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C h air’ s Statement
I ntroduction and Purpose of  th e G roup

I n 18 6 6 ,  serv ing Police officers formed an organisation run by the Police for the benefit of the Police and their families and this w as ex panded to the 
Military in 2014 .  

I  w as honoured to be appointed Chair of Police Mutual in May 2019 and this is the first time I  w ill present the Annual Report.  T hose w ho attended 
the 2019 AG M w ill remember that I  said the 2019/ 20 year w as lik ely to be one w here there w ould be difficult choices to be made.  T his has prov en to 
be the case.  I  also promised that I  w ould lead the B oard to ensure our choices w ould alw ays be in Members’  best interests.  I  hope the statements in 
this Annual Report and Accounts w ill ev idence that w e hav e done so.  

W e are a financial serv ices mutual w ith the intent to mak e it simpler for our Members to obtain financial serv ices that meet their needs,  and as part 
of the w ider support to our Members w e prov ide free educational serv ices,  health check s and respite care through the Police Mutual Foundation set 
up in 2011.  T o deliv er the G roup’ s purpose w e need to ensure that the G roup can meet its ongoing regulatory capital req uirements and that it can 
fund all ongoing liabilities,  as they arise,  from the income that it generates,  w ithout req uiring ongoing funding from its capital reserv es.  I n practice,  
this means that the G roup should cov er all its costs w hether they are operational costs in running the business,  inv estment and dev elopment costs 
for system and process enhancements and other liabilities such as enhanced payments to the pension scheme to cov er any funding deficit.  

W hen I  first j oined the B oard in 2014  the G roup w as smaller,  but ov er the years w e hav e continued to grow  through div ersifying our products and 
acq uiring businesses that support our Members’  needs.  T his div ersification strategy w as agreed by the B oard to support the strategic intent of 
strengthening the Society’ s capital.  B enefits for Members w ere ex pected through deliv ering a broader serv ice and low er ov erall costs w hich w ould 
benefit Members through low er prices or “ giv e back ”  through the Foundation but also allow  inv estment in the business and ultimately a stronger 
capital base.

Against these strategic aims the results continue to be mix ed.  W hile benefits hav e been deliv ered to Members in prov iding w ider support for their 
financial needs,  the G roup has continued to mak e losses.  Some of these losses reflect costs from the div ersification strategy,  others relate to our 
scale w ith ex penses ex ceeding income as w e hav e suffered directly from reductions in policing numbers and,  in particular,  new  recruitment –  critical 
to our Member interactions and business model.  As prev iously highlighted,  follow ing the introduction of the Solv ency I I  capital regime in 2016 ,  and 
the ongoing low  base rate env ironment,  our capital position has continued to deteriorate.  T he B oard has concluded that the G roup cannot continue 
to meet its purpose w ithout further maj or change and has been activ ely pursuing broader strategic options w ith the aim of securing the long term 
future.  T he B oard is pleased to announce that on 24  April 2020,  a transfer agreement w as signed w ith Royal London w hich w ill see the Society’ s 
business transfer to Royal London during the second half of this year.  I n the unlik ely ev ent that this transaction fails to complete,  the B oard has made 
the decision that the Society w ill close to new  business and the fund w ill be put into run off,  to protect our ex isting Members’  interests.  

Perf ormance of  th e G roup and th e E conomic E nv ironment I mpacts

2019 has been a challenging year for the G roup.  W e hav e continued to reduce recurring costs to align to our income lev els.  H ow ev er,  w e hav e also 
spent money on rev iew ing our strategy and hav e suffered an increase in pension liabilities follow ing the annual accounting v aluation,  w hich led to 
an ov erall loss for 2019.  

T his focus on rightsiz ing the business has resulted in the G roup reducing its in year operating loss,  this has been achiev ed through ongoing 
management of ex penditure and improv ed profitability of the subsidiary companies.  I ncome has seen modest increases in Police life,  mortgages and 
I FA income,  but this has been offset by low er net healthcare rev enue due to higher claims and a falling general insurance book .  Military performance 
has been impacted by additional spend to create a longer term v iable business.

I n 2019 the U K  and G lobal macro- economic env ironment ex perienced significant v olatility reflecting mark et nerv ousness on the outcome of B rex it,  
the threat of a global economic slow dow n and U S trade tariffs.  T he financial mark ets ended the year strongly follow ing the result of the U K  general 
election.  O ur inv estment fund is inv ested across global eq uities (q uoted on the U S,  U K ,  J apanese and E uropean Stock mark et indices),  U K  property,  
corporate bonds and cash.  T he 2019 inv estment returns on our Life fund w as a positiv e 7 . 7 %  return against 2018  negativ e return of 3 . 8 % .  T he 5  year 
return for our w ith- profits policies w as 4 . 4 %  p. a.  

N eedless to say,  the start of 2020 has been v ery different.  T he impact of the Cov id- 19 v irus has had and w ill continue to hav e a significant adv erse 
effect on financial mark ets and indiv iduals.  W hilst this situation is dev eloping rapidly,  w e w ill follow  gov ernment adv ice and implement strategies to 
support our policyholders and Members,  as w ell as safeguarding our w ork force.  W e hav e also tak en significant steps to protect the financial position 
of the G roup and thereby the benefits for our Members.  T he significance of this pandemic and its impact on mark ets,  demonstrates the importance 
of financial strength to protect policyholders security and support policy payouts.  T he agreed transfer to Royal London w ill lead to greater security 
for transferring policyholders.

N otw ithstanding all the changes ex perienced internally in the G roup through the acq uisitions,  cost sav ing initiativ es and changes in the E x ecutiv e,  
I ’ m pleased to report that our N et Promoter Score (a measure of customer loyalty based on the q uality of their relationships) has remained v ery high 
at 4 1 (prior year 4 4 ).  Additionally 7 4 %  of our Police Members w ould recommend us,  w hich is ex ceptionally high compared to other financial serv ices 
companies and the industry av erage.  
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C h air’ s Statement ( continued)
Risk Manag ement

I n light of our financial position the G roup w as subj ect to heightened regulatory scrutiny throughout the year w ith ex tensiv e dialogue w ith the 
Prudential Regulation Authority (PRA) and the Financial Conduct Authority (FCA) on dev eloping and ex ecuting appropriate recov ery actions.  T he 
G roup maintains appropriately resourced risk and compliance functions w hich prov ide independent ov ersight of risk s facing the business w ith regular 
reporting to the Managing B oard and its sub- committees on the effectiv eness of management’ s response to these risk s.  A particular focus for the 
year w as on recognising the k ey strategic risk s facing our business and in supporting management in determining the most appropriate strategic 
options for consideration by the Managing B oard.

I mprov ing  Liv es

D emonstrating financial strength,  ongoing controls and ov ersight to ensure that the G roup deliv ers its financial and regulatory responsibilities enables 
us to deliv er activ ity that focuses on improv ing financial w ellbeing in the Police and in the Military.

I n 2019:  

W e deliv ered 97 9 free financial education courses,  helping ov er 17 , 5 00 Police officers and staff to mak e sense of their finances.  W e funded around 
1, 6 00 health screenings across the U K ,  helped 114  families w ith a respite break and 25 0 people hav e contacted our Care Line serv ice regarding 
v arious physical,  mental health and other concerns helping Police employees and their family Members.  I n addition,  w e prov ided funding for maj or 
policing ev ents such as the Police B rav ery Aw ards and helped causes including the U K  Police Memorial and the Care of Police Surv iv ors (CO PS) 
charity.  W e w ere also pleased to continue running our ‘ H ercules initiativ e’  w here w e prov ide refreshments v ia a mobile facility,  deliv ering 228  ev ents 
seeing ov er 18 , 000 people.  O v er 1, 3 00 RSPs w ere tak en out on the day of the ev ents.

For Members of the Military family w e deliv ered 7 03  free financial education sessions,  offering information and guidance through both one- to- one 
and group briefings,  helping 17 , 114  indiv iduals to understand the importance of tak ing control of their finances to protect their future.  W e also helped 
3 9 families tak e much needed time out on respite break s.  I n addition,  w e sponsored ov er 5 0 sports teams,  ev ents and activ ities such as the W inning 
RE ME  Field G un T eam,  Royal N av y Rugby League,  Royal N av y B ox ing,  Royal Marines Football,  Army H ock ey and the Army Cup,  Royal Armed 
Corps Rugby,  RAF H ock ey and RAF G olf.

W e introduced sev eral new  initiativ es aimed at raising brand aw areness including a specific and targeted campaign to increase aw areness of our 
Regular Sav ings Plans (RSP) and G eneral I nsurance offer in Police Staff v enues,  w e launched “ Alpha Pup”  to support product sales,  increased 
communications to promote adv ocacy through the Force Authorised O fficer (FAO ) channel and launched a new  mobile enabled w ebsite to support 
our commercial aspirations.

W ithin Forces Mutual,  w e engaged w ith a brand adv ocate,  O llie O llerton,  to re- think our face to face presentations,  w e continued w ith our successful 
running of canteen ev ents and w e launched our new  K it &  Personal Possessions I nsurance policy and its online application j ourney.  W e also added 
an online application facility for Motor I nsurance.

G ov ernance and th e B oard

T he B oard continues to operate rigorous ov ersight of the business through regular B oard meetings and through the sub- committees prov iding 
ov ersight and challenge to ensure the agenda and aims for the Risk ,  Audit,  I nv estment,  Remuneration,  N omination and W ith- Profits Committees 
are deliv ered.

J ohn Perk s w as appointed G roup Chief E x ecutiv e in April 2019 and took ov er responsibility from Mik e K irsch w ho had been in place as interim CE O  
from D ecember 2018 .  I  w ould personally lik e to thank J ohn for the outstanding contribution he has made since j oining us.

Looking  Ah ead and Future Strateg ic D irection

2020 w ill be an important year for the Society as it w ill see the completion of the planned transfer of the Society and its subsidiaries to Royal London’ s 
main fund.  I  fully believ e this transaction to be in the best interests of the Society,  the w ider G roup,  our Members and our policyholders and w ill secure 
the long term future of Police Mutual,  our brand and our purpose.

I n closing,  on behalf of our B oard and Committee of Management,  I  w ould lik e to thank colleagues across the G roup,  our V olunteer Authorised and 
Force Authorised O fficers,  along w ith our distribution and business partners for their support in deliv ering and contributing to our 2019 results.

J ulie H opes

Managing B oard Chair

29 April 2020
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C h ief  E x ecutiv e’ s Statement
2019 H ig h lig h ts

£ 7 8 7 m
T otal Assets under manag ement including  cash  ( 2018 :  £ 8 05 m)

£ 4 7 m 
Fall in Society Fund f or Future Appropriations to £ 6 6 m 
( 2018 :  £ 118 m)  w h ich  represents th e reduction in our 
f inancial streng th

4 3 1
N umb er of  employees supporting  our af f inities ( 2018 :  4 91)

8 6 %
Annual retention rate on our motor and h ome insurance 
products,  w h ich  compares f av ourab ly to th e industry 
( 2018 :  8 9% )

£ 13 2k
Paid out to support our Police Foundation ( 2018 :  £ 3 00k)

£ 13 8 m 
Maturing  Policies paid out to Memb ers ( 2018 :  £ 125 m)

5 , 129
N umb er of  h ealth care claims paid ( 2018 :  4 , 3 4 2)

1, 6 8 2
Free educational seminars prov ided to our af f inities 
( 2018 :  1, 14 5 )
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C h ief  E x ecutiv e’ s Statement ( continued)
I  w as v ery honoured to j oin Police Mutual as its new  CE O  in early 2019.  For me,  I  hav e alw ays v iew ed financial serv ices as something critical to 
improv ing people’ s liv es,  from the v ery first insurance companies from the 17 th and 18 th centuries w here people came together to help each other.  
T his is not about mak ing money,  this is about serv ing real people,  w ith real liv es and real w orld challenges.  Police Mutual is the epitome of this 
mindset,  continuing to act on a not- for- profit basis for the benefit of our Members and customers.  W e are priv ileged to be in a position to support our 
affinities,  and w e in the business are proud to be able to do w hat w e can to improv e the liv es of the Police and Military.

O ur B usiness Model
Police Mutual is a financial serv ices mutual prov iding financial serv ices and financial w ellbeing support to the Police,  and has been operating since 
18 6 6 .  I t w as originally set up for the Police by the Police Serv ice to prov ide financial and w elfare support to colleagues and their families in time of 
need and w e continue to do so.  T his w as ex panded in 2014  to offer serv ices to the Military.

Police Mutual is ov erseen by the Committee of Management,  w ho are either serv ing or former Police officers or Police staff,  or professionals w ith 
relev ant life company ex perience.  T hey prov ide inv aluable support and insight into the issues that our Members are facing and how  these impact 
their financial needs.

I mprov ing the liv es of our Members and our customers is at the heart of ev erything w e do and,  w hile times may hav e changed ov er the last 15 0 years,  
that belief is core to ev erything that w e do.

W e offer the follow ing propositions to our Members and customers through our teams,  w ho can deliv er support face to face or v ia the telephone,  
and through our online and digital serv ices.

SuSSorting our Members¶ and Customers¶ financial needs by

Savi ng for your future
•  Regular Sav ings Plan
•  Fix ed T erm I SA
•  Protected G row th I SA
•  Anytime Access I SA
•  Stak eholder Pension

I nsurance for you
•  H ome insurance
•  Motor I nsurance
•  T rav el I nsurance
•  K it I nsurance
•  Renters’  I nsurance

Protection for you
•  Mortgage Protection
•  Life Cov er
•  Critical I llness Cov er
•  Priv ate H ealthcare
•  Personal Accident

H elping you borrow
•  Personal Loans
•  Residential Mortgages
•  B uy to Let Mortgages

Advi ce for your future
•  I ndependent Financial Adv ice

Supported by the Foundation provi ding 
•  Free financial education sessions 
•  Respite care and helplines
•  D onations and sponsorships supporting the Police and Military

2019 Strateg ic and O perational Rev iew
O ne of my immediate task s as the new  CE O  w as to conduct a strategic rev iew  for the business,  against the back drop of a challenging mark et,  w ith 
declining Police and Military numbers,  and our financial position w eak ened.  D espite those challenges,  it w as also clear that the underlying business is 
strong,  w ell- embedded into our affinities,  and w ith this access is able to prov ide w ider serv ices in a w ay that most commercial organisations cannot.  
T he strategic rev iew  w as focused on ensuring that current Members remained secure,  and that w e could create a stronger and sustainable business 
into the longer term.  I  am grateful to the many colleagues w ho w ork ed hard to adv ance this w ork ,  w hile still maintaining a focus on our Members.  
T he strategic rev iew  has now  concluded and I  am delighted to announce that the B oard has signed a transfer agreement w ith T he Royal London 
Mutual I nsurance Society Limited (Royal London),  a much larger,  financially robust mutual to w hich the Society w ill transfer during the second half 
of 2020,  along w ith our subsidiary businesses.  T his transaction creates a new  chapter in Police Mutual’ s long heritage and w ill secure the future 
of the G roup,  its Members and policyholders,  and w ill enable the Police Mutual brand and w hat it stands for to continue to operate in a much more 
financially secure env ironment.

As w ell as this comprehensiv e strategic rev iew ,  w e also progressed in- flight actions dating from our 2017  and 2018  goals that targeted improv ements 
in cost base,  capital strength and risk management capability.  T he k ey progress against these aims in 2019 has been:  

•  Against our strategic aim of strengthening our capital through reducing losses,  good progress has been made in rightsiz ing the business and 
w e hav e reduced our underlying operational cost base.  T his has been deliv ered through headcount reduction,  consolidating our suppliers 
and good cost discipline.  W e continue to seek w ays to create efficiencies w hilst balancing the focus on maintaining Member serv ices and 
supporting our affinities more broadly.  

•  W e mov ed to a single inv estment asset manager,  B MO ,  in D ecember 2018  for all inv estments ex cept our property holdings and are currently 
w ork ing w ith them to complete the transition to ensure appropriate management of assets on behalf of our Members.  Alongside B MO  w e 
hav e w ork ed to max imise inv estment returns recognising mark et uncertainties in respect of B rex it,  U S/ China trade w ar and more recently 
the dev astating social and financial impact of Cov id- 19 w hilst remaining cognisant of our financial position and ability to tak e inv estment risk .  

•  At the beginning of the year the Managing B oard’ s Risk Committee noted the achiev ement of the risk function’ s target effectiv eness rating and 
the bolstering of its resources through the establishment of the Financial Risk team from 1 J anuary,  w ith both the Compliance and Finance 
Risk functions implementing their respectiv e target operating models and maintaining resourcing at an appropriate lev el throughout the period.  

•  T he closure of the B asingstok e office w as completed during 2019,  w hich has reduced our number of offices to tw o.
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C h ief  E x ecutiv e’ s Statement ( continued)

2019 Strateg ic and O perational Rev iew  ( continued)
•  As a conseq uence of the ex pense reduction initiativ es and ex tensiv e strategic options w ork progressed during 2019,  w e moderated our 

ambition for the pace at w hich w e could mov e tow ards the desired risk appetite range.  O ur risk and compliance functions focused on supporting 
management in improv ing the operating effectiv eness of our internal risk and control framew ork s and prov iding enhanced lev els of assurance 
to the Managing B oard.  G iv en this business strategic uncertainty w e w ere subj ect to heightened scrutiny from our k ey regulators,  the PRA 
and FCA w ith regular and transparent conv ersations being held w ith the intent of prov iding confidence ov er the business’ s future direction.

•  W e completed the implementation and associated embedding of the I nsurance D istribution D irectiv e (I D D ) and ex tended the req uirements of 
the senior manager and certification regime (SMCR) to the regulated subsidiaries.

W e continue to rev iew  our products to ensure that they are meeting Member needs and the follow ing are k ey to note for 2019- 2020:

•  T here continues to be regulatory focus on motor and household insurance prices,  specifically about the price differential betw een new  and 
renew al business and the treatment of v ulnerable customers in this contex t.  W e are fully supportiv e of the FCA inv estigations and are aligned 
w ith the AB I  guiding principles and action points (G PAPs) for general insurance pricing.  Police Mutual w ork s w ith our I nsurer Partner to ensure 
that a fair price is offered to Members w hether they are new  or ex isting and irrespectiv e of their tenure w ith us.  W e w ill consider and mak e any 
necessary adj ustments to our pricing policy w hen the FCA release their final report,  ex pected in early 2020.

•  W e launched a new  Military k it product in September that prov ides a simpler and more cost effectiv e product to our Military customers,  combined 
w ith digital access.  D uring 2020 w e w ill be look ing to w iden the protection product range to our Military customers by adding additional insurers.

•  O ur healthcare scheme handled 5 , 129 claims in 2019 and our Members receiv e treatment w ithin an av erage of 7  w eek s,  sav ing 11 w eek s 
compared to av erage N H S w ait times.

•  For Regular Sav ings Plan policies that matured on or after 18  March 2019 the net of tax return generated w as 3 . 6 %  p. a. ,  (based on a male,  
aged 3 0 nex t birthday paying £ 5 0 per month ov er a 10 year term).

2019 C onsolidated Financial Results

 2019  2018

 £ m  £ m

Premiums,  inve stment income/ move ments,  other income  14 5 . 4  104 . 3

Claims,  technical provi sion move ment,  inve stment costs (14 7 . 6 ) (106 . 1)

N et mov ement on premiums/ claims ( 2.2) ( 1.8 )

O perating costs (14 . 4 ) (13 . 1)

Subsidiary net Srofit  4 . 4  1. 1

N et loss b ef ore g oodw ill,  pensions and tax ( 12.2) ( 13 .8 )

G oodw ill amortisation (4 . 0) (6 . 8 )

Pension costs (1. 2)  2. 2

T ax (1. 9)  0. 4

C h ang e in FFA ( 19.3 ) ( 18 .0)
 
T he Society only result for the year is a deficit of £ 4 7 . 3  million,  £ 28  million more than the consolidated deficit.  T his difference relates primarily to a net reduction of £ 27 . 5 m 
in the carrying v alue of subsidiaries less div idends receiv ed.

W hile the G roup has achiev ed its obj ectiv e of improv ing operational financial performance as show n abov e by reducing the net loss before goodw ill,  
tax and pension mov ements from £ 13 . 8 m to £ 12. 2m,  this is nonetheless a disappointing result and together w ith the ov erall unsustainable financial 
position has led to the G roup signing an agreement to transfer its business to Royal London.  A number of factors hav e contributed to this result,  
w ith significant losses crystallising on past inv estments such as N eyber,  and costs incurred in addressing issues in the Military business and the 
strategic position of the G roup.

T he net underlying loss on the life book of £ 2. 2m has remained similar to the net loss of £ 1. 8 m recorded in 2018 .  W ithin this balance,  the ov erall 
v alue of the life book continued to fall,  w ith a deficit of premiums receiv ed less claims paid being £ 3 9. 3 m (2018 :  £ 22. 0m).  U nderlying inv estment 
performance w as stronger during 2019 w ith a net gain of £ 4 2. 0m compared to net loss of £ 27 . 6 m in 2018 .  I ncluded w ithin the inv estment gain for 
the year is a reduction in the carrying v alue of the debt due from our personal lending product offered through N eyber of £ 8 . 4 m and a w rite off of the 
remaining v alue of our eq uity holding in N eyber of £ 4 . 2m,  further commentary on N eyber is set in note 16 .  D uring the year,  there w as a change in 
inv estment manager resulting in a sav ing of £ 0. 9m on inv estment management fees.  T he net mov ement on the technical prov isions w as a deficit of 
£ 4 . 4 m in 2019 compared to a gain of £ 4 9. 1m in the prior year.  

