011 and over previous years The results of
these analyses were considered relative to UK industry-standard tables with adjustments where appropriate

Persistency rates are assumed to vary according to policy duration and by broad class of policy The rates experienced
were smoothed, after considenng the significance of the data In particular, smoothing is required where there are only
few policies and lapse experience 1s imited
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{n)

Non-participating insurance business {other than contracts attached to unit-linked business)

Certain conventional non-profit policies have been valued using the net premium method Annubies in payment have
been valued by discounting future annuity payments and expenses

The assumptions used 1n the valuation of non-profit policies are prudent esimates of hkely future experence The nterest
rates used for discounting were established by considening the expected yields obtainable on the assets backing each
class of policy These yields were adjusted to allow for credit risk in iine with the rules and guidance 1ssued by the FSA and
the Society's own Judgement of the extent of the risk

The mortaity rate assumptions used are the Society’s assessment of prudent levels of current mortality and, for annuities,
the future rate of improvement For income protection policies, the assumed level of morbidity 1s set at a prudent margin
above the Society's own recent experience, the margin being suffictent to allow for the possible future deterioration in
experience but also for the Society's nght to review premiums for many pohcies If morbidity experience changes

Premiums are assumed to be paid in line with the policy conditions

For non-participating business which 1s written in the OILTBF, the long-term insurance liabilities were calculated on a
prudent prospective basis determined as the present value of future benefits payable to policyholders plus the present
value of future expenses less the present value of future premiums An adjustment of £185 Om (2010 £209 1m) was
then applied to these habilites to allow for the present value of future profits on non-participating business (PVFPNP)

The principal assumptions made for non-profit business were as follows

201“/1° 201(3
Rates of interest
Ordinary business
Life assurances 185 275
Penswons 235 345
Pension term assurances 235 345
Industrizl assurance business
Life assurance (paid-up) 185 275
Mortality
Ordinary business
Life assurances 105%/88% 105%
AMC/AFCOO U AM/FO2
Pensions None in deferment Male/Female None in deferment 103%/85%
109%/100% RMV/RFV0Q' RMV/RFVOC (medium-iong cohort
withmin 1 75%/150% pa
improvement} after vesting
ASW Pensicns 75% AM/AF92 U in deferment,  75% AM/AFSZ2 U In deferment,
Male/Female 109%/145% Male/Female 108%/144%
PCMA/PCFAQQ! PCMA/PCFAQO (medium-long
cohort with min 1 75%/1 50%
pa improvement) after vesting
Pension term assurance 66% RMEDYRFDOO 110% ANI/FO2 U
MSS Pension in payment Male/Female 68%/68% 67 %/67 % RMV/RFVOD

RMV/RFVOO! {medum-long cohort with min
1 75%/1 50% p a improvement)

Industnal assurance business
Life assurances 15% ELT14M-4 20% ELT14M-4

! Adjusted with improvernents of 100% of CMI_20G11 morality inprovemnent model (core assumption, 1 5%/ 25% long-term wmprovement faclor to age 90,
with inprovements lapermg ta 0% &l age 120} Afurther 0.5% constant adddeon 1o mexalty impeovements was also applied

A prudent assessment was rmade of persistency in calculating the lizbilities for non-participating business Withdrawals or

cessation of premiums are assumed where this would lead to an increase 1n the provision

Rates of interest used are set according to a prudent assessment of the future returns available from the investments
backing the Fund Mortality assumptions are set by reference o publicly available tables, adjusted and vahdated agamst
actual experience Future expenses are based on recent expense experience, adjusted for inflation and with a margin for
prudence
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Notes to the Accounts continued

14. Long-term Business Provision and Liabilities on Investment Contracts continued

The amount of the provision 1s dependent upen interest rates assumed A reduction in the interest rate would reduce the
impact of discounting and hence raise the long-term business provision A reduction i risk discount rate would increase the
value of in-force business This in turn would cause a reduction in the long-term provision The provision 1s also dependent
upon the mortality experience assumed A reduction in future mortalty assumed would increase the provision for annuity
husiness and decrease the provision for assurances The fong-term business provision makes allowance for any future
valuation strain  Sufficient assets are allocated to cover future strain where 1t 1s deemed that this will arise

