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CHESTER 'STREET INSURANCE HOLDINGS LIMITED
. (In Scheme of Arrangement)

STRATEGIC REPORT
FOR THE YEAR ENDED 31 DECEMBER 2018 *

“ The directors have pleasure in presenting their strategic report for the year ended 31 December 2018.
Review of business '

‘In early January 2001, the directors of Chester Street Insurance Holdmos Limited ( Holdings'), the
wholly -owned subsidiary of Chester Street Employers Association (the *Association’), received the

- preliminary ﬁndmgs of an actuarial review of its reserves, which indicated that a substantial increase
-would bé required in the level of its provision for claims incurred but not yet reported, particularly

. _insofar as that provision was for losses forecast to arise out of claims for asbestos-related diseases.

written many years ago. Thése findings reflected the impact of significant increases in.both the
number and average cost of asbestos-related disease claims notified during 2000.

. The Board of Holdings, having considered those findings and taken appropriate advice, determined -
- that Holdings' liabilities exceeded its assets and that Holdings was insolvent. On 9 January 2001, the '
High Court granted the petition of the directors for the appointment of Dan Schwarzmann and Colin

- Bird of PricewaterhouseCoopers LLP (' PwC’) as Provisional Liquidators, -

Following a unanimous vote of the creditors attending and voting at meetings held on S February
2001, a Scheme of Arrangement (the ‘Scheme’) was sanctioned by the Court on 28 February 2001
and became effective on 5 March 2001, with Dan Schwarzmann and Colin Bird of PwC as Scheme
' Administrators. On 25 July 2001, Mark Batten, also of PwC replaced Colin Bird as a Provnsxonal
4 quuldator and Scheme Admmxslrator ‘ _ S R

In 2007, an apphcatxon was made to the Court to discharge the Provisional Liquidators from office

* and this order. was granted on 15 August 2007. From this date Dan Schwarzmann and Mark Batten
were-no longer Provisional Liguidators of Holdings, but remained as Scheme Administrators. On 30
June 2017, Mark Batten retired as a partner of PwC. In accordance with the terms of the Scheme, the

_ Creditors’ Committee approved the appointment of Nigel Rackham, a director of PwC, as his
replacement as Scheme Administrator with effect from 1 July 2017.

At the end of March 2001, the Scheme Administrators set an initial payment percentage of 5%

_ pursuant to the Scheme. In May 2001, the Association of British Insurers (‘ABI’) announced that its

_ members would fund compensation for certain claimants, whose claims would otherwise fail to be -

met in full because their former employer was no longer able to pay and the claim failed to meet the

. Criteria for compensation by the’ Financial Services Compensanon Scheme (‘FSCS’), formerly the
Pohcyholders Protection Board ( PPB’ ).

‘ Payments to credltors under the Scheme began to be made in July 2001. The company is cooperating
_with its pohcyho!ders, FSCS, ABI and Department for Business, Energy and Industrial Strategyv
(*BEIS’), in order to ensure that claimants receive prompt payment

In accordance ‘with the Scheme the paymeént percentage is reviewed annually. Followmg actuarial
* advice and in consultation with the Creditors’ Committee, the payment percentage was reduced from
5% to 3% wnth effect from | January 2013.

i



CHESTF R STREET INSURANCE HOLDINGS LIMITED
(In Scheme of Arrangement)

 STRATEGIC REPORT
" FOR THE YEAR ENDED 31 DECEi\?’l‘BER 2018

Results ' :

The results for the year ended 31 December 2018 are set out in the incorne statement on pages 6 and - -
7. This year’s technical provisions have been adjusted according to the results of the year-end 2018 -
‘PwC actuarial projections of IBNR ‘claims liabilities. These projections are based on a combination.of -
stochastic and deterministic models, utilising Chester Street’s exposure and claims data and PwC's
market insights, with reference being given to the work of the Institute and Faculty of Actuanes UK

. -Asbestos Working Party (‘AWP'). : : :

Key ﬁnancml performance mdlcators

Since the Scheme became effective on 5 March 7001 the objective of the Scheme’ Administrators,
supported by the directors and Creditors’ Committee, has been to ensure that the business is run-off in:
as orderly manner as pOSSIble and in accordance with the terms of the Scheme.

