| ,Scottlsh WIdOWS Unlt Trust;; o

' Managers lelted

~ Report and A_cc,o'Unts”-f .
. 2019

\\II\\I\I\\I\|\||l‘l\ll\lﬂl\l\ll|\l\\| II‘\l\\\ITI\J




SCO’I’I‘_ISH WIDOWS UNIT TRUST MANAGERS LIMITED (01629925)

FINANCIAL STATEMENTS -

CONTENTS -

Cor_npafmj Information

" Strategic R'eport

. Directors” Report .
ln.dependent A_ilditors’ Report to the Members of Scottish Widows Umt Trust Mapagers Limitgd
Statergent_ of éomprehensivg 1n.c;ome for the year ended 31 Deéemberi 20:19

Balance Sheet as at 31 Deger'nber 2019 B

St‘ate.ment of Cgsh Flows for the yéar ended 31 Deqember 2019

.Statement of Changes in Equity for 'the sie'ar e;nded 31 Deceml;er 2919 -

Notes to the Financial Statements for the year ended 31 December 2019

PAGE(S) -

47
8-9
10-11

12 -

16-36




- SCOTTISH WIDOWS UNIT TRUST MANAGERS LIMITED (01629925)

-~ FINANCIAL STATEMENTS -

COMPANY INFORMATION

' Board of Directors

CM Herd
S W Lowther
. PR Grant -
J C S Hillman
J E Sayers
JR A Bond*
S J O’Connor*
G E Schumacher*
‘G M Stewart**".

* denotes Independent Non-Executive Director

** denotes Non-Executive Director

Company Secretary -

DA Beéumont

Ir{depéndent Auditors

PricewaterhouseCoopers LLP

Chartered Accountants and Statutory Auditors

2 Glass Wharf
Bristol
- BS2 OFR

Registered Office =~
Charlton Place
“Andover
Hampshire
SP10 IRE
Company Registration Number

01629925




SCOTTISH WIDOWS UNIT TRUST MANAGERS LIMITED (01629925) FINANCIAL STATEMENTS

STR‘ATEGICAREPORT

The Directors present their Strategic. Report on Scomsh Widows Unit Trust Managers Limited (the ‘Company’) for the year ended 31
December 2019,

The Company contributes to the results of the Insurance Division of Lloyds Banking Group (LBG).
Principal activities k .

The principal actwtty of tbe Company is to act as the Authorised Corporate Dlrector for the management of Indlvtdual Savmgs Accounts
(ISAs) and Open Ended Investment Company (OEIC) sub-funds.

Results for the year

The result of the Company for the year ended 31 December 2019 is a proﬁt before tax of £209.6m (2018 £45.5m) whlch is primarily
driven by the receipt of £192.1m relating to the transfer of certain investment management agreements to Scottish Widows Schroder
Personal Wealth (ACD) Limited (SPW ACD) as described in the review of the business on page 5 ‘and note 28.

The result also includes a net £23.0m cost 1o the Company following the arbitration tribunal with Standard Life Aberdeen plc (SLA)
regarding LBG’s termination of a series of asset management contracts, A further £2.7m was incurred by the Company due to transaction
costs arising from the transition of asset portfolios to new asset managers Blackrock and Schroders ple. - .

There was a £15.8m (1 l%) fall in revenue from annual management charges during the year which is largely driven by net outflows. :

Total assets more than doubled to £405.2m as a consequence of the £192.1m cash consideration from SPWlA(.)D.

The United Klngdom leavmg the European Umon

The LBG Insurance Division has already considered many of the potential® mlpllcattons following the UK’s vote to leave the European
Union (EU) and continues to manage related developments to assess, and if possible mitigate any impact to its customers, ‘colleagues and
ptoducts as well as legal, regulatory, tax finance and capital implications. e

There is ongoing uncertainty around the EU exit outcome. Wlth a UK customer base, the Company could be impacted through the impact
on the wider economy. As part of the LBG Insurance Division, the Company is engaged in mitigating this risk through internal contingency
plans, which are regularly reviewed, tracking market conditions and sector reviews mcludmg an assessment of EU exit risk and no deal
outcomes. R

Key performance lndlcators " \

The Company is focused on ensuring it maximises capltal efficiency and returns for its shareholder and the LBG Insurance Division. To
support this, the Company is focused on the following financial key performance indicators (KPIs).

Fi unds Under Management

Funds under management (FUM) managed by the Company on behalf of customers was £50.0bn (2018: £60.3bn) at the balance sheet
date. The majority of the £10.3bn reduction was a result of the transfer of investment management contracts to Schroders Personal Wealth
(£12 5bn) as.described in the review of the business on page 5 and note 28. Other significant movements in FUM relate to £7.5bn market
gains on underlying investments, offset by net customer outflows of £5. 3bn The average FUM balance over the year was £60.2bn (2018:
_£65.2bn). .

Revenue from annual management charges (charged as a percentage of customer funds under management) was £133. 2m (2018: -
£149.0m).

Capital Resources

The Directors believe that the Company currently has adequate capital resources; £297.4m (2018: £86.7m); and will continue to do so in
the foreseeable future. Further information on the capital position of the Company is given in note 23 c) 4).

Liquidity

The Company regularly monitors its liquidity position, to ensure that, even under stressed conditions, the Company has sufficient liquidity
to meet its obligations and remains within approved risk appetite.

‘Other Sources

The Company also forms part of LBG's Insurance Division. The development performance and position of the Insurance Dw1ston are .
presented within LBG’s Annual Report, which does not form part of this report, :
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STRATEGIC REPORT (CONTINUED)

The Directors consider that the above are the key performance indicators which are appropriate to the principal activity of the Company.
These, togethér with other metrics which cover customer, operational measures and capital, are included in the balanced scorecard which
is used to measure all aspects of the performance of the business. In addition, the Directors are of the opinion that the information contained
in the Compahy s Financial Conduct Authority (FCA) returns on capital resources and requirements, in conjunction with the information
presented in the financial statements as a whole, provide the management information necessary for the Drrectors to understand the
development, performance and posmon of the business of the Company

Review of the business
Other areas that are worthy of note are described below:

Neyw asset manage;s

In 2018, LBG termmated its partnership agreements w1th Aberdeen Asset Management plc, a subsidiary of SLA. In October 2018 LBG-
éntered into new asset management agreements with BlackRock and Schroders plc. The Company was subject to arbitration with SLA
regarding LBG’s termination of a series of contracts under which SLA managed assets on behalf of the Company. Costs rélating to this
are referenced in the results for the year.

Strategic partnership with Schroders

On 23 October 2018 LBG announced a'atrategic partnership with Schroders p]c. ‘The new joint venture company, Schroders Personal
Wealth aims to- provide a market-leading wealth proposition to address the growing gap in the advice market. In order to support the
launch of the joint venture the Company transferred the management of £12.5bn of wealth-related assetsto a subsrdrary of the joint venture

company, SPW ACD. . _ 0

. In exchange for the transfer of the rights to manage the funds, the Company received £192.1m in cash consideration. As part of the transfer
the Company ceased to act as the Authorised Corporate Director (ACD) for the Investment Portfolio Investment Company with Variable
Capital (ICVC) and Multi-Manager ICVC. This responsibility transferred to SPW ACD on 9 December 2019.

The Company received £23.5m of net revenue in 2019 from the funds that transferred to SPW ACD, up to the date of transfer.

Asset Managemenl Market Smdy

_ On 5 April 2018, the FCA ‘issued a new Policy Statement (PS 18/8) re]atmg to the Asset Management Market Study (AMMS). This *
Policy is intended to strengthen the duty on Authorised Fund Managers (AFMs) to act’in the best interests of investors. To meet the
requirements of PS 18/8 the'Company has appointed three Independent directors to its Board, The minimum requrrement is two
independent directors and for them to comprise at least 25% of total board membership.

There was a further requuement for fund managers to make an annual assessment of value for all funds and share classes in each ICVC,
as part of their duty to act in the best interests of the investors in their funds. To avoid duplication and for ease of communication, an
annual statement will be published on what the Company has done, what has been found and what the Company is doing, in a combined
statement across all of the sub-funds under each ICVC managed by Scottish Widows Unit Trust Managers Limited. The Company intends
to publish this separately on the Scottish Widows-website in September 2020. The only exception will be the Scottish Widows Property
Authorised Contractual Scheme, which will publ:sh its valuation assessment within its Annual Report and Accounts.

Outlook

. The Directors consider that the Company’s principal activities will continue unchanged in the foreseeable future.
Principal risks and uncertainties

During the year, the management of the business and the execution of the Company’s strategy were subject to a number of risks, which
were assessed using the Company’s risk management framework. The key operational and conduict risks identified related to cyber &
information security, delivering business & regulatory change effectively, application of conduct standards and maintaining a customer
focussed and compliant investment proposition. The Company’s risk register also recorded a number of additional risks. The risk
management objectives and policies of the Company and the exposure to risks mcludmg market, credit, capital, liquidity, operatlonal and
conduct risks are set out'in note 23. : .

-Section 172 (1) Statement and Statement of Engngemcnt with Other Stakeholders

"In accordance with the Companies Act 2006 (the ‘Act’) (as amended by the Companies (Mrscellaneous Reporting) Regulations 2018), for
the year ended 31 December 2019, the Directors pravide the following statement describing how they have had regard to the matters set
out in section 172 (1) of the Act, when performing their duty under section 172. Furthier details on key actions in this regard are also
‘contained within the Directors’ Report on page 9. .
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In accordance with the Lﬁrge and Medium-sized Compariies and Groups (Accounts and Reports) Regillations 2008 (as amended by the
Companies (Miscellaneous Reporting) Regulations 2018), the following statement also provides details of how the Directors have engaged
with and had regard to the mterest of customers and suppliers. .

The Company is a subsidiary of LBG, and as such follows many of the processes and practlces of LBG, which are ﬁmher referred to in
_ this statement where relevant,

The Directors acknowledge that one of the pnmary responsnbxhnes of the Board is to ensure the strategy of the Company, as aligned to

that of LBG, achieves long-term success and generates sustainable returns, central to which is ensuring engagement with stakeholders,

and considering in all instances the long-term implications of decisions made, acting at all times to maintain the highest possible standards
. of conduct. This approach has during the course of the year been central to the activities of the Directors, as discussed below. '

- Customers

The Directors ensure the Company as part of LBG works toward achieving LBG’s customer ambitions, to treat all customers fairly, and
make it easy for customers to find, understand and access products that are right for them. To ensure Directors truly understand the needs
of customers, every opportunity is taken to consider direct customer feedback and related management information, including as part ‘of
the Directors’ strategic decision making process. The Directors have also worked to ensure the business of the Company is undertaken in
line with the objectives of LBG’s annually agreed customer plans. LBG regularly benchmarks amongst its customers the performance of
itself and its subsidiaries, including the Company, and uses this insight along with a range of internal and ‘external research to ensure
ongoing improvement in customer experience. The Directors ensure the Company plays an active part in LBG’s wider customer ambitions,
as acknowledged in the Company’s strategy, which during the course of the year has included the ongomg development of market leadmg
digital propositions, more personalised customer propositions and better experience for customers across all channels. The Company is
committed-to the delivery of value to its customers and the undertaking of annual fund value assessments as part of the requirements of
the FCA's policy statement on AMMS ,

Shareholders

The Company is a wholly owned subsidiary of LBG, forming part of LBG’s Insurance division. As a wholly owned subsidiary, the
Directors ensure that the strategy; priorities, processes and practices of the Company are fully aligned where appropriate to those of LBG,
ensuring that the interests of LBG as the Company’s sole shareholder are duly acknowledged. Further information in respect of the
relationship of LBG with its shareholders is included within the Strategic Report within the LBG Annual Report and Accounts for 2019,
available on the LBG website.