O perating costs increased by £ 1. 3 m from 2018  lev els.  W hilst strong control has been maintained on day to day ex penditure,  one off costs relating 
to strategic w ork and redundancies of £ 1. 4 m contributed to the increase (2018  one offs w ere £ 0. 1m).

I ncome generated by the subsidiary companies increased by £ 0. 9m w hilst costs decreased by £ 2. 3 m generating additional profits of £ 3 . 3 m compared 
to 2018 .  I ncome includes commission and reinsurance premiums receiv ed on general insurance sales,  I FA adv ice,  healthcare subscriptions,  mortgage 
and personal loan introductions.
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C h ief  E x ecutiv e’ s Statement ( continued)

2019 C onsolidated Financial Results ( continued)
T he Police Affinity saw  reductions in general insurance commissions of £ 1. 0m and increased healthcare claims,  w hich reduced net health income 
by £ 1. 5 m.  O ur general insurance cov er for home and motor continues to hav e substantially higher retention rates w hen compared to the mark et of 
8 7 %  and 8 4 %  respectiv ely and w e hav e seen increased demand for our mortgage,  I FA and healthcare offering w hen compared to 2018 .  T he 2019 
figures also benefitted from a one off profit share receipt of £ 1. 5 m relating to our reinsurance business.  

Military Affinity performance has continued to be impacted by low er recruitment and restructuring in the Army resulting in few er briefings and therefore 
low er sales to recruits.  T he 2018  income included a prov ision of £ 1. 2m against income reflecting higher cancellation rates on our V itality Life product 
to reflect repayments w e ex pect to mak e ov er the nex t four years.  W hilst w e w ere able to release j ust ov er £ 0. 3 m of this prov ision in 2019,  underlying 
income has fallen from £ 7 . 7 m in 2018  to £ 6 . 2m in 2019.  A number of actions w ithin the Military business hav e been tak en to address declining income 
lev els and new  strategies are being implemented going forw ard.  

At the beginning of 2018 ,  an agreement w as reached w ith the T rustee of the Staff Pension Fund to address the deficit in the pension fund by mak ing 
an annual capital contribution of £ 3 m for six years.  T he pension fund deficit has fallen from £ 14 . 1m at 3 1 D ecember 2017  to £ 7 . 7 m at 3 1 D ecember 
2019 partly as a result of these additional contributions.

O ur capital position as at 3 1 D ecember 2019 w as 14 6 %  of our Solv ency Capital Req uirement (SCR) (2018 :  15 6 % ) and as mentioned earlier,  there 
has been increased focus on the liq uidity and q uality of our capital w ith the aim to strengthen both.  T he planned transaction w ith Royal London is 
the main management action to address this.

Sub seq uent E v ents 
C O V I D - 19
After the year end,  the impact of the Cov id- 19 v irus has created and w ill continue to create unprecedented social and economic pressure across 
the globe.  At the date of this report,  the response to and adv ice in respect of Cov id- 19 from the U K  gov ernment is ev olv ing rapidly and the impact 
on businesses and indiv iduals is uncertain.  

I n recent w eek s,  the financial mark ets hav e ex perienced ex treme v olatility in eq uity,  bond and commodity prices.  I n addition to this,  the threat of 
an oil price w ar has prov ided further mark et uncertainty.  Significant actions to address economic issues and concerns hav e already been tak en by 
national gov ernments and central bank s and,  in the U K ,  by the B ank of E ngland and through the March 2020 budget.  

T he impact of these mark et mov ements on our w ith- profits policyholder returns has been limited due to the eq uity hedging arrangements w e hav e in 
place and w e hav e also tak en inv estment policy decisions to reduce our eq uity ex posure and ov erall inv estment risk .  

W e hav e also made an interim bonus declaration w hich had and w ill continue to hav e the impact of reducing maturity and surrender payments to 
reflect the falls in mark ets and to reduce the financial impact of our payment smoothing.  T he maturity v alues w ill be reduced by approx imately 5 % ,  
although w ill still be abov e the unsmoothed asset shares,  and surrender v alues by about 10% .  B onus rates w ill continue to be monitored w ithin 
the contex t of stock mark et mov ements.  T he G roup w ill continue to monitor the mark ets and tak e appropriate action to protect the interests of our 
policyholders and Members to the best of our abilities.  

W hilst U K  gov ernment adv ice in respect of safeguarding indiv iduals and controlling the spread of Cov id- 19 is emerging and changing rapidly,  w e 
hav e set up an I ncident Management T eam (I MT ) to dev elop plans in response to this adv ice and to implement policies to protect our staff.  T hese 
inev itably inv olv e more home w ork ing across our business to support the gov ernment’ s driv e to reduce social contact for a period.  W e hav e made 
good progress,  and believ e that w e w ill be able to support homew ork ing for almost 100%  of our staff w ithout a significant impact on serv ice standards.  
T he directors accept that during a period of ex ceptional change,  focus on the integrity and effectiv eness of internal controls must not diminish and 
w here processes hav e needed to change,  these changes hav e been documented and approv ed.

T he ex tent and duration of the impact of Cov id- 19 is v ery difficult to predict.  W e do ex pect there to be disruption to our sales activ ity.  Face to face 
sales w ill be impacted by trav el and social engagement restrictions,  illness can affect both our staff and potential customers,  and,  perhaps most 
importantly of all,  our customers may w ell hav e higher immediate priorities than sav ing and inv esting.  E q ually,  home and motor insurance remains 
important and online and telephony channels mean w e w ill not see a complete cessation in business v olumes.  I n addition,  and noting the proposed 
transfer to Royal London,  w e do not currently foresee any long term reduction in sales potential.  T he directors w ill continue to monitor this situation 
v ery closely and tak e actions w here appropriate.  

W e ack now ledge the important role that the Police and Military w ill need to play in the collectiv e response to Cov id- 19 and w e w ill endeav our to 
continue to serv e our Members and policyholders.  At this stage,  the impact to the ov erall business is not k now n,  how ev er w e ex pect it to impact future 
business v olumes and sales,  at least in the short term.

N eyb er
I t w as disappointing to note that our lending partner,  N eyber,  w ent into administration after the year end after enduring a period of financial difficulty 
and failing to secure refinancing or a new  inv estor.  N eyber’ s trade has been purchased by Salary Finance Limited,  a competitor business w ho w ill 
assume N eyber’ s role as our lending partner going forw ard.  As a result of N eyber’ s administration,  w e hav e w ritten dow n the v alue of our eq uity stak e 
in N eyber to £ nil and hav e rev ised the carrying v alue of the debt due from N eyber to those amounts w e consider recov erable from the administration 
process.  T hese adj ustments hav e been reflected in the 2019 financial statements.



7

C h ief  E x ecutiv e’ s Statement ( continued)

O ur People and C ulture
O ur colleagues deliv er serv ice and support to our Members that consistently receiv es positiv e feedback .  O ur v alues continue to play a k ey role in 
shaping our business culture.

All of  us b etter th an one of  us
B y w ork ing together w e can do more for our Members and our 
colleagues helping all of us do the right thing more often.  
 
 

B e th e b est
W e set our ow n standard.  W e are not j udged by anyone else.  
E v ery day w e challenge ourselv es relentlessly to be better.  
B etter than w e w ere yesterday.  B etter than others w ho seek 
to serv e our Members.  
 

T h ink commercial. Act commercial
W e mean business.  And by being great at the business of 
business is the best w ay of supporting the Police family 
indiv idually for years to come.  I t is our j ob to find w ays to help 
them today,  tomorrow ,  forev er.  

W ired to care
A deep understanding of those w e serv e and w ork w ith is second 
nature to us.  I ntuitiv e.  W e do the right thing and doing right by 
those w e serv e and w ork w ith alw ays feels right and w orthw hile.  
W e k now  how  to best serv e,  support and help customers 
and colleagues.  

I n the first half of 2019 the organisation undertook further restructuring to ensure that the shape and siz e of our teams w ere right for our business 
w hile at the same time prov iding a more sustainable cost base.  I n early 2019 w e also implemented online Learning and Performance Management 
platforms to support our ongoing commitment to the dev elopment of our colleagues.  T hese platforms hav e prov ided access for all colleagues to an 
ex tensiv e suite of online learning modules,  hav e been utilised to deploy continuing professional dev elopment in support of regulatory regimes such 
as I D D  and SMCR,  and further enhanced our performance management culture.  

W e hav e continued to focus on employee engagement and hav e implemented a number of initiativ es ov er 2019 to further support this,  such as the 
re- establishment of ‘ T he V oice’  (our colleague forum),  responding to colleague feedback (and mak ing changes to our policies,  such as dress code),  
hosting colleagues roadshow s,  and the implementation of a number of colleague w ellbeing initiativ es such as Mental H ealth First Aid training.  W e 
hav e refreshed our colleague engagement framew ork to introduce channels that prov ide real- time,  ongoing feedback ,  enabling us to recognise and 
respond to the needs of our colleagues.

E mployee E ng ag ement
W e are committed to communicating and engaging w ith our colleagues and hav e a number of activ e channels to support communication betw een 
colleagues and our E x ecutiv e team:

•  T eam T alk –  all teams hav e monthly team meetings and w e prov ide a core brief to all managers each month to help ensure consistent messages 
across the organisation.  T his includes regular updates on business performance alongside ev ents and/ or activ ities tak ing place w ithin the 
business and our affinities.  

•  Liv e & O nline –  Liv e &  O nline is our monthly online Q & A ev ent.  E ach month colleagues are inv ited to put q uestions to Members of our E x ecutiv e 
team anonymously –  either liv e during the session or in adv ance.  T opics range from issues affecting colleagues to more general q uestions 
relating to business performance or decisions w ith immediate responses prov ided.  All colleagues can w atch,  j oin the conv ersation and ev en 
v isit the chat at a later date to see w hat w as discussed.

•  I ntranet –  W e use our intranet to share new s and information across the G roup.  T his includes a regular N ew sfeed and team sites,  along w ith 
an easily accessible hub for policies and procedures.

•  Reg ular E mail U pdates –  E mail is one of our main forms of regular communication across the G roup and this is used to prov ide updates on 
k ey ev ents,  activ ities and /  or decisions.

•  T w ittering s –  T his is a regular blog by the E x ecutiv e team,  hosted on the intranet.  T ypically,  there w ill be tw o or three posts each w eek ,  w hich 
often now  includes guest blogs from colleagues across the business.

I n April 2019 w e hav e introduced a number of additional communication channels and activ ities to prov ide colleagues w ith further opportunities to 
giv e feedback and to prov ide mechanisms to k eep colleagues updated on progress on the dev elopment of our forw ard look ing strategy.  T his includes 
colleague roadshow s and the re- establishment of our colleague forum –  ‘ T he V oice’ .  T his forum is made up of ‘ champions’  from across all business 
functions and acts as a barometer to the E x ecutiv e and senior management in relation to colleague engagement and helps driv e and shape our 
engagement agenda.  T his has been supported by the introduction of our w eek ly ‘ Y our Say’  poll in J anuary 2020,  prov iding real time and anonymous 
feedback  channels.  O v er 2019 the business also inv ested significant time in training v olunteer Mental H ealth First Aiders across the G roup ahead 
of the formal launch of this netw ork in J anuary 2020.

H eadcount has reduced by 12%  and at the end of 2019 w as 4 3 1 on a full time eq uiv alent basis.  D uring the year,  K athryn W inup resigned as Finance 
D irector as w as replaced by D av id V allery,  prev iously Chief Risk O fficer.  Andrew  B lack more formerly H ead of Risk w ithin the senior management 
team w as promoted to Chief Risk O fficer.



Police Mutual Annual Report &  Financial Statements 2019

8

C h ief  E x ecutiv e’ s Statement ( continued)

Focus f or 2020
As noted earlier in my report,  w e hav e recently signed a transfer agreement w ith Royal London w ith the target date of transferring the Society and 
its subsidiaries to Royal London later this year.  W e are currently engaged w ith Royal London to consider the practicalities of the transfer,  including 
its impact on Members,  policyholders,  staff,  systems and processes.  I  am confident that the Royal London transaction is the right course of action 
for the G roup and w ill secure its long term future and,  through our ex isting strong brand and purpose,  w ill ensure w e can continue to prov ide benefits 
to our Affinities.

W e w ill continue to manage the impacts of CO V I D - 19 on our colleagues and on our customers,  look ing to minimise the impacts of the disruption and 
to continue to meet the needs of our customers to the best of our abilities.

W e w ant to protect our ex isting customers and continue to attract new  customers,  w ith a strong brand and purpose that can continue to prov ide 
benefits to our Affinities.  W e need to ensure that the Society can meet these needs and deliv er our ultimate purpose,  namely to “ improv e the liv es”  
of those in the Police and the Military.  W e remain w ell- placed to do this in the short term,  ahead of the intended transfer,  and our focus w ill remain 
on completing this transaction w hile continuing to support our Members and managing the Society’ s financial position.

J ohn Perk s

Chief E x ecutiv e O fficer

29 April 2020
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Risk Manag ement Report
T he Managing B oard has ov er the course of 2019 ex ercised appropriate gov ernance ov er the principal risk s facing Police Mutual w hich could impact 
its financial soundness,  Members and customers,  or organisational capability.

As highlighted in the Chair and Chief E x ecutiv e’ s Statements,  2019 saw  a full strategic rev iew .  T his rev iew  ack now ledged the increasingly significant 
risk s to the business’  ongoing sustainability and the w eak ened financial position.  T he strategic rev iew  w ill respond to the need to create a sustainable 
business model w ith sufficient financial strength to protect our Members and the capability to prov ide and inv est in serv ices that meet our customer 
and regulatory ex pectations.

I n discharging its gov ernance duties,  during 2019 the Managing B oard:

•  confirmed its ex isting risk appetite statement setting out w hich risk s it w ished to tak e and av oid;  
•  noted that the Society continued to operate outside of its desired risk appetite range and that the current business model w as not v iable in 

the longer term;  
•  challenged management ov er performance against the annual business plan;  
•  monitored and challenged,  w here appropriate,  management of principal risk s,  changes in the risk profile of the business and progress of 

mitigation actions tak en to address those risk ex ceptions identified during the year;
•  in line w ith regulatory guidance,  dev eloped contingency and recov ery plans;
•  approv ed the business solv ency and capital req uirements;  
•  managed the inv estment strategy to respond to changes in mark et conditions and the capital position;  and 
•  rev iew ed and approv ed those k ey risk policies as appropriate for gov ernance of risk s and smooth running of the business.

T he Managing B oard is supported by the w ork of its sub- committees that include the:

•  I nv estment Committee for ov ersight and deliv ery of the inv estment strategy;  
•  Audit Committee for ov ersight of the financial reporting process,  the integrity of financial statements and information,  and the internal systems 

of control;
•  Risk  Committee for ov ersight of the Chief E x ecutiv e in managing the business in accordance w ith risk  appetite;
•  Remuneration Committee for ov ersight of the framew ork and policy for E x ecutiv e remuneration,  changes in employee benefits and performance 

related pay schemes;  and
•  W ith- Profits Committee that prov ides an independent assessment of both compliance w ith the Principles and Practices of Financial Management 

and how  the Managing B oard has addressed any conflicting interests for policyholders.

Police Mutual adopts an enterprise- w ide risk management framew ork to ensure that it manages risk s effectiv ely.  T his is underpinned by the three 
lines of defence model w hich ensures independent ov ersight and audit of risk management carried out by the business.  T he Managing B oard has 
noted the continuing effectiv eness of the Risk function and in risk reporting at E x ecutiv e and B oard lev el,  w hich hav e assisted in addressing the 
prev iously recognised shortcomings in the business ov erall risk  management and internal control systems.  N onetheless,  the Managing B oard has 
req uested that the Chief E x ecutiv e continues to mak e proportionate risk management and internal control improv ements so as to ensure that desirable 
risk outcomes are achiev ed.  

T he principal risk s facing the business are set out below  and,  w ith the ex ception of strategic and concentration risk ,  are consistent w ith prior year:  

Strateg ic Risk:  Risk  of determining and pursuing a business strategy w hich is mis- aligned w ith the G roup’ s organisational capabilities,  financial 
resources or is not adapted to reflect changes in the business or regulatory env ironment.

Market Risk ( including  credit) :  Risk of fluctuations in v alues of,  or income from,  assets or in interest arising from fluctuations in interest rates and 
other mark et rates w hich can affect the v alue of the G roup’ s inv estments and therefore the siz e of its assets and solv ency position.  T his includes 
the risk of loss arising from the default or failure of third parties to meet their financial obligations or v ariations in mark et v alues against ex pectations 
related to these risk s.

( Lif e)  I nsurance Risk:  Risk of fluctuations in the timing,  freq uency and sev erity of insured ev ents relativ e to the ex pectations at the time of underw riting 
or w hen set against the claims settled.

Liq uidity Risk:  Risk that the G roup,  w hether solv ent or not,  either does not hav e av ailable sufficient financial resources to meet its obligations as 
they fall due,  or can secure them only at ex cessiv e cost.

C apital Risk:  Risk of not maintaining sufficient q uality,  q uantity and liq uidity of capital commensurate w ith the effectiv e deliv ery of the G roup’ s 
business strategy.

C oncentration Risk:  Potential for a loss in v alue of an inv estment portfolio or a financial institution w hen an indiv idual or group of ex posures mov e 
together in an unfav ourable direction.

C onduct Risk:  Risk of customer detriment w hich may occur throughout the customer relationship and that has resulted from the G roup’ s conduct 
and/ or behav iour;  and failure to deliv er against its v alues,  business strategies and its obligations for the prev ention of financial crime.

O perational Risk:  Risk of loss resulting from inadeq uate or failed internal processes,  systems,  human factors or due to ex ternal ev ents.

T he Managing B oard has determined a formal statement of risk appetite for each of its principal risk s w hich sets out the lev els of risk it is prepared 
to tak e in pursuit of achiev ing Police Mutual’ s fundamental purpose and established a framew ork for decision mak ing.  Performance is rev iew ed 
regularly against this statement to ensure that the business tak es appropriate action to operate w ithin its risk appetite.
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Risk Manag ement Report ( continued)

I nternal Audit
D uring 2019 the Audit Committee rev iew ed periodically the adeq uacy,  scope and performance of the internal audit function through consideration and 
endorsement of its target operating model,  charter,  annual plan and regular updates thereof in addition to the results of its audit activ ity.  T he Chief 
I nternal Auditor attends the meetings of the Audit Committee and prov ides adv ice on the adeq uacy of Police Mutual’ s internal control env ironment 
in support of the Committee’ s challenge of management and its formal,  annual control assessment.  

B rex it
Police Mutual has been considering the potential outcomes and impacts of B rex it for some time.  B usiness analysis show s that it w ill hav e a relativ ely 
minor impact on the Society’ s customers,  staff and operations and appropriate preparedness arrangements hav e been put in place.  T he Society w ill 
continue to monitor the position w ith B rex it as gov ernment policy and related legislation emerges and w ill respond appropriately.

N eyb er
D uring 2019 Police Mutual continued to hold a small eq uity stak e in the personal lending company N eyber and continued to introduce customers to 
N eyber for new  personal loans.  N eyber has ex perienced issues in securing new  funding and this has culminated in their assets being acq uired by 
Salary Finance in March 2020;  as a conseq uence Police Mutual now  ow ns a small eq uity stak e in Salary Finance and a new  introducer relationship 
w ith Salary Finance is under consideration.  Police Mutual customers w ith ex isting personal loans w ill be administered by Salary Finance.  

C limate Risk
I n response to the regulatory req uest for businesses to produce an initial plan to address the ‘ Strategic approach’  to managing the financial risk s 
arising from climate change,  Police Mutual has assigned Senior Management Function responsibility to the Chief Financial O fficer and a high lev el 
plan has been approv ed by the E x ecutiv e T eam.  T his is an ongoing area of rev iew  and further w ork in this area to enhance management of the 
financial risk s arising w ill continue during 2020.  

LI B O R T ransition
Police Mutual has assessed its position for the transition from LI B O R to SO N I A in v aluing assets and liabilities and the H ead of Actuarial has deemed 
this as low  impact.  Regarding the q uantification of LI B O R ex posures;  the H ead of Actuarial has produced sensitiv ities and assessed the impact on 
the B alance Sheet.  Further preparation is in progress.

C O V I D - 19
T he risk s around Cov id- 19 are set out in the subseq uent ev ents section of the Chief E x ecutiv e’ s Statement.  

I n addition,  Police Mutual manages each of these principal risk s through adopting policies,  controls and mitigation activ ities as summarised in the 
follow ing table:

Risk types K ey aspects of  risks K ey controls and risk mitig ation activ ities

Strateg ic Risk •  Mis- match betw een strategic ambition 
and organisational capabilities and 
financial resources 

•  Poorly ex ecuted management decisions 
•  Limited recognition of implications 

of changes in ex ternal operating or 
regulatory env ironment 

•  E ffectiv e B oard gov ernance arrangements 
•  D ocumented business strategy and plan w ith 

robust monitoring arrangements 
•  Regular SW O T  analysis 
•  Regulatory horiz on scanning and impact 

assessment process  
•  Competitor analysis and monitoring

Market Risk ( including  C redit) •  E q uity and property mark et falls.
•  E q uity v olatility.
•  B ond v olatility.
•  Fall and rise in bond yields.
•  Currency mov ements.
•  I nflation (staff pension fund risk ).
•  E x posures relating to holdings in 

corporate bonds and cash deposits.
•  D efaults in k ey strategic partners,  

counterparties and reinsurers.