The directors monitor the company s financial performance usmg the foIlowmg key ﬂnancual
performance indicators: . ,

2018 2017 .
| S fm  £m
Claims paid : 78.9 804 -
Profit for the financial year 148.4 289.8
Financial investments : C 138.8 "149.8
Technical provisions ' 1,907.2 2,1334

Principal risks and uncertamtles

The financial statements include a pl‘OVlSIOﬂ for the estimated outsmndmg insurance habllmes of the
company. The estimated outstanding insurance liabilities include provision for claims that aré not
expected to be agreed for many years, and there is considerable uncertainty as to: the amounts at
-which they will ulnmately be avreed :

In preparmg their repon on the estimated outstanding insurance liabilities of the company, PwC the
consulting actuaries, have worked to a number of assumptions agreed in consultation with the Scheme
‘Administrators. As disclosed in note 3, a significant degree of judgement is used in ‘assessing .
outstanding insurance liabilities, including those claims incurred but not reported the ulnmate cost of
_ Wthh cannot be known with certamty at the balance sheet date _ o

The chance in the-pravision for claims, as reported i in the Income Statement - Technical Account —
General Busmess on page 6; has been assessed by the directors and is consndered by them to be
approprxate : : '

* Future developments :
The company will continue to. mn—off claims arising under insurance pohcnes written prior to r
January 1990 in accordance with the terms of the Scheme .

o SRR : By order of the board ’
Comwall Court- ‘ . _ '
19 Cornwali Street : - ' _
Birmingham - N : C
B32DT. = .
- B o ' : RE&%M%.‘
Secretary .

- 18 September 2019



CHESTER STREET INSURANCE HOLDINGS LIMITED
' (In Scheme of Arrangement)

DIRECTORS’ REPORT
- FOR THE YEAR ENDED 31 DECEMBER 2018

The directors have pleasure in presenting thexr report and financial statements for the year ended 31
.- December 2018. ’

ADu'ectors .
. The directors of the company during the year are as shown on page 1. No dlrector is, of- was,
' beneﬁc:ally interested in the issued share capltal of the company

Employees :
" The company had 3 employees durmo the year

A 4Management services provtder
The Management Service Provider is Capita Insurance Services Limited.

- Political and charitable contributions
No contributions we:g made during the year.

Financial instruments ’
' The company’s financial instruments at the balance sheet date comprised mamly mvestmcnts bank_
~ balances and Scheme Credltors

The main risk arlsmg from the company's ﬁnancnal instruments is thId!ty risk.

Fmanmai assets ' :
' 'The company has no ﬁnancxal assets other than short-term debtors, cash at barik and mveslments

Regxstered number
03406899

. Statement of directors’ responsibilities :
~The directors are responsible for preparing the Strategnc Report, Drrectors Report and the ﬁnancxal
-statements in accordance with applicable law and regulations. ;

ACompany law requxres the directors to prepare financial statements for each financial year. Under that
law the directors havé elected to prepare the financial statements in accordance with United Kingdom
Generally Accepted Accounting Practice (United Kingdom Accounting Standards and. applicable
law). 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 these financial statements, the directors are requxred '

" to:

. select sultable accounting policies and then apply them consistently;
¢ make judgements and estimates that are reasonable and prudent, .
' state whether applicable UK Accounting Standards have been followed, subject to any material
departures disclosed and explained in the financial statements; and -
. prepare the financial statements on a break up basis as it is mapproprnate to presume that the
compzmy isa gomg concern. :



CHESTER STREET INSURANCE HOLDINGS LIMITED
B (In Scheme of Arrangement) '

DIRECTORS’ REPORT
FO_R THE YEAR ENDED 31 DECEMBER 2018
Statement of directors’ responsnbslmes (continued)-

The directors are responsnble for keeping adequate accounting records that are sufficient to. show and | -
explam 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 financial statements comply with the .

Companjes Act 2006. They are also responsible for safeguarding the assets of the company and hence ;
for taking reasonable steps for the preventlon and detecuon of fraud and other 1rregular1t|es :

Statement as to dISCIOSlll'e of information to audntors C .
So far as-the directors are aware; there is no relevant audit information (as defined by section- 418 of
the Companies Act 2006) of which the company’s auditors are unaware, and each director has taken

all the steps that they ought to have taken as a director in order to make one self aware of any relevant
audit information and to establish that the company's auditors are aware of that information.

Auditors , S : _
The auditors, Greenback Alan LLP, have expressed their willingness to continue in"office.

By order of the board -

Cornwall'‘Court
19 Cornwall Street
Birmingham
B3 2DT .

RE Bévdge_
Secretary |
18 September 2019



CHESTER STREET INSURANCE HOLDINGS LIMITED
: (In Scheme of Arrangement)

'INCOME STATEMENT |
 FOR THE YEAR ENDED 31 DECEMBER 2018

‘Technical Account - General Business
Discontinued operatlons ‘

Note 2018 2017
. ' £m . £m
Claims paid . , . o
- gross amount . - : : ' 73.8 73.8
- handling costs ‘ ‘ 5.1 6.6 .
- : .2 ~78.9- 80.4 -
- Change in the prov:snon for claims : : o '
- gross amount o ' : o (221.1) (363.0)
. - handling costs . - . - - (5.1) . (6.6)
- - - o ' - (226.2) (369.6)
~ Claims incurred ' S ' (147.3) (289.2)
. Net operating expenses : , - ~ - (0.5) - 2.9
Total technical charge B ' - (147.8) (286.3)
Balance on the technical account for general business - * 147.8 286.3



o CHESTER STREET INSURANCE HOLDINGS LIMITED
' (In Scheme of Arrangement) '

INCOME STATEMENT

'FORTHE YEAR ENDED 31 DECEMBER 2018

Non-Technical Account

2018 .