Communities and the en:viramnent ’
. . . . , .

The Directors acknowledge that the Company, as part of one of the largest retail and commercial banks in the UK, has responsibilities to
. invest in the communities in which it operates, to help them prosper economically, build social cohesion and tackle disadvantage. The
Directors' ensure the Company plays an appropriate role in LBG’s related Helping Britain Pmspex Plan. Further information in respect of
the LBG approach to engaging with and contributing to the communities in which it operates is included within the Strategic Report within
the LBG Annual Report and Accounts for 2019, Additional information on LBG’s Helpmg Britain Prosper Plan is available on the LBG .
" website.

The Responsible Business Committee of the Board of LBG is responsible for overseeing LBG’s approach, including that of the Company,
to responding to environmental and sustainability issues, including measurement and reporting. Priorities during the year have included
supporting the ongoing transition to a low carbon economy, and the development of related targets for LBG and its subsidiaries. LBG is
working closely with the Governiment to support their Clean Growth Strategy, as well as supporting customers with a range of initiatives
to help them with being more sustainable, including support in accessing ‘green® finance. LBG’s Sustainability team provides further
coordination in the delivery and reporting of LBG’s sustainability strategy, including mechanisms for keeping management and directors -
of LBG subsidiaries, including those of the Company, updated on environmental and sustainability issues impacting LBG. Further
information in respect of the work of LBG’s Responsible Business Committee is included within the Corporate Governance Report within
the LBG Annual Report and Accounts for 2019, available on the LBG website.

Suppiiers

The Company’s approach to supplier management is part of that of LBG, which works with around 3,100 active supbliers of varying sizes,
most in professional services sectors such as IT, cyber, operations, management consultancy, legal, HR, marketing and communication.
The supply chain is crucial to the way the Company and LBG serves its customers, and through it the reach is considerable.

. In 2019 LBG’s supplier expenditure was £5.9 billion, with 95.5 per cent of third party supplier spend being incorporated in the UK. Great
importance is placed on having the right supplier framework to operate responsibly. LBG’s Sourcing & Supply Chain Managerent Policy
applies to all businesses, divisions, and subsidiaries of LBG, including the-Company, with the Directors assuming ultimate. responsibility
for its appllcatlon as relevant to the Company: This Policy has been designed to assist in managing the risk that may occur as a result of
outsourcing services, as well as the risks inherent in dealing with third party suppliers. Suppliets are required to adhere to relevant LBG
policies and comply with LBG’s Code of Supplier Responsibility. This defines expectations for responsible business behaviour,
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: ' =
underpinning the efforts of the Company and LBG to share and extend good practice. All matenal contracts are sub_]ect to rigorous cost
management governance with regular review of key’ suppher risks. :

Regulators

We have a good relatxonshlp w1th our regulators and other govemment authontxes and liaise regularly as part of LBG’s wrder regulatory -
relationship management. Key areas of focus have included ensuring the fair treatment of customers, adapting to changes in regulatory .
requirements, and providing updates on the process of changmg Investment Managers

The Board has received regular updates on regulatory interaction, provndmg a view of key areas of focus, alongside progress made on
delivering regulatory change. During 2019 LBG’s colleagues had regular meetings with the regulators, representing the interests of the
. Company as required. . We continue to engage with' the regulators through proactive meetings to discuss various key thémes such as
achieving a customer centric culture. We continue to closely.monitor the-status of our regulatory relationship, enhancing proactive
- engagement across key regulatory changes and areas of focus. Looking ahead to 2020, we will continue to adapt our engagement strategy,
ensuung alignment.with emerging areas of focus and the regulators’ busmess plaas,

On behalf of the Board of Directors

”

S W Lowther
Director
29 January 2020
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DIRECTORS’ REPORT

The Directors present the audited financial statements of the Company. The Company is a limited liability company, domiciled and
incorporated in the United Kingdom.,

The Company. is a wholly owned subsidiary of Scottish Widows Limited (SWL) The Company’s ultimate parent company and ultimate
controlling party is LBG.

" Results and dividend

The result of the Company for the year ended 31 December 2019 is a profit before tax of £209.6m (2018: £45.5m) which is primarily
driven by the receipt of £192.1m relating to the transfer of certain investment- management agreements to Scottish Widows- Schroder
Personal Wealth (ACD) Lmuted (SPW ACD) as described in the review of the business on page 5 and note 28.

The result also includes a net £23.0m cost to the Company following the arbitration tribunal with Standard Life Aberdeen (SLA) regarding
LBG’s termination of a series of asset management contracts. A further £2,7m was incurred by the Company due to transaction costs
arising from the transition of asset portfolios to new asset managers Blackrock and Schroders plc. R

There was a £15.8m (11%) fall in revenue from annual management charges 'during the year which is largely driven by net outflows.
‘ _Total assets more than doubled to £405.2m as a consequence of the £192.1m cash consideration from SPW ACD.

The Directors consider the result for the. year to be satnsfactory in light of these factors. Further mformatlon can be found in the Strategic
Report. .

‘No interim dividends were paid during the year (2018: £65. 0m) The Dlrectors do not recommend the payment of a final dwndend in
respect of the year ended 31 December 2019 (2018 £ml) .

- Directors

The names of the current Directors are listed on page 3 Changes in directorships durmg the yeat and since the end of the year are as
follows:

] C S Hillman - (appointed 19 August 2019)

P R Grant " (appointed 29 August 2019)
JR A Bond* . " (appointed 01 September 2019)
~ GE Schumacher* - (appointed 01 September 2019)
S J O’Connor* (appointed 30 September 2019)
J E Sayers ' . (appointed 09 December 2019)
.G M Stewart . (resigned 31 December 2019)
G M Stewart** : (reappointed 13 January 2020) -

* denotes Independent Non-Executive Director
** denotes Non-Executive Director

Particulars of the Directors’ emoluments are set out in note 24.

Dlrectors mdemmtles

LBG has granted to the Directors of the Company a deed of indemnity through deed poll which constituted ‘qualifying third party
indemnity provisions® for the purposes of the Companies Act 2006. The deed was in force during the whole of the financial year and at
the date of approval of the financial statements or from the date of appoiiitment in respect of a director who joined the board of the
Company during the financial year. Directors no longer in office but who served on the Board of the Company at any time in the financial
year had the benefit of this ¢ontract of indemnity during that period of service. The indemnity remains in'force for the duration of a
Director’s period of office. The deed indemnifies the Directors to the maximum extent permitted by law. '

The Deed for existing Directors is available for inspection at the negistered office of LBG. In addition, LBG has in place appropriate
Directors and Officers Liability Insurance cover which was in place throughout the financial year.

Disclosure of information to auditor
In accordance with Section 41 8 of the Companies Act 2006, in the case of each Director in ofﬁce at the date the report is approved

so far as the du-ector is aware, there is no relevant audit information of which the company’s auditors are unaware; and
- the Director has taken all the steps that he/she ought to have ‘taken as a Director in order to make himselfherself aware of any
relevant audit information and to establish that the company’ s auditors are aware of that information.
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Future developments
Details of future developments are provrded in the Company Strateglc Report.

Fmanclal risk management

Disclosures relatmg to financial risk managemcnt are mcludcd in note 23 of the accounts and are therefore mcorporated mto thrs report
by reference.

. Engagement with suppliers, customers and others

Disclosures relating to engagement with suppliers, customers and others are mcluded in the Strategic Repon and are therefore incorporated
mto this report by reference, . .

Statement of Directors’ responsibilities

The Directors are responsible for preparing the Strategic Report, the Dnectors Report and the financial statements in accordance w1th
applicable law and regulation. . . . .

Company law requires the Directors to prepare financial statements for each financial year. Under that law the Directors have prepared

the financial statements in accordance with Interndtional Financial Reporting Standards (IFRSs) as adopted by the European Union.

Under company law the Directors must not approve the financial statements unless they are satisfied that they give a true and fair view

of the state of affairs of the Company and of the profit or loss of'the Company for that period. In preparing the financial statements, the
- Directors are requrred to: .

select suitable accounting policies and then apply them consistently;

state whether applicable IFRSs as adopted by the European Union have been followed, subjeot to any material departures
- disclosed and explained in the financial statements; .

make judgements and accounting estimates that are reasonable and prudent and : i

prepare the financial statements on the going concern basis unless it is mappropnate to presume that the Company will
- continue in business.

" The Drrectors are also responsible for safeguarding the assets of the Company and hence for taking reasonable steps for the preventron

. and detection of fraud and other u'regulamres
The Directors are responsible for keeping adequate accounting records that are. sufficient to show and explain the Company's
transactions and disclose with reasonable accuracy at any time the financial position of the Company and enable them to ensure that
the ﬁnancral statements comply with the Companies Act 2006.

Each of the Directors whose names ate listed on page 3-confirms that, to the best of their knowledge:
the Company financial statements, whrch have been prepared in accordance with IFRSs as adopted by the European Uruon,
give a true and fair view of the assets, liabilities, financial position and profit of the Company; and
the Strategic Report on pages 4 to 7, and the Directors’ Report on pages 8 to 9, include a fair review of the development and

performance of the business and the position of the Company, together with a description of the prmcrpal nsks and
' uncertamtles that it faces.

" On behalf of the Board of Directors

L

SwW Lowther
Director
29 January 2020 .
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INDEPENDENT AUDITORS' REPORT TO THE MEMBERS ‘OF SCOTTISH WIDOWS UNIT TRUST MANAGERS.
LIMITED

Report on the audit of the financial statements
Opinion
‘In our-opinion, Scouish Widows Unit Trust Managers Limited’s financial statements:

e give a true and fair view of the state of the company’s affairs as at 31 December 2019 and of lts profit and cash flows for the
year then ended; .

¢ have been properly prepared in accordance with International Fmancml Reportmg Standards (lFRSs) as adopted by the European
Union; and

o have been prepared in accordance with the requirements of the Companies Act 2006.

" We have audited the financial statements, included within the Report and Accounts (the Annual Report), which comprise: the balance
sheet as at 31 December 2019; the statement of comprehensive income, the statement of cash flows, and the statement of changes in equity
for the year then ended; and the notes to the financial statements, which include a description Of the significant accounting policies.

Basis for opinion

We conducted our audit in accordance with International Standards on Auditing (UK) (ISAs CJK)) and applicable law. Our responsibilities
under ISAs (UK) are further described in the Auditors’ responsibilities for the audit of the financial statements section of our report. We
believe that the audit evndence we have obtained-is sufficient and appropriate to provide a basis for our opinion. -

Independence

We remained independent of the company in accordance with the ethical requirements that are relevant to our audit of the financial
statements in the UK, which includes the FRC’s Ethical Standard, and we have fulfilled our other ethical responsxbllltles in accordance
with these requirements. .