15. Provisions for Cther Risks and Charges

Vacant Deferred
Properies Tax Other Total
Group Lm £m Lm £m
At 1 January 2011 04 587 37 628
{Utihsed)/Charged dunng year 02 (138) 02 (13 4)
At 31 December 2011 06 44 9 39 494
Vacant Deterred
Properiies Tax Other Total
Society £m £m £m £m
At 1 January 2011 - 587 - 587
Utilised during the year {Note 9} - (13 8) - (13 8)
At 31 December 2011 - 44 9 - 44 9

Fallowing restructunng, the Group has a number o vacant and parlly let leaschold properties Prowision has been made for the iesidual lease commiments, logelher
with other outgaings, after laking into account existing and {uture sub-tenant atrangements

Deferred tax provided in the financial statements 10 respect of the total liability 1s as follows
Group and Soctety

2011 2010
£m £m

Timing Differences in respect of investment values 628 820
Deferred acquisttion costs (6 8) (53)
Other timing differences (1 0) 2n
Discount {10 1) {159)
44 9 587

In determining the provision, the cash flows have been discounted on a pre-tax basis using an appiopriate nierest rate.
The promsion for deferred tax on unrealmed gans on inked assets s induded i fechnical pronsions for inked kabiliies and amounts fo £2m (2010 £2 0m)

The Society has an unrecognised deferred tax asset of £38 7m (2010 £31 8m) wiich 1s made up predominantly of pension
business tax losses that the Society does not expect to be able to utibse in the foreseeable future The tax effect of this asset, if it
was recognised, would be £7 7m (2010 £6 4m)

16. Deposits received from Reinsurers

Duning 2011, the Society undertook a financing transaction by restructuring its existing income Protection reassurance
arrangement An advance payment was received of £82 ©m on 16 December 2011 in return for a commitment to pay a series
of future claim rebates, which will be offset against future reinsurance claim recoveries in the period to 2034
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17. Other Creditors Including Taxation and Social Secunty Payable Within Five Years

Group Society
2011 2010 2011 2010
£m £ £m £m
Contract purchase agreements 67 49 67 49
Amounts payable io subsidiary undertakings - - 61 42
Other creditors 10¢ 111 50 56
Taxation and sociat security 49 45 32 33
216 205 210 180

All balances payable are due within one year apart from contract purchase agreements detailed below

Group Society
2011 2010 2011 2010
£m £m £m Lm
Under one year 17 - 17 -
In the second o fifth years inclusive 50 4G 50 49
67 49 67 49

18, Capital Commitments

Commitments authorised or contracted for but for which no provision had been made at the balance sheet date totalled £4 8m

(2010 £54m;)

19. Financial Commitments
At 31 December 2011 the Group had annual commitments under non-canceliable operating leases relating to land and
building expinng as follows

2011 2010

£m £m

Within two to five years 04 -
After five years 06 06
10 06
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Notes to the Accounts continued