2017

. Discontinued operations . . Note

R £m £'m

Balance on the té,chnical account for general business 1478 . - 2863

Investment income ; 6 1.9 58
Unrealised losses on investments. (1.1) 2.1)

: R 0.8 37,

Investment expenses and charges _(0.2) " .(0.2)

" Profit on ordinary activities before tax 1484 280.8

Tax on ordinary activities - 7 - -
Profit retained for the financial year 1484 _ 2898




CHESTER STREET INSURANCE HOLDINGS LIMITED -
(In Scheme of Arrangement)

STATEMENT OF INCOME AND RETAINED EARNINGS

FOR THE YEAR ENDED 31 DECEMBER 2018

2018

2017

Note -
- BT ‘ » £'m. £'m
~ Discontinued operations ‘ ‘
" Technical account for general business 147.8 286.3
. Non-technical account 0.6 3.5
" Profiton ordiri.aij_acﬁvities before tax 1484 289.8 -
' Tax on ordinary activities 7 - -
. Profi_-t'f:or the financial year - 1484, . 2898
Retained loss at | January | (3,157.0) - (3,446.8)
 Relained loss at 31 December (3,008.6)

(3,157.0)



CHESTER STREET INSURANCE HOLDINGS LIMITED
" (In Scheme of Arrangement)

STATEMENT OF FINANCIAL POSITION

AS AT 31 DECEMBER 2018 .

Assets A - , _ :
. Note 2018 . 2017
' £'m ‘ £m -
- Investments ~ : ' I
Other financial investments- - . -8 1388. . - 149.8
Debtors B : .
Other debtors - : : o 0.6 07
S i i R S 0.6 . 07"
Other assets - . . ' -

Cash at bank and in hand . o : 24 . - .53
" Prepayments and accrued income : : : : - .
Accrued interest ' ’ ‘ 1.0 09
‘ Prepaid expenses , v - 1.2 1.4

2 : e . . , ‘ ' 22 23

“Total assets . — K i 1440 - 158.1 + -



- CHESTER STREET INSURANCE HOLDINGS LIMITED

(In Scheme of Arrangement)

STATEMENT OF FINANCIAL POSITION

AS AT 31 DECEMBER 2018
Liabilities - o ' A
Note 2018 2017
| | £m C£'m
Capital and reserves . . A : o

_ Share capital . . | 9 5.0 5.0
Share premium ) ‘ o 66.3 66.3
Profit and loss account (3,008.6) (3,157.0)

* Shareholders’ Funds (2,937.3) . (3,085.7)

- Technical provisions ) _ : "
Claims outstanding , ; 3 1,907.2 . 2,133.4
Provisions for other risks and charges - B 10(5) 29.8 33.0.
Creditors .

_'Other creditors - A A 09 1.7
Scheme creditors : ' . 2 1,142.5 1,075.2 ..
: 1,143.4 1,076.9
Accruals and deferred income 0.9 0.5
: - 144.0

Total liabilities

Apprbved by the board on 1_8‘ September 2019

BY Strigkland
Director

Wl.l Cain
Director B

10
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- CHEST ER STREET INSURANCE HOLDINGS LIMITED
' (In Scheme of Arrangement)

'NOTES TO THE FINANCfAL STATEMENTS

FORTHE YEAR ENDED 31 DECEMBER 2018 -

1 Accounting policies

_ General information

_ Chester Street Insurance -Holdings Limited (In Scheme of Arrangement) is a hmtted liability
company registered in England and Wales. The registered ofﬁce is Cornwall Court; 19 Cornwall
Street, Blrmmgham B32DT.

Basis of presentation.
These financial statements have been prepared in accordance with Fmancral Repomno Standard
102 “The ‘Financial Reporting Standard applicable in the United Kingdom and Republic of '
Ireland”, Frnancral Reporting Standard 103 “Insurance Contracts” and the Companies Act 2006. -
The financial statements have been prepared under the historical cost convention (as modified by
~ revaluation of certam assets -and the recognition of certain financial assets and habrlmes at farr,
‘ value)

The financial statements are presented in sterling (£) which i is also the funcnonal currency for ihe
company

Going concern

The accounts have been prepared on a ‘break-up bas:s as the company-is not a. gomg concern,
‘having entered into a Scheme of Arrangement with its creditors under section 425 of the
Compames Act 1985 (‘the Scheme’) on 5 March 2001. '

Cash flow statement . . .
. The company has-not prepared a cash ﬂow statement on the grounds that its parent undertaking
presents a consolldated cash flow statement that mcludes the cash flows of the company. '

'Basrs of accountmg
The annual basis of accountmg has been apphed to all classes of busmess

Investments - :
. Listed investments are’ stated at mrddle market value based on prices quoted by the relevant
exchanges » :

Investment income

All realised and unrealised gains are taken to the profit and loss account. Realised gams are
measured by reference to original cost. Since the company is no longer a gomg concem all the
mvestment return has remained inthe non-technical account.