•  Mark et Risk  (including credit and mark et 
concentrations) Policy and risk limits in place.

•  D iv ersified portfolio of asset types w ithin 
w hich the inv estment manager operates.

•  Regular monitoring of mark ets and solv ency 
triggers including fiv e year gilt yields and 
unit price.

•  Currency hedging strategy in place 
and w eek ly rev iew  and rebalancing of 
currency hedges.

•  Rev iew  and implementation of partial 
hedging of eq uity ex posure to protect both 
policyholders’  returns and capital position.

•  D ue diligence of third parties prior to any 
agreements and on- going monitoring.

•  D aily rev iew  of credit spreads as part of 
pricing activ ity.  
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Risk Manag ement Report ( continued)

Risk types K ey aspects of  risks K ey controls and risk mitig ation activ ities

 ( Lif e)  I nsurance Risk •  Adv erse mov ements in mortality and 
persistency rates of policyholders.

•  T he possibility that guarantees could 
acq uire a v alue that affects adv ersely the 
finances of a firm and its ability to meet 
the ex pectations of policyholders and to 
treat them fairly.

•  E x pense ov erruns relativ e to pricing or 
prov isioning assumptions.

•  I nsurance Risk Policy,  Life U nderw riting 
Policy and risk limits in place.

•  E x isting risk from term assurance business is 
limited through reinsurance.

•  Annual ex perience analyses of mortality,  
lapse rates and ex penses.

•  Monthly solv ency estimates.
•  Annual business plan and budget approv ed by 

the B oard.
•  Monthly monitoring of business v olumes and 

ex pense ex perience.
•  Financial risk assessment of options and 

guarantees at product design.
•  Annual rev iew  of guarantee charge.

Liq uidity Risk •  I nappropriate cash flow s constrain the 
ability to pay liabilities to policyholders as 
they fall due or obligations to third parties.

•  Liq uidity Risk Policy and risk limits in place.  
•  Cash flow  is monitored closely across k ey 

transactions across the G roup.
•  I nv estment management strategies including 

lev els of liq uid and readily mark etable assets 
are monitored closely to allow  for timely 
adj ustments to match ex pected liabilities.

C apital Risk •  Management decisions or ex ternal 
dev elopments impact the appropriateness 
of the q uantity,  q uality or liq uidity 
of capital.  

•  Capital Management Policy,  Asset &  Liability 
Management (ALM) Policy and associated 
risk metrics.  

•  Capital management action plan in place.  
•  Regular solv ency monitoring processes.

C oncentration Risk •  PMAS is aligned to a single affinity 
(Police).  T he w ider Police Mutual G roup 
transacts w ith both Police and Military 
affinities:
 - Changes to the infrastructure of the 

Police serv ice/ Armed serv ices.
 - Politically driv en changes.

•  Mark et concentration risk :
 - E x posure to PMAS’  subsidiary 

companies.
 - I n the past,  ex posure to N eyber.  

•  Controls ov er mark et concentrations included 
in Mark et Risk Policy.

•  G ov ernance structure w ith the Committee 
of Management as ultimate managing body 
ensures the business remains closely aligned 
to changes w ithin the Police serv ice.  

•  Affinity risk s are also closely monitored v ia 
our Affinity Risk  D ashboard.

•  D iv erse nature of the subsidiaries and the 
activ ities that they carry out.

•  Careful management and ov ersight of 
subsidiaries including annual rev iew  to ensure 
that they are not lik ely to hav e an adv erse 
impact on our w ith- profits policyholders,  in 
line w ith FCA req uirements.  T his assessment 
includes a rev iew  of the risk ex posures and 
the mitigations in place.
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Risk Manag ement Report ( continued)

Risk types K ey aspects of  risks K ey controls and risk mitig ation activ ities

C onduct Risk •  B usiness strategy &  gov ernance.  
•  People and culture.
•  D istribution and sales.  
•  Post sales administration and complaints 

handling.  
•  Financial crime.  
•  Personal data.  

•  I ncentiv e schemes are balanced and 
monitored to ensure they promote the deliv ery 
of good customer outcomes.

•  Recruitment processes are competence 
based.

•  I dentify target mark ets,  assess their needs 
and ensure that the products mark eted are 
suitable for those customers.

•  Produce transparent mark eting and 
promotional material,  ensuring that it meets 
regulatory req uirements and is clear,  fair and 
not misleading.  

•  Monitor K ey Performance I ndicators (K PI s) 
such as fund performance to ensure 
appropriate customer outcomes.  

•  T raining &  Competency (T & C) Schemes 
ensure colleagues demonstrate competence.  

•  Monitor the q uality of sales (w hether adv ised 
or non- adv ised) to ensure good customer 
outcomes continue to be deliv ered.  

O perational Risk •  Customer administration.
•  Systems/ technology.
•  I nformation and data security.
•  Financial processes.
•  People.
•  Premises.
•  T hird parties (including outsourcing).

•  O perational Risk Policy and risk limits 
in place.

•  K ey risk framew ork s set and operated.  
•  Mandatory training for all staff.  
•  Methodical assessment of risk s through the 

established risk  management process.
•  Clear ow nership of risk s and controls at 

E x ecutiv e and Management lev els.
•  Regular rev iew  of people competency and 

performance to strengthen recruitment 
strategy,  training and people dev elopment.  

Andrew  B lack more

Chief Risk  O fficer

29 April 2020
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Report of  th e C ommittee of  Manag ement
T he Members of the Committee of Management present their report and G roup financial statements for the year ended 3 1 D ecember 2019.  T he 
financial statements hav e been prepared in accordance w ith the presentation and disclosure req uirements of T he Friendly Societies (Accounts and 
Related Prov isions) Regulations 1994 .

B usiness O b j ectiv es and Activ ities of  th e Society
T he Society is an incorporated friendly society.  I ts core business obj ectiv e continues to be the prov ision of financial serv ices products to Members 
and retired Members of the Police serv ice and the Military and their immediate families.  T he membership of the Society as at 3 1 D ecember 2019 
w as 23 1, 000 (2018 :  23 5 , 000).  T he Society has not undertak en any activ ities during the year w hich are outside of its pow ers.

D etails of the Society’ s subsidiaries are included in note 14  to the financial statements.

Results of  th e G roup
D etails of the G roup’ s operating performance are set out in the T echnical Accounts and related notes.  G roup earned premiums for the year w ere 
£ 8 7 , 6 94 , 000 (2018 :  £ 93 , 7 7 2, 000) w ith total technical income (including total inv estment returns) of £ 18 0, 4 28 , 000 for the year (2018 :  £ 13 8 , 3 7 4 , 000).  
T otal technical charges before the transfer from the Fund for Future Appropriations w ere £ 198 , 7 00, 000 (2018 :  £ 15 8 , 13 2, 000).  A transfer of £ 18 , 27 2, 000 
(2018 :  £ 19, 7 5 8 , 000) w as made from the Fund for Future Appropriations.

Solv ency
As at 3 1 D ecember 2019 (and throughout 2018  and 2019),  the G roup maintained its req uired margin of solv ency as prescribed in regulations made 
under the Prudential Regulation Authority Rulebook .  T he management of solv ency and the inherited estate is included in the Principles and Practices 
of Financial Management.  T his sets out the purposes for w hich it may be used.  N ote 19 to the financial statements giv es details of the Fund for Future 
Appropriations,  the method of calculation and the reconciliation betw een 2019 and 2018 .

D onations and Sponsorsh ips
Police Mutual tak es v ery seriously its commitment to mutuality and w ork ing for the interests of the Police family.  D irect support w as giv en in the form 
of donations,  sponsorships and respite contributions of £ 4 23 , 000 (2018 :  £ 3 7 3 , 000).  

K ey Risks and U ncertainties
D etails of the k ey generic risk s to the Society and its approach to risk management are set out in the Risk Management Report on pages 9 to 12.  T hese 
comprise strategic risk ,  mark et risk (including credit),  (life) insurance risk ,  liq uidity risk ,  capital risk ,  concentration risk ,  conduct risk and operational risk .
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Report of  th e C ommittee of  Manag ement ( continued)

C ommittee of  Manag ement Memb ersh ip,  D irectors and O f f icers
D etails of the Committee of Management,  directors and officers w ho w ere in office as at the date of signing of the annual report and financial 
statements are as follow s:

C ommittee of  Manag ement 
President

Mik e Cunningham Q PM,  Chief E x ecutiv e O fficer,  College of Policing 

V ice Presidents

Simon Cole Q PM B A (H ons) MA D ipCrim,  Chief Constable,  Leicestershire Police
Andy Cook e Q PM B A (H ons),  Chief Constable,  Merseyside Police
Charlie H all Q PM MA (Cantab) MSc,  Chief Constable,  H ertfordshire Constabulary
G areth Morgan,  Chief Constable,  Staffordshire Police
Sir J on Murphy Q PM D L LLB  (H ons),  formerly Chief Constable,  Merseyside Police
Fiona T aylor,  D eputy Chief Constable,  Police Scotland

C ommittee of  Manag ement C h air 

V ice President,  Sir J on Murphy Q PM D L LLB  (H ons),  formerly Chief Constable,  Merseyside Police,  is the Chair of the Committee of Management

Claire B eck ,  Cambridgeshire Constabulary
Paul B ishop MA ACA
D av id Campbell MSc,  W est Y ork shire Police
J ohn E dw ards,  D yfed Pow ys Police
I nspector Carw yn E v ans,  South W ales Police
Martin G uest,  formerly H umberside Police 
J ulie H opes MB A ACI B  
J ohn Lister B Sc FI A
K irsty N orman,  D erbyshire Constabulary
Chief Superintendent Simon O v ens B Sc (H ons) MSc FCMI ,  Metropolitan Police
B arry Sanj ana MA
G raham Smillie,  formerly Police Scotland
I euan W atk ins,  formerly G w ent Police

Other Officers
C h ief  E x ecutiv e

J ohn Perk s ME ng FI A

E x ecutiv e D irectors ( on th e Manag ing  B oard)

Andy E lk ington,  B A MB A,  G roup Sales &  Mark eting D irector
D av id V allery B Sc FFA,  Chief Financial O fficer 

C ompany Secretary

Rachel K ir w an B Sc ACI S

Lif e V ice Presidents

Mick  Foster Q PM,  formerly Chairman
Peter Sharpe MB E  FCI I ,  formerly Chief E x ecutiv e

N o members of the Committee of Management,  directors or officers hav e an interest in the shares of the Society’ s subsidiary undertak ings.

T he follow ing indiv iduals stood dow n as members of the Committee of Management (date of leav ing in brack ets):
Andy Rhodes Q PM B A (H ons) (21 J anuary 2019)
Robin H ardiman (29 J anuary 2019)
Sir H ugh O rde O B E  Q PM (3  May 2019)
J ulie Spence O B E  Q PM B E d LLB  MA MB A (12 J une 2019)
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Report of  th e C ommittee of  Manag ement ( continued)

D irectors’  Remuneration
D etails regarding statutory directors’  emoluments are set out in note 9 of the financial statements.  A remuneration report for Managing B oard members 
including the directors’  remuneration policy can be found on our w ebsite w w w . policemutual. co. uk / about- us/ corporate- gov ernance.

T otal T ax  C ontrib utions
T he follow ing tax contributions w ere generated by the activ ities of the G roup.

2019
£ ’ m

2018
£ ’ m

I rrecov erable V alue Added T ax 1. 2 1. 7

E mployment tax es borne -  E mployer N I C 1. 7 2. 1

T otal tax es b orne 2.9 3 .8

I nsurance Premium T ax  generated 5 . 4 5 . 6

E mployment tax es collected -  E mployee PAY E  and N I C 4 . 3 5 . 3

T otal tax  contrib utions 12.6 14 .7

Payments totalling £ 23 8 , 000 (2018 :  £ 25 7 , 000) w ere made to local authorities in regard to business rates.
All inv estment gains made during the year tax able under capital gains tax w ere offset against inv estment losses brought forw ard from prev ious years.

C orporate G ov ernance
Police Mutual is committed to maintaining high standards of corporate gov ernance and has chosen v oluntarily to use the U K  Corporate G ov ernance 
Code for companies q uoted on the London Stock E x change as a guide for reporting on its corporate gov ernance arrangements (the Code).  I n doing so 
w e consider its req uirements and put them into practice in a w ay that reflects our business,  culture and v alues and w hich helps to support the follow ing:

•  T ransparency;  giv ing Members the information they need to j udge w hether the E x ecutiv e team,  B oard and Committee of Management are 
doing a good j ob on their behalf;

•  E ffectiv e decision- mak ing,  risk  management and control;
•  A proper balance betw een E x ecutiv e and N on- E x ecutiv e directors;  and
•  K eeping the interests of Police Mutual’ s Members aligned w ith,  and at the front of the mind of,  the people responsible for running 

the business.

T he Committee of Management considers the 2019 annual report &  financial statements tak en as a w hole to be fair,  balanced and understandable 
and prov ides the information necessary for Members and customers to assess the G roup’ s performance,  business model and strategy.

O ur complete Corporate G ov ernance report can be found on our w ebsite w w w . policemutual. co. uk / about- us/ corporate- gov ernance.

G oing  C oncern
T he 2018  financial statements referenced doubt as to w hether the Police Mutual G roup,  in its current form,  continued to be v iable into the foreseeable 
future.  As a conseq uence of this,  a strategic rev iew  w as initiated that considered a range of future options for the G roup,  including retaining the 
ex isting structure and business model.  Follow ing the completion of this rev iew ,  the Managing B oard concluded that the G roup w as unsustainable in 
its current form and certain of the v iable strategic options w ere pursued.  O n 24  April 2020,  the B oard signed a transfer agreement w ith Royal London,  
a much larger and financially secure mutual,  w ith a v iew  to transfer our business to them during the second half of this year.  T he directors are v ery 
confident that this transaction w ill proceed as intended and w ill safeguard the long term future of the business,  its Members and policyholders.  O n 
the basis that the directors consider the outcome of this transaction has a high probability of success,  the directors are confident that the G roup and 
Society w ill be able to meet their liabilities as they fall due for payment for a period of at least one year (the time period referenced in the going concern 
basis) follow ing the signature date of these financial statements.  Conseq uently,  the directors consider it appropriate that the financial statements are 
prepared on a going concern basis.  Should the transaction w ith Royal London not proceed the directors hav e decided that the Society’ s fund w ould 
close to new  business and be put into run off.  As a standard req uirement for a regulated insurance business,  the G roup has long term financial,  capital 
and solv ency forecasts in place that demonstrate it is ex pected to be able to remain v iable in a run off situation ov er at least a ten year term and meet 
all liabilities of its policyholders in the ev ent that it closed to new  business.  T he B oard recognises that the run- off plan incorporates a number of k ey 
assumptions ov er the planning period and that there is inherent uncertainty in long term proj ections of this nature,  and therefore recognise the risk s 
in such a run- off.  T he B oard has considered that management actions may need to be tak en to manage the solv ency of the business in run- off and 
that any such action may impact policyholders returns.

http://www.policemutual.co.uk
http://www.policemutual.co.uk
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Report of  th e C ommittee of  Manag ement ( continued)

V iab ility Statement
T he Chief E x ecutiv e’ s Statement giv es details of the G roup’ s business activ ities,  together w ith the factors lik ely to affect its future dev elopment,  
performance and position.  N otes 16  and 19 to the financial statements and the Risk Management Report giv e details on the G roup’ s obj ectiv es,  
policies and processes for managing its risk s and capital base.  

I n addition to the directors’  responsibilities in respect of going concern,  the directors hav e v oluntarily chosen to follow  the U K  Corporate G ov ernance 
Code req uirement to include a B usiness V iability Statement in the annual report,  w hich states w hether there is a reasonable ex pectation that Police 
Mutual G roup w ill be able to continue in operation and meet its liabilities as they fall due.  T he period assessed under the B usiness V iability Statement 
is req uired to be significantly longer than the minimum period of tw elv e months ov er w hich the going concern basis is assessed.

T he going concern statement abov e references the ex pected transaction w ith Royal London,  w hich the directors are confident w ill secure the future 
of the G roup,  its Members and policyholders into the long term (considered to be a period of at least fiv e years).  As also referenced in the going 
concern statement,  should the transaction w ith Royal London not proceed the directors hav e decided that the Society’ s fund w ould close to new  
business and be put into run off w here forecasts demonstrate v iability ov er at least a ten year period.  

Statement of  Responsib ility in Respect of  th e Financial Statements
T he Friendly Societies Act 1992 req uires the Committee of Management to prepare financial statements for each financial year w hich conform w ith 
the req uirements of Section 7 0 of the Act and regulations made under it.  T he Act req uires that the financial statements shall giv e a true and fair v iew  
of the state of affairs of the G roup and Society at the end of the financial year,  and of the results of the G roup and Society for that financial year.   
T he directors hav e prepared the G roup and Society financial statements in accordance w ith U nited K ingdom Accounting Standards,  including FRS102,  
the Financial Reporting Standard applicable in the U nited K ingdom and the Republic of I reland.

I n preparing the annual financial statements the Committee of Management is req uired to:

•  select suitable accounting policies and apply them consistently;
•  mak e j udgements and estimates that are reasonable and prudent;
•  state w hether applicable accounting standards hav e been follow ed,  subj ect to any material departures disclosed and ex plained in the financial 

statements;  and
•  prepare the financial statements on the going concern basis unless it is inappropriate to presume that the G roup and Society w ill continue 

in business.

T he Committee of Management is responsible for k eeping proper accounting records w hich disclose w ith reasonable accuracy at any time the financial 
position of the G roup and Society and w hich enable them to ensure that the financial statements comply w ith the Friendly Societies Act 1992 and 
regulations made under the Act.  I t is also responsible for safeguarding the assets of the G roup and Society and hence for tak ing reasonable steps 
for the prev ention and detection of fraud and other irregularities.

T he Committee of Management confirms that,  in its v iew ,  it has complied w ith the abov e req uirements in preparing the financial statements.

Statement of  D isclosure of  I nf ormation to Auditors
E ach of the persons w ho is a director at the date of this report confirms that:

•  so far as each of them is aw are,  there is no information relev ant to the audit of the G roup’ s financial statements for the period ended 3 1 D ecember 
2019 of w hich the auditors are unaw are;  and

•  they hav e tak en all steps that they ought to hav e tak en in their duty as a director in order to mak e themselv es aw are of any relev ant audit 
information and to establish that the G roup’ s auditors are alw ays aw are of that information.

Rachel K ir w an

Company Secretary

29 April 2020
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Audit C ommittee Report
T he Audit Committee is a sub- committee of the Managing B oard,  w hich in turn is a sub- committee of the Committee of Management.  A full description 
of the w ork of the Committee of Management and all of its sub- committees is set out in the separate Annual G ov ernance and D irectors’  Remuneration 
Reports.

Memb ersh ip
Paul B ishop (Chair)

J ohn Lister 

B arry Sanj ana

Secretary
Rachel K ir w an

Role
T he main role,  responsibilities and authority of the Audit Committee,  as delegated to it by the Managing B oard,  are set out in its terms of reference,  
w hich are av ailable on the Police Mutual w ebsite and summarised below :

•  E nsuring the adeq uacy and effectiv eness of internal systems of control that impact on the strategic,  financial and operational policies and plans 
of the G roup or financial reporting;

•  Rev iew ing the integrity of financial statements;
•  Rev iew ing significant financial reporting issues and j udgements;
•  O v erseeing the relationship w ith and appointment of the ex ternal auditor,  including their remuneration and terms of engagement;
•  Assessing the ex ternal auditor’ s independence and obj ectiv ity and the effectiv eness of the ex ternal audit process;
•  D ev eloping and implementing the policy on the engagement of the ex ternal auditor to supply non- audit serv ices;
•  Considering the effectiv eness of the ex ternal audit;
•  Monitoring and assessing the role and effectiv eness of the internal audit function;
•  O v erseeing the appointment of the Chief I nternal Auditor;
•  Reporting to the Managing B oard on how  it has discharged its responsibilities;  and
•  Mak ing recommendations to the Managing B oard w here it considers action or improv ement is needed.

As part of the Audit Committee’ s reporting to the Managing B oard,  it considers w hether the annual report and financial statements tak en as a w hole 
are fair,  balanced and understandable and prov ide the information necessary for Members to assess the G roup’ s position and performance,  business 
model and strategy.

H ow  th e Audit C ommittee h as disch arg ed its responsib ilities
I n 2019 the Audit Committee met six times and met the U K  Corporate G ov ernance Code req uirement to hav e at least three independent non- ex ecutiv e 
directors.  T he Managing B oard is satisfied that Paul B ishop brings recent and relev ant financial ex pertise,  augmented by the financial and actuarial 
ex pertise and ex perience of the other members of the Audit Committee.