20. Investment in Subsidiaries

Propertion of capital

Society
Cost/Vatue of Investment

held by t%e Soctely 201 E; 201%
The subsidianies of the Society, all of which are incorporated and
registered in England, are
Wesleyan Trustees Limited 10000 100 100
Wesleyan Unit Trust Managers Limited 10000 1,000,000 1,000,000
Wesleyan Bank Limited 10000 18,500,000 16,500,000
Wesleyan Administration Services Limited 10000 100,000 100,000
Wesleyan Financial Services Limited 100 00 58,761,900 58,761,900
Wesleyan Key Business Finance Limited 10000 3,839,197 4,039,197
Medical Sickness Limited 10000 2 2
Medical Sickness Financial Planmng Limited 10000 1 1
Medical Sickness Annuity and Life Assurance Society Limited 10000 - -
Medical Sickness Society Limited 100 00 - -
Insurecheer Limited 10000 2 2
John Wesley Bank Limited 10000 2 2
J Wesley Bank Limited 100 00 2 2
Wesleyan SIPP Trustees Limited 10000 2 2
Key Business Finance Limited 10000 1 1
Key Business Finance Corporation Limited 10000 1 1
Wesleyan Staff Pension Trustees Limited 10000 1 1
Cost of shares held in subsidiaries 82,201,211 80,401,211
Difference in cost and net asset value (48,756,438) (47,035,595)
Shares held in subsidiaries — net asset value 33,444,773 33,365,616
Current value of the investment in Wesleyan Key Business Finance
Limited in excess of its net asset value 2,460,185 3,249,144

35,904,958 36,614,760

The Directors believe that the carrying value of the iInvestments 1s supported by their net asset value All subsidiaries have only

one class of issued ordinary shares and the voting rights are equal to the percentage holdings




Wesleyan Report and Accounts 2011

The cost of the mvestment In Wesleyan Key Business Finance Limited {incluchng deferred consideration of £2 2m) (2010
£2 4m) was £3 8m (2010 £4 Om} In the Group accounts £3 5m (2010 £2 /m) has been treated as goodwill on consohdation
with £0 5m (2010 £0 5m) being amortised resulting 1n a net figure for goodwilt of £2 5m (2010 £3 2m) (see Note 10(d))
These figures of £2 5m (2010 £3 2m) have been added above to the net asset value of the Company to show its current value

Company Principal Activities

Wesleyan Trustees Limited To provide nominee services to the Trustee of the Wesleyan Staff
Pension Scheme

Wesleyan Unit Trust Managers Limited To act as the operator of the Wesleyan range of unit trusts

Wesleyan Bank Limited To provide banking and unsecured lending senvices

Wesleyan Admmistration Services Limited To provide adminsstrative services to members of the Group

Wesleyan Financral Services Limited To act as the distribution arm of the Group's Insurance and investment
activities

Wesleyan Key Business Finance Limited To broker unsecured lending services to lawyers and legal firms,
including those of Wesleyan Bank

Wesleyan SIPP Trustees Limited To act as bare trustee of the Wesleyan SIPP

Wesleyan Staff Pension Trustees Limited Te act as corporate trustee of Wesleyan Staff Pension Scheme

The remaining subsidianes are dormant

21. Contingent Liabilities
The balance sheet of Wesieyan Bank Limited (“the Bank™) inciudes loans to customers amounting to £2 1m (2010 £2 2m),
which are secured on hfe polictes taken out with Wesleyan Assurance Society The Society has guaranteed these loans

The Society, by an agreement dated 2 July 1998 as amended, has placed at the disposal of the Bank an irrevocable overdraft
factity not exceeding £10m to cover any hquidity nisk ssues The Society has confirmed to the FSA that, whilst noting that s
legal hability 1s imited to the face value of its shareholding, it recogrises a moral responsibitity to ensure that the Bank
continues at all times to meet Its obligations

In additicn the Society has guaranteed the repayment of the mutual gold fixed term bonds 1ssued by the Bank up to a
maximum sum of £0 25m {2010 £0 25m) for an indvidual or £0 5m (2010 £0 5m) for a joint account in the event that the
Bank fails fo repay such amounts The total value of these bonds at 31 December 2011 was £14 5m (2010 £158m)

Under a Trust Deed approved by HMRC dated 4 April 2006 as amended, the Society has covenanted to accept the ultimate
responsibiity for the funding of the Wesleyan Staff Pension Scheme

The Society has absolutely, rrevocably and unconditionally agreed to provide sufficient capitat resources to Wesleyan Unit
Trust Managers Limited, Wesleyan Financial Services Limited, Wesleyan Administration Services Limited and Wesleyan SIPP
Trustees Limited to enable them to meet therr ndmdual tlabiiibes 10 order to protect and enhance 1is investments in these
subsidiary companies