' Drvndends recewed from companres in the United Kingdom are shown at the net amount received. -



CHESTER STREET INSURANCE HOLDINGS LIMITED
" (In Scheme of Arrangement)

NQTES TO THE FINANCIAL STATEMENTS

FOR THE YEAR ENDED 31 DECEMBER 2018

Accounting policies (continued)

Taxatnon
Taxation expense for the’ period comprises current and defemed tax recocmsed in the reportmg '
period: Tax is recognised in the proﬁt and loss account, except to the extent that it relates to items
recognised in other comprehensive income or directly in equity. In this case tax is also recognised
in othe; comprehensive income or directly inequity respectively.

‘Current or deferred taxation assets and liabilities are not discounted.

Currenr tax

Current tax is the amount of income tax payable in respect of the taxable profit for (he year or
prior years. Tax is calculated on the basis of tax rates and laws that have been enacted or
substantwe!y enacted by the period end.

Deferred tax :
. Deferred tax arises from timing. differences that are dlfferences between taxable proﬁts and total
comprehensive income as stated in the financial statements. These timing differences arise from
the inclusion of income and expenses in tax assessments in periods different from those in which. -
they are recognised in financial statements. :

Deferred tax is recognised on all timing differences at the reporting date. Unrelieved tax losses

and other deferred tax assets are only recognised when it is probable that they will be recovered S

.against the reversal of deferred tax liabilities or other future taxable profits.

Deferred tax is measured using tax rates and laws that have been enak:ted or substantively enacted

' by the period end and that are expected to apply to the reversal of the timing difference..
Judgements and key sources of estimation uncertamty

The preparation of financial statements requires management to make Judgements, esnmates and

assumnptions about the carrying values of assets and liabilities that are not readily apparent from.

other sources. The estimates and underlying assumptions-are based on historical experience and

_ other factors that are considered to be relevant Actuai results may differ.from these esumates

~ The estimates and. underlying assumptions are reviewed on a continuing basis. Revisions to

“accounting estimates are recognised in the period in which the estimate is revised if the revision
affects only-that period or.in the period of the revision and future periods if the revision affects
-both current and future penods

The key judgements and sources of estimation uncertainty that have a signiﬁcant’ effect on the
amount recognised in the financial statements are described below.

-
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CHESTER STREET INSURANCE ROLDINGS LIMITED o
: (In Scheme of Arrangement)

NOTES TO THE FlNANCIAL STATEMENTS

FOR THE YEAR ENDED 31 DECEMBER 2018

A;cqunﬁng policies (continued) ‘

Claims '

General business claims incurred include aH losses occurring during the year, whether reported or
not, related handling costs and any adjustments to cla:ms outstanding from previous years.
Significant delays are experienced in the notification and settlement of certain claims, particularly
in respect of liability business, the ultimate cost of which cannot be known with certainty at the .
balance sheet date. Outstanding claims provisions are based on the estimated ultimate cost of all
claims incurred but not settled at the balance sheet date. Any estimate represents a point within a .

range of possible outcomes. Further details of estimation techniques are given in note 3. Claims
'provnslons are not dlscounted o

) Clalms handlmg expenses

The provnsnon for claims handling expenses (whnch is included in the balance sheet w1th|n:
technical provisions - claims outstandmO) consists of all estimated future costs of negotiating and

". settling claims until the date that the directors have anticipated that all claims will have been

settled under the Scheme. No deduction has been made for anticipated investment income.

Run-off prov:s:on _ : : .
The run-off provision consists of all estimated operational costs (other than the cost of negotxatmo _
and settling claims) until the date that the directors have anticipated that all claims will have been .

~ - settled under the Scheme. This provision has been discounted at a rate justified by amlcxpated
,mvestment income. No further deductxon for antxc:pated investment income has been made.

Clanms

Claims paid in the profit and loss account reflect all amounts settled for defence costs and
damages claims as well as all claims handling costs. The payments include amounts settled by
policyholders, the FSCS, ABI and BEIS. Scheme creditors represent the pomon of agreed claims
which have been paid to the claimants by other parties, but which still remain a liubility of the

company. Claims handling costs in the period are offset, in full, against the technical provision.
. 1 . . .