T he Audit Committee schedules time annually,  w ithout any ex ecutiv e directors or senior management present,  to discuss issues w ith the Chief 
I nternal Auditor and ex ternal auditors.  T he Chairman of the Audit Committee meets the Chief I nternal Auditor to rev iew  current issues before each 
Audit Committee meeting.

Financial Reporting
D uring 2019 the Audit Committee considered in detail the financial statement preparation process and the matters of j udgement to be applied.  Reports 
from the ex ternal auditor w ere receiv ed before and after the annual statutory audit.  

A summary of the significant issues the Audit Committee considered in relation to the 2019 financial statements and how  these issues w ere addressed,  
together w ith j udgements made and sources of assurance and other ev idence used to satisfy itself of the appropriateness of the conclusions reached 
is as follow s:

Going concern

•  As part of their ov ersight of the financial statements,  the Audit Committee has considered a detailed assessment of the G roup and Society’ s ability 
to operate as a going concern.  T he Committee has made this assessment follow ing a rev iew  of the G roup’ s performance,  the latest forecasts,  the 
lik ely outcome of the strategic rev iew  and the subseq uent ex pected transaction w ith Royal London.  T he Committee has concluded that there is a 
reasonable ex pectation that the G roup and Society hav e appropriate action plans in place to safeguard the long term future of the business,  its 
Members and policyholders,  and therefore w ill hav e adeq uate resources to prepare the financial statements on a going concern basis.  A going 
concern and v iability statement are included in the Report of the Committee of Management.  
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Audit C ommittee Report ( continued)

Financial Reporting  ( continued)
Valuation of assets and liabilities 

A number of assets in the G roup and Society’ s B alance Sheets are held at fair v alue,  including:

•  I nv estments in subsidiary undertak ings and goodw ill
T he Society carries its subsidiary undertak ings at v aluation.  T his v aluation had been prepared by applying an E B I T D A (E arnings B efore I nterest,  
T ax ,  D epreciation &  Amortisation) multiple to forecast results for trading companies.  N on trading companies are held at net asset v alue.  T his 
methodology is consistent w ith that adopted in the prior year.  

•  Carrying v alue of goodw ill
T here hav e been no additions to goodw ill in the year,  the balance has reduced by the annual amortisation charge.  T he v aluation of the subsidiary 
undertak ings referred to abov e has calculated a v alue greater than the remaining v alue held in goodw ill and related intangible assets,  therefore 
it is considered that there is no impairment charge to record.  

•  I nv estment in Pink erton
T he Pink erton inv estment is v alued in line w ith the E B I T D A multiple methodology adopted for the subsidiary undertak ings as described abov e.  
More detail about Pink erton is giv en in note 14 .  

•  Alex andra H ouse (held w ithin tangible assets)
Alex andra H ouse (our head office building) w as subj ect to an ex ternal v aluation in 2018  by an independent q ualified v aluer using industry 
recognised v aluation techniq ues.  Follow ing a rev iew  of ex ternal property indices,  the Committee concluded that the v aluation had not changed 
significantly since this date and conseq uently,  no amendment w as made to the v alue on the 2019 B alance Sheet.  

•  O ther financial inv estments (including v aluation of the N eyber shares and bonds)
T he maj ority of financial inv estments are v alued by ex ternal fund managers w ho hold these inv estments on the Society’ s behalf and base v aluations 
on readily av ailable mark et data.  After the year end,  N eyber,  w ho operate our personal lending offering w ent into administration and follow ing a 
corporate restructure,  the trade w as acq uired by N eyber’ s competitor Salary Finance.  T he corporate bond w e held w ith N eyber has been v alued 
at the lev el of cash receipts the Society ex pects to receiv e as part of the restructure contract.  T he shares held by the Society in N eyber hav e 
been w ritten dow n to £ nil in the year.

•  V aluation of Long- T erm B usiness Prov ision
T his area is particularly significant for Police Mutual and inv olv es multiple complex and subj ectiv e j udgements.  T he Chief Actuary adv ised on the 
methodologies and assumptions to be used and these are rev iew ed and approv ed or adj usted by the Audit Committee on behalf of the Managing 
B oard.  T he Chief Actuary presented the results of those inv estigations and calculations w hich include a range of v alidation measures.  

•  D eferred T ax ation
D eferred tax assets are recognised to the ex tent the Society is able to forecast tax able profits against w hich the deferred tax assets can be offset.  
A ten year period is used for this forecast w hich is consistent w ith prior years.  

I nternal Auditors
T he Audit Committee ov ersee the w ork of G roup I nternal Audit and monitor and assess the effectiv eness,  performance,  resourcing,  independence 
and standing of the function.

E x ternal Auditors
T he independence,  obj ectiv ity and appointment of the ex ternal auditors is subj ect to regular rev iew .  T he Senior Statutory Auditor is rotated ev ery 
fiv e years and 3 1 D ecember 2019 w ill be D av id H eaton’ s first year as the Senior Statutory Auditor.  

A tender process took place during 2018  for the appointment of ex ternal auditors to undertak e the audit for the year ending 3 1 D ecember 2019.  
D eloitte LLP w ere successful in the tender process and hav e completed their first audit of the Police Mutual G roup.

T he lev el of non- audit fees paid to the ex ternal auditor is subj ect to a formal policy to safeguard their independence and obj ectiv ity.  T here w ere no 
non audit serv ices prov ided during the year.  T otal fees payable to D eloitte in 2019 w ere £ 3 3 9, 000 ex cluding V AT .  

T otal fees payable to Pw C (the prev ious auditors) in 2018  w ere £ 4 08 , 000) ex cluding V AT  of w hich £ 8 , 000 related to non- audit serv ices in connection 
w ith assurance w ork in respect of the G roup’ s stak eholder pension scheme.

A rev iew  of the ex ternal auditor’ s effectiv eness w ill be conducted during 2020.

Paul B ishop

Audit Committee Chair

29 April 2020
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I ndependent Auditor’ s Report to th e Memb ers of  Police 
Mutual Assurance Society

Report on th e audit of  th e f inancial statements

1 O pinion
I n our opinion the financial statements of Police Mutual Assurance Society Limited (the Society) and its subsidiaries (T he G roup):

•  giv e a true and fair v iew  of the state of the G roup’ s and of the Society’ s affairs as at 3 1 D ecember 2019 and of the G roup’ s and the Society’ s 
income and ex penditure for the year then ended;

•  hav e been properly prepared in accordance w ith U nited K ingdom G enerally Accepted Accounting Practice,  including Financial Reporting 
Standard 102 “ T he Financial Reporting Standard applicable in the U K  and Republic of I reland” ;  and

•  hav e been prepared in accordance w ith the req uirements of the Friendly Societies Act 1992.

W e hav e audited the financial statements w hich comprise:

•  the consolidated T echnical Account and Statement of O ther Comprehensiv e I ncome;
•  the Society T echnical Account and Statement of O ther Comprehensiv e I ncome;
•  the consolidated and Society B alance Sheets;  and
•  the related notes 1 to 26 .

T he financial reporting framew ork  that has been applied in their preparation is applicable law  and U nited K ingdom Accounting Standards,  including 
Financial Reporting Standard 102 “ T he Financial Reporting Standard applicable in the U K  and Republic of I reland”  (U nited K ingdom G enerally 
Accepted Accounting Practice).

2 B asis f or opinion
W e conducted our audit in accordance w ith I nternational Standards on Auditing (U K ) (I SAs (U K )) and applicable law .  O ur responsibilities under those 
standards are further described in the auditor’ s responsibilities for the audit of the financial statements section of our report.  

W e are independent of the G roup and the Society in accordance w ith the ethical req uirements that are relev ant to our audit of the financial statements 
in the U K ,  including the Financial Reporting Council’ s (the ‘ FRC’ s’ ) E thical Standard as applied to public interest entities,  and w e hav e fulfilled our 
other ethical responsibilities in accordance w ith these req uirements.  W e confirm that the non- audit serv ices prohibited by the FRC’ s E thical Standard 
w ere not prov ided to the G roup or the Society.

W e believ e that the audit ev idence w e hav e obtained is sufficient and appropriate to prov ide a basis for our opinion.

3  Summary of  our audit approach
K ey audit matters Materiality Scoping
T he k ey audit matters that w e identified in the 
current year w ere:

•  V aluation of the long term business 
prov ision;

•  V aluation of the Society’ s inv estment in 
group undertak ings;  and

•  Committee of Management’ s assessment 
of going concern.

T he materiality that w e used in the current year 
w as £ 2, 900, 000 w hich w as determined on the 
basis of adj usted T echnical I ncome.

T he group comprises the Society and a number 
of subsidiaries.  O ur audit cov ered 8 6 %  of the 
group’ s adj usted technical income and 98 %  of 
the group’ s total assets.
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I ndependent Auditor’ s Report to th e Memb ers of  Police 
Mutual Assurance Society ( continued)

4  C onclusions relating  to g oing  concern,  principal risks and v iab ility statement
G oing  concern
W e hav e rev iew ed the directors’  statement in note 1A to the financial 
statements about w hether they considered it appropriate to adopt 
the going concern basis of accounting in preparing them and their 
identification of any material uncertainties to the G roup’ s and the 
Society’ s ability to continue to do so ov er a period of at least tw elv e 
months from the date of approv al of the financial statements.

G oing  concern is th e b asis of  preparation of  th e f inancial statements 
th at assumes an entity w ill remain in operation f or a period of  at least 
12 month s f rom th e date of  approv al of  th e f inancial statements.

W e confirm that w e hav e nothing material to report,  add or draw  attention 
to in respect of these matters.

 

Principal risks and v iab ility statement
B ased solely on reading the directors’  statements and considering 
w hether they w ere consistent w ith the k now ledge w e obtained in the 
course of the audit,  including the k now ledge obtained in the ev aluation 
of the directors’  assessment of the group’ s and the Society’ s ability to 
continue as a going concern,  w e are req uired to state w hether w e hav e 
anything material to add or draw  attention to in relation to:

•  the disclosures on pages 10 to 12 that describe the principal risk s,  
procedures to identify emerging risk s,  and an ex planation of how  
these are being managed or mitigated;

•  the directors’  confirmation on page 15  that they hav e carried out a 
robust assessment of the principal and emerging risk s facing the 
G roup,  including those that w ould threaten its business model,  future 
performance,  solv ency or liq uidity;  or

•  the directors’  ex planation on page 15  as to how  they hav e assessed 
the prospects of the G roup,  ov er w hat period they hav e done so and 
w hy they consider that period to be appropriate,  and their statement 
as to w hether they hav e a reasonable ex pectation that the G roup w ill 
be able to continue in operation and meet its liabilities as they fall due 
ov er the period of their assessment,  including any related disclosures 
draw ing attention to any necessary q ualifications or assumptions.

V iab ility means th e ab ility of  th e G roup and society to continue ov er 
th e time h oriz on considered appropriate b y th e directors. 

W e confirm that w e hav e nothing material to report,  add or draw  attention 
to in respect of these matters.
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I ndependent Auditor’ s Report to th e Memb ers of  Police 
Mutual Assurance Society ( continued)
5  K ey audit matters
K ey audit matters are those matters that,  in our professional j udgement,  w ere of most significance in our audit of the financial statements of the 
current period and include the most significant assessed risk s of material misstatement (w hether or not due to fraud) that w e identified.  T hese matters 
included those w hich had the greatest effect on:  the ov erall audit strategy,  the allocation of resources in the audit;  and directing the efforts of the 
engagement team.

T hese matters w ere addressed in the contex t of our audit of the financial statements as a w hole,  and in forming our opinion thereon,  and w e do not 
prov ide a separate opinion on these matters.

5 .1 V aluation of  long  term b usiness prov ision

K ey audit matter description H ow  th e scope of  our audit responded to th e key audit 
matter K ey ob serv ations

T he Long T erm B usiness Prov ision (“ LT B P” ) is 
calculated using a number of assumptions and 
v aluation techniq ues.  T he use of inappropriate 
assumptions could hav e a material impact 
on the v aluation.  T he economic and ex pense 
assumptions hav e been identified as being the 
most significant assumptions.  T his has been 
identified as a potential risk of fraud.  
Specifically,  w e focus our audit effort on 
management’ s ex pense allocation process,  
w hich req uires a high degree of j udgement in 
allocating costs betw een group entities and also 
in determining w hich costs are acq uisition related 
compared to those w hich are maintenance 
ex penses;  these in turn driv e the assumptions 
used in reserv ing.  T he k ey audit matter on 
economic assumptions is specifically focused 
on yield curv es,  inv estment returns and eq uity 
v olatility due to their sensitiv ity and current lev el 
of mark et uncertainty.
T he nature of these assumptions,  w hich are subj ect 
to significant management estimates and due to 
the siz e of the balance of £ 6 5 4 m (2018 :  £ 6 6 6 m) 
as set out in note 18  of the financial statements,  
could materially affect the financial statements 
if incorrectly or inconsistently determined or 
applied.  T he G roup Audit Committee refers to this 
k ey audit matter in its report on page 18 .

I n order to address the k ey audit matter w e hav e,  in conj unction 
w ith our actuarial specialists,  performed the follow ing procedures:  
•  obtained an understanding of the relev ant controls around 

the v aluation of the LT B P pertaining to the ex pense allocation 
process and the setting of economic assumptions;

•  understood the k ey driv ers of the ex pense assumptions used 
in reserv ing and compared these to management’ s prior year 
approach to understand the rationale for any changes;

•  rev iew ed management’ s assumptions underpinning the 
allocation of group ex penses betw een entities and betw een 
acq uisition and maintenance costs and by then agreeing a 
sample of management’ s assumptions to internal supporting 
ev idence;

•  agreed the ex pense assumptions used in the LT B P v aluation to 
board approv ed basis papers;

•  agreed that the yield curv e rates used in the models are 
consistent w ith those published by the E uropean I nsurance and 
O ccupational Pensions Authority;

•  tested the assumed inv estment returns against benchmark ed 
actual returns ov er the period;  

•  agreed assumptions input into the models are consistent w ith 
those stated in the v aluation basis document;

•  eva luated w hether the financial impact of changing the assumption 
is consistent w ith exp ectations based on sensitivi ties;  

•  ev aluated the reasonability of the mov ement in the asset shares 
due to inv estment returns by assessing the assumed inv estment 
returns against ex ternal sources;  and

•  v alidated the eq uity v olatility through replication using mark et 
data from B loomberg.  

T he actuarial assumptions 
applied and the resulting 
technical prov isions presented 
in the financial statements 
are considered to be w ithin 
an acceptable range and 
the v aluation of the long 
term business prov ision is 
reasonable.

5 .2 V aluation of  th e Society’ s inv estment in g roup undertaking s

K ey audit matter description H ow  th e scope of  our audit responded to th e key audit 
matter K ey ob serv ations

T he Society v alues its inv estments in group 
undertak ings at fair v alue.  U nder FRS 102 
Section 2,  fair v alues for such inv estments are 
to be calculated using v aluation techniq ues and 
models to estimate the realisable v alue.  T here are 
k ey inputs to the v aluation calculations such as 
discount rates,   business forecasts and use of 
earnings multiples and net assets,  w hich reflect 
the j udgement of the directors.  T he application 
of an inappropriate v aluation methodology and 
the use of inappropriate assumptions could hav e 
a material impact on the v aluation of the G roup 
undertak ings.  T his has been identified as a 
potential fraud risk .
T he inv estments are held w ithin the Society’ s 
B alance Sheet at a v aluation of £ 5 7 . 9m (2018 :  
£ 91. 4 m) -  see note 14  to the financial statements.  
T he G roup Audit Committee refers to this k ey 
audit matter in their report on page 18 .

I n order to address the k ey audit matter w e hav e performed the 
follow ing procedures:
•  obtained an understanding of the relev ant controls around the 

v aluation of the Society’ s inv estment in group undertak ings;
•  inv olv ed our v aluation specialists in assessing the k ey 

assumptions underpinning the v aluation;
•  performed sensitiv ity analysis on the assumptions used in the 

v aluation;
•  ev aluated the data inputs used to assess for reasonableness 

and completeness;
•  assesed the cash flow s and the adj ustments made to the 

subsidiaries’  underlying cost base;  and
•  agreed the surplus net assets included w ithin the year end 

v aluations to audited figures.

T he assumptions applied in 
the v aluation are considered 
to be w ithin an acceptable 
range and the v aluation of the 
Society’ s inv estment in group 
undertak ings is reasonable.
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I ndependent Auditor’ s Report to th e Memb ers of  Police 
Mutual Assurance Society ( continued)

5  K ey audit matters ( continued)
5 .3  C ommittee of  Manag ement’ s assessment of  g oing  concern

K ey audit matter description H ow  th e scope of  our audit responded to th e key audit 
matter K ey ob serv ations

T he prior year financial statements,  referenced 
doubt as to w hether the Police Mutual G roup,  
in its current form,  could continue to be v iable 
into the foreseeable future.  As a conseq uence 
of this,  a strategic rev iew  w as initiated that 
considered a range of future options for 
the G roup,  including retaining the ex isting 
structure and business model.  

Follow ing the completion of this rev iew ,  the 
Managing B oard concluded that the G roup 
w as unsustainable in its current form and 
certain of the strategic options w ere pursued.  
As disclosed in the Chief E x ecutiv e’ s statement 
on page 4 ,  on 24  April 2020,  the G roup signed a 
transfer agreement w ith another mutual society 
(the “ transfer” ),  w ith a v iew  to transferring its 
fund and the subsidiary undertak ings to it 
during the second half of 2020.  

T he Managing B oard is confident that 
this transfer w ill proceed as intended and 
conseq uently considers it appropriate to 
recommend to the Committee of Management 
that the financial statements are prepared on a 
going concern basis.  

I n addition,  subseq uent to the balance sheet 
date a global pandemic of a new  strain of 
Coronav irus (“ CO V I D - 19” ,  “ the v irus” ) has 
emerged.  T he v irus,  and responses tak en by 
organisations and gov ernments to manage 
its spread in mark ets to w hich the G roup is 
ex posed,  hav e led to increased v olatility 
and economic disruption.  T he matter is a 
non- adj usting ev ent since it is indicativ e of 
conditions that arose after the reporting period.

T he Committee of Management’ s going 
concern assessment,  as recommended by 
the Managing B oard and management,  has 
necessitated the use of significant j udgement,  
ex acerbated by non- adj usting post balance 
sheet ev ents relating to the Coronav irus 
pandemic.  W e v iew  the j udgements related 
to the lik ely future direction as part of the 
larger mutual society w ithin its new  ow nership 
structure a k ey audit matter.

Refer to page 15  of the annual report for detail 
regarding management’ s going concern 
assessment and note 26  for management’ s 
post balance sheet ev ents disclosure.

I n order to address the k ey audit matter,  w e hav e assessed 
the going concern assessment included in the Committee of 
Management’ s Report by performing the follow ing procedures:

•  rev iew ed contractual documentation relating to the 
transfer to challenge the basis on w hich the going concern 
assessment has been made;

•  rev iew ed regulatory correspondence relating to the transfer 
and check ed this w as consistent w ith management’ s 
analysis;  

•  challenged management’ s Cov id- 19 risk  assessment by 
assessing the potential impact on the transfer agreement 
and considered its impact on the going concern assumption;  
and

•  assessed management’ s disclosure w ithin the annual report 
and check ed it w as consistent w ith papers presented to the 
Managing B oard.

T he j udgements applied and 
the resulting going concern 
assessment presented in 
the financial statements are 
considered appropriate.
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I ndependent Auditor’ s report to th e Memb ers of  Police 
Mutual Assurance Society ( continued)

6  O ur application of  materiality
6 .1 Materiality

W e define materiality as the magnitude of misstatement in the financial statements that mak es it probable that the economic decisions of a reasonably 
k now ledgeable person w ould be changed or influenced.  W e use materiality both in planning the scope of our audit w ork and in ev aluating the results 
of our w ork .

B ased on our professional j udgement,  w e determined materiality for the financial statements as a w hole as follow s:

G roup f inancial statements Society f inancial statements
Materiality £ 2, 900, 000 £ 2, 8 00, 000 

B asis f or determining  
materiality

2%  of adj usted technical income 

T echnical income w as adj usted to remov e 
unrealised and realised gains /  losses that 
are v olatile and are dependent on mark et 
performance.

T he Society’ s materiality eq uates to 2%  of adj usted technical 
income w hich has been capped at 97 %  of group materiality.

Rationale f or th e b ench mark 
applied

Adj usted T echnical income w as considered the most stable benchmark that represents the underlying activ ities 
of the G roup and w hat the users of the financial statements w ill be interested in.

6 .2 Perf ormance materiality

W e set performance materiality at a lev el low er than materiality to reduce the probability that,  in aggregate,  uncorrected and undetected misstatements 
ex ceed the materiality for the financial statements as a w hole.  G roup performance materiality w as set at 7 0%  of group materiality for the 2019 audit.  
I n determining performance materiality,  w e considered our risk assessment,  including our assessment of the G roup’ s ov erall control env ironment 
and a low  number of corrected and uncorrected misstatements identified in prior periods.  