Conclusions relating to going concern

ISAs (UK) require us to report to you when:

o the directors’ use of ihe going concern basis of accounting in the preparation of the financial statements is not appropriate; or

¢ the directors have not disclosed in the financial statements any identified material uncertainties that may cast significant doubt
about the company’s ability to continue to adopt the going concern basis of accountmg fm a penod of at least twelve months
from the date when the financial statements are authorised for issue.

We have nothing to report in respect of the above matters.

However,' because not all future events or conditions can be predicted, this statement is not a guarantee as to the company’s ability to
continue as a going concern. For example, the terms on which the United ngdom may withdraw from the European Union are not clear,
and it is difficult to evaluate all of the - potential lmpllcatlons on the company’s trade customers suppliers and the wider economy.

Reporting on other information

The other information comprises all of the information in the Annual Report other than the financial statements and our auditors’ report -
thereon. The directors are responsible for the other information. Our opinion on the financial statements does not cover the other
- information and, accordingly, we do not express an audit opinion or, except to the extent otherwise exphcltly stated. in this report, any
form of assurance thereon. .

In cqnneetlon with our audit of the financial statements, our. responsibility is to read the other information and, in doing so, consider
whether the other information is materially inconsistent with the financial statements or our knowledge obtained in the audit, or otherwise
appears to be materially misstated. If we identify an apparent material inconsistency or material misstatement, we are required to perform
procedures to-conclude whether there is a material misstatement of the financial statements or a material misstatement of the other
information. If, based on the work we have performed, we conclude that there is a material misstatement of this other mformatlon Wwe are;
required to report that fact. We have nothing to report based on these responsibilities. .

With respect to the Strategic Report and Directors’ Report, we also considered whether the disclosures requn'ed by the UK Companies
<. Act 2006 have been included.

Based on the responsibilities described above and our work undertaken in the course of the audit, ISAs (UK) require us also to report -
certain opinions and matters as described below.

10
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Straiegrc Report and Dn:'eclors "Report .

In our opinion, based on the werk undertaken in the course of the audit, the information given in the Strategic Report and Directors’ Report
for the year ended 31 December 201 9 is consistent with thé financial statements and has been prepared in accordance with apphcable legal

requircments,
"In light of the knowledge arid understandtng of the company and its environment obtained in the course-of the audit, we dld not ldentlfy
any material misstatements in the Strategic Report and Dnectors Report.

Responsibilities for the financial statements and the audit
Responsibilities of the directors for the financial statements

As explained more fully in the Statement of Directors' responsibilities set out on page 9, the directors are responéible for the preparation
of the financial statements in accordance with the applicable framework and for being satisfied that they give a true and fair view. The
directors are also responsible for such internal control as they determine is necessary to enable the pneparatlon of financial statements that
are free from material mtsstatement whether due to fraud or error, . R

In .preparmg the financial statements, the dlrectors are responsible for assessing the company’s ability fo continue as a going concern, .
disclosing, as applicable, matters related to going concern and using the going concern basis of accounting unless the directors either
intend to liquidate the company or to cease operations or have no realistic alternative but to do so. .

Auditors’ responsibilities for lhe audll of the ﬁnanczal slatements

Our objectives are to obtain reasonable assurance about whether the financial statements as a whole are free from materlal mlsstatement,
whether due to fraud or error, and to issue an auditors’ report that includes our opinion. Reasonable assurance is a high level of assurance, ’
but is not a guarantee that an audit conducted in accordance with ISAs (UK) will always detect a material misstatement when it exists.

- Misstatements can arise from fraud or error and are considered- material if; individually or in the aggregate they could reasonably be
expected to influence the economic decisions of users taken on the basrs of these ﬁnancla] statements.

" A’ further description of our I‘CS]JOI]SlblilthS for the audit of the financial statements is located on the. FRC’s website at:
www e, orguk/audttorsresponsnbnlrttes Tlus description forms part of our auditprs’ report : ’

Use of rhrs report

. Tlus report, ‘including the opmlons, has been prepared for and only for the company s members as a body in accordance with Ch apter 3
of Part 16 of the Compames Act 2006 and for no other purpose. We do not, in giving these opinions, accept or assume responsibility for
any other purpose or to any other person to whom this report is shown or into whose hands it may come save where expressly agreed by
our pnor consent in writing,

Other required reporting
- Companies Act 2006 exception reporting
Under the Companies Act 2006 we are required to report to you if; in our opinion:

“.e we have not received all the information and explanations we require for our audit; or

o ‘adequate accounting: records have not been kept by the company, or returns adequate for our audit have not been recelved from
branches not visited by us; or .

e certain dxsclosures of directors’ remuneration specnﬁed by law are not made; or
¢ the financial statements are not in agreement with the accounting records and returns.

We have no exceptions to report arising from this responsibility.

Neil Riches (Senior Statutory Auditor) ' ) o P

for and on behalf of PricewaterhouseCoopers LLP ‘ . e

Chartered Accountants and Statutory Auditors

Bristol

29 January 2020 .
‘ . 1
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STATEMENT OF COMPREHENSIVE INCOME FOR THE YEAR ENDED 31 DECEMBER 2019

. 31 December 31”Deeember

2019 L 2018
Note £000 £000
Revenue o _ 3. 158,754 168,916
Distribution and selling costs h : 4 (21,254) - (159,425)
Gross profit - ' E ' ‘ 137,500 149,491
) Froééeds from transfer of investment management agreements . 28 ‘ i92,122 ' -
Net losses on ﬁnanclal assets at fair value through profit or loss -5 (1,094) T (433)
Administrative expenses 6 (115,354) (102,057).
Finance costs’ . ) . 8 (3,576) (1,494)
Profit before tax ‘ - _ 209,598 45,507
- Taxation charge ’ ’ R ’ 9 . (3,775) ‘ (8,648) ~
8 Profit and total comprehensive income for the year ] - 205,823 36,859 -

There are no items of comprehensive income which have not already been presented in arnvmg at the profit for the year. Accordmgly, the
profit for the year is the same as total comprehensnve income for the year. . L - - £

The notes set out on pages 16 to 36 are an -mtegral part of these Fmauclal Statements.
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SCOTTISH WIDOWS UNIT TRUST MANAGERS LIMITED (01629925)

 FINANCIAL STATEMENTS

BALANCE SHEET AS AT 31 DECEMBER 2019

The notes set out on pages 16 to 36 are an integral part of these Financial Statements. A

* The Financial Statements on pages 12 to 36-were approved by the Board on 29 January 2020 and signed on its behalf. ‘

S'W Lowther
Director

2019 2018
Note £000 £000
ASSETS R
" Defeired origination costs 10 10,126 15,009
Deferred tax assets’ 11 133 51
Financial assets: ' A ‘ A
‘Financial assets at fair value through profit or loss - 12 2,751 . 3,850
. Trade and other receivables ) 13 95,438 . 70,840
" . Cash and cash equivalents 14 296,751 - 107,418
Total assets : - 405,199 197,268
EQUITY AND LIABILITIES
'Capital and reserves attributable to the Comp'any’s'equity shareholder .
 Share capital - o 15 0 .50
‘Retdined profits 307,611 101,788
Total equity 307,661 101,838
Liabilities _
Deferred income 16 - 7,347 12,537
Current tax liabilities , 17 3,757 . 20,464
Provisions for other liabilities and charges 18 549 592 .
Financial liabilities: o
Trade and other payables . ) 19 82,697 57,339
Bank bonoxvmgihnd other unpresented items 20 3,188 4,498
Total liabilities _ ' 97,538 95,430
Total equity and liabilities 405,199 - 197,268




SCOTTISH WIDOWS UNIT TRUST MANAGERS LIMITED (01629925) FINANCIAL STATEMENTS .

STATEMENT OF CASH FLOWS FOR THE YEAR ENDED 31 DECEMBER 2019

g o 4 C 219 . 2018
i Note ' £000 - £000
Cash flows from operating activities : ‘ '

' Profit before tax N - : 209,598 45,507
Less proceeds from transfer of investment management agreements - 28 (192,122) R
Net movement in operating assets and liabilities ' 21 - 1,816 . (600)
Decrease in deferred origination costs ' ’ 10 . . 4,883 . 4,260
Decrease in deferred income .. y . 16 (5,190 (4,455)
Finance costs . : 8 3,576 1,494
Taxation paid - - L (20,464) (7,815)
Net cash flows generated from operating activities ‘ »' ‘ . 2,097 : 38,39]

Cash flows from investing activities )
J .
Proceeds from transfer of investment management agreements 28. 192,122 -

Net cash flows generated from investing activities . 192,122

Cash flows from financing activities

Dividends paid , S S IR - (65,000)
Finance costs . » .8 . (3,576) (1,494)
Net cash flows used in financing activities (3,576) (66,494)
Net increase / (decrease) in cash and cash equivalents . ’ " 190,643 © (28,103)
Cash and cash equivalents at the beginning of the year - K 162,920 1'31,023
Net cash and cash equivalents at the end of the year 14 C - 293,563 102,920

The notes set out on pages 16 to 36 are an integral part of these Financial Statements.
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SCOTTISH WIDOWS UNIT TRUST MANAGERS LIMITED (01629925) . FINANCIAL STATEMENTS

STATEMENT OF CHANGES IN EQUITY FOR THE YEAR ENDED 31 DECEMBER 2019

Sﬁare Retained.
o capital profits  Total equity . -
Note . £000 £000 " £000
Balénce as at 1 January 2018 TS0 129929 - 129,979
‘Dividends pald o ' ' ' ~ 2 - (65,000)  (65,000)
Profit and total comprehenswe income for the yedr - ’ - '36,859 ) 36,859.
Bnlance as at 31 December 2018 and 1 January 2019 ' o : 50 o 101,788 101,838
. DlVldendS pald : - 2 o L . L.
Proﬁt and total comprehenswe income for the year- - - 205,823 - 205,823
Bhlance as at 31 Decembei' 2019 . S ) : © 50 " 307,611 307,661

Not all of the above amounts can be distributed to the equity holder since the Company is required to meet regu]atory capital requlrements

Further details are given in note 23 c) 4).

. The notes set out on pages 16 to 36 are an integral part of these Financial Staternents. A
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SCOTTISH WIDOWS UNIT TRUST MANAGERS LIMITED (01629925)  FINANCIAL STATEMENTS

NOTES TO THE FINANCIAL STATEMENTS FOR THE YEAR ENDED 31 DECEMBER 2019

1

(a)

A'ccounting policies

The accounting policies adopted in the preparation of the financial statemnents, which have been consistently applied to all periods
presented in these financial statements unless stated otherwise; are set out below.

Basis of preparation

" The financial statements of the Company have been prepared:

(b)

(©

Revenue, which arose wholly in the United Kingdom, represents the following;

(I)Ar in accordance with the International Accounting Standards (*IASs™) and IFRSs. issued by the International Accounting
’ Standards Board and the Standards and Interpretations (“SICs") and International Financial Reporting Interpretations issued
-, by its IFRS Interpretations Committee (“IFRS IC”), as endorsed by the European Union;

(2)  in accordance with those parts of the Companies Act 2006 applicable to companies reporting under IFRSs; and

3) under the historical cost convention, as modified by the revaluation of certain financial assets and fi nancnal. liabilities, at fair
value through profit or loss as set out in the relevant accounting policies.