Technical provisions
Below is a summary of the gross outstanding claims: : : ‘
: : : . 2018 2017
. : . _ . £mo £m
.Notified outstanding claims _ 3902 . 4201
Incurred but not reported claims L 1,458.7 1,649.9
4 _ ' 1,848.9 - 2,0700
Claims handling provision = = . 58.3 634
e : ' - 1,907.2 2,133.4

13



CHESTER STREET INSURANCE HOLDINGS LIMITED
(In Scheme of Arrangement)

‘NOTES TO THE FINANCIAL STATEMENTS

' FOR THE YEAR ENDED 31 DECEMBER 2018

3 . Technical provisions (éontinued)

The ultimate cost of outstandmo claims is estimated by using a range of standard actuanal claims .
projection techmques ‘The rmain assumption underlying these techniques is that past claim
development experience can be used to project ultimate claims costs. The approach adopted takes

into account. the nature and materiality of the business and type of data available. Skilled claims . -

_technicians applying their experience and knowledge to the circumstances of individual claims
generally set case estimates. -Additional” qualxlatwe input, such as allowance for one-off
occurrences or changes in legislation, policy conditions or portfolio mix, is also used in arriving at-
the estimated cost of claims, in order that it represents the most likely outcome taking account of ‘
all the uncertainties mvolved Claims provisions are > not discounted.

Fundamental uncertamty ) .
The company has a substantial exposure to dlsease claims arxsmg from employers' liability
A pohc1es written many years ago. The majority of lhlS exposure is in respect of asbestos '

There is a significant uncertainty over the ultimate out-turn of asbestos-related claims which
' reflects the limited data available particularly in relation to exposure analysis, the latency period
for asbestos-related claims and mortality profile of .claimants. The claims are extremely long tail |
in nature and thé latency period for these claims is significant. There is very limited available data
in respect of the number of employees of policyholders exposed to asbestos. The future. costs
arising from these claims cannot, therefore, be predicted with certainty. Accordingly, the
provision for claims outstanding in respect of asbestos-related claims relies on a considerable
‘degree of judgement as to the number of claims that will emerge, the timing of the claxms and the -
amounts at whtch they will be settled. :

' The‘ provision for disease claims is based on information currently available and the ultimate
liability may vary as a résult of subsequent information and eveats, and could result in significant
adjustments to the amounts provided. Adjustments to the technical provisions are reflected i in the

: accounts for the period in which the adjustments are made. - :

The technical provxsaons represem the directors' best estimate of the llkely outcome of the run-off
of thie company's insurance liabilities and are therefore not comparable with any figure that may
bé inferred from the level of the' payment percentage to Scheme Creditors set by the Scheme .
Administrators pursuant to the Scheme. The technical provisions are fundamentally uncertain °
because of the difﬁculty of forecasting the future development of the claims to which they relate.

Provision for claims handling expenses

* Included in the balance sheet within technical provisions - claims outstanding is the provision for
‘claims handling expenses of £58.3m (2017: £63.4m). This consists of all estimated future costs of
negotiating and settling claims until the date that the directors have anticipated that all claims will
‘have been settled under the Scheme. No deduction has been made for anticipated investment
income. The claims handling expense provision is fundamentally uncertain because of the
dlfﬁculty of forecastmc the future development of the claims to which they relate.

14



CHESTER STREET INSURANCE HOLDINGS LIMITED
(In Scheme of Arrangement). '

“ NOTES TO THE FINANCIAL STATEMENTS - -

. FOR THE YEAR ENDED 31 DECEMBER 2018

- 4 Run-off expenses

| A - | 2018 2017
Included in run-off expenses are: . _ £000  £000
. Auditors' remuneration . L o
- Audit services o ' 53 - 3]
-~ Other services : ' R ' 4 -3
. Directors’ emoluments (see note 4.1) ' _ . 51 . 50
4.1 Directors’ emoluments | ' , : 2018 2017
' o S : . £000 . £000
Aggregate emoluments , ' .51 S50
Aggl}égate emoluments of highest paid director o ! ,' 2018 '2(_.)17
S L o 4 : ' ‘ . £000. £000
Aggregate emoluments 23, 22
42 Employment costs. L
o . , 2018 2017
: - : : , - : £000 - £000
Wages and salaries - e 51- - 50 -.
- . Social security costs Co o ' , 4 4
‘ ' ‘ B ' 55 - 54
4.3 Average number of employees
The avérage number of employees during the year was 3 (2017: 3).
-5 Opérating expenses: _ _ L
. : Note - 2018 . 2017
A . o ‘ £m - £'m
(Decrease) / increase in run-off provision 10(b) (0.5) 29




' CHESTER STREET INSURANCE HOLDI_NGS LIMITED
‘ (In Scheme of Arrangement)

NOTES TO THE FINANCIAL STATEMENTS -

. FORTHE YEAR ENDED 31 DECEMBER 2018

6 _Investment income -

2018 2017
- : : £m £m
+ Income from investments . : -39 39
Realised (losses) / gains on investments o 2.0) . 1.9
‘ ' - 19 . 58
7 Taxatlon ‘

_ : 2018 2017 -

- Tax charge = : _ - £fm 0 £m
- UK corporation tax at 19% (2017: 19.25%) : o o -

.. Tax on profit on ordmary activities L. -

. Factors affectmg tax charge for period -

" The tax assessed for the year is lower (pnor year: fower) than the standard rate of corporatxon tax
in the UK The dlfferences are explamed below.