The Soclety has guaranteed that any policy held in the Society’s Open Fund will repay the morigage amount it was taken
out to cover

22. General Business

The Society has retained the risk in respect of any Industrial disease claims arising on the book of general insurance policies
sold to General Accident (now part of Aviva plc) In 1995 To date claims received have been negligible and management
consider the possibility of future claims to be remote

In order to camply with the EC Directive 2002/13 and FSA GENPRU 2 1 30 the Society holds capital of £2 8m (2010 £2 7m)
to meet 2 base capital resources requirement of euros 2 625m (2010 euros 2 625m) In a separately designated interest
heaning account
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66 Notes to the Accounts continued

23. Pension Schemes
The Scciety operates a defined benefit pension scheme — Wesleyan Staff Pension Scheme (“the Scheme”), which since
1 October 2009 has been closed to new entrants with new members of the Society from 1 October 2009 eligible to jon the

Society's defined contnibution scheme The Scheme is fully funded with the assets ¢f the Scheme held in a separate fund
administered by the Corporate Trustee

The most recent valuation of the Scheme was as at 31 December 2008 The valuation used the projected unit method and
was carned out by a quahfied Actuary employed by Aon Hewstt

Reconciliation of accounting basis to balance sheet

Value at Value at Value at
31 December 31 December 31 December
2011 2010 2009
£m £m £m
Total markef value of assets 3732 3381 2940
Present value of Scheme liabilihies (321 4) (281 7) (282 6)
Present value of unfunded habilities (29 {(23) (23)
Surplus in Scheme 489 541 21
Related deferred tax habihty (3 5) 37 07
Net pension asset recognised on balance sheet 454 504 84

Analysis of surplus

Year ending  Yearending
31 December 31 December

011 2010
£m £m
Surplus in Scheme at heginning of year 541 91
Current service cost (4 4) 4 4)
Past service cost 01) -
Contributions 80 230
Cther finance income 13 {02)
Actuanal (loss)/gamn recogmsed in profit and loss . (10 Q) 266
Surplus In Scheme at end of year (gross) 48 9 541

Analysis of profit and loss charge

Yearending  Year ending
31 December 31 December

2011 2010

£m L

Current service cost 4 4) (4 4}
Past service cost (0 1) -
Recognised in Note 8 (4 5} 44
Interest cost (14 9) (16 1)
Expected return on assets 16 2 159
Finance mcome recognised in Note 4 13 (02)

Total expense recognised In profit and loss {32) 4 6)
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6/

Changes to the present value of the defined benefit obligation during the year Q
Year ending  Year ending Q
31 December 31 December ]
2011 2010 =
£m Lm
Opening defined benefit obligation 284 0 2849
Current service cost 44 44
Interest cost 149 161
Contributtons by participants 20 20
Actuanal lossesfgains) on labilities® 291 (121
Net benefits paid out (10 2) (113)
Past senvice cost 01 -
Clostng defined benefit obligabion 324 3 2840
* Includes changes to the actuanal assumplions
Changes to the fair value of Scheme assets during the year =
Year ending  Year ending &
31 December 31 Decamber =
20t1 201G I
£m L -
Opernmg fair value of assets 3381 254 0 %
Expected return on assets 16 2 159 =
Actuanal gains on assets 191 145
Contributions by the employer 62 59
Additiona!l contributions by the employer 18 171
Contributions by participants 20 20
Net benefits pard out {(102) (113)
Closing fair value of assets 373 2 3381
Actual return on assets
¥ d Y d
31 December 41 Deceniber o
2011 2010 s
£m Lm =
Expected return on assets 16 2 159 =
Actuarial gains on assets 191 145 m
Actual return on assets 353 304

SUAWARIS jeIaLieuy



68

Wesleyan Report and Accounts 2011

Notes to the Accounts continued

23. Pension Schemes continued
History of asset values, defined benefit obligations, surpluses and experience gains and losses

Yearending Yearending Yearending Yearending Year ending
31 December 31 Decemnber 31 December 31 December 31 December
2011 2010 2008 2008 2007