The Directors are satisfied that the Company has adequate resources to continue in business for the foreseeable future. Accordingly,
the fmancial statements of the Company have been prepared on a going concern basis. .

In accordance with1AS 1 “Presentatlon of Financial Statements”, assets and liabilities in the balance sheet are presented in accordance
with management’s estimated order of liquidity. Analysis of the assets and liabilities of the Company into amounts expected to.be

received or settled within 12 months after the reporhng date (current) and more than 12 months after the reporting date (non-current)
is presented in the notes. .

Standards and interpretations effective.in 2019

The Company.has not adopted any new standards, amendments to standards or interpretations of published standards which became .
effective for financial years beginning on or after 1 January 2019 which have had a material impact on the Company.

Revenue recognition

Revenue

o Net fee income from the sale of shares in OEIC sub funds and other similar fees;
e - Net fee remuneration from the management of shares in OEIC sub funds; and
e  Other income, which includes net registration fees and other similar fees. -

The fees are recogm'sed as revenue in the statement of comprehensive income in the year as the services are being provided. If the
fees are for services to be provided in future years, these are deferred and recognised in the statement of comprehensive income as

revenue as the service is provided.
Other operating income

The proceeds received for transfer of the investment management agreements were recognised in.the statement of comprehensive
income on the date the Company ceased to be entitled to the revenue arising from the investment management agreements.

Net gains and losses on assets and liabilities at fair value through profit or loss

Net gains and losses on assets and lxabllmes at fair value through profit or loss includes both realised and unrealrsed gains and losses
Movements are recognised in the statement of comprehensive income in the period in which they arise. .

Investment,i income

Interest income for all interest-bearing financial instruments is recogmsed in the statement of comprehensive income as it accrues, .
within investment income.

Expense recognition

. Distribution and selling costs

Distribution and selling costs consist of commission paid to acquire new business. Where certain criteria are inet, commission and
other acquisition costs may be deferred. The circumstances under which such costs are deferred are set out at policy (d).
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1.

©

@

(e)

o .

*'NOTES TO THE FINANCIAL STATEMENTS FOR THE YEAR ENDED 31 DECEMBER 2019 (CONTINUED)

‘ Accounting policies (continued)

Expense recognition (continued)
Admmlstratwe expenses

These consist of recharges from group companies and fund management fees that are recogmsed in the statement of comprehenswe :
incomie as they accrue. :

Finance costs

Interest expense for all mterest—beanng f nanclal instruments is recogmsed in'the statement of comprehenswe income as it accrues, :
within finance costs. . -

*Deferred originnti(\)n costs

The costs of commission paid to acquire new business incurred during a financial period but which relate to subsequent financial
periods are deferred to the extent that they are recoverable out of future revenue margins. This asset is subsequently amortised over
the remaining contractual lifetime of each holding on a straight-line basis. The amortisation charge for the year is recognised through
the statement of comprehensive income, within distribution and selling costs. The carrying value of the asset is tested for impairment
at each reporting date. Deferred- ongmatlon costs are split between current and non-current. Current deferred costs run off within the
next 12 months and non-current in more than 12 months. The deferred origination costs have a finite life and run off over v?arymg
penods based on the expectation of various products. Further information on the Company s impairment policy is set out at policy.

O
Financial assets and financial liabilities

Management determines the classification of its financial assets and financial liabilities at initial recognition. Management’s policies
for the recognition of specific financial assets and financial liabilities, as 1dent1ﬁed on the balance sheet, are set out under the lelevant )
accountmg pollcles ’

On initial recognition, financial assets are classified as measured at amortlsed cost or fair value through profit or loss, depending on
the Company’s business imodel for managing the financial assets and whether the cash flows represent solely payments of principal
and interest, The Company assesses its business models at a portfolio level based on its objectives for the relevant portfolio, how the

‘performance of the portfolio is managed and reported, and the frequency of asset sales. The Company reclassifies financial assets

when and only when its business model for managing those assets changes. A reclassification will only take place when the change
is significant to the Company’s operations and will occur ata porlfolno level and not fon individual instruments; reclassifications are

expected to be rare.

The Company initially recognises financial assets and liabilities when the Company becomes a party to the contractual provisions of

the instrument.

Finaicial assets are derecognised when the contractual right to receive cash flows from those assets has expired or when the Company
has transferred its contractual right to receive the cash flows from the assets and either: substantially all of the risks and rewards of
ownersliip have been transferred; or the Company has nelther retained nor transferred substantially all of the risks and rewards, but
has transferred control.

Financial llabnlmes are. derecogmsed when the obllgatlon is dlscharged cancelled or expires.

Transactlon costs incidental to the acquisition of a financial asset are expensed through the statement of comprehensive income,
within net gains and losses on assets and liabilities at fair value through profit or loss. .

Financial assets and financial lmbllmes are offset and the net amount reported in the balance sheet only when there is a legally
enforceable right to offset the recognised amounts, both in the normal course of business and in the event of default, and there is an
intention to settle on a net basis, or to realise the asset and settle the hablllty simultaneously. .

Falr value methodology

All assets.and liabilities carried at fair value, or for which a fair value measurement is dlsclosed are categorised into a “fair value’
hierarchy” as follows: .

0] Level 1
Valued using quoted priceé (unadjusted) in active markets for identical assets and liabilities to those being valued. An active market

is-one in which arm’s length transactions in the instrument occur with both sufficient frequency and volume to provide prlcmg
information on: an ongomg basis. - .
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NOTES TO THE FINANCIAL STATEMENTS FOR THE YEAR ENDED 31 DECEMBER 2019 (CONTINUED)

1

®

‘ ®

(h).

Accounting policies (continued)
Fair value methodology (continued)
(ii) Level 2

Valued usiﬁg 'mpuis other than quoted prices included within Level 1 that are observable for the assét or liability, either directly (as
prices) or indirectly (derived from prices). If the asset or liability has a specified (contractual) term, a Level 2 mput must be observable .
for substantially the full term of the asset or liability. Level 2 inputs include the followmg

e Quoted pnces for similar (but not identical) instruments in active markets;
¢ Quoted prices for identical or similar instruments in markets that are not active, where prices are not current, or price .
quotations vary substantially either over time or among market makers;
-&  Inputs other than quoted prices that are observable for the instrument (for example, interest rates and yield curves observable
“at commonly quoted intervals and default rates); and
o Inputs that are derived prmclpally from, or. corroborated by, observable market data by correlation or other means.

(i) Level 3

Valued using mputs for the asset or liability that mclude significant unobservable inputs (inputs not baséd on observable market data).
Unobservable inputs may have been used to ineasure fair value where observable inputs are not available. This approach allows for .
situations in which there is little, if any, market activity for the asset or liability at the measurement date (or market information for
the inputs to any valuation models). Unobservable inputs reﬂect the assumptlons the Company considers that market participants

. would use in pricing the asset or lmblhty

Transfers between different levels of the fair value hierarchy are deemed to have occurred at the next reponmg date after the change
in circumstances that caused the transfer.

Further analysis of the Company’s instruments held at fair value is set out at note 23..
Trade and othér receivables
Trade and other receivables at amortised cost are financial assets, other than cash and cash equivalents that are held to collect

contractual cash flows where those cash flows represent solely payments of principal and interest, a basic lending arrangement results
in contractual cash flows that are solely payments of principal and interest on the principal amount outstanding. Where the contractual

-cash flows introduce exposure to risks or volatlhty unrelated to a basic lending arrangement such as changes in equity prices or
commodity pnces, the payments do not comprise solely principal and interest.

Trade. and other receivables at amomsed cost are mmally recogmsed at fair value less directly attributable transaction costs and

subsequently measured at amomsed cost, subject to impairment. Further information on the Company's impairment policy is set out
at policy (i). . .

Cash and cash equivalents

Cash and cash equivalents include cash at bank and investments in-liquidity funds, which are short:term highly liquid investments
with original maturities of three months or less (excluding such investments as otherwise meet this deﬁmtlon but whlch are held for
investment purposes rather than'for the purposes of meeting short-term cash commitments).

' Holdings in liquidity funds are measured at fair value through profit or loss, with income received recognised in investment income.

The fair value of holdings in liquidity funds is determined as the last pub’iished. price applicable to the vehicle at the reporting date.

Holdings in liquidity funds are categorised as level 1 in the fair value hierarchy. These assets are valued using quoted prices in active
markets for identical assets to those being valued. An active market is one in which simnilar arm’s length transactions in the instrument
occur with both sufficient frequency and volume to provide pricing information on an ongoing basis. = - .

Impairment 4

Financial assets

The impairment charge in the statement of comprehensive income iﬁcludes the change in expected credit losses for financial assets
held at amortised cost. Expected credit losses are calculated by using an appropriate probability of default, adjusted to take into

account a range of possible future economic scenarios, and applying this to the estimated exposure of the Company at the point of
default after taking into account the value of any collateral held or other mitigants of loss.
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Accounting policies (continued)

Imnairment (continued)

Financial assets (continued)

At initia} recognition, allowance is made for expected ctedit losses resulting from default events tnat are possible within the ‘ne‘Xt 12

months (12-month expected credit losses). In the event of a significant increase in credit risk, allowance is made for expected credit
losses resulting from all possible default events over the expected life of the financial instrument (lifetime expected credit losses).

‘Financial assets where 12-month expected credit losses are recognised are considered to be Stage 1; financial assets which are
.- considered to have experienced d significant-increase in credit risk are in Stage 2; and financial assets which have defaulted or are
otherwise considered to be credit lmpau'ed are allocated to Stage 3.

An assessment of whether credit risk has increased signiﬁcantly since initial recognition considers the change in the risk of default
occurring over the remaining expected life of the financial instrument. The assessment is unbiased, probability-weighted and uses
forward-looking information.consistent with that used in the measurement of expected credit losses. The credit risk of financial assets

_is deemed to have increased SIgmﬁcantly when more than 30 days past due. Where the credit risk subsequently i improves such that it

no longer represents a significant increase in credit nsk since origination, the asset is transferred back to Stage 1.

For ﬁnancla] instruments that are consxdered to have low credit risk, the credit nsk is assumed to not have increased significantly
sinee initial recognition. Financial instruments are considered to have low credit risk when the borrower is considered to have alow .
risk of default from a market perspective, such as external bank accounts. -

Assets are lransferred to Stage 3 when they have defaulted or are otherwise considered to be credit impaired. IFRS 9 contains a

_rebuttable presumption that default occurs no later than when a payment is 90 days past due, The Company usés this 90 day backstop.

Non-financial assets -

An impairment loss is recognised for the amount by which the asset’s carrying amount e)géeedé its estimated recO\jereble amount.
The recoverable amount is the higher of an asset’s fair value less costs to sell and its value in use. For the purpose of sssessing
impairment, assets are grouped at the lowest levels for which there are separately identifiable cash flows.

.- If there is objective evidence that an impairment loss has occurred, the amount of the loss is charged to the relevant line in the
- statement of comprehensive income in the period in which it occurs. Non-financial assets that suffered an impairment are revxewed

for possnble reversal of the 1mpamnent at each reporting date.