6 .3  E rror reporting  th resh old 

W e agreed w ith the Audit Committee that w e w ould report to the Committee all audit differences in ex cess of £ 0. 14 5 m,  as w ell as differences below  
that threshold that,  in our v iew ,  w arranted reporting on q ualitativ e grounds.  W e also report to the Audit Committee on disclosure matters that w e 
identified w hen assessing the ov erall presentation of the financial statements.
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I ndependent Auditor’ s report to th e Memb ers of  Police 
Mutual Assurance Society ( continued)

7  An ov erv iew  of  th e scope of  our audit
7 .1 I dentif ication and scoping  of  components 

O ur group audit w as scoped by obtaining an understanding of the G roup and 
its env ironment through discussions w ith finance,   I T  and commercial teams 
and performing w alk throughs of processes across these areas,  including 
group w ide controls,  and assessing the risk s of material misstatement at a 
group lev el.  

T he G roup consists of the Society and a number of subsidiaries.  T he maj ority 
of the subsidiaries w ere audited at their local statutory materiality,  capped at a 
percentage of group materiality.  O ur full scope audit cov ered 8 6 %  of adj usted 
technical income and 98 %  of total assets in the current year.

All of the w ork w as performed by the G roup audit team.

8  O th er inf ormation
T he directors are responsible for the other information.  T he other information comprises the information included in the annual report other than the 
financial statements and our auditor’ s report thereon.

O ur opinion on the financial statements does not cov er the other information and,  ex cept to the ex tent otherw ise ex plicitly stated in our report,  w e do 
not ex press any form of assurance conclusion thereon.

I n connection w ith our audit of the financial statements,  our responsibility is to read the other information and,  in doing so,  consider w hether the 
other information is materially inconsistent w ith the financial statements or our k now ledge obtained in the audit or otherw ise appears to be materially 
misstated.

I f w e identify such material inconsistencies or apparent material misstatements,  w e are req uired to determine w hether there is a material misstatement 
in the financial statements or a material misstatement of the other information.  I f,  based on the w ork w e hav e performed,  w e conclude that there is 
a material misstatement of this other information,  w e are req uired to report that fact.

I n this contex t,  matters that w e are specifically req uired to report to you as uncorrected material misstatements of the other information include 
w here w e conclude that:

•  Fair,  b alanced and understandab le –  the statement giv en by the directors that they consider the annual report and financial statements tak en 
as a w hole is fair,  balanced and understandable and prov ides the information necessary for shareholders to assess the G roup’ s position and 
performance,  business model and strategy,  is materially inconsistent w ith our k now ledge obtained in the audit;  or

•  Audit C ommittee reporting  –  the section describing the w ork of the Audit Committee does not appropriately address matters communicated 
by us to the Audit Committee.

W e hav e nothing to report in respect of these matters.

9 Responsib ilities of  directors
As ex plained more fully in the directors’  responsibilities statement,  the directors are responsible for the preparation of the financial statements and 
for being satisfied that they giv e a true and fair v iew ,  and for such internal control as the directors determine is necessary to enable the preparation 
of financial statements that are free from material misstatement,  w hether due to fraud or error.

I n preparing the financial statements,  the directors are responsible for assessing the G roup’ s and the Society’ s ability to 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 
liq uidate the G roup or the Society or to cease operations,  or hav e no realistic alternativ e but to do so.

10 Auditor’ s responsib ilities f or th e audit of  th e f inancial statements
O ur obj ectiv es are to obtain reasonable assurance about w hether the financial statements as a w hole are free from material misstatement,  w hether 
due to fraud or error,  and to issue an auditor’ s report that includes our opinion.  Reasonable assurance is a high lev el of assurance,  but is not a 
guarantee that an audit conducted in accordance w ith I SAs (U K ) w ill alw ays detect a material misstatement w hen it ex ists.  Misstatements can arise 
from fraud or error and are considered material if,  indiv idually or in the aggregate,  they could reasonably be ex pected to influence the economic 
decisions of users tak en on the basis of these financial statements.

D etails of the ex tent to w hich the audit w as considered capable of detecting irregularities,  including fraud and non- compliance w ith law s and regulations 
are set out below .

A further description of our responsibilities for the audit of the financial statements is located on the FRC’ s w ebsite at:  w w w . frc. org. uk /
auditorsresponsibilities.  T his description forms part of our auditor’ s report.

2%

98 %

T otal assets

■ Full audit scope
■ Specified audit procedures

14 %

8 6 %

Adj usted T echnical 
I ncome

■ Full audit scope
■ Specified audit procedures
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I ndependent Auditor’ s report to th e Memb ers of  Police 
Mutual Assurance Society ( continued)

11 E x tent to w h ich  th e audit w as considered capab le of  detecting  irreg ularities,  including  f raud
W e identify and assess the risk s of material misstatement of the financial statements,  w hether due to fraud or error,  and then design and perform 
audit procedures responsiv e to those risk s,  including obtaining audit ev idence that is sufficient and appropriate to prov ide a basis for our opinion.

11.1 I dentif ying  and assessing  potential risks related to irreg ularities

I n identifying and assessing risk s of material misstatement in respect of irregularities,  including fraud and non- compliance w ith law s and regulations,  
w e considered the follow ing:

•  the nature of the industry and sector,  control env ironment and business performance including the design of the G roup’ s remuneration policies,  
k ey driv ers for directors’  remuneration,  bonus lev els and performance targets;

•  results of our enq uiries of management,  internal audit and the Audit Committee about their ow n identification and assessment of the risk s of 
irregularities;  

•  any matters w e identified hav ing obtained and rev iew ed the G roup’ s documentation of their policies and procedures relating to:
 - identifying,  ev aluating and complying w ith law s and regulations and w hether they w ere aw are of any instances of non- compliance;
 - detecting and responding to the risk s of fraud and w hether they hav e k now ledge of any actual,  suspected or alleged fraud;  and
 - the internal controls established to mitigate risk s of fraud or non- compliance w ith law s and regulations;

•  the matters discussed among the audit engagement team and inv olv ing relev ant internal specialists,  including tax ,  v aluations,  pensions,  I T ,  
actuarial and real estate specialists regarding how  and w here fraud might occur in the financial statements and any potential indicators of fraud.

As a result of these procedures,  w e considered the opportunities and incentiv es that may ex ist w ithin the organisation for fraud and identified the 
greatest potential for fraud in the follow ing areas:  v aluation of the long term business prov ision and the v aluation of the Society’ s inv estment in group 
undertak ings.  I n common w ith all audits under I SAs (U K ),  w e are also req uired to perform specific procedures to respond to the risk of management 
ov erride.

W e also obtained an understanding of the legal and regulatory framew ork that the G roup operates in,  focusing on prov isions of those law s and 
regulations that had a direct effect on the determination of material amounts and disclosures in the financial statements.  T he k ey law s and regulations 
w e considered in this contex t included the Friendly Societies Act 1992,  tax legislation and pension legislation.  

I n addition,  w e considered prov isions of other law s and regulations that do not hav e a direct effect on the financial statements but compliance w ith 
w hich may be fundamental to the G roup’ s ability to operate or to av oid a material penalty.  T hese included the G roup’ s regulatory solv ency req uirements.

11.2 Audit response to risks identif ied

As a result of performing the abov e,  w e identified the v aluation of the long term business prov ision and the v aluation of the Society’ s inv estment in 
group undertak ings as k ey audit matters related to the potential risk of fraud.  T he k ey audit matters section of our report ex plains the matters in more 
detail and also describes the specific procedures w e performed in response to those k ey audit matters.  

I n addition to the abov e,  our procedures to respond to risk s identified included the follow ing:

•  rev iew ing the financial statement disclosures and testing to supporting documentation to assess compliance w ith prov isions of relev ant law s 
and regulations described as hav ing a direct effect on the financial statements;

•  enq uiring of management,  the audit committee and in- house legal counsel concerning actual and potential litigation and claims;

•  performing analytical procedures to identify any unusual or unex pected relationships that may indicate risk s of material misstatement due to 
fraud;

•  reading minutes of meetings of those charged w ith gov ernance,  rev iew ing internal audit reports and rev iew ing correspondence w ith the 
Prudential Regulation Authority and the Financial Conduct Authority;  and

•  in addressing the risk of fraud through management ov erride of controls,  testing the appropriateness of j ournal entries and other adj ustments;  
assessing w hether the j udgements made in mak ing accounting estimates are indicativ e of a potential bias;  and ev aluating the business rationale 
of any significant transactions that are unusual or outside the normal course of business.

W e also communicated relev ant identified law s and regulations and potential fraud risk s to all engagement team members,  including internal 
specialists,  and remained alert to any indications of fraud or non- compliance w ith law s and regulations throughout the audit.
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I ndependent Auditor’ s report to th e Memb ers of  Police 
Mutual Assurance Society ( continued)  

12 Report on oth er leg al and reg ulatory req uirements
12.1 O pinions on oth er matters prescrib ed b y th e Friendly Societies Act 1992

I n our opinion,  based on the w ork undertak en in the course of the audit:

•  the information giv en in the strategic report and the directors’  report for the financial year for w hich the financial statements are prepared is 
consistent w ith the financial statements;  and

•  the strategic report and the directors’  report hav e been prepared in accordance w ith applicable legal req uirements.

I n the light of the k now ledge and understanding of the G roup and the Society and their env ironment obtained in the course of the audit,  w e hav e not 
identified any material misstatements in the Report of the Committee of Management.

12.2 Matters on w h ich  w e are req uired to report b y ex ception

Adeq uacy of  ex planations receiv ed and accounting  records

U nder the Companies Act 2006  w e are req uired to report to you if,  in our opinion:

•  adeq uate accounting records hav e not been k ept by the Society;  or 

•  the Society’ s financial statements are not in agreement w ith the accounting records and returns;  or

•  w e hav e not receiv ed all the information and ex planations and access to documents w e req uire for our audit.

W e hav e nothing to report in respect of these matters.

13 . O th er matters
13 .1 Auditor tenure

Follow ing the recommendation of the Audit Committee,  w e w ere appointed by the Committee of Management on 3  May 2019 to audit the financial 
statements for the year ending 3 1 D ecember 2019 and subseq uent financial periods.  T he period of total uninterrupted engagement including prev ious 
renew als and reappointments of the firm is one year,  cov ering the year ending 3 1 D ecember 2019.

13 .2 C onsistency of  th e audit report w ith  th e additional report to th e audit committee

O ur audit opinion is consistent w ith the additional report to the audit committee w e are req uired to prov ide in accordance w ith I SAs (U K ).

14 . U se of  our report
T his report is made solely to the Society’ s members,  as a body,  in accordance w ith section 7 3  of the Friendly Societies Act 1992.  O ur audit w ork has 
been undertak en so that w e might state to the Society’ s members those matters w e are req uired to state to them in an auditor’ s report and for no 
other purpose.  T o the fullest ex tent permitted by law ,  w e do not accept or assume responsibility to anyone other than the Society and the Society’ s 
members as a body,  for our audit w ork ,  for this report,  or for the opinions w e hav e formed.

D av id H eaton (Senior statutory auditor)

For and on behalf of D eloitte LLP

Statutory Auditor

Manchester,  U K

29 April 2020
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C onsolidated T ech nical Account

Long - T erm B usiness f or th e Y ear E nded 3 1 D ecemb er 2019

N ote 2019 
£ ’ 000

2018  
£ ’ 000

E arned Premiums,  N et of Reinsurance 2 8 7 , 6 94 93 , 7 7 2

I nv estment I ncome 3 5 2, 8 8 8 107 , 27 3

U nrealised G ain/ (Loss) on I nv estments 3 3 , 7 3 3 (97 , 8 7 6 )

O ther T echnical I ncome 4 3 6 , 113 3 5 , 205

T otal T ech nical I ncome 18 0, 4 28 13 8 , 3 7 4

Claims Paid -  G ross Amount 127 , 4 4 4 117 , 6 5 3

 -  Reinsurers’  Share (8 17 ) (2, 099)

Change in Prov ision for Claims -  G ross Amount 5 20 (19)

 -  Reinsurers’  Share (17 1) 26 4

C laims I ncurred,  N et of  Reinsurance 126 , 97 6 115 , 7 99

Change in Long- T erm B usiness Prov ision 6 (4 , 7 25 ) (4 4 , 25 8 )

Change in T echnical Prov ision for Link ed Liabilities 9, 14 6 (4 , 8 17 )

C h ang e in O th er T ech nical Prov isions,  N et of  Reinsurance 4 , 4 21 ( 4 9, 07 5 )

N et O perating E x penses 7 18 , 3 5 8 19, 8 8 8

I nv estment E x penses and Charges 3 16 , 18 8 3 9, 3 97

O th er C h arg es 3 4 , 5 4 6 5 9, 28 5

O ther T echnical Charges 3 0, 7 17 3 2, 98 5

T ax ation Attributable to Long- T erm B usiness 11 2, 04 0 (8 6 2)

T ransfer from the Fund for Future Appropriations 12 (18 , 27 2) (19, 7 5 8 )

T otal T ech nical C h arg es 18 0, 4 28 13 8 , 3 7 4

B alance on th e T ech nical Account - -

C onsolidated Statement of  O th er C ompreh ensiv e I ncome

Long - T erm B usiness f or th e Y ear E nded 3 1 D ecemb er 2019

N ote 2019 
£ ’ 000

2018  
£ ’ 000

Actuarial loss/ (gain) on Pension Scheme 24 1, 24 4 (2, 208 )

D eferred tax on actuarial loss/ (gain) on Pension Scheme 11 (14 9) 4 4 2

T ransfer (from)/ to the Fund for Future Appropriations 12 (1, 095 ) 1, 7 6 6

O th er C ompreh ensiv e Result f or th e year - -

T otal C ompreh ensiv e Result f or th e year - -

T he inclusion of unrealised gains and losses in the T echnical Account to reflect the mark ing to mark et of interests carried on the B alance Sheet 
is deemed not to be a departure from the unmodified historical cost basis of accounting.  Accordingly,  a separate note of historical cost profits and 
losses is not giv en.

T he G roup has no recognised gains or losses other than those included in the T echnical Account or Statement of O ther Comprehensiv e I ncome for 
the year.

T he G roup has not presented a statement of changes in eq uity as there are no eq uity holders in the G roup.
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Society T ech nical Account

Long - T erm B usiness f or th e Y ear E nded 3 1 D ecemb er 2019

N ote 2019 
£ ’ 000

2018  
£ ’ 000

E arned Premiums,  N et of Reinsurance 2 8 7 , 6 94 93 , 7 7 2

I nv estment I ncome 3 5 8 , 8 4 3 107 , 26 3

U nrealised losses on I nv estments 3 (29, 7 92) (104 , 914 )

O ther T echnical I ncome 4 1, 15 5 1, 104

T otal T ech nical I ncome 117 , 900 97 , 225

Claims Paid -  G ross Amount 127 , 4 4 4 117 , 6 5 3

 -  Reinsurers’  Share (8 17 ) (2, 099)

Change in Prov ision for Claims -  G ross Amount 5 20 (19)

 -  Reinsurers’  Share (17 1) 26 4

C laims I ncurred,  N et of  Reinsurance 126 , 97 6 115 , 7 99

Change in Long- T erm B usiness Prov ision 6 (4 , 7 25 ) (4 4 , 25 8 )

Change in T echnical Prov ision for Link ed Liabilities 9, 14 6 (4 , 8 17 )

C h ang e in O th er T ech nical Prov isions,  N et of  Reinsurance 4 , 4 21 ( 4 9, 07 5 )

N et O perating E x penses 7 14 , 3 5 6 13 , 128

I nv estment E x penses and Charges 3 16 , 18 8 3 9, 3 97

O th er C h arg es 3 0, 5 4 4 5 2, 5 25

T ax ation Attributable to Long- T erm B usiness 11 2, 18 1 (4 3 8 )

T ransfer from the Fund for Future Appropriations 12 (4 6 , 222) (21, 5 8 6 )

T otal T ech nical C h arg es 117 , 900 97 , 225

B alance on th e T ech nical Account - -

Society Statement of  O th er C ompreh ensiv e I ncome

Long - T erm B usiness f or th e Y ear E nded 3 1 D ecemb er 2019

N ote 2019 
£ ’ 000

2018  
£ ’ 000

Actuarial loss/ (gain) on Pension Scheme 24 1, 24 4 (2, 208 )

D eferred tax on actuarial loss/ (gain) on Pension Scheme 11 (14 9) 27 1

T ransfer (from)/ to the Fund for Future Appropriations 12 (1, 095 ) 1, 93 7

O th er C ompreh ensiv e Result f or th e year - -

T otal C ompreh ensiv e Result f or th e year - -

T he inclusion of unrealised gains and losses in the T echnical Account to reflect the mark ing to mark et of interests carried on the B alance Sheet 
is deemed not to be a departure from the unmodified historical cost basis of accounting.  Accordingly,  a separate note of historical cost profits and 
losses is not giv en.

T he Society has no recognised gains or losses other than those included in the T echnical Account or Statement of O ther Comprehensiv e I ncome 
for the year.

T he Society has not presented a statement of changes in eq uity as there are no eq uity holders in the Society.



29

C onsolidated B alance Sh eet

As at 3 1 D ecemb er 2019

N ote 2019 
£ ’ 000

2018  
£ ’ 000

Assets

I ntang ib le Assets

G oodw ill 13 6 , 7 7 0 9, 990

O ther 13 1, 13 0 2, 117

7 , 900 12, 107

I nv estments

O ther Financial I nv estments 15 5 8 2, 001 6 17 , 5 94

Assets H eld to C ov er Linked Liab ilities 18 (B ) 112, 7 7 9 99, 6 7 0

Reinsurers’  Sh are of  T ech nical Prov isions

Long- T erm B usiness Prov ision 18 (A) 8 , 98 0 8 , 14 9

Claims O utstanding 18 (A) 7 8 0 6 09

9, 7 6 0 8 , 7 5 8

D eb tors

D ebtors Arising O ut of D irect I nsurance O perations 1, 121 1, 8 7 4

O ther D ebtors 20 29, 6 5 0 3 0, 111

3 0, 7 7 1 3 1, 98 5

O th er Assets

T angible Assets 17 7 , 7 7 6 8 , 8 8 2

Cash at B ank and I n H and 92, 013 8 7 , 7 14

D eferred T ax 11 1, 7 3 1 3 , 8 03

101, 5 20 100, 3 99

Prepayments and Accrued I ncome

Accrued I nterest 2, 7 6 8 2, 95 5

O ther Prepayments and Accrued I ncome 1, 4 5 2 1, 915

4 , 220 4 , 8 7 0

T otal Assets 8 4 8 , 95 1 8 7 5 , 3 8 3
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C onsolidated B alance Sh eet

As at 3 1 D ecemb er 2019 ( continued)

N ote 2019 
£ ’ 000

2018  
£ ’ 000

Liab ilities

Fund f or Future Appropriations 12 25 , 3 8 4 4 4 , 7 5 1

T ech nical Prov isions

Long- T erm B usiness Prov ision 18 (A) 6 5 4 , 18 2 6 6 6 , 018

Claims O utstanding 18 (A) 7 , 5 6 6 7 , 04 6

6 6 1, 7 4 8 6 7 3 , 06 4

T ech nical Prov isions f or Linked Liab ilities 18 (B ) 112, 7 7 9 99, 6 7 0

Prov isions f or O th er Risks and C h arg es

Prov isions for Pensions 24 7 , 6 8 0 9, 090

O ther Prov isions 22 1, 94 3 3 , 228

9, 6 23 12, 3 18

C reditors 

Creditors Arising out of D irect I nsurance O perations 2 3 27

O ther Creditors 21 3 9, 4 15 4 5 , 25 3

3 9, 4 17 4 5 , 5 8 0

T otal Liab ilities 8 4 8 , 95 1 8 7 5 , 3 8 3

T he financial statements on pages 27  to 6 3  w ere approv ed by the Committee of Management on 29 April 2020 and signed on its behalf by: -

Rach el K ir w an
Company Secretary



3 1

Society B alance Sh eet 

As at 3 1 D ecemb er 2019

N ote 2019 
£ ’ 000

2018  
£ ’ 000

Assets

I ntang ib le assets 13 15 7 3 6 2

I nv estments
I nv estments I n G roup U ndertak ings 14 5 7 , 8 8 4 91, 4 09

O ther Financial I nv estments 15 5 8 2, 001 6 17 , 5 94

6 3 9, 8 8 5 7 09, 003

Assets H eld to C ov er Linked Liab ilities 18 (B ) 112, 7 7 9 99, 6 7 0

Reinsurers’  Sh are of  T ech nical Prov isions

Long- T erm B usiness Prov ision 18 (A) 8 , 98 0 8 , 14 9

Claims O utstanding 18 (A) 7 8 0 6 09

9, 7 6 0 8 , 7 5 8

D eb tors

D ebtors Arising out of D irect I nsurance O perations 1, 121 1, 8 7 0

O ther D ebtors 20 4 5 3 3 4 9

1, 5 7 4 2, 219

O th er Assets

T angible Assets 17 5 , 5 7 1 5 , 8 09

Cash at B ank and I n H and 8 2, 095 7 6 , 4 5 4

D eferred T ax 11 1, 906 4 , 119

 8 9, 5 7 2 8 6 , 3 8 2

Prepayments and Accrued I ncome

Accrued I nterest 2, 7 6 8 2, 95 5

O ther Prepayments and Accrued I ncome - 24 1

2, 7 6 8 3 , 196

T otal Assets 8 5 6 , 4 95 909, 5 90
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Society B alance Sh eet

As at 3 1 D ecemb er 2019 ( continued)

N ote 2019 
£ ’ 000

2018  
 £ ’ 000

Liab ilities

Fund f or Future Appropriations 12 6 5 , 94 6 113 , 26 3

T ech nical Prov isions

Long- T erm B usiness Prov ision 18 (A) 6 5 4 , 18 2 6 6 6 , 018

Claims O utstanding 18 (A) 7 , 5 6 6 7 , 04 6

6 6 1, 7 4 8 6 7 3 , 06 4

T ech nical Prov isions f or Linked Liab ilities 18 (B ) 112, 7 7 9 99, 6 7 0

Prov isions f or O th er Risks and C h arg es

Prov isions for Pensions 24 7 , 6 8 0 9, 090

C reditors 

Creditors Arising out of D irect I nsurance O perations 2 2

O ther Creditors 21 8 , 3 4 0 14 , 5 01

8 , 3 4 2 14 , 5 03

T otal Liab ilities 8 5 6 , 4 95 909, 5 90

T he financial statements on pages 27  to 6 3  w ere approv ed by the Committee of Management on 29 April 2020 and signed on its behalf by: -

Rach el K ir w an
Company Secretary



3 3

N otes to th e Financial Statements

For th e year ended 3 1 D ecemb er 2019

1 Accounting  Policies
Police Mutual Assurance Society Limited is a friendly society incorporated and domiciled in E ngland and W ales.  T he address of its registered office is:

Alex andra H ouse 
Q ueen Street 
Lichfield 
Staffordshire 
W S13  6 Q S

( A)  B asis of  Presentation

T he financial statements hav e been prepared in compliance w ith the special prov isions relating to Friendly Societies as set out in T he Friendly Societies 
(Accounts and Related Prov isions) Regulations 1994 .  Applicable U nited K ingdom accounting standards,  including the Financial Reporting Standard 
102 –  ‘ T he Financial Reporting Standard applicable in the U nited K ingdom and Republic of I reland’  (‘ FRS 102’ ) and Financial Reporting Standard 
103  –  ‘ I nsurance Contracts’  (‘ FRS 103 ’ ) hav e been adopted w here those standards do not contradict the 1994  regulations.  T he financial statements 
are prepared under the historical cost conv ention as modified by the recognition of financial instruments and certain non financial assets at fair v alue.