2018 2017
‘ . £'m £'m
" Non-technical account L :
Profit on’ordinary activities before tax . . ‘ 1484 289.8
Profit on ordinary activities multiplied by the standard rate of " o
" corporation tax in the UK-of 19%.(2017: 19.25%) - _ 282 . 558
Brought- forwzir‘d losses ut'xliéed '. - (282)  (55.8) -
Unutilised losses carried forward . ’ ' o
~ Tax charve for the year B - -

Factors affecting current and future tax charges -

. The tax rate for the current year is lower than the prior year, due to changes in the UK
" corporation tax rate, which decreased from 20% to 19% from | April 2017. Changes to the UK
corporation tax rates were substantively enacted as part-of Finance Bill 2016 (on 6 September
" 2016). These include reducltons to the main rate to reduce the rate to 17% from 1. April 2020.
~ Deferved taxes at the, balance sheet date have been measured using these enacted tax rates and .
reflected in-these financial statements
- 8 . Other financial investme‘nts : _
- : : Current Value . . Cost

2018 . 2017 2018 2017 .
‘ _ £m - £m £m. - £m
‘Debt securities and other fixed income securities 1388 1498 - = 1383 1482
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CHESTER STREET INSURANCE HOLDINGS LIMITED _
(In Scheme of Arrangement) :

NOTES TO THE FINANCIAL STATEMENTS

'FOR THE YEAR ENDED 31 EECEM'BER 2018

Share capital : S
. o 2018 - 2017
£m . £'m
‘Allotted, called up and fully paid- R | ‘ e
- 5,000,002 ordinary shares of £1 each ’ : 5.0 .- 50.

10

Provisions for other risks and charges

a) Deferred~ taxation

A potential deferred tax asset of £501m (2017: £526m) in respect of certain unutilised tax losses
has not been recognised as there is insufficient evidence that it will be recoverable. This asset
would be recovered should sufficient taxable profits be generated in future which would be.
eligible for relief against the unutilised tax losses. »

b) Provision for run-off expenses

2018 - 2017
. ' . - : - . £m . £'m
~"Balance at | January ’ . o 330 32,6
- Utilisation of provision : %)) - (2.5)
(Decrease) / increase in provision , : (0.5). .. 29

Balanceat3lDece_:mber" o I ~_ 298 - 330

The provis:ion for run-off expenses totals £29.8m (2017: £33m). This .consists of all estimated
operational costs (other than the cost of negotidting and 'settling claims) until the date that the

. directors have anticipated that all claims will have been settied under the Scheme. The provision

is fundamentally uncertain because of the difficulty of forecasting the future development of the

- claims. This provision has been discounted at 1.38% (2017: 1.15%), a rate justified by anticipated .

investment income. No further deduction for anticipated investment income has been made. The
undiscounted. provision is £34.5m (2017: £37.5m). The average settlement period assumed in

- discounting this provxslon is 10.2 years (2017: 10 6 years)

11

Parent undertaking

The company’s parent undertaking is The Chester’ Street Employers Assocnanon L:mlted a

company incorporated in England.

The ultimate holding company prepares. group accounts and copiés can be obtained from the
parent company’s registered office at Cornwall Court, 19 Cornwall Street, Birmingham, B3 2DT.
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CHESTER STREET INSURANCE HOLDINGS LIMITED
- (In Scheme of Arrangement)

NOTES TO THE FINANCIAL STATEMENTS

FOR THE YEAR ENDED 31 DECEMBER 2018

Contingen’t liabilities

The company has entered into an arrangement with the Assocnauon, whereby the company settles

the liabilities of the Association for the purpose of discharging its debts as they fall due.to
- creditors in the ordinary course of business, whilst it is in the interest of Holdings’ creditors. This

arrangement does not cover liabilities arising out of the Association's negllgence fraud, and
w1]fu1 default; breach of duty, breach of trust or other like action.