Taxation, including deferred income taxes

Tax expense comprises current and deferred tax. Current and deferred tax are charged or credited in the statement of comprehensive-
income except to the extent that the tax arises from a transaction or event which is recognised, in the same or a different period,
outside the statement of comprehensive income (either in other comprehensive income, directly in equity, or through a business
combination), in which case the tax appears in the same statement as the transaction that gave rise to it.

Current tax is the amount of corporate income taxes expected to be payable or recoverable based on the profit for the period as
adjustéd for items that are not taxable or not deductible, and is calculated using tax rates and laws that were enacted or substantnvely

enacted at the balance sheet date."

Current tax inclixdes amo_unts provided in respect of uncertain tax positions when management expects that, upon examiination of the
uncertainty by Her Majesty's Revenue and Customs (HMRC) or another tax authority, it is more likely than not that an economic
outflow will occur. Provisions reflect management's best estimate of the ultimate liability based on their interpretation of tax law,
precedent and guidance, informed by external tax- advice as necessary. Changes in facts and circumstances underlying these
provisions are reassessed at each balance sheet date, and the provisions are re-measured as required to reflect current information.

‘Deferred tax is recognised on temporary differences arising between the tax bases of assets and liabilities and their carrying amounts )

in the balance sheet. Deferred tax is calculated using tax rates and laws that have been enacteéd or substantlvely enacted at the balance
sheet date, and which are expected to apply when the related deferred tax asset is realised or the deferred tax habxhty is settled.

Deférred tax liabilities are generally recognised for all taxable temporary dlfferences but not recognised for taxable temporary
differences arising on investments in subsidiaries, associates and joint arrangements where the reversal of the temporary difference
can be controlled and it is probable that the difference will not reverse in the foreseeable future. Deferred tax habxlmes are not
recogmsed on temporary dnfferences that arise from goodwill Wthh is not deductible for tax purposes. .
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Accounting policies (contmued)
Taxation, including deferred income taxes (contin'ue_d) ]

Deferred tax assets are recognised to the extent it is probable that taxable profits will be availabIe against which the deductible

‘temporary differences can be utilised, and are reviewed at each balance sheet date and reduced to the extent that it is no longer

probable that suffi cient taxable profits will be available to allow all or part of the asset to be recovered.

Deferred tax assets and liabilities are not recogmsed in respect of temporary differences that arise on mmal recognition of assets and
liabilities acquired other than in a busmess combination. Deferred tax is not dxscounted

Share capital

‘ Shares are classified as equity when there is no obligation to transfer cash or other assets Incremental costs dlrectly attnbutable to

.M

(m

—

the issue of equity instruments are shown in-equity as a deduction from the proceeds, net of tax.
Dividends payable
Dividends payable on ordinary shares are mooénised in equity in the period in which they are approved.

Trade and other payables

. Trade and other payables are initially recognised at fair value less directly attributable transaction costs and subsequently measured

at amortised cost. In practice, the carrying value of these balances equates to the farr value due to the short-term nature of the amounts
included wnthm trade and other payables.

Provisions for other Ilablhtles and charges

Provisions are recognised when the Company has a present legal or constructive obligation as a result of past events, when it is -
probable that the obligation will result in an outflow of resources to settle the obligation and when a reliable estimate of the amount
of the obligation can be made. If the effect is material, provisions.are deterinined by discounting the expected future cash flows at a
pre-tax rate that reflects current market assessment of the time value of money and, where approprlate, the risks speclﬁc to the
liability. .

The Company recognises a provision for onerous contracts when the expecIed benefits to be derived from contracts are less than the
unavoidable costs of meeting the obligations under the contracts.

" Contingent liabilities are possible obligations whose existence dépends on the outcome of uncertain future events or those present

(m)

(0

()

obligations where the outflows of'resources are uncertain or cannot be measured reliably. Contingent liabilities are not recognised in
the financial statements but are disclosed unless the likelihood of possible obligations arising is remote.

Deferred income

The Company receives investment management fees in the form of an initial adjustment, or charge, to the amount invested. These
fees are in respect of services rendered in conjunction with the issue and management of investment contracts where the Company
actively manages the consideration received from its customers to fund a return that is based on the investment profile that the .
customer selected on origination of the contract.

These services comprise an indeterminate namber of acts ovei the estimated lives of the individual contracts and, therefore, the
Company defers these fees and recognises them on a straight-line basis over the remaining lives of the contracts.

The income is recogmsed through the statement of comprehensive i income, within revenue. The liability is recognised in the balance
sheet within deferred income until recognised.

Bank borrowings and other:unpresented items

i

Borrowings are recognised initially at fair value, being the issue 'proceeds net of transaction costs incurred. In practice, due to the
nature of these balances, being bank. overdrafts and other unpresented items, the carrying value equates to the fair value of these
liabilities as the borrowings are repayable on demand. .

Financial assets at fair value through profit or loss -
Classification

Financial asset investment balances comprise the manager s box holdmgs in Scomsh Widows OEIC funds and investments held
through liquidity funds. :
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- Accounting policies (continued) -

Financial assets at fair value through profit or loss (continued)
Recognition

Purchases and sales of financial assets are recognised on the trade date, i.e. the date the Company commits to purchase the asset from,
or deliver the asset to, the counterparty. Investments are initially recognised at cost, being the falr value of the consideration gnven,
and are subsequently re-measured at fair value’ ] ’

Measurement :

The fair values of investments are based on a combination of current bid, mid or offer prices, If the market for a financial asset is not
active, fair value is established by using valuation techniques. These include the use of similar arm’s lenigth transactions and reference
to other instruments that are substantially the same, makmg max:mum use of market inputs and relying as llttle as possnble on entity-
specific inputs. .

For equity investments that are quoted and actively traded in organised financial markets, fair value is determiried by reference to
Stock Exchange quoted market bid prices at the final pricing point on the repomng date. Prices are provided by vendors such as

. Reuters or B]oomberg or by direct reference to the Stock ‘Exchange.

The fair value of holdings in co]lectlve investment vehlcles (mcludmg OEICs and unit trusts) is determined as the last pub]lshed price
apphcnble to the vehlcle at the reporting date. .

Critical nccountlng estimates and judgements in applying accounting pnlicies

The Company’s management makes estimates and judgements that affect the reported amount of assets and liabilities. Estimates and -

* judgements are continually evaluated and based on historical experience and other factors, including expectations of future events

@

that are believed to be reasonable under the circumstances. Revisions to accounting estimates are recognised in the period in which
the estimate is revised and in any future periods affected.

Estihates

The key assumptlons concerning the future and other key sources of estimation uncérteinty at the reporting date, that have a significant
risk of causing a material adjustment to the carrying amounts of assets and liabilities within the next financial year are dlscussed

below,

-Deferred origination costs

Origination costs in respect of the contracts managed by the Company, which are incurred during a financial period but which relate

" to subsequent financial periods, are deferred to the extent that they are recoverable out of future revenue margins. The calculation of

(b)

the deferred origination cost asset and its pattern of amortisation requires estimation of both the expected pattern of receipt of future
revenue margins and the period of time that the business is expected to remain in force. Estimation is required of the period that the
business is expected to remain in force. Further information on this asset is given in notes 1(d) and 10. :

Deferred income

Income recenved for services to be provxded in future perlods is deferred and recognised in the statement of comprehenswe income
as the service is provided. As above, estimation is required’ of the period that the. business is expecfed to remain in force. Further

information on this liability is given in notes 1(n) and 16. .

Judgements

Following the adoptxon of TFRS 15, the Company’ s management cons1dels that the followmg Judgements have the most sngmﬁcant :
effect on the amounts recognised in the financial statements: . .

Deferred origination costs

As above costs mcun'ed during the financial period but which relate to subsequent financial periods are deferred to the extent that
they are recoverable out of future revenue margins. These costs relate to an indeterminate number of acts over the estimated lives of

-the individual contracts and, the Company applies judgement in dctermmmg whether deferral is appropriate. Further mformatlon on

this lmblhty is given in notes l(d) and 10.
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Critical accounting estimates and judgements in applying accounting policies (continued)

Deferred income

As above, income received for services to be provrded in future periods is deferred and recognised in the statement of comprehensive
income as the service is provided. These services comprise an indeterminate number of acts over the estimated lives of the individual
contracts and, therefore, the Company defers these fees and recognises them on a straight-line basis over the remaining hves of the

contracts. Further mformahon on thls liability is given in notes 1(n) and 16.

Revenue

2019 2018

£000 £000
Annual management charges o , o ©133,178 148,995
Income from wnit dealmg . o 4,227 3,166
Decrease in deferred income liability : . . 5,190 4,455
Interest and dividend income on financial assets at farr value through profit or loss o - - 837 3N
Registration fees and other income . 15,322 *11,929
Total . . : ) ’ 158,754 168,916 .

Included within the decrease in deferred income liabiiity is an amount of £1.6m (2018: nrl) in-respect of funds that transferred to

SPW ACD, (see note 28)

(previously- reponed as £137.0m), and Regrstratron fees and other income (previously reported as £23.9m).

Distribution and sellmg costs i
' 2019

.* 2018 has been restated to correct for a misclassification.to rebates relatmg to Revenue from Annual Managements Chargcs

2018

£000 £000

Commissions payable and other selling costs . : ) 16,371. 15,166
Decrease in deferred orrgmatlon costs : - 4,883 4,259

~ Total . - . . 21,254 19,425

Included within thc dccreasc in deferred origination costs is an amount of £0.8m (2018: ml) in respect of funds that transferred to

. SPW ACD, (see note 28).

Net losses on financial assets at fair value.through profit or loss

2019 2018

£000 £000

Net losses on financial assets at fair value through profit or loss ) : - 1,094 433
Total ~ - . _ 1,094 433

Included in the net losses on financial assets at fair value through profit or loss are movements on OEIC fund holdings.
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9, .

(a)

(b

Administrative expenses -

2019 2018
£000 £000

Recharges from other group compameS/ 39,977 45,043 -
Investment expenses . 43,608 53,029
Custodian fees 5,133 3,660
Trustee fees : 176 146
Other fees (including p provxsxons for the year) 26,460 179
) 115,354 102,057

Total

Admmlstrative expenses relate to the costs incurred in the administration and investment management of ISAs and OEIC shares.

In2019a ;lrcvision for £2.7m was recogziised in relation to transaction costs arising from the transition of asset portfolios to the new
asset managers, BlackRock and Schroders plc. A £23.0m cost was incutred asa result ofthe Standard Life Aberdeen (SLA) arbitration

tribunal. These expenses are included in Other fees in 2019,

The Company had no direct employees during the year (2018 nil). The employee costs, mcludmg penswn costs are mcluded in the

recharge from other group compames noted above.

" Auditors’ remuneration

. Total

Finance Act 2016 reduced the main rate of corporation tax to 17% with effect from 1 April 2020.
. 23

2019 2018
£000 £000
Fees payable to the éompeny s auditols for the audit of the Company’s annual financial statements 40 39
Fees payable to the Company’s auditors and its assoclates for other services: .
Audit-related assurance services 95 93
Total 135 132
Audit fees for 2018 and 2019 were borne by another LBG entity and recharged to the Compahy.