T he principal accounting policies used in preparing the financial statements are set out below  and are in accordance w ith applicable accounting standards 
in the U nited K ingdom w ith one ex ception.  All of the properties held by the Society are ow ner occupied and therefore do not satisfy the definition of 
inv estment properties in FRS 102,  Section 16 ,  conseq uently,  are not ex empt from the req uirement that they are depreciated.  I n addition,  a req uirement 
of the Friendly Societies Regulations 1994  is to depreciate all properties.  T he j ustification for not applying depreciation how ev er is set out in (N ) below .

As a mutual life assurance society,  under Financial Reporting Standard 102,  Section 7 ,  Police Mutual is ex empt from the req uirement to prepare a 
cash flow  statement.

O n 24  April 2020,  the B oard signed a transfer agreement w ith Royal London,  a much larger and financially secure mutual,  w ith a v iew  to transferring its 
business to them during the second half of this year.  T he directors are v ery confident that this transaction w ill proceed as intended and w ill safeguard 
the long term future of the business,  its Members and policyholders.  O n the basis that the directors consider the outcome of this transaction has a high 
probability of success,  the directors are confident that the G roup and Society w ill be able to meet their liabilities as they fall due for payment for a period 
of at least one year (the time period referenced in the going concern basis) follow ing the signature date of these financial statements.  Conseq uently,  
the directors consider it appropriate that the financial statements are prepared on a going concern basis.  Should the transaction w ith Royal London 
not proceed the directors hav e decided that the Society’ s fund w ould close to new  business and be put into run off.  As a standard req uirement for a 
regulated insurance business,  the G roup has long term financial,  capital and solv ency forecasts in place that demonstrate it is ex pected to be able to 
remain v iable in a run off situation ov er at least a ten year term and meet all liabilities of its policyholders in the ev ent that it closed to new  business.

( B )  U se of  E stimates and J udg ements

T he preparation of the financial statements req uires the Committee of Management to mak e j udgements,  estimates and assumptions in the process 
of applying the G roup’ s accounting policies.  Although these estimates are based on management’ s best k now ledge of current circumstances and 
ex pectations of future ev ents and actions,  actual results may differ significantly from those estimates.

The following are the Group’s key areas of estimation uncertainty:

V aluation of financial assets –  notes 15  and 16  ex plain the assumptions used in the v aluations,  particularly in respect of lev el 3  assets,  being those 
w here the v aluation is not based on observ able mark et data.  

T echnical prov isions –  note 18  ex plains the assumptions used.

G oodw ill –  the carrying v alue of goodw ill is assessed w here there are indicators of impairment by comparison to a discounted future net cash flow  
model.  T he significant estimates inv olv ed are ex pected future cash flow s and the discount rate used.

D eferred tax ation –  note 11 sets out the k ey assumption in the recognition of deferred tax assets as being the lik elihood of future tax able profits 
arising against w hich the timing differences w ill rev erse.  Proj ections of future profitability and inv estment asset performance are undertak en to inform 
the lev el of deferred tax to be recognised.  

Pensions –  note 24  sets out the maj or assumptions used to calculate the surplus or deficit in the defined benefit pension scheme.

I nv estments in group undertak ings –  the Society holds its inv estments in subsidiary companies at fair v alue.  I n determining fair v alue,  an E B I T D A 
multiple model is used w ith assumptions made in respect of the lev el of E B I T D A ex pected to be generated and the E B I T D A multiple to be used.  

Prov isions –  as a regulated financial serv ices business,  the G roup has ongoing discussions w ith ex ternal regulators and other authorities in respect 
of compliance w ith product and other legislation.  W here such issues or other potential ex posures arise,  the G roup ev aluates w hether or not the matter 
req uires a prov ision to be recognised or a contingent liability to be disclosed by assessing the lik elihood of a constructiv e or legal obligation to settle 
a past ev ent and w hether the amount can be estimated reliably.  

Prov isions are also recognised for the estimated lev el of commission repayable w here a customer has the right to cancel a product prior to the end of 
its term.  E stimates are made in respect of the ex pected lev el of cancellation.  T he amount of prov ision is determined based on the G roup’ s estimate 
of the ex penditure req uired to settle the obligation.



Police Mutual Annual Report &  Financial Statements 2019

3 4

N otes to th e Financial Statements

For th e year ended 3 1 D ecemb er 2019 ( continued)

1 Accounting  Policies ( continued)
( B )  U se of  E stimates and J udg ements ( continued)

The following are the Group’s key areas of judgement:

I nv estments in group undertak ings –  the Society holds its inv estments in subsidiary companies at fair v alue on the grounds that the directors believ e 
this giv es a more up to date and relev ant carrying v alue than using historic cost.

Contract classification -  the classification of contracts as insurance or inv estment contracts on initial recognition req uires an assessment of w hether 
significant insurance risk has been transferred to the Society.  I nsurance contracts are liabilities w ith a significant element of insurance risk .  T he 
Society has defined a significant insurance risk as the possibility of hav ing to pay benefits on the occurrence of an insured ev ent that is at least 10%  
more than the benefits payable if the ev ent did not occur.  Contracts that are not classified as insurance contracts are inv estment contracts.

Control ov er an entity -  T his decision req uires the consideration of a number of factors.  T hese include if the activ ities of the entity are being conducted 
on behalf of the Society,  if the Society has ultimate decision- mak ing pow ers,  if the Society has the rights to obtain the maj ority of the benefits from 
entity and if the Society retains the maj ority of the residual or ow nership risk s related to the entity.

( C )  B asis of  C onsolidation

T he consolidated financial statements incorporate the assets,  liabilities and results of Police Mutual Assurance Society Limited and its subsidiary 
undertak ings draw n up to 3 1 D ecember each year.  All intra- group transactions,  balances,  income and ex penses are eliminated on consolidation.  
T he financial statements also include the results of Pink erton segregated account as the activ ities are conducted on behalf of the G roup according 
to its specific business needs.

Any subsidiary sold or acq uired during the year is included up to,  or from,  the dates of change of control.

( D )  C ontract C lassif ication

T he Society issues contracts that transfer insurance risk or financial risk or both.

I nsurance contracts are liabilities w ith a significant element of insurance risk .  T he Society has defined a significant insurance risk as the possibility of 
hav ing to pay benefits on the occurrence of an insured ev ent that is at least 10%  more than the benefits payable if the ev ent did not occur.  A contract 
that is classified as an insurance contract continues to be treated as such until all rights and obligations under the contract ex pire.

Contracts that are not classified as insurance contracts are inv estment contracts.  I nv estment contracts are those contracts that transfer financial risk 
w ith no significant insurance risk .  U nit link ed contracts,  w here the liability under the contract is dependent on the v alue of the underlying financial 
assets,  are classified as inv estment contracts unless the contracts also contain features that transfer significant insurance risk .  T he Child T rust Fund,  
Stak eholder Pension,  Anytime Access O ptions I SA and the Fix ed T erm O ptions I SA are categorised as inv estment contracts.

All w ith- profits contracts contain a discretionary participation feature w hich entitles the holder to receiv e,  as a supplement to guaranteed benefits,  
additional benefits or bonuses.  T hese are lik ely to be a significant portion of the total contractual benefits w here the amount or timing is contractually 
at the discretion of the Society.  T hey w ill be based contractually on the performance of specified contracts,  realised and/ or unrealised inv estment 
returns on a specified pool of assets held by the Society or the surplus or deficit of the Society.

T he G roup seek s to reduce its ex posure to potential losses by reinsuring certain lev els of risk w ith a reinsurance company.  T hese reinsurance 
contracts meet the classification req uirements for insurance contracts and hence are classified as reinsurance contracts held.

All w ith- profits contracts are classified as insurance contracts or inv estment contracts w ith discretionary participation features.  All non- unit link ed 
non- w ith- profits contracts issued are insurance contracts,  ex cept the fix ed term options I SA w hich is a non- participating inv estment contract.  

( E )  Premium Receipts –  E arned Premiums

Premiums receiv ed and reinsurance paid relating to insurance contracts are accounted for as follow s:

•  Regular premium income is accounted for w hen due;
•  Single premium income is accounted for w hen receiv ed;  and
•  Reinsurance premiums are charged in line w ith the income to w hich they relate.
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N otes to th e Financial Statements

For th e year ended 3 1 D ecemb er 2019 ( continued)

1 Accounting  Policies ( continued)
( F)  Payments on I nv estment C ontracts and I nv estment C ontracts w ith  D iscretionary Participation Features

Payments receiv ed in relation to inv estment contracts w ith discretionary participation features are accounted for as earned premiums w ithin the 
T echnical Account w hen receiv ed.  Mov ements in the liabilities on such contracts are included w ithin technical prov isions.  

Payments receiv ed in relation to non- participating inv estment contracts are treated as deposits and are included on the B alance Sheet as liabilities 
w hen receiv ed.  Payments receiv ed are not recorded in the T echnical Account,  but are disclosed in note 2.  

( G )  I nv estment Return

I nv estment return comprises all inv estment income,  realised inv estment gains and losses,  net of inv estment ex penses,  charges and interest payable 
on financial liabilities carried at amortised cost.

D iv idends are included as inv estment income on the date that the shares are q uoted ex - div idend.  I nterest and ex penses are included on an 
accruals basis.

Realised gains and losses on inv estments carried at fair v alue are calculated as the difference betw een net sales proceeds and purchase price.

Mov ements in unrealised gains and losses on inv estments represent the difference betw een the fair v alue at the B alance Sheet date and their fair 
v alue at the last B alance Sheet date or if acq uired in the current period,  their purchase price,  together w ith the rev ersal of unrealised gains and losses 
recognised in respect of inv estment disposals in the current period.

( H )  O th er T ech nical I ncome and O th er T ech nical C h arg es

O ther technical income and other technical charges in the Consolidated T echnical Account represent the income and ex penditure,  recognised on 
an accruals basis,  in respect of subsidiary companies before G roup charges and tax .

Management fees arising from inv estment contracts are recorded in O ther T echnical I ncome in the period in w hich the serv ices are prov ided.

I ncome from commission is recognised on an accruals basis.  Commissions earned are subj ect to claw - back in the ev ent that a policy lapses and 
the G roup is no longer entitled to the commission.  Prov ision is made based on historical lev els of claw - back as a percentage of commission earned.  

( I )  C laims

Claims paid and reinsurers’  share recov erable show n in the Consolidated and Society T echnical Accounts relate to insurance contracts and inv estment 
contracts w ith discretionary participation features.  

N on- participating inv estment contract claims are included w ithin the mov ement in liabilities show n on the B alance Sheet and are not treated as a 
claim in the T echnical Account.

D eath claims are recorded on the basis of notifications receiv ed.  Maturities and annuity payments are recorded w hen due.  Surrenders are recorded 
on the earlier of the date paid or w hen the policy ceased to be included w ithin the technical prov ision or technical prov ision for link ed liabilities.  Claims 
on participating business include bonuses payable.  Claims payable include the direct costs of settlement.  Reinsurance recov eries are credited to 
match the relev ant gross amounts.

T he prov ision for outstanding claims represents the total estimated ultimate cost to the Society of settling all incurred insurance contract claims arising 
from notified ev ents that hav e occurred up to the end of the financial year,  less amounts already paid in respect of such claims.

( J )  B usiness C omb inations and G oodw ill

B usiness combinations are accounted for by applying the purchase method.  T he cost of a business combination is the fair v alue of the consideration 
giv en,  liabilities incurred or assumed and of eq uity instruments issued plus the costs directly attributable to the business combination.  Contingent 
consideration is recognised initially at the estimated amount w here the consideration is probable and can be measured reliably.

O n acq uisition of a business,  fair v alues are attributed to the identifiable assets,  liabilities and contingent liabilities unless the fair v alue cannot be 
measured reliably,  in w hich case the v alue is incorporated in goodw ill.  W here the fair v alue of contingent liabilities cannot be measured reliably they 
are disclosed on the same basis as other contingent liabilities.

G oodw ill recognised represents the ex cess of the fair v alue and directly attributable costs of the purchase consideration ov er the fair v alues attributed 
to the G roup’ s interest in the identifiable net assets,  liabilities and contingent liabilities acq uired.

G oodw ill is amortised ov er its ex pected useful life up to a max imum of 20 years.  

G oodw ill is rev iew ed for impairment if any factors come to light that indicate that the carrying v alue may not be recov erable.
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N otes to th e Financial Statements

For th e year ended 3 1 D ecemb er 2019 ( continued)

1 Accounting  Policies ( continued)
( K )  Financial I nstruments

T he G roup has chosen to apply the measurement disclosure req uirements of FRS 102 in full respect of financial instruments.

i)  Financial Assets

Management determines the classification of its inv estments at initial recognition and re- ev aluates this at ev ery reporting date.  Financial assets are 
classified into the follow ing categories:  

•  Shares,  other v ariable yield securities,  units in unit trusts,  inv estments in subsidiaries,  debt securities and other fix ed- income securities –  at fair 
v alue through profit or loss,  w here each year the v alue of the assets is measured as per section (a) below  w ith all mov ements tak en through the 
T echnical Account;  

•  D eriv ativ es –  held for trading;  
•  Loans on policies and deposits w ith credit institutions –  loans and receiv ables.

( a)  Sh ares,  oth er v ariab le yield securities,  units in unit trusts,  inv estments in sub sidiaries,  deb t securities and oth er f ix ed- income 
securities –  at f air v alue th roug h  prof it or loss ( FV T PL)

Financial assets are classified into this category at inception if they are acq uired principally for the purpose of selling in the short term,  if they form 
part of a portfolio of financial assets in w hich there is ev idence of short term profit- tak ing,  or if so designated by management to minimise any 
measurement or recognition inconsistency w ith the associated liabilities.

Fair v alues are determined by reference to q uoted bid prices in their activ e mark ets at the B alance Sheet date.  A mark et is regarded as activ e if 
q uoted prices are readily and regularly av ailable from an ex change,  dealer,  brok er,  industry group,  pricing serv ice,  or regulatory agency,  and those 
prices represent actual and regularly occurring mark et transactions on an arm’ s length basis.

Recent mark et transactions are used to establish fair v alue w here financial instruments are not traded in an activ e mark et.  

V aluation models are used to establish fair v alue w here financial instruments are not traded in an activ e mark et or there are no recent mark et 
transactions av ailable for use.  T hese v aluation models,  w hich may include,  but are not limited to,  earnings multiple models,  discounted cash flow  
techniq ues and underlying net asset v alue,  calculate realisable v alue using k now n driv ers of v alue.  

N et gains or losses arising from changes in the fair v alue of financial assets at fair v alue through profit or loss are presented in the T echnical Account 
w ithin unrealised gains or losses on inv estments in the period in w hich they arise.

( b )  D eriv ativ es –  h eld f or trading

D eriv ativ es are recognised initially at fair v alue on the date on w hich a deriv ativ e contract is entered into and are subseq uently re- measured at their 
fair v alue.  Changes in the fair v alue are recognised immediately in the T echnical Account.  Fair v alues are obtained from q uoted mark et prices in 
activ e mark ets or by using v aluation techniq ues.  All deriv ativ es are carried as assets w hen the fair v alue is positiv e and as liabilities w hen the fair 
v alue is negativ e.

( c)  D eposits w ith  credit institutions and oth er loans –  loans and receiv ab les

Loans and receiv ables are non- deriv ativ e financial assets w ith fix ed or determinable payments that are not q uoted in an activ e mark et.  W hen a 
financial asset is recognised initially it is measured at fair v alue plus transaction costs that are directly attributable to the acq uisition or issue of the 
financial asset.  Loans and receiv ables are measured subseq uently at amortised cost using the effectiv e interest method.  

Receiv ables arising from insurance contracts are also classified in this category and are rev iew ed for impairment as part of the impairment rev iew  
of loans and receiv ables.  T his basis of v aluation is v iew ed by the directors as hav ing prudent regard to the lik ely realisable v alue.

ii)  Financial Liab ilities

Financial liabilities other than deriv ativ es,  w hich are detailed abov e,  are measured at amortised cost.  T he amortised cost of these financial liabilities 
is eq uiv alent to the amount payable on demand w ithout penalty.  
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N otes to th e Financial Statements

For th e year ended 3 1 D ecemb er 2019 ( continued)

1 Accounting  Policies ( continued)
( L)  I mpairment 

For financial assets not at FV T PL,  the G roup assesses at each B alance Sheet date w hether there is obj ectiv e ev idence that a financial asset or group 
of financial assets is impaired.  A financial asset is impaired and impairment losses are incurred only if there is obj ectiv e ev idence of impairment as 
a result of one or more ev ents that hav e occurred after the initial recognition of the asset (a ‘ loss ev ent’ ) and that loss ev ent has an impact on the 
estimated future cash flow s of the financial asset or group of financial assets that can be estimated reliably.  

T he G roup first assesses w hether obj ectiv e ev idence of impairment ex ists indiv idually for financial assets that are indiv idually significant.  I f the G roup 
determines that no obj ectiv e ev idence of impairment ex ists for an indiv idually assessed financial asset,  w hether significant or not,  it includes the 
asset in a group of financial assets w ith similar credit risk characteristics and assesses them collectiv ely for impairment.  Assets that are assessed 
indiv idually for impairment and for w hich an impairment loss is or continues to be recognised are not included in a collectiv e assessment of impairment.

For the purpose of a collectiv e ev aluation of impairment,  financial assets are grouped on the basis of similar credit risk characteristics (i. e.  on the 
basis of the G roup’ s grading process that considers asset type,  industry,  geographical location,  past- due status and other relev ant factors).  T hose 
characteristics are relev ant to the estimation of future cash flow s for groups of such assets by being indicativ e of the issuer’ s ability to pay all amounts 
due under the contractual terms of the debt instrument being ev aluated.

I f in a subseq uent period,  the amount of the impairment loss decreases and the decrease can be related obj ectiv ely to an ev ent occurring after the 
impairment w as recognised (such as improv ed credit rating),  the prev iously recognised impairment loss is rev ersed through the T echnical Account 
for the period.

For non- financial assets,  an impairment loss is recognised w henev er the carrying amount ex ceeds the recov erable amount.  T he recov erable amount 
is the higher of the asset’ s fair v alue less costs to sell and its v alue in use.

( M)  I ntang ib le Assets and Amortisation

I ntangible assets are stated on the B alance Sheet at cost less accumulated amortisation.  Amortisation is calculated,  using the straight line method,  
to allocate the depreciable amount of the assets to their residual v alues ov er their estimated useful liv es as follow s:

Customer lists:  5  years

Computer softw are:  B etw een 3  and 6  years

I ntangible assets are rev iew ed for impairment if any factors come to light that indicate that the carrying v alue may not be recov erable.

( N )  T ang ib le Assets and D epreciation

T angible assets are stated on the B alance Sheet at cost less accumulated depreciation.  Cost comprises the purchase price and costs directly incurred 
in bringing the asset into use.  D epreciation is calculated,  using the straight line method,  to allocate the depreciable amount of the assets to their 
residual v alues ov er their estimated useful liv es as follow s:

O ffice furniture and eq uipment:   B etw een 3  and 10 years 

Computer eq uipment:   B etw een 3  and 6  years 

Motor v ehicles:   4  years

All property held is freehold,  occupied by the Society and is held at fair v alue.  An ex ternal v aluation of all freehold property is undertak en at least 
ev ery fiv e years,  w ith an internal directors’  v aluation undertak en in each of the interv ening years.  N o depreciation is prov ided on property as it is 
considered that the useful liv es and residual v alues are such that depreciation is immaterial.