£m £ra £ £ £m
Fair value of assets 3732 3381 2940 2321 287 4
Defined benefit cbligation (324 3) (2840) (2849 {(2258) (2628)
Surplus 48 9 54 1 91 63 246

Yearending Year ending Yearending Yearending  Year ending
31 Decezmher 31 December 31 Decemnber 31 Becember 31 December

011 2010 2003 2008 2007
£m £m £m £am Lm
Experience gains/{losses) on assets 191 145 268 (68 7) 71
Experience gains/(losses) on labilities™* {3 3) 142 56 (17 (7 4)

* This item consssts of gams/{losses) in respect of labdity expenience only — and exciudes any change m llabifiies n respect of changes fo the actuanal
assumphons used

The main assumptions used by the independent qualified actuary to calculate the llabiities under FRS 17 are set out below
31 December 31 December 31 Decemnber
2011 2010

(%pa) (%pa) {%pa)
RPI Inflation 335 350 360
CPl Inflation (applicable to deferred members of the final salary scheme from 6 April 2011) 235 270 N/A
Rate of general long-term increase in salanes 4 35 450 460
Pension increases 320 330 340
Discount rate for Scheme habilities 4 80 530 570
Expected return on assets
Long term Long term Leng term
rate of retum rale of refurn rate of refumn
expected at Valueat  gxpected at Valueal expected at Value at
31 December 31 December 3] December 31 December 31 December 31 December
2011 2011 2010 2010 2009 2008
(%pa) (Em) (%pa) £m (%pal) (Em)
Equities 560 96 9 675 977 700 1468
Property 4 60 49 700 50 7 50 52
Government bonds 310 1510 425 1611 450 629
Corporate bonds 4 60 935 525 48 3 525 436
Qther 180 269 140 260 075 355
Combined 405 3732 4 95# 3381 5 45# 2040

* The expected retusn on assets by asset category 15 not a requared FRS 17 (Amended Decernber 2006} disclosure tem (only the total mte needs to be disclosed)
# The overall expected rale of reluin on scherne assels 1s ¢ welghted average of the ndvidual expected rates of return on each assel class

The mortality assumptions used for FRS 17 purposes were as follows

Pre-retrement mortality
e 2011 and 2010 - 70% of standard AMC/AFCOQC tables

Post-refirement mortalty
» 2011 - SIPMAJSIPFA “year of biuth” tables, with indmiduat scaling factors, and with the CMI 2011 mortality projections,
allowing for long-term longevily improvement rate of 1 5% per annum for males and 1 25% per annum for females

« 2010 - SIPMASS]IPFA “year of birth” tables, with individual scaiing factors, and with the CMI 2010 mortality projections,
allowing for long-term longevity improvement rate of 1 5% per annum for males and 1 25% per annum for females
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The future ife expectancies at age 65 implied by these assumptions are as follows

2011 2010

Years Years

Male current pensioner 23 23
Female current pensioner 24 24
Male future pensioner {member currently aged 45) 26 26
Female future pensioner {member currently aged 45) 27 26

Approximate impact on balance sheet and profit and loss charge for the coming year of changing
the key assumptions

Approumate effect on esttmated Profit and Loss for Appraamate effect on Batance Sheet at
year ending 31 December 2012 31 December 2011
{£m) (£Em)
Expected iotat
Sevice Interest on refurn on pension  Assels {excluding

cos! habildies assels cost any restnction) Liabulities Surplus
Current figures 54 155 {14 7) 62 3732 (324 3) 489
Followinga 0 25% p a New
decrease m the discount rate? value 59 154 (150) 63 3817 (3406) 411
Followinga O 25% pa increase New
in the RPI inflation assumption?  value 59 162 (14 9) 72 3794 {(3382) 41 2
Following life expectancy New
wncreases by 1 year? value 56 160 (14 7) 69 3732 {334 6) 386
Notes