" Finance costs ‘ . ' ‘ .
2019 2018
£000 £000

Finance costs ‘ 3,576 : 1;494
Total 3,576 1,494
Taxation charge'
Current year tax charge
2019 2018
. £000 £000
Current tax: ,
UK corporation tax - 3,757 8,628
Total current tax 3,757 8,628
UK deferred tax: . .
- Origination and reversal of timing differences 18 .18
- Adjustments in respect of prior years * - 2 -
Deferred tax charge 18. 20
Tnx charge 3,775 8,648
Corporatlon Tax is calculated at a rate of 19 00% (2018: 19 00%) of the taxable proﬁt for.the year.
Reconciliation of tax charge ‘ :
2019 2018
£000 £000
" Profit before tax 209,598 45,507
Tax at 19.00% (2018: 19.00%) 39,824 8,646-
Effects of: - .
_ Adjustments in respect of pnor years - 2
Non-taxable items . (36,049) -
3,775 8,648
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10.

T 11,

To12.

Deferred origination costs

: 2019 ‘ 2018

~ : £000 £000

At1 January , 4 : 15,009 19,269
Amounts incurred during the year S o . . 1,550 1,758
Amortisation during the year - ) -~ (6,433) (6,018)
At 31 December - : _ 10,126 15,009

Of the above total, £7.5m (2018: £11.9m) is expected to be recovered more than one year from the re;rorling date.

Included within the amortisation durmg the year is an amount of £0.8m (2018: nil) in respect of funds that transferred to SPW ACD

: (see note 28).

Deferred tax assets

’

The movement in the Deferred Tax Asset is as follows: ) A

; : C. ) ‘ 2019 2018
' s - . - £000 £000
Brought forward v o o ’ : . 151
Charge for the year - o ' ‘ (18) C(18)
Adjustments in respect of prior years . _ ) : . : . - 2)
Amount charged to equity; o o
- Other : _ ) . - 171
Total = - - . 133 . 151
‘ The déferred tax charge in the year comprises the following temporary differences: : o
: - ' : 2019 2018
. £000 £000
Other temporary dlfferences v ) - - (18) (20)
Total : _ e (18) __(20)
Deferred Tax Asset comprises: ' ‘ .
’ 2019 2018 -
L £000 £000
Other temporary differences i o 133 151
Total - - ] 133 . 151
Financial asscts at fair value thr,ough profit or loss ) .
: T 2019 2018
£000 £000
OEIC fund'holdings ‘ - 2,751 3,850
Total ) i ‘ 2,751 3,850

OEIC fund hvoldings ‘comprise shares held in the OEIC funds that are managed by the Cornpany which are classified at fair value
through profit or loss as part of the manager's daily box holdings. Purchases and sales are recognised on the trade date, i.e. the date

‘the Company commits to purchase the asset from, or deliver the asset to, the counterparty.

Intercsts in unconsohdated structured entities

IncIuded within financial assets at fair value through profit or loss £2.8m (2018: £3. 9m) and cash and cash equwalents £261.6m
(2018 £89.8m) in note 14 are investments in unconsolidated structured entities of £264.4m (2018: £93.7m) arising from investments

in collectlve investment vehxcles

The mvestments are carried at fair value and the Company s’ maximum exposure to loss is equal to the carrying value of the
investment. At 31 December 2019, the total net assets of unconsolidated collective.investment vehicles in which the Company held
a beneficial interest were £79.4bn (2018: £87.8bn). During the year the Company has not provided any non-contractual financial or
other support to these unconsolidated collective investment vehicles. . .
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Financial assets at fair value through profit or loss (continued)

NOTES TO THE FINANCIAL STATEMEN'I"S FOR THE YEAR ENDED 31 DECEMBER 2019 (CONTINUED)

~ The Company sponsors a range of collective investment vehicles where it acts as the decision maker over the investment activities

and markets the funds under one of LBG’s brands. The Company earns fees from managing the investments of these funds. The

Trade and other recewables

- investment management fees that the Company carned from these sponsored unconsolidated collective investment vehlcles mcludmg
those in which the Company held no interest at 31 December 2019, was £133.2m (2018 £149. Om) .

2019 2018
£000 £000 -
Trade receivables 63,765 ‘57,100
Amounts due from group undertakmgs (see note 23). 29,660 ‘11,399
Other receivables 2,013 2,341
Total 95,438 70,840
None of the above balances are interest-bearing (2018: none).
Further information in respect of credit risk in relation to trade and other receivables is given in note 23.
" Ofthe above total, £nil (2018: £nil) is expectegl to he.settled more then' one year after the reperting date.”
Cash and cash equivalents A
Cash and cash equivalents for the purposes of the statement of cash flows include the following: o
: ' 2019 2018
£000 £000-
Cash at bank ' 35,105 . 17,584
Investments held through ltquxdlty funds 261,646 - 89,834
296,751 107,418
Bank borrowings and other unpresented items (Note 20) (3,188) © (4,498)
. ] 293,563 1(2,920

15.

16.

Cash and cash equlvalents does not mclude client monies held on deposit of £64.5m (2018 £47.8m). These amounts are sumlarly

excluded from current liabilities.

Investments held through hqundtty funds are uséd to optimise ‘returns on excess funds held by the Company Further mformatlon in

_ respect of credit risK in relation to cash and cash equivalents is given in note 23.

Share capital

) " 2019 2018
£000 - £000
Authnrlsed, allotted, called up and fully pmd share capltal
50,000 (2018: 50,000) ordinary shares of £1 each 50 50
50 S0
There were no changes in share capitel during the year. All shares rank équally with regard to the Company's' residual assets.
Deferred_ income -
: 2019 2018
£000 £000
At 1 January 12,537 16,992
Amounts deferred during the year - 1,471 1,757
Amortisation during the year (6,661) (6,212) -
‘At 31 December 7,347 12,537 .

Of the above amount, £5.2m (2018: £9.6m) is expected to-be _recovered more than one year from the reporting date.

Included within the amortlsatron during the year is an amount of £1.6m (2018 ml) in respect of funds that transferred to SPW ACD

-(see note 28).
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17. Current tax liabilities

2019 2018

£000 £000

-Current tax liabilities' . 3,757 20,464

Total tax liabilities 3,757 20,464

- 18. Provisions for other liabilities and charges .

: . 2019 2018

£000 £000

At1 January : 592 -1,857

Amounts provided during the year 2,700 -
Amounts utilised during the year (2,743) (1,265) -

549 - 592

Total other provision

- Of the above total, £nil (2018: £nil) is expected to be settled more than one year after the reporting date.

Provisions for customer remediation costs were fully utilised in the year, with the outstanding provision relating to third party asset

management transaction costs,

19. Trade and other payables

2019

2018

£000 £000

Trade payables . 34,604 32,099
Amouats due to group undertakings (see note 23) 12,858 8,022
Other payables 35,235 17,218
~ Total 82,697 . 57,339

None of the aboveé balances are interest-bearing or secured (2018: rione). Further information in respect of liquidity risk in relation

to trade and other payables is given in note 23.

20. Bank borrowings and other unpresented items

2019 2018
£000 £000
Bank borrowings and other unpresented items - 3,188 4,498
Total ' 3,188 " 4,498
Further information in fespect of liquidity risk in relation to bank borrowings and other dnp'rese’nted items is given in note 23. -
21, Net movement in operating assets and liabilities
. . 2019 - 2018
£000 £000
Net (increase) / decrease in operating assets: .
Financial assets at fair value through profit or loss 1,099 432
Trade and other. receivables - (24,598) 4,467
Net (increase) / decrease in operating assets (23,499). 4,899
Net increase / (decrease) in operating liabilities:
Trade and other payables and provisions 25,315 " (5,499)
Net increase / (decrease) in operating liabilities - 25,315 (5,499)
Net movement in operating asscts and liabilities 1,816 (600)
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22.

23.

Dividends paid .
2019 2018
£000 ° £000
Dividends paid. . : S 65,000
Total - ' — - 65,000

No interim dividends were pald during the year (2018 £65 Om pald in respect of 2018). The dividend paid in the year amountedto
£ni) per share (2018: £1 300 per share). - ) .

No final dividend is proposed in respect of the year ended 31 December 2019 (2018: £nil).

Risk management

" The principal activity of the Company is to act as the Authorised Corporate Director for the management of ISAs and OEIC sub-

(a)

(b)

funds

This note summarises the risks associated with the activities of the Company and the way in which the Company managed them
during the year. :

Governance framework .

The Company is part of LBG, which-has establlshed arisk management function with responsrbxhty for unplementmg the LBG risk
management framework within the Company.

This enterpnse-wrde risk management framework for the identification, assessment, measurement and management of risk covers
the full spectrum of risks that the Company is exposed to, with risks categorised according to an approved LBG risk language. This
covers the principal risks faced by the Company, including the exposures to market, credit, capital, liquidity, regulatory & legal,
conduct, governance, operational, people and model risks. The performance of the Company and the strategic management of the
business depend on its ablhty to manage these rlsks

Responsibility for setting and managmg risk appetite and the management-of risk resides with the Board of the Company. The Board
manages risks in line with LBG and Insurance Division risk policies. The operational implementation of risk appetite statements is
assigned to Insurance Executive Committees, in particuldr Insurance and Wealth Risk Commiittee (IWRC) and Insurance and Weaith
Assets Llablllty Committee (IWALCO)

The risk management approach aims to ensure effective independent checking or “oversight” of key decisions by operating a “three

lines of defence” model, The first line of defence is line management, who have direct accountability for risk decisions, The Risk . .

function provides oversight and challenge and'is the second line of defence. Internal Audit, the third line of defence, provide
independent assurance to the Insurance Audit Committee, Insurance Board and the Company Board that risks are recognised,

monitored and managed w1thm acceptable parameters.

Policy owners, identified from appropnate areas of LBG and Insurance business, are responsible for drafting risk policies, for

. ensuring that they remain up-to-date and for facilitating any changes. Policies are subject to at least an annual review. Limits are

prescribed within which those responsible for the day to-day management of each company within the Insurance Division can take
decisions. Line management are required to follow prescnbed reporting procedures to the bodies responsible for monitoring
compllance with policy and controlling the risks. There is a specific policy for Risk Management within the ACD companies, which
is reviewed annually and reported agamst regularly to the Board .

Risk appetite

Risk appetite is the amount and type of risk that the Insurance and Company Boards are prepared to seek, accept or tolerate and is
fully aligned to Insurance and LBG strategy. The Insurance Board has defined a framework for the management of risk and approved
a set of risk appetite statements that cover financial risks (capltal, Insurance underwriting, credit, markel 4nd liquidity), operational

" risks, people risks, conduct risks, regulatory & legal nsks model and govemance risks. The risk appetite statements set limits for

©

exposures to the key risks faced by the business.

‘ Risk appetite is approved by the Board at least annually with expenence agamst it tracked monthly and reported to the Board

quarterly.

.

Financial risks

During the year, the Company is exposed to a range of financial rnsks through its financial assets and ﬁnancral llabllmes The most -
important components of financial risk are credit, market, capltal and liquidity risks. .