T angible assets are rev iew ed for impairment if any factors come to light that indicate that the carrying v alue may not be recov erable.

( O )  Surpluses f rom Long - T erm B usiness and th e Fund f or Future Appropriations

Surpluses arising from the Society’ s long- term business,  as a result of the annual actuarial v aluations of the related assets and liabilities,  are subj ect 
to appropriation by the Managing B oard.

T he Fund for Future Appropriations represents the part of the fund w here the allocation has not been determined by the end of the financial year.
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N otes to th e Financial Statements

For th e year ended 3 1 D ecemb er 2019 ( continued)

1 Accounting  Policies ( continued)
( P)  Long - T erm B usiness Prov ision

T he Long- T erm B usiness Prov ision is determined by the Managing B oard,  hav ing tak en adv ice from the Chief Actuary.

T he Long- T erm B usiness Prov ision is calculated using Solv ency I I  methodology (w here permitted by FRS 103 ) w hich is also used for the Society’ s 
regulatory reporting.  T he Long- T erm B usiness Prov ision is broadly eq uiv alent to the Society’ s best estimate of its liabilities.

W ith - prof its ( participating )  contracts

Actuarial best estimate assumptions are used to determine the amount and timing of future cash flow s w hich mak e up the best estimate liabilities.

Prov ision is made for all bonus payments (declared and future,  regular and final) estimated,  w here necessary,  in a manner consistent w ith the 
Principles and Practices of Financial Management.  T he underlying liabilities are based on the aggregate v alue of asset shares reflecting the premiums,  
inv estment return,  ex penses and charges applied to each contract.  N o allow ance is made for future management actions.

Some w ith- profits contracts also contain options and guarantees that can increase the benefits payable to the policyholder.  T he potential liability for 
these options and guarantees is determined using a mark et consistent stochastic model,  w hich simulates future inv estment returns,  asset mix and 
bonuses.  T he most significant options and guarantees are:

•  T he sum assured and declared regular bonuses on conv entional w ith- profits policies;  and
•  U nitised w ith- profits policies containing a guaranteed increase in the unit price or guarantees that mark et v alue reductions w ill not be applied 

at specified times.

N on w ith - prof its contracts

For conv entional non- profit contracts,  the best estimate liability is calculated using a cash flow  proj ection of all future benefit payments,  future ex penses 
and future premiums.  T hese are adj usted for tax w here applicable and discounted to giv e a present v alue.

For unit- link ed contracts,  the prov ision is based on fair v alue.  T he fair v alue of a unit- link ed financial liability is determined using the current unit v alues 
that reflect the fair v alues of the financial assets contained w ithin the Society’ s unitised inv estment funds link ed to the financial liability,  multiplied by 
the number of units attributed to the contract holder at the B alance Sheet date.

( Q )  T ax ation

T he current tax charge is calculated on the basis of tax rates and law s that hav e been enacted or substantiv ely enacted by the B alance Sheet date.  

D eferred tax is recognised in respect of all material timing differences that hav e originated but not rev ersed at the B alance Sheet date w here 
transactions or ev ents hav e occurred at that date that w ill result in an obligation to pay more,  or a right to pay less or to receiv e more,  tax .

D eferred tax assets are recognised only to the ex tent that the G roup considers that it is more lik ely than not that there w ill be suitable tax able profits 
from w hich the future rev ersal of the underlying timing differences can be deducted.

D eferred tax is calculated at the rates at w hich it is ex pected that the tax w ill arise and is not discounted.  

W here tax positions are uncertain,  the G roup establishes prov isions based on reasonable estimates.  T he amount of prov ision recorded is based 
upon v arious factors,  such as interpretation of tax regulations and ex ternal professional adv ice.  

( R)  Foreig n C urrencies

T he primary economic env ironment in w hich the G roup and Society operates is the U nited K ingdom,  hence the functional and presentational currency 
is pounds sterling.

T ransactions in foreign currencies are recorded at the rate of ex change prev ailing on the date of the transaction and monetary assets and liabilities 
held in foreign currencies are translated to sterling at the rate of ex change ruling at the end of the year.  All resulting foreign ex change gains and 
losses are recognised in the T echnical Account for the year.  N on- monetary assets and liabilities are translated using the ex change rate at the date 
of the transaction.

( S)  O perating  Leases

O perating leases are leases in w hich a significant portion of the risk s and rew ards of ow nership are retained by the lessor.  Rentals payable under 
operating leases are charged to the T echnical Account on a straight line basis ov er the period of the lease.

( T )  Acq uisition E x penses 

Acq uisition ex penses comprise costs of obtaining and processing new  business.  For business w ritten w ithin the w ith- profits fund acq uisition costs 
are not deferred.
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For th e year ended 3 1 D ecemb er 2019 ( continued)

1 Accounting  Policies ( continued)
( U )  Staf f  Pensions

T he G roup operates both defined benefit and defined contribution pension schemes.  I n respect of the defined benefit pension scheme,  the pension 
liability recognised on the B alance Sheet is the fair v alue of the scheme’ s assets less the present v alue of the scheme’ s liabilities.

T he defined benefit liability is calculated by proj ecting the ex pected benefit payments using the chosen assumptions and then discounting the resulting 
cashflow s back to the rev iew  date.  T he present v alue of the liability is determined by discounting the estimated future payments using mark et yields 
on high q uality corporate bonds that are denominated in sterling and that hav e terms approx imating the estimated period of the future payments.

T he fair v alue of plan assets is measured in accordance w ith the G roup’ s policy for similarly held assets and includes the use of appropriate 
v aluation techniq ues.

Actuarial gains and losses arising from ex perience adj ustments and changes in actuarial assumptions together w ith the return on plan assets less 
interest,  are disclosed in the Statement of O ther Comprehensiv e I ncome.  

T he pension cost for the scheme as recorded in the T echnical Account is analysed betw een past serv ice cost and net interest on assets and liabilities.  
Past serv ice costs,  relate to changes in pension liabilities arising from benefit changes,  curtailments or settlements.  T he net interest is calculated by 
applying the discount rate to the net balance of the defined benefit liability and the fair v alue of plan assets.  

I n respect of the defined contribution schemes operated by the G roup,  payments made into these schemes are accounted for w hen due.  T he assets 
of the schemes are held separately from the G roup and Society in independently administered funds.

( V )  Prov isions

Prov isions are made w here an ev ent has tak en place that giv es a legal or constructiv e obligation that probably req uires settlement by a transfer of 
economic benefit and a reliable estimate can be made of the amount of the obligation.  

Prov isions are charged as an ex pense to the T echnical Account in the year that the G roup becomes aw are of the obligation and are measured at 
the best estimate at the B alance Sheet date of the ex penditure req uired to settle the obligation,  tak ing into account relev ant risk s and uncertainties.  

W hen payments are ev entually made,  they are charged to the prov ision carried on the B alance Sheet.
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N otes to th e Financial Statements

For th e year ended 3 1 D ecemb er 2019 ( continued)

2 Premium Analysis
G roup and Society

All business is w ritten in the U nited K ingdom and relates ex clusiv ely to indiv idual policy holders.

( A)  E arned Premiums

2019 2018
G ross 
£ ’ 000

Reinsurance 
£ ’ 000

N et 
£ ’ 000

G ross 
£ ’ 000

Reinsurance 
£ ’ 000

N et 
£ ’ 000

Reg ular premiums

I nsurance contracts 7 2, 924 (1, 5 7 1) 7 1, 3 5 3 7 2, 8 29 (1, 7 4 9) 7 1, 08 0
I nv estment contracts w ith 
discretionary participation features 3 , 7 3 1 - 3 , 7 3 1 3 , 93 0 - 3 , 93 0

7 6 , 6 5 5 ( 1, 5 7 1) 7 5 , 08 4 7 6 , 7 5 9 ( 1, 7 4 9) 7 5 , 010

Sing le premiums
I nv estment contracts w ith 
discretionary participation features 12, 6 10 - 12, 6 10 18 , 7 6 2 - 18 , 7 6 2

T otal earned premiums 
recog nised in th e T ech nical 
Account

8 9, 26 5 ( 1, 5 7 1) 8 7 , 6 94 95 , 5 21 ( 1, 7 4 9) 93 , 7 7 2

E arned premiums on link ed 
business 5 , 118 - 5 , 118 5 , 021 - 5 , 021

E arned premiums on 
non- participating inv estment 
contracts

2, 8 7 6 - 2, 8 7 6 8 04 - 8 04

T otal 97 , 25 9 ( 1, 5 7 1) 95 , 6 8 8 101, 3 4 6 ( 1, 7 4 9) 99, 5 97

As set out in note 1(F) the G roup and Society do not account for premiums receiv ed on inv estment contracts (other than those w ith discretionary 
participation features) as premium income.  W here these contracts are unit- link ed they hav e been accounted for as deposits and added to the v alue 
of link ed inv estment contract liabilities on the B alance Sheet.

Premiums earned on inv estment contracts w ithout discretionary participation features are treated as deposits and included w ithin technical prov isions 
on the B alance Sheet.

( B )  G ross N ew  B usiness Premiums ( Annualised)

Regular premiums are those w here there is a contractual obligation or reasonable ex pectation to pay on a regular basis.  Single premiums are those 
relating to products issued by the Society w hich prov ide for the payment of one premium only.

T he table below  includes the annual premium eq uiv alent for all new  regular premiums as w ell as all single premiums receiv ed during the year,  
including inv estment contracts.

2019 
£ ’ 000

2018  
£ ’ 000

Reg ular Premiums 

I nsurance contracts 10, 7 03 10, 092

I nv estment contracts 5 1 3 5

Sing le Premiums

I nv estment contracts 4 , 121 1, 923

I nv estment contracts w ith discretionary participation features 12, 6 10 18 , 7 6 2

27 , 4 8 5 3 0, 8 12
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For th e year ended 3 1 D ecemb er 2019 ( continued)

3  I nv estment I ncome and E x penses
G roup Society

2019 
£ ’ 000

2018  
£ ’ 000

2019 
£ ’ 000

2018  
£ ’ 000

I nv estment income:
 - I ncome from financial inv estments held at fair v alue through 

profit or loss 18 , 96 1 15 , 292 24 , 916 15 , 28 2

 - G ains on the realisation of inv estments held at fair v alue through 
profit or loss 3 4 , 297 95 , 3 8 2 3 4 , 297 95 , 3 8 2

 - N et foreign ex change losses (3 7 0) (3 , 4 01) (3 7 0) (3 , 4 01)

5 2, 8 8 8 107 , 27 3 5 8 , 8 4 3 107 , 26 3

U nrealised gains/ (losses) on inv estments 3 , 7 3 3 ( 97 , 8 7 6 ) ( 29, 7 92) ( 104 , 914 )

I nv estment ex penses and charges:

 - I nv estment management ex penses 1, 5 3 5 2, 3 90 1, 5 3 5 2, 3 90

 - Losses on the realisation of inv estments 14 , 6 5 3 3 7 , 007 14 , 6 5 3 3 7 , 007

16 , 18 8 3 9, 3 97 16 , 18 8 3 9, 3 97

N et inv estment income/ ( losses) 4 0, 4 3 3 ( 3 0, 000) 12, 8 6 3 ( 3 7 , 04 8 )

4  O th er T ech nical I ncome
G roup Society

2019 
£ ’ 000

2018  
£ ’ 000

2019 
£ ’ 000

2018  
£ ’ 000

Fee income on inv estment contracts 1, 15 5 1, 08 5 1, 15 5 1, 08 5

G eneral insurance 19, 7 7 7 19, 3 96 - -

O ther 15 , 18 1 14 , 7 24 - 19

3 6 , 113 3 5 , 205 1, 15 5 1, 104

5  C laims
As set out in note 1(I ) the G roup and Society do not account for the amounts paid out on inv estment contracts as a claim ex pense in the T echnical 
Account.  T hese amounts hav e been accounted for as deposits repaid and hav e been deducted from the v alue of inv estment contract liabilities on 
the B alance Sheet.  Claims paid out on inv estment contracts during the year w ere £ 12, 6 4 1, 000 (2018 :  £ 12, 6 13 , 000).

6  Long - T erm B usiness Prov ision
G roup and Society

T he table below  show s the changes in the long- term business prov ision in the year.

2019 
£ ’ 000

2018   
£ ’ 000

G ross amount (11, 8 3 6 ) (5 3 , 8 3 1)

Reinsurers’  share (8 3 1) 5 6

Change in inv estment contracts 7 , 94 2 9, 5 17

( 4 , 7 25 ) ( 4 4 , 25 8 )
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For th e year ended 3 1 D ecemb er 2019 ( continued)

7  O perating  E x penses
G roup Society

2019 
£ ’ 000

2018  
£ ’ 000

2019 
£ ’ 000

2018  
£ ’ 000

Acq uisition costs 4 , 7 17 5 , 8 01 4 , 7 17 5 , 8 01

G oodw ill and intangible asset amortisation 4 , 207 6 , 903 205 198

Administration ex penses 7 , 4 18 6 , 194 7 , 4 18 6 , 13 9

I nformation technology infrastructure 2, 016 990 2, 016 990

18 , 3 5 8 19, 8 8 8 14 , 3 5 6 13 , 128

8  Staf f  C osts
G roup

2019 
£ ’ 000

2018  
£ ’ 000

W ages and salaries 18 , 18 4 18 , 5 6 3

Social security costs 1, 7 6 8 1, 8 3 7

O ther pension costs 1, 05 2 1, 122

21, 004 21, 5 22

Av erage number of employees of the G roup by activ ity (including ex ecutiv e directors) during the year:

G roup
2019 

N o.
2018  

N o.
Senior management 5 7

Sales and customer serv ices 217 26 5

Support serv ices 209 219

4 3 1 4 91

T he Society has no directly employed staff,  all staff are employed by the subsidiary company,  PM Central Serv ices PLC.  

9 D irectors’  E moluments
G roup

D irectors’  aggregate remuneration in respect of q ualifying serv ices: 2019 
£ ’ 000

2018  
£ ’ 000

Aggregate fees 28 5 3 18

Aggregate emoluments 3 91 4 7 8

6 7 6 7 96

Pension contributions w ere made on behalf of one director (2018 :  O ne) under defined contribution schemes.

T he highest paid director’ s remuneration w as aggregate emoluments of £ 3 91, 000 (2018 :  £ 4 7 8 , 000).

K ey management includes directors and members of the ex ecutiv e management team.  T he compensation of k ey management personnel for the 
year w as £ 2, 215 , 000 (2018 :  £ 1, 903 , 000) in respect of salaries,  pensions and other benefits.  

Society

T he directors receiv e emoluments from PM Central Serv ices PLC for serv ices rendered in respect of all G roup entities,  how ev er,  none of the directors 
receiv e remuneration specific to the directorship of the Society (2018 :  £ N il).
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For th e year ended 3 1 D ecemb er 2019 ( continued)

10 Auditor’ s Remuneration
D uring the year the G roup obtained the follow ing serv ices from the Society’ s auditors at costs as detailed below :

2019 
£ ’ 000

2018  
£ ’ 000

Audit Serv ices:

Fees payable to the Society’ s auditors for the audit of the Society and Consolidated Financial Statements 210 3 19

Audit of the Society’ s subsidiaries 129 8 1

3 3 9 4 00

N on Audit Serv ices:

Fees payable to the Society’ s auditors for other serv ices:

O ther serv ices supplied pursuant to legislation,  including the audit of non- insurance related regulatory returns - 8

- 8

3 3 9 4 08

T he 2019 figures relate to the current auditors,  D eloitte.  T he 2018  figures relate to the former auditors,  Pw C.  I n 2018 ,  the G roup’ s auditors charged 
fees in respect of the audit of the Police Mutual stak eholder pension scheme of £ 8 , 000.

11 T ax ation Attrib utab le to Long - T erm B usiness
G roup Society

2019 
£ ’ 000

2018  
£ ’ 000

2019 
£ ’ 000

2018  
£ ’ 000

U K  corporation tax :

Current tax on income for the year (8 7 ) - (8 7 ) -

Adj ustment in respect of prior years (94 ) 5 5 (94 ) 5 5

T otal current tax ( 18 1) 5 5 ( 18 1) 5 5

D ef erred tax :

O rigination and rev ersal of timing differences 1, 97 3 (5 8 7 ) 2, 114 (3 3 4 )

Adj ustment in respect of prior years 99 112 99 112

T otal def erred tax  ch arg e/  ( credit) 2, 07 2 ( 4 7 5 ) 2, 213 ( 222)

T otal tax  attrib utab le to long - term b usiness 1, 8 91 ( 4 20) 2, 03 2 ( 16 7 )

U K  corporation tax in the Society T echnical Account has been calculated at a rate of 20%  (2018 :  20% ) in accordance w ith rates applicable to the 
long- term business of a long- term insurance company.
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For th e year ended 3 1 D ecemb er 2019 ( continued)

11 T ax ation Attrib utab le to Long - T erm B usiness ( continued)
T he tax assessed on the results recorded in the T echnical Account for the year differs from the standard rate of tax in the U K  of 20%  –  Society /  19%  
subsidiary companies (2018 :  20%  –  Society /  19%  –  subsidiary companies).  T he differences are reconciled below :

G roup Society
2019 

£ ’ 000
2018  

£ ’ 000
2019 

£ ’ 000
2018  

£ ’ 000
Mov ement on T echnical Account and SO CI  before tax (17 , 4 7 6 ) (18 , 4 12) (4 5 , 28 5 ) (19, 8 16 )
Mov ement multiplied by the standard rate of tax of 19% / 20%  (2018 :  
19% / 20% ) (3 , 4 99) (3 , 7 05 ) (9, 05 7 ) (3 , 96 3 )

E f f ects of :

Adj ustment to current tax in respect of prior years (94 ) 5 5 (94 ) 5 5

Adj ustment to deferred tax in respect of prior years 99 112 99 112

N et non tax able ex penditure/ (income) 5 , 3 06 (4 , 3 5 1) 12, 8 6 8 (1, 224 )
(Capital allow ances claimed in ex cess of depreciation)/ D epreciation 
in adv ance of capital allow ances (7 9) (16 9) 5 3 (23 )

T ax mov ement on pension liability (25 ) 4 12 (25 ) 4 12

D eferred tax on capital losses derecognised and capital losses in year (1, 7 4 0) 2, 4 4 4 (1, 7 4 0) 2, 4 4 4

D eferred tax  on acq uisition costs derecognised - 211 - 211

U nreliev ed pension costs carried forw ard - 221 - 221

Losses carried forw ard/ (utilised) in the year 1, 3 04 3 , 3 28 (7 2) 1, 5 8 8

G oodw ill amortisation not tax  deductible 6 19 1, 022 - -

T otal tax ation ch arg e/  ( credit) 1, 8 91 ( 4 20) 2, 03 2 ( 16 7 )

D ef erred T ax G roup Society
2019 

£ ’ 000
2018  

£ ’ 000
2019 

£ ’ 000
2018  

£ ’ 000
D eferred tax  asset/ (liability):

O n Staff Pension Scheme 920 1, 115 920 1, 115

O n unrealised losses on inv estments 98 6 3 , 004 98 6 3 , 004

O n customer list (17 5 ) (3 16 ) - -

1, 7 3 1 3 , 8 03 1, 906 4 , 119

Mov ements in net def erred tax  asset G roup Society
2019 

£ ’ 000
2018  

£ ’ 000
2019 

£ ’ 000
2018  

£ ’ 000
At 1 J anuary 3 , 8 03 3 , 3 28 4 , 119 3 , 8 97

D eferred tax (charge)/ credit in T echnical Account and SO CI (2, 07 2) 4 7 5 (2, 213 ) 222

At 3 1 D ecemb er 1, 7 3 1 3 , 8 03 1, 906 4 , 119

At 3 1 D ecember 2019,  the G roup had an unrecognised deferred tax asset of £ 17 , 6 92, 000 comprising acq uisition ex penses £ 2, 5 3 6 , 000,  capital losses 
£ 2, 08 5 , 000,  tax losses £ 11, 18 7 , 000,  capital allow ances £ 1, 7 4 1, 000 and pension contributions £ 14 3 , 000.  At 3 1 D ecember 2018 ,  the G roup had an 
unrecognised deferred tax asset of £ 18 , 007 , 000 comprising acq uisition ex penses £ 2, 3 98 , 000,  capital losses £ 3 , 8 7 7 , 000,  tax losses £ 10, 03 8 , 000,  
capital allow ances £ 1, 4 7 3 , 000 and pension contributions £ 221, 000.  T hese assets are not recognised on the grounds that the G roup is not ex pected 
to generate sufficient suitable tax able profits against w hich these assets can be reliev ed.
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For th e year ended 3 1 D ecemb er 2019 ( continued)

11 T ax ation Attrib utab le to Long - T erm B usiness ( continued)
At 3 1 D ecember 2019,  the Society had an unrecognised deferred tax asset of £ 7 , 107 , 000 comprising acq uisition ex penses £ 2, 5 3 6 , 000,  capital 
losses £ 2, 08 5 , 000,  tax losses £ 1, 994 , 000,  capital allow ances £ 3 4 9, 000 and pension contributions £ 14 3 , 000.  At 3 1 D ecember 2018  the Society had 
an unrecognised deferred tax asset of £ 8 , 8 8 0, 000 comprising acq uisition ex penses £ 2, 3 98 , 000,  capital losses £ 3 , 8 7 7 , 000,  tax losses £ 2, 08 2, 000,  
capital allow ances £ 3 02, 000 and pension contributions £ 221, 000.  T hese assets are not recognised on the grounds that the Society is not ex pected 
to generate sufficient suitable tax able profits against w hich these assets can be reliev ed.