Note 3 gives details of the estimation techniques used in determining the outstanding claims '
provision. As stated in this note there is considerable uncertainty as to the quaritum of the ultimate

settlement of these liabilities. To the extent the ultimate cost is greater than that provnded there is

a contmgent liability in respect of this uncertamty

Segmental reporting -

-  The company ceased to write business in the liability insurance market segment thh effect from
* 1 Janvary 1990. : : -

Related phrty transactions

“In the opmlon of the directors, the following may be considered to be Related Parties in terms of

FRS 102:

a) the Scheme Admlmstrators (Partners in the United Kmodom firm of PncewaterhouseCoopers
LLP)

- 'b) the managemem services provider (Capata Insurance Services Limited)

_These transactions are fequired to be disclosed:

. Amounts paid in cash book during the year: - 2018 . 2017 .
4 : - £'m - £m
PncewaterhouseCoopers LLP o . . o ‘
-.  Scheme Administrators’ fees ' . 2.0 .20
- Other services and fees 0.2 0.3
Capxta Insurance Servuces Limited ' . R 4 49 .- - 64
Amounts mcluded in accruals at 31 December ' _ 2018 2017

' _ ‘ £m . £m.

: PrlcewaterhouseCoopers LLP _ 65 - - 02
Capita Insurance Services Limited . - 0.2 0.2
Amounts included in prepayments at 31 December: © 2018 2017 :

o L T £m £m
Capita Insurance Services Limited : _ : 1.2 14 -
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‘ CHESTER STREET INSURANCE HOLDINGS LIMITED
- (In Scheme of Arrangement) '

NOTES TO THE FINANCIAL STATEMENTS -

FOR THE YEAR ENDED 31 DECEMBER 2018

Related party transactions (cohtinued)’

‘ A'mdunts included in proﬁsions at 31 December: 2018 . ?.017
, : . ' ‘ £m £m
PricewaterhouseCoopers LLP S 27.1 . 30.0
Capita Insurance Services Limited : ~58. 3 634

The company has taken advantage of the exemption under FRS 102 not to disclose transacnons
" with other group compames where all of the votmc rights are controlled w1thm the group.

Contingent asset;. '

Under the terms of the Scheme, the company is able to pay elective defence costs. Where these
exceed the dividend payable by the company, the excess is set off against -future dividend
enntlements of the same pollcyholder .

' The FSCS has agreed that, in respect of defence costs incurred on pre 1972 claims made under the

Third Parties (Rights Against Insurers) Act 1930, it can be treated in the same way as a solvent

policyholder thus deducting defence costs funded by Holdings from dividends payable to FSCS, ‘

~ ona rolling account basrs for each mdlvndual msolvent pohcyholder

‘At 31 December 2018, the company had a contingent asset comprising the value of elective
defence costs paid in excess of dividend entitlements. The recoverability of this asset is dependent,
upon future claims arising from the same policyholders as-well-as the ultimate level of dividend

-payable and as such'cannot be estimated with reliability, and accordingly this asset is-not mcluded

in the Balance Sheet. .



INDEPENDENT AUDITOR’S REPORT TO THE MEMBERS OF CHEST ER S'I'REET
INSURANCE HOLDINGS LIMITED (In Scheme of Arrangement)

Opmxon :

. We have audited the - ﬁnanc:al statements of Chester Street Insurance Limited (In Scheme of
Arrangement) for the year ended 31 December 2018, which comprise ‘the income statements, -
statement of income and retained earnings, statement of financial position, and the related notes,
including a Summary of significant accounting policies. The financial reporting framework that has
been applied in.their preparation is applicable law and United Kingdom Accounting Standards,
including Financial Reporting Standard 102 ‘The Financial Reporting Standard applicable in the UK
. and Republic of Ireland' (United Kinc’dom Generally Accepted Accounting Practice).. . :

In our opmlon the financial statements ,

e give a true and fair viéw of the state of the Company’s affmrs as at 31 December 20]8 and of its
profit for the. year then ended; .

e have been properly prepared in accordance with Umtad ngdom Generally Accepted Accounting

. Practice;and -

0_  have been prepared in accordance wnth the requirements of the Compames Act 2006

- Basis for opinion ' .
" We conducted our .audit in accordance with International Standards on Auditing (UK) (ISAs (UK))

 and-applicable law, Our responsibilities under those standards are further descnbed in the Auditors’

responsibilities for the audit of the financial statements section of our report. We are independent of
the Company in accordance with the ethical requirements that are relevant to our audit of the financial -
statements in the United Kingdom, including the Financial Reporting Council’s Ethical Standard, and
we have fulfilled our other ethical responsibilities in accordance with these requirements. We believe
that the audit evndence we have obtained is sufficient and approprmte to provide a basis for our -
- opinion. -

_Key Audit Matter

-Technical prows:ons

Technical provisions mcluded on the Balance Sheet and detailed in Note 3 represent the directors
estimate of liabilities for future settlement of notified outstanding claims and incurred but not reported
claims, and for claims handling expenses. There is a considerable level of uncertainty as to the
amounts at which these will dltimately be settled. Due to the size of the balances and the degree of -