The market risks that the Company primarily faces due to the nature of its financial assets and financial liabilities are interest rate

and equity risk,

%
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23. Risk management (continued)
(¢) Financial risks (continued)

The Company manages these risks in a numbers of ways, including nsk appetlte assessment and momtormg of capltal resource
requuemems

Financial assets and financial liabilities are measured on ‘an ongoing basis either at fair value or at amortised cost. The sunimary of
significant accounting policies (note 1) describes- how the classes of financial mstruments are measured and how income and
expenses, including fair value gains and losses, are recogmsed

The timing of the unwind of the deferred tax assets and liabilities is dependent on the timing of the unwind of the temporary timing
differences, arising between the tax bases of the assets and liabilities and their carrying amounts for financial reporting purposes, to
which these balances relate.

The sensitivigy analyses given throughout this note are based on a change in an assumption while holding all other assumptions
constant. In practice, this is unlikely to occur as changes in some of the assumptions may be correlated, for example changes in
interest rates and changes in market values. The sensitivity analysis presented also replesems management’s assessment of a
reasonably possible altematlve in respect of each sensitivity, rather than worst.case scenario positions.

1) ‘Market risk

Market risk is defined as the risk that our capital or earnings proﬁle is affected by adverse market rates, in particular equity and credlt
spreads in the Insurance business. . .

Market risk is managed in line with the LBG Market Risk Policy which sets out the principles of the market risk control framework.
Investment holdings within the Company have been diversified across markets and, within markets, across sectors. Holdings of
individual assets are diversified to minimise specific risk and large individual exposures are monitored closely. Diversification is

.achieved by investing in a diversified portfolio of assets, which are managed according to their respective investment strategy. -

. Below is an analysis of financial assets and financial liabilities at fair value through profit or loss according to their fair value hlerarchy
(as defined in note 1 (f)):

As at 31 December 2019 : .
Fair value hierarchy
Level 1 Level 2 Level3 ~ Total
- £000 £000 - £000 £000
Financial assets at fair value through profit or loss 2,751 - ’ - 2,751
Cash and cash equivalents ) : 261,646 - - 261,646
Total assets ) 264,397 - - 264,397
As at 31 December 2018 )
Fair value hierarchy
Level 1 Level 2 Level 3 Total
- £000 £000 £000 £000.
~ Financial assets at fair value through profit or loss 3,850 - - 3,850
Cash and cash equivalents ) 89,834 - - - 89,834
Total assets ) 93,684 - - 93,684

In addition to market risk on directly held assets and liabilities the Company has an exposure to indirect market risk. This arises from
the fact that the annual management charges collected and associated costs for the management of the funds fluctuate with the market
movements impacting the value of customer funds. For example if the underlying market value of customer funds fell by 10%, AMCs
are estimated to fall by £7.7m (2018: £8.0m) based on year end values. These are classified as indirect market risks.
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23 Rlsk management (continued)

(c) } Fma_nce‘rlsks (continued)
E 1) Market risk (contiuued) .
(il lntet'est rate risk |

' Interest rate risk is the risk that the value of future-cash flows of a financial instrument will fluctuate because of changes in interest
rates and the shape of the yield curve. The sensitivity analysis below illustrates how the fair value of future cash flows in respect of
interest-bearing financial assets held by customers, net of offsetting movements in investment contract liabilities, wnll ﬂuctuate

because of changes in market interest rates at the reporting date
: Impact on proﬁt before tax -

for the year

2009 2018
. £000 - £000
25 basis points (2018: ‘25"basis points) increase in yield curves , : : 656) (818)
- 25 basis points (2018: 25 basis points) decrease in yield curves =~ = - . . .- 656 818

(u) Equlty risk

The Directors do not believe that the Company has a large exposure to dlrect equtty risk, given the smail amount of equlty dlrectly
held in OEIC holdmgs As sich eqmty risk is not considered material.

©2) Credit nsk

The risk that parties with whom we have contracted fail to meet their financial obligations (both on and off balance sheet).

: ,Credtt risk is managed in line \Vltb the Insurance Credn Risk Pohcy and the wider LBG Credit Risk Policy which set out the prmcxples
.of the credlt control framework.

Credit risk to the Company arises primarily from exposure to trade debtors and financial assets at fair value through profit or loss.
t  Exposure to trade debtors is assessed on a case by case basis, usmg a credit rating agency where appropriate. . :

Expected credit losses are calculated using three key input parameters the probability of default (PD) (except for lifetime expected
credit losses), the loss given default (LGD) and the exposure at default (EAD) The probability of default and expected loss given
default are determined using internally generated credtt ratings. .

Expccted credit losses are measured on a collective basis for certain groups of financial assets, such as trade receivables due ﬁom
external parties whxch are considered to be homogenous in terms of their risk of default. .

‘ .The followmg table sets out detatls of the credit quallty of fmancxal assets that are neither past due nor impaired:

2019 - 2018

£000 © £000

~Trade and other receivables » L , . 95438 - 70,840

- Cash and cash equivalents - S ’ - 296,751 107,418
_ Total assets bearing credit risk 392,189 . 178,258
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23 Risk management (contmued)
(¢) Finance risks (continued)

2) Credit risk (continued)

- The tables below analyse financial assets subject to credit risk using Standard & Poor’s rating or e_quivaleht.

As at 31 December 2019

' Total AAA AA A Notrated
£000 £000 £000 £000 £000

Stage 1 assets : .

Trade and other receivables 95,885 - - 29,478 66,407

Cash and cash equivalents 35105 - - 35,105 -

Loss allowance (447) - . .. (447)

Exposure to credit risk 130,543 - - - 7 64,583 65,960

Assets at fair value through brqﬁt and loss - . '

Cash and cash equivalents 261,646 261,646 - - -

Total 392,189 261,646 - 64,583 65960 .

Of the unrated éssets; appmxfmately £46.6m (2018: £41.0m) relate to payments due from OEICs.
" As at 31 December 2018 ‘ ,
Total AAA AA - A Not rated
£000 . £000 £000 £000 £000

Stage 1 agsets . "

Trade and other receivables 71,535 - - 11,399 60,136

Cash and cash equivalents 17,584 - - 17,584 -

Loss allowance (695) ) - - - (695)

Exposure to credit risk- 88,424 - - 28,983 59,441

Assets at fair value through profit and loss . ’

Cash and cash equivalents 89,834 89,834 - - -

Total 178,258 89,834 - 28,983 59,441

A}nounts classified as “not rated” in the al?ove tables are not rated by Standard and Poor’s or an gquivalent rating agency..

Exposure to credit risk is concentrated across counterparties as follows: l .
2019 . 2018
Total Total
£000 £000

Trade and cther receivables: -

.. Amounts due from policy holders 39,430 31,153
Amounts due from brokers 17,579 16,786
Amounts due from group undertakmgs 29,660 11,399
Other receivables 8,769 11,502

Cash and cash equivalents:

Amounts due from group undertakings 35,105 17,584
Other cash and cash equivalents 261,646 89,834
Total 392,189 178,258

3) Liquidity risk

Liquidity risk is defined as the risk that the Company does not have sufficient financial resources to meet its commitments as they _
fall due, or can only secure them at excessive cost. Liquidity risk may result from either the mablhty to sell financial assets quickly

at their falr values or from the inability to gencrate cash inflows as anticipated.

Liquidity risk is managed in line with the Insurance Liquidity Risk Policy and the wider LBG Funding and Liquidity Policy.
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23, Risk management (continued)
(c) . Finance risks (continued)

" 3) Liquidity risk (continued)

The followmg tables mdlcate the timing of the conttactual cash flows mnsmg from the Company s ﬁnanclal llabxlmes, as required by

IFRS 7:
As at 31 December 2019
Liabilities B ' . Contractual cash flows (undlscounted)
’ ~ Carrying  No'stated . " Less than 1-3 3-12 1-5  More than
“amount maturity 1 month months months years 5 years
. £000 - £000 £000 . £000 £000 . £000 £000
Bank borrowings and other . . v : '
unpresented items - 3,188 . - 3,188 .- - - -
Trade and other payables =~ 82,697 - 82,697 - - - -
Total 85,885 - - 85,885 - - - -
) “As at 31 December 2018
Liabilitles . ' ' : Contractual cash flows (undlscounted) T
_ Carrying No stated Less than 1-3 3-12 1-5 - More than
. amount maturity © 1 month - months ~ months years 5 years
- £000 £000 £000 - . £000 “£000 £000 - £000
. Bank borrowings and other : : )
unpresented items © 4,498 . - 4,498 - - - -
" Trade and other payab]es 57,339 C- 57,339 - - - -
Total 61,837 .- 61,837 - - L - -

The contractual cash flow analysns set out above has been based on the earhest possible contractual date, regardless of the surrender_

' penaltles that mxght apply and has not been adjusted to take account of such penalties.

4) Capltal risk

Capital risk is def’ ned as the risk that the Company has a sub-optlmal quantity or quahty of capital or that capntal is inefficiently

. deployed across the Company. The risk that:

o the Company has insufficient capital to meet its regulatory capxtal requirements;

¢  the Company has insufficient capital to provxde a stable resource to absorb all losses up toa conﬁdence level defined i in the

risk appetite;

¢ the Company loses reputattonal status by havmg capital that is regarded as inappropriate, either in’ quantlty, type or

distribution; and/or
o - the capital structure is mefﬁclent

‘The business of the Company is regulated by the FCA. Thé FCA speclf ies the minimum amount of capltal that must be held by the

. Company in addition to its liabilities.

Within the Insuranoe Division_, capital risk is actively monitored by IWALCO. ’

The minimum required capital must be maintained at all times throughout the year. These oapit'al requirements and ‘the capital '
available to meet them are regularly estimated in order to ensure that capital maintenance requirements are being met.

' Capital risk is manhged in line with the LBG Capital Risk Policy which setS out the principles of the capital.riék control framework.

The Company’s objectives when managing capital ox'e'

o to have sufficient further capital to safeguard the Company’s ablhty to continue as a going concern so that it can continue to )

provide returns for the shareholder and benefits for other stakeholders; ~
_to comply with the regulatory capital requirements set out by the FCA in the UK; and

. & " when capital is needed, to require an' adequate return to the shareholder by pnclng contracts accordmg to the level of nsk

associated with the business written. -
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23. Risk management (continued) ‘
() Fi;]ancc risics (cqntinued)
4) A Capital risk (continued)
" The Company’s capital com;?rises all combonents of equity, movements in which i‘ue set out in tﬁe statement of changes in equity.

The table below sets out the regulatorj capital. requirement and the required capital held at 31 December in éach year. The current
year information is, in general, an estimate that will be updatcd once the FCA returns for the year are finalised.