Substantiv ely enacted changes to the U K  corporation tax rates include reductions to the main rate of corporation tax to 17 % .  T he unrecognised 
deferred tax es at the B alance Sheet date hav e been measured and reflected in these financial statements using these substantiv ely enacted tax rates.

12 Fund f or Future Appropriations
G roup Society

2019 
£ ’ 000

2018  
£ ’ 000

2019 
£ ’ 000

2018  
£ ’ 000

At 1 J anuary 4 4 , 7 5 1 6 2, 7 4 3 113 , 26 3 13 2, 912

T ransfer to T echnical Account (18 , 27 2) (19, 7 5 8 ) (4 6 , 222) (21, 5 8 6 )

T ransfer (to)/ from other comprehensiv e income (1, 095 ) 1, 7 6 6 (1, 095 ) 1, 93 7

At 3 1 D ecemb er 25 , 3 8 4 4 4 , 7 5 1 6 5 , 94 6 113 , 26 3

13  I ntang ib le Assets
G roup

G oodw ill 
£ ’ 000

C ustomer 
List  

£ ’ 000

Sof tw are 
£ ’ 000

T otal 
£ ’ 000

Cost:

At 1 J anuary 2019 and 3 1 D ecemb er 2019 3 2, 916 6 , 8 4 6 1, 5 01 4 1, 26 3

Amortisation:

At 1 J anuary 2019 22, 926 5 , 091 1, 13 9 29, 15 6

Charge for the year 3 , 220 7 8 2 205 4 , 207

At 3 1 D ecemb er 2019 26 , 14 6 5 , 8 7 3 1, 3 4 4 3 3 , 3 6 3

N et book v alue:

At 3 1 D ecemb er 2019 6 , 7 7 0 97 3 15 7 7 , 900

At 3 1 D ecember 2018 9, 990 1, 7 5 5 3 6 2 12, 107
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For th e year ended 3 1 D ecemb er 2019 ( continued)

13  I ntang ib le Assets ( continued)
Society

Sof tw are 
£ ’ 000

Cost:

At 1 J anuary 2019 and 3 1 D ecemb er 2019 6 8 7

Amortisation:

At 1 J anuary 2019 3 25

Charge for the year 205

At 3 1 D ecemb er 2019 5 3 0

N et book v alue:

At 3 1 D ecemb er 2019 15 7

At 3 1 D ecember 2018 3 6 2

14  I nv estments in G roup U ndertaking s
Society

Sh ares in G roup 
undertaking s 

£ ’ 000

At 1 J anuary 2019 91, 4 09

N et rev aluation loss (3 3 , 5 25 )

At 3 1 D ecemb er 2019 5 7 , 8 8 4

T he v aluation of group undertak ings is sensitiv e to a number of factors including ex ternal economic and mark et conditions.  T he elements of the 
v aluation model w hich are most impacted by these factors are the earnings multiple and forecast future earnings.  

A 10%  mov ement in the earnings multiple selected giv es a 9. 2%  mov ement in the resulting v aluation.  A 10%  mov ement in the forecast future earnings 
giv es an 8 . 3 %  mov ement in the resulting v aluation.



4 7

N otes to th e Financial Statements

For th e year ended 3 1 D ecemb er 2019 ( continued)

14  I nv estments in G roup U ndertaking s ( continued)
Set out below  are the Society’ s inv estments in subsidiary undertak ings as at 3 1 D ecember 2019,  all of w hich are included in the consolidation.  All of 
the subsidiaries are incorporated in E ngland and W ales and are w holly ow ned.  

N ame of  undertaking Principal activ ities I mmediate parent company
PM Central Serv ices PLC
(Company number:  08 7 5 28 09)

Serv ice company for the G roup. Police Mutual Assurance Society Limited

PM H oldings Limited 
(Company number:  09908 006 )

An intermediate holding company. Police Mutual Assurance Society Limited

PMG I  Limited
(Company number:  0107 3 4 08 )

Arranges general insurance policies and acts 
as an introducer of third party products.

PM H oldings Limited 

PM Adv isory Limited
(Company number:  04 5 6 04 6 2)

O ffers independent financial adv ice. PM H oldings Limited 

Police H ousing Fund Limited
(Company number:  05 06 915 8 )

An intermediate holding company. PM H oldings Limited 

PMH C Limited
(Company number:  03 018 4 7 4 )

Prov ider of discretionary healthcare products. PM H oldings Limited 

Mortgage E x cellence PLC
(Company number:  03 5 27 5 7 7 )

Prov ider of mortgage placement and related 
financial serv ices.

PM H oldings Limited 

Abacus Limited 
(Company number:  04 207 6 6 3 )

Arranges general insurance policies. PM H oldings Limited 

Forces I nsurance Limited 
(Company number:  04 18 8 4 02)

A dormant company. PM H oldings Limited 

PM Adv isory Limited,  PMG I  Limited,  Mortgage E x cellence PLC and Abacus Limited are all regulated by the Financial Conduct Authority.  

PM H oldings Limited,  Police H ousing Fund Limited,  PMH C Limited and Forces I nsurance Limited hav e all tak en the 4 7 9A audit ex emption for a 
subsidiary company w ith the Society prov iding the parental guarantee.

I n addition,  the G roup ow ns preference shares in Pink erton segregated account (w ithin Artex SAC Limited) w hich is incorporated in B ermuda and is 
an inv estment of Police H ousing Fund Limited.  Pink erton is included in the consolidated financial statements in accordance w ith FRS 102,  paragraph 
9. 11 (“ Special purpose entities” ).  I ts principal activ ity is reinsurance of general insurance policies that w ere arranged by G roup companies.

Summary financial information is prov ided below  in relation to Pink erton segregated account (w ithin Artex SAC Limited) show ing each main heading 
in the primary statements for w hich there is a material item included w ithin the G roup financial statements.

T ech nical Account B alance Sh eet
2019 

£ ’ 000
2018  

£ ’ 000
2019 

£ ’ 000
2018  

£ ’ 000
O ther technical income 11, 95 5 10, 3 3 4 Current assets 11, 3 94 13 , 8 03

O ther technical charges (1, 101) (8 6 9) Current liabilities (6 8 ) (3 , 3 3 1)

N et prof it 10, 8 5 4 9, 4 6 5 N et assets 11, 3 26 10, 4 7 2

I ncluded w ithin current assets is £ 7 , 8 3 7 , 000 (2018 :  £ 8 , 091, 000) of cash,  of w hich £ 3 , 8 08 , 000 (2018 :  £ 3 , 7 90, 000) is held as collateral.

T here are no other gains and losses occurring in the current year.  A div idend of £ 10, 000, 000 (2018 :  £ 6 , 000, 000) w as declared during the year and 
£ 13 , 25 0, 000 (2018 :  £ 2, 7 5 0, 000) w as paid to Police H ousing Fund Limited,  the immediate parent undertak ing.
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15  O th er Financial I nv estments
D ue to the nature of the G roup and Society,  financial inv estments are held in order to be able to meet obligations to policy holders in the future.  

( A)  Financial I nv estments

G roup and Society 2019  2018
C arrying  

V alue 
£ ’ 000

H istorical 
C ost 

£ ’ 000

C arrying  
V alue 
£ ’ 000

H istorical 
C ost 

£ ’ 000
Financial inv estments at FV T PL

D eriv ativ es (note 15 (B ) –  held for trading)

 - Forw ard currency 8 91 - 4 , 011 -

 - Listed O ptions (8 , 7 6 4 ) 2, 5 14 3 , 05 2 4 , 7 6 7

 - B ond futures - 6 7 - 7 0

 - Stock  futures - (16 4 ) - -
Financial inv estments desig nated upon initial 
recog nition as at FV T PL
Shares and other v ariable yield securities:

 - U nited K ingdom -  listed 8 3 , 94 4 7 8 , 07 1 117 , 5 96 111, 5 10

 - U nited K ingdom -  unlisted - 3 , 005 4 , 17 5 3 , 005

 - O v erseas -  listed 213 , 08 9 195 , 24 5 195 , 3 90 206 , 03 5

D ebt and other fix ed income securities:

 - U nited K ingdom -  listed 104 , 3 7 2 102, 8 6 6 95 , 13 2 95 , 6 4 3

 - U nited K ingdom -  unlisted 6 , 224 16 , 8 5 9 20, 3 27 22, 198

 - O v erseas -  listed 105 , 7 4 9 103 , 6 98 7 9, 3 10 7 9, 5 7 9

T otal f inancial inv estments h eld at FV T PL 5 05 , 5 05 5 02, 16 1 5 18 , 993 5 22, 8 07

Loans and receiv ab les at amortised cost

Loans on policies 2, 101 2, 101 2, 5 96 2, 5 96

D eposits w ith credit institutions 7 4 , 3 95 7 3 , 7 7 4 96 , 005 93 , 7 4 7

T otal f inancial inv estments 5 8 2, 001 5 7 8 , 03 6 6 17 , 5 94 6 19, 15 0

All U nited K ingdom listed shares and securities are listed on the London Stock E x change or other recognised inv estment ex changes.  O v erseas 
inv estments are listed on recognised inv estment ex changes w ithin the relev ant domicile country.  Loans and receiv ables at amortised cost are 
disclosed at carrying v alue w hich is a reasonable approx imation of fair v alue.  I nv estments classified as held as at FV T PL (fair v alue through profit 
and loss) are those w here fair v alue is eq ual to the assets’  carrying v alue w ith gains or losses being reflected in the T echnical Account.  I n this w ay 
these gains and losses w ill be matched w ith changes in the related liabilities to policy holders,  w hich are also reflected in the T echnical Account.

( B )  D eriv ativ e Financial I nstruments

T he Society currently uses deriv ativ e financial instruments for efficient portfolio management.  T he deriv ativ es used are ‘ ex change- traded’  (regulated 
by an ex change) forw ard currency contracts w ith a mark et q uoted price.  T hese deriv ativ es are financial contracts obligating the buyer to purchase 
a financial instrument at a predetermined future date and price.
D eriv ativ es are initially recognised at fair v alue on the date on w hich a deriv ativ e contract is entered into and are re- measured subseq uently at their 
fair v alue.  Changes in the fair v alue are recognised immediately in the T echnical Account.  Fair v alues are obtained from q uoted mark et prices in 
activ e mark ets,  including recent mark et transactions.  All deriv ativ es are carried as assets w hen the fair v alue is positiv e and as liabilities w hen the 
fair v alue is negativ e.
T he best ev idence of the fair v alue of a deriv ativ e at initial recognition is the transaction price (i. e.  the fair v alue of the consideration giv en or receiv ed) 
unless the fair v alue of that instrument is ev idenced by comparison w ith other observ able current mark et transactions in the same instrument (i. e.  
w ithout modification or repack aging) or based on a v aluation techniq ue w hose v ariables include only data from observ able mark ets.  T he fair v alue of 
deriv ativ es held at 3 1 D ecember 2019 w as £ 7 , 8 7 3 , 000 –  negativ e,  (2018 :  £ 7 , 06 3 , 000 –  positiv e),  commission payable on purchase w as £ N il (2018 :  £ N il).  

( C )  C ollateral

At the B alance Sheet date the G roup and Society had pledged £ 3 3 , 119, 000 (2018 :  £ 1, 5 4 2, 000) of cash margin collateral in respect of futures.  T he net 
cash margin pledged is included w ithin cash on the face of the B alance Sheets of the G roup and Society.  T he amount pledged is payable on demand.
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N otes to th e Financial Statements

For th e year ended 3 1 D ecemb er 2019 ( continued)

16  Risk Manag ement
( A)  C redit Risk

T he table below  show s the assets of the G roup and Society that are subj ect to credit risk and a reconciliation to the B alance Sheet carrying v alue 
for that asset.  For deriv ativ es the credit rating reflects the credit rating of the counterparty.  Link ed assets are not subj ect to credit risk as this risk is 
borne by the holders of the contracts concerned.  T he directors do not consider that there is any credit risk associated w ith G ov ernment gilts.  N on-
link ed assets not subj ect to credit risk include shares and other v ariable yield securities that are subj ect to mark et risk .

G roup Society

2019 
£ ’ 000

2018  
£ ’ 000

2019 
£ ’ 000

2018  
£ ’ 000Rating

Financial inv estments -  debt and fix ed income securities AAA 4 , 7 99 3 , 5 24 4 , 7 99 3 , 5 24

AA 23 , 26 6 18 , 05 3 23 , 26 6 18 , 05 3

A 5 6 , 94 9 4 2, 8 12 5 6 , 94 9 4 2, 8 12

B B B  and below 7 9, 6 7 8 7 5 , 7 4 9 7 9, 6 7 8 7 5 , 7 4 9

N ot rated 6 , 224 20, 3 27 6 , 224 20, 3 27

Cash and cash eq uiv alents 
AA 7 1, 03 3 90, 8 4 9 6 3 , 196 90, 8 4 9

A 6 3 , 7 19 13 1, 95 9 6 1, 7 5 3 120, 6 99

Reinsurers’  share of technical prov isions AA 8 , 98 0 8 , 14 9 8 , 98 0 8 , 14 9

Link ed assets not subj ect to credit risk 90, 04 1 7 9, 4 7 6 90, 04 1 7 9, 4 7 6

Link ed assets subj ect to credit risk -  cash AA 9, 23 6 8 , 8 6 7 9, 23 6 8 , 8 6 7

A 13 , 5 02 11, 3 27 13 , 5 02 11, 3 27

N on- link ed assets not subj ect to credit risk 4 21, 5 24 3 8 4 , 291 4 3 8 , 8 7 1 4 29, 7 5 8

T otal assets 8 4 8 , 95 1 8 7 5 , 3 8 3 8 5 6 , 4 95 909, 5 90

I n addition to holding collateral,  the use of an intermediary company reduces Police Mutual’ s ex posure to credit risk by ensuring that the parties 
inv olv ed in the deriv ativ es hav e sufficient resources to meet payment req uirements.  T his is enhanced by the req uirement for parties to prov ide the 
intermediary w ith an additional margin payment w hich prov ides further protection against default.  T he types of deriv ativ es and the terms under w hich 
Police Mutual enters into arrangements are giv en in note 15 (B ).

N o financial assets are past due or impaired at the reporting date and management ex pects no significant losses from non- performance by these 
counterparties.  N on- link ed assets not subj ect to credit risk include premium debtors all of w hich are less than three months old.  T he Society has 
nev er ex perienced a significant loss arising from premium debtors because the Society maintains the right to cancel a policy if premiums are not 
paid w hen due.  N o prov ision is made for impairment of these assets (2018 :  £ N il).

( B )  I nterest Rate Risk

I nterest rate risk is the risk that the fair v alue or cash flow s of a financial instrument w ill v ary as mark et rates of interest v ary.  I nterest rate risk arises 
from holding assets and liabilities w ith different maturity or re- pricing dates,  creating ex posure to changes in the lev el of interest rates,  w hether real 
or notional.  I t mainly arises from the Society’ s inv estments in debt and fix ed income securities,  w hich are ex posed to changes in interest rates.  I t 
also arises in certain products sold by the Society,  w hich include guarantees as they can lead to the liabilities increasing by more than the v alue of 
the back ing assets w here interest rates change.

E x posure to interest rate risk is measured as part of the Society’ s stress and scenario testing and is considered as part of the capital management 
of the Society.
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N otes to th e Financial Statements

For th e year ended 3 1 D ecemb er 2019 ( continued)

16  Risk Manag ement ( continued)
( C )  Liq uidity Risk 

T he analysis below  prov ides a summary of the ex posures carried in respect of liq uidity risk s.  T he earliest contractual repayment date of inv estment 
contracts w ith discretionary participation features and unit link ed inv estment contracts is on demand and the undiscounted cash flow s subj ect to 
liq uidity risk are £ 23 4 , 4 4 3 , 000 (2018 :  £ 23 0, 926 , 000) and £ 112, 7 7 9, 000 (2018 :  £ 99, 6 7 0, 000) respectiv ely.  O ther financial liabilities are repayable 
betw een 0- 5  years as follow s:

G roup Society
2019 

£ ’ 000
2018  

£ ’ 000
2019 

£ ’ 000
2018  

£ ’ 000
O ther financial liabilities 4 1, 3 6 0 4 8 , 8 08 8 , 3 4 2 14 , 5 03

T he tables below  show  the undiscounted ex pected maturity analysis of the G roup’ s and Society’ s insurance contracts and inv estment contracts 
w ith discretionary participation features.  T hese are the amounts that are guaranteed on maturity (or any earlier date w here the surrender v alue 
is guaranteed).

G roup and Society

2019
0- 5   

years 
£ ’ 000

5 - 10  
years 
£ ’ 000

10- 15   
years 
£ ’ 000

15 - 20 
years 
£ ’ 000

O v er 20 
years 
£ ’ 000

T otal 
£ ’ 000

Liab ilities sub j ect to liq uidity risk

I nsurance contract liabilities

 - guaranteed component 24 2, 96 0 3 7 3 , 08 5 112, 6 8 4 5 , 4 4 4 2, 27 8 7 3 6 , 4 5 1
I nv estment contract w ith discretionary 
participation features liabilities
 - guaranteed component 16 8 , 95 4 4 8 , 03 0 6 7 1 3 25 6 5 218 , 04 5

4 11, 914 4 21, 115 113 , 3 5 5 5 , 7 6 9 2, 3 4 3 95 4 , 4 96

2018
0- 5   

years 
£ ’ 000

5 - 10  
years 
£ ’ 000

10- 15   
years 
£ ’ 000

15 - 20 
years 
£ ’ 000

O v er 20 
years 
£ ’ 000

T otal 
£ ’ 000

Liab ilities sub j ect to liq uidity risk

I nsurance contract liabilities

 - guaranteed component 25 7 , 06 4 3 7 1, 25 8 106 , 8 08 6 , 3 23 1, 6 5 2 7 4 3 , 105
I nv estment contract w ith discretionary 
participation features liabilities
 - guaranteed component 16 7 , 93 6 5 1, 26 9 7 7 8 3 4 5 8 1 220, 4 09

4 25 , 000 4 22, 5 27 107 , 5 8 6 6 , 6 6 8 1, 7 3 3 96 3 , 5 14

Amounts under unit link ed contracts are generally repayable on demand and the G roup is responsible for ensuring there is sufficient liq uidity w ithin 
the asset portfolio to enable liabilities to unit link ed policy holders to be met as they fall due.

( D )  O perational,  Strateg y,  B rand and Reputation Risks

U nlik e financial risk s,  the measurement of operational,  strategic and reputation risk s is based largely on scenario analysis and stress testing that 
includes rev erse stress testing carried out by subj ect matter ex perts from k ey parts of the organisation w ith the inv olv ement of the Managing B oard 
at appropriate stages.  T his approach is proportionate to the siz e and complex ity of the business.  T he G roup uses scenario analysis and stress 
testing to help assess the lik elihood and impact of risk s on the ev olv ing business model and strategic plans by considering the strength of systems 
of control and framing appropriate contingency plans and risk mitigating actions to reduce the ex posure to w ithin the G roup’ s risk tolerances and 
appetite.  T he approach refers to industry and regulatory guidance w hich emphasises the use of data collected internally and from ex ternal sources 
as applicable to the G roup.
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N otes to th e Financial Statements

For th e year ended 3 1 D ecemb er 2019 ( continued)

16  Risk Manag ement ( continued)
( E )  C urrency Risk 

T he table below  show s the split of denomination currencies and the ex tent to w hich there is an ex posure to currency risk .

Assets

G roup Society
2019 

£ ’ 000
2018  

£ ’ 000
2019 

£ ’ 000
2018  

£ ’ 000
N on- linked assets

Assets denominated in Sterling 5 20, 3 3 6 5 7 3 , 7 22 5 27 , 8 8 0 6 07 , 929

Assets denominated in U S D ollars 15 2, 008 13 6 , 6 00 15 2, 008 13 6 , 6 00

Assets denominated in E uros 15 , 201 18 , 5 4 9 15 , 201 18 , 5 4 9

Assets denominated in other currencies 4 8 , 6 27 4 6 , 8 4 2 4 8 , 6 27 4 6 , 8 4 2

T otal non- linked assets 7 3 6 , 17 2 7 7 5 , 7 13 7 4 3 , 7 16 8 09, 920

Link ed assets not ex posed to currency risk 112, 7 7 9 99, 6 7 0 112, 7 7 9 99, 6 7 0

T otal assets 8 4 8 , 95 1 8 7 5 , 3 8 3 8 5 6 , 4 95 909, 5 90

( F)  Fair v alue estimation

FRS 102,  under paragraphs 11. 4 1(a) and 11. 4 1(d),  req uires for financial instruments held at fair v alue on the B alance Sheet,  disclosure of fair v alue 
measurements by