"uncertainty they constitute a key audit matter. Audit work was therefore focused on the claims, both o

open and closed, and the files to support the claims were tested in detail. The loss runs that
summarise these c]aims were examined for accuracy and completeness. The actuarial report was
. reviewed to ensure that the actuary was appropriately quahﬁed and that the . assumptions and
‘ methodologies applied were appropnate The resuiting provrsxon was then aoreed to the financial
statements. : :

" Emphasis of Matters
_ Technical provisions

"'We draw attention to Note 3 of the financial statements, which describes the techmcal provisions.
Given the nature of these issues, it is not possible to quantify the potential effects of the. resoiunon of
these uncertamues

Basis of prepamuon o :

We draw attention to Note 1 of the financial statemems The Company is not a going concern and the
directors do not consider it appropriate to adopt the going concern basis of accounting in preparing the
financial statements. Accordingly the financial statements have been prepared ona basis other than

~ going concern as descnbed in-Note 1.

Ou’r o_pinion‘ is not modiﬁed in respect of this matter.
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INDEPENDENT AUDITOR’S REPORT TO THE MEMBERS OF CHESTER S'I‘REE'I‘
INSURANCE HOLDINGS LIMITED (In Scheme of Arrangement} (contmued)

_Other information
. The directors are responsible for other information. The other information comprises the information
in the Annual Report, other than the financial statements and our Auditors’ Report thereon. Our -

opinion on the financial statements does not cover the other information and, except to the extent . .

otherwise explicitly stated in our réport, we do not express any form of assurance conclusion thereon.

In .connection wnth our audit of the ﬁnancmi 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 such material inconsistencies or apparent material misstatements, we are
required to determine whether there is a material misstatement in the financial statements or a material
misstatement of the other information. If, based on the work we have performed, we conclude that .
there isa matena! misstatement of this other information, we are required to report that fact..

We have nothing to report in thls regard.

Opinion on other matter prescnbed by the Compames Act 2006
In our opinion, based on the work undertaken i in the course of the audit:
e the information given in the strategic report and Dlrectors report for the financial period for
~ which the financial statements are prepared is consistent with the financial statements; and”
o the strategic report and the Directors report have been prepared in accordance with applicable -
legal requlrements : -

‘Matters on which we are requlred fo report by exception :
In the light of the knowiedge and understanding of the Company and its environment obtamed in the
course of the audit, we have not identified material misstatements in the strategic report and
Dlrectors repon

We have nothmg to repon in respect of the followmg matters where the Compames Act 2006, requires -
us to report to you if, in our opinion: ’
» adequate accounting records have not been kept, or returns adequate for our audit have not been
_received by branches not visited by us; or :
the financial statements are not in agreement.with the accounting records and returns; or
_ certain disclosures of directors’ remuneration specified by law are not made; or ‘
" we have not rectived all the information and explanations we requnre for our audit; or
the directors were not entitled to prepare the financial statements in accordance with the small
companies regime and take advantage of the small companies’ exemptions in prepanng “the
Directors’ Report and from the requurement to prepare a Strategic Report.

Responsubllltzes of directors :

" As explained more fully in the statement of directors’ responsnbllmes set out on page 4 and -5, the
directors are responsible for the preparation of the financial statements and for being satisfied that =
they give a true and fair view, and for such internal control as the directors determines necessary {o
enable the preparation of fmancxal staternents that are free from material misstatement, whether due to
fraud orerror..
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INDEPENDENT AUDITOR’ AS REPORT TO THE MEMBERS OF CHESTER STREET
[NSURANCE HOLDINGS LIMITED (In Scheme of Arrangement) (contmued)

Our responSIbllltles for the audit of the fi nanclal statements :
Our objectives are to obtain reasonable assurance about whether the ﬁnancnal statements as a whole
are free from matenal misstatement, whether due to fraud or error, and to issue an Auditors’ report

" that includes our oplmon 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 basis of these financial statements.

A further descnptlon of our responsibilities for the audit of the financial statements is located on the

Financial Reporting Council's website at: www.frc.org. uk/audltorsresponslbllmes This descrxpnon S

forms part of our Auditors’ report.

Use of our report : .
This report is made solely to the company's members, as a body, in accordance with Chapter 3 of Part -
16 of the Companies Act 2006. Our audit work- has been undertaken so that we might state to the
Company’s members those matters we are required to state to them in an Auditors’ report and for no
" other purpose. To the fullest extent permitted by law, we do not accept or assume responsxblhty to

anyone other than the Company and the Company’s members as a body, for our audit work, for thlS
report; or for the opinions we have formed. :

. Jonathan Richard Fis'he( (Senior Statutory Audifor)

for and behalf of .
Greenback Alan LLP

Chartered Accountants
‘Statutory Auditor

- 89 Spa Road
London

- SEI63SG

18 September 2019
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