1 Assuninga 0 25% p a fall in the yrelds on all government bonds and corporate bonds

2 Assurning a 0 25% p a fall in the yelds on all index inked government and corporate bonds

3 Calculated assummg fiat adjustments to all current and huture mortalty rates {rather than an adjustment ta the rate of longewity improvements)

4 An equwvalent change to the assumplions in the oppasite direclion will have a broadly simular wnpeact on each compenent derm above but in the opposie dwection

5 In assessing the approxamala impacl of the fust two scenancs no allowance for correlations has been made between the different assel classes In praclice,
changes to bond yields are likely 1o have an impact on other asset classes

24. Membership of the Society

in order to be a member of the Society, a person must be a policyholder of a qualifying policy of insurance or have made
addrional voluntary contnibutions after 1 May 2006 under the Wesleyan Assurance Society Group AVC policy

A qualifying policy Is any subsisting policy 1ssued In the ordinary life department, any policy ssued after 28 April 1998 or any
policy issued prior to 29 April 1998 where, on or after this date, premiums payable are increased by £25 per month or more,
or additional benefits are allocated as a result of an additional single premium (other than a single premium received from the
Contributions Agency) These are basic requirements of membership but they do not necessarily confer membership as there
are vanous exceptions inciuded in the Rules of the Society Holders of Industrial Assurance policies are not members of the
Society Holders of policies which have been transferred to the Scciety under Schedule 2C of the tnsurance Companies Act
1982 are also not members For policies issued from 28 April 2000, a qualifying policy requires to have been in-force for two
years before membership is conferred unless the new policy was issued within a period of not more than one month after the
date of cessation of another qualifying policy

Any policy 1ssued by the Society to the Trustees in respect of annuity business effected within the Society by the Trustees of
an occupational pension scheme to secure all or part of the accrued nights of 100 or more members of that scheme in a single
transaction shall not confer any nights of membership In the Society nor shall any policy issued subsequently by the Society

to the individual members of that scheme under that arrangement

Any person who is an employee of the Society or of one of its wholly-owned subsidiary companies and makes additional
voluntary cordnbutions after 1 May 2006 for pension entitlements under the Wesleyan Assurance Society Group AVC Policy
shall forthwith be a member of the Society, even though no qualfying policy I1s 1ssued direct to such person and the trustees
of such scheme shall not be a member of the Society

Members are not lable for any debts or sums of money due or {o become due by the Sociely, apart from policy premiums
and/or as separately contracied

69

MIRIBAD

MIIAZY SSALISNG

BIUBUIBAOY

SjuaWAe)S [e1oueUly




/0

Wesleyan Report and Accounts 2011

Notes to the Accounts continued

25. Related Party Transactions

The Directors of the Society and #s subsidiaries are related parties of the Society Total premium income receved from
Directors for the year ended 31 December 2011 was £35,825 (2010 £89,758) Claims pard amounted to £106,134
(2010 £13,177) Ail such transactions are on terrms which are no better than those available to all empioyees of the Group

Banks are obliged by law to abserve a strict duty of confidenhality to their customers and the Directors of Wesleyan Bank
Limited do not constder it appropriate to make disclosures relating to balances and transactions with Directors All such
transactions and balances arise in the normal course of business and on terms which are available to all staff of the Group

Wesleyan Staff Pension Scheme Is alse a related party Three Dwectors {Messrs Jackson, Bridge and Ernngton) were Directors
of the Corporate Trustee throughout the year, as was the Chief Actuary, Tim Pindar

Ali Executive Directors are members and thus are potential beneficianes of the Scheme The Scheme’s assets are adminstered
by the Society and no charge 1s made for this service

Details of pensions payable by the Scheme to three Directors (Messrs Maclean, Rutter and Tyrrell) are included in the
Directors’ Remuneration Report within the Corporate Governance Statement

Fudl disclosure of fransactions and balances with subsidianes of the Society, which are ehminated on consolidation, are not
made in these financral statements Classification of such transachons and balances in other notes to these financial
statements are disclosed as appropriate
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