2019 - 2018
£000 £000
Regulatory capital held ' : o 297403 . - 86,678

Regulatory capital requircment - 34,757 32,150
All minimum regulatory }e;]uirements were met during the year. ‘ '
.' (d) Non-Financial risks
The Company facés a variety of non-financial risks thrdugh its operations and service p'rovisioﬁ The Company manages these
risks by following the embedded Risk Management Framework, which uses methodologies and systems consistent with those

implemented across LBG. The various stages of the framework are:

Identification
o  Risks identified in products, processes, channels, customers and people

e Emerging risks
e Changes to the risk profile through ongoing tracking, pricing reviews and momtormg of external factors
¢ .Change Management at project, programme or portfolio level .
¢ Implement Risk and Control Framework and standards, including loss estimation and provisioning
Measurement

e _ Evaluate risk exposure vs appetite
"« Modelling and stress testing

e Actual vs expected losses

e  Scenario analysis

Management i
¢ Identify and operate controls
‘e Perform day-to-day contro! activities
e Ensure appropriate segregation of duties
¢  Control assessment and estimation of residual rlsk
¢ Controls testing activities including Sarbanes-Oxley
. Effectlveness revnews

Monitoring
¢ Performance vs risk appetite
¢ Risk metrics on for example products processes, customer experience, service, retention
¢ Change portfolio _
e  Repulatory and external envxronment
e Quality checking -
D Actiqn management

Reporting
"o Material Events escalatlon, including related actions
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23. Risk management (continued)

(d) Non-Financial risks (eontinned)

The primary non-financial risk categories are:

Conduct risk :
Conduct risk is defined as the risk of customer detriment across the customer lifecycle mcludmg failures in product management,

distribution and servicing activities; from other risks materialising, or.other activities which could undermine the integrity of the
market or distort comipetition, leading to unfair customer outcomes, regulatory censure, reputational damage or financial loss.

- Governance risk . : : .
‘Governance risk is-defined as the risk that LBG’s organisational |nﬁastrucmre fails to provide robust oversight of decnsnon making

and the control mechanisms to ensure strategies and management instructions are implemented effectively.

Model risk .
The risk of financial loss, regulatory censure, reputatlonal damage or customer detriment, as a result of deﬁctencles in the

development, appltcatlon and ongoing operatzon of Models and Ratmgs systems.

Operational risk
Operational risk is defined as the risk of loss from madequate or failed internal | processes, people and systems or from external

events. As operatlonal risk covers such a range of elements, there are secondary risk types within this area, including;

Change rlsk . .
Change risk is defined as the risk that, in dehvermg lts change agenda, LBG fails to ensure compliance with laws and
regulatlon maintain effective customer service and availability, and/or operate within LBG’s risk appetite.

" Cyber and information security
The risk of financial loss, disruption or damage to the reputation of LBG from a mal;cxous attack that impacts the

confidentiality and/or integrity of electronic data or the availability of systems, The risk also to the security of
information and data. . : '

Data management . ) ’ .
The risk that LBG fails to effectively govern, manage and protect its data (or the data shared with Third Party Suppllers) a
impacting LBG’s agility, accuracy, access and availability of data, ultimately leading to poor customer outcomes, loss
of value to LBG and mistrust from regulators. . . ’

External service pr ovision |
Failure in the provision of the formally agreed services (i.e. within the scope for the LBG Service Provision Policy./
supportmg Procedures) which are required so Business Units meet their agreed deliverables.

Financial crime = -
Financial c¢rime is the risk of acts intended to bribe, corrupt, launder money, fund terrorist actmty or circumvent
sanctions intended for personal gain or to cause loss to another party, by customers/cllents, suppliers, thlrd parties or

" colleagues.

Financial reporting rlsk :
Financial reportmg risk is defined as the risk that LBG suffers reputatlonal damage, loss of investor confidence and/or
financial loss arising from the adoption of inappropriate accounting policies, ineffective controls over business or finance
processes impacting financial, prudential regulatory, and tax reporting, failure to manage the associated risks of changes
in taxation rates, law, corporate ownership or structure and the failure to disclose timely and appropnate mformatxon in

accordance with regulatory requirements.

- Fraud
The risk of.acts of deceptlon or omission intended for. personal gmn or to cause loss to another party, by~

customers/clients, thlrd parties or colleagues

Internal service provision . :
The risk associated with the management of internal service arrangements.

IT systems
" The risk of failure in technology govemance and the development delivery and maintenance of effective IT solutions.

Operational reSIllence nsk :
Operational resilience risk covers the risk that LBG fails to desngn resilience into business operations, underlymg
infrastructure and controls (people; process, technical) so that it is able to withstand external or internal events which .
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23. Risk manggement'(continlied)
(d) Non-Financisl risks (continued)

could impact the continuation of operatlons and falls to respond in a way which meets stakeholder expectatlons and
needs when the continuity of operations is compromised. )

Physical security risk
The risk to the security of people and property (including damage (malicious or non-malicious) to LBG branches and
buildings managed through LBG Property).

Sourcmg
Sourcing risk covers the risk associated with the actnvnty related to the agreement and management of services provxded
by third parties mcludmg outsourcing (excludes mtemal service arrangements).

People rlsk .

People risk is defined as the risk that LBG fails to provide an appropriate colleague and customer centnc culture, supported by
robust regard and wellbeing policies and processes; effective leadership to manage colleague resources; effective talent and
succession management; and robust control to ensure-all colleague-related requirements are met.

Regulatory and legal risk
The risk of financial penalties, regulatory censure, criminal or cml enforcement action or customer detriment as a result of failure
to identify, assess, correctly interpret, comply with, or manage regulatory and/or legal requirements.

24, Related party transactions

(a) Ultimate pa'renf and shareholding
The Company’s immediate parent undertaking is Scottish Widows Limited, a company registered in the United Kingdom.

" The parent \mdé\‘taking which is the parent undertakjhg of the smallest group to ;:onsolidale' these Financial Statements is Scottish

Widows Limited. Copies of the consolidated Annual Report and Financial Statements of Scottish Widows anlted may be obtained
from Insurance Secretariat, 69 Morrison Street, Edmburgh EH3 8YF. . .
The ultlmate.parent undertaking and controllmg party is Lloyds Banking Group plc, which is the parent undertaking of the largest
group to consolidate these Financial Statements. Once approved, copies of the consolidated Annual Report and Financial Statements

of Lloyds Banking Group plc may be obtained from LBG’s head office at 25 Gresham Street, London EC2V 7HN or downloaded
via lloydsb roup,com, . . :
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24 Related party transactions (contmued)
(b) Transaetlons and balances with related parties

The Company acts as an Authorised Corporate Director for 69 authorised OEIC sub- funds (2018 79). See note 28 for details of sub-
fund changes following the transfer of investment management agreements to SPW. .

A Transactions and balances i in respect of these sub-funds are as follows: . ] ‘
‘ 2019 " 2018

. £000 £000
OEIC sub funds )
Aggregate total transactlons for the year: . o . RS .
. Creations : ) . . : . ’ 2,526,816 3,254,040
Cancellations o ’ : ' 7,876,790 6,363,711
Aggregate amounts due to trustees and depositary: ' ’ T o I
Creations (payable) and cancellations receivable at the year-end L . 6,144 5,596
"+ Amounts received by the Company . e ‘ : - Co
. Gross annual investment management fees : K ’ ) 114,510 125,179
-Registrars fees . L ' . ’ 23,689 .. 25312
Amounts receivable at year end: ’ ‘ - . : L
Investment management fees . ) . : - 7,200 - 9,851
Registrars fees i R . 1,786 © 2,069
Managers box" . -
Managers box held at year end; - ) - - 2,751 . .3,850

Transactions belween the Company and other LBG companies

" The Company has entered into the following transactions with other related partIes during the year and holds the followmg balances
with other related parties at the end of the year: . -

2019 .
Income - Expenses Payable at Receivable
o o duringyear'  during year yearend  _atyearend
- : s . £000 .. £000 - £000 __£000
Relationship ' - . i
Parent ) ' - 76,633 24,328 - . 10,818 - - 15,827
Other related parties : ) .12 . 53,257 2,040 13,833
_ 2018 :
Income Expenses Payable at  Receivable at
during year during year year end year end
£000 £000 - £000 £000
. Relatronshlp . e . : ' ’ .
Parent . . . : 35,779 86,028 ) . 2,510 4,968
Other related partics - . C- 57,688 5,572 .. 12,512

The above balances are unsecured in nature and ar expected to be settled in cash.
Transactions between the Company and key management

Key management personnel are thosc persons having authomy and responsrblhty for planmng, dnectmg and contmllmg the acnvrtres of
the' Company which, for the Company, are the Directors. : :

- The Executive Directors consider that they receive no remuneration for their services to the Company. “The Non-Executive Directors
received short-term employee benefits and remuneration in respect of qualifying services since totalling £16.9k (2018 — £nil): None of the
Non-Executive Directors are entitled to receive share options, retirement benefits or amounts under long-term incentive schemes. -

Ks
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25. Contingent liabilities and capital commitments

26.

27,

28.

There were no contracted capital commitments at the. balance sheet date (2018: £nil).

The Group provides for potential tax liabilities that may arise on the basis of the amounts expected to be paid to tax authorities. This
includes open matters where Her Majesty’s Revenue and Customs (HMRC) adopt a different interpretation and application of tax
law which might lead to additional tax. The Group has an open matter in relation to a claim for group relief of losses incurred in its

former Irish banking subsidiary, which ceased trading on 31 Decémber 2010. In 2013 HMRC informed the Group that their

interpretation of the UK rules, permitting the offset of such losses, denies the claim; if HMRC’s position is found to be correct
management estimate that this woyld result in an increase in current tax liabilities for the company of approximately £20.8m
(mcludmg interest), The Group does not agree with HMRC’s posmon and, having taken appropriate advice, does not consider that

_this is a case where additional tax will ultimately-fall due.

Outsourcing oflong-standing”customer administration platform

The outsourcing contract signed with Diligenta on 25 Séptember 2017 provides for cértain future payments which are contingent on
contractual milestones being achieved. £6.8m relatmg to the share-of these future payments may be expensed to the Company as
incurred in future periods. :

Future accounting developments

There are no standards or interpretations that are not yet effective and that would be expected to have a matenal impact on the
Company. :

Evenis after the reporting date
There are no events after the reporting date.

Transfer of investment management agreements

On 9 Deéemtaer 2019 the Company ceased to act as the ACD fnr the Investment Portfolio ICVC and Multi-Manager ICVC. This

responsibility transferred to SPW ACD, a subsidiary of the Schroders Personal Wealth joint venture formed between LBG and Schroders
ple. In exchange for the transfer of the investment management agreements relating to these funds, the Company recexved £192.1m ini cash.
consxderatlon No assets or lmbxlmes of the Company were transferred to SPW ACD . . ’

As part of the process to complete the appropriate arrangement of sub funds within the ICVC’s bemg transferred to SPW, on 13 September
2019, seven funds were transferred out of Scottish Widows Unit Trust Managers Limited (SWUTM) Investment Solutions ICVC and into
SWUTM Investment Portfolio ICVC (Adventurous Solution, Balanced Solution, Cautious Solution, Defensive Solution, Discovery ..
Solution, Dynamic Solution and Strategic Solution). Three further sub-funds were transferred out of SWUTM Investment Portfolio ICVC -
and into SWUTM Investment Solutions ICVC' (Managed Growth Fund 2, Managed Growth Fund 4 and Managed Growth Fund 6).'

Following the transfer of the sub-funds between ACD’s in December, the related deferred orlgmatlon costs and deferred incoine balances
were released to the statement of comprehensive i income as they are deferred over the remammg contractual lifetime of each holding

- which ended with the transfer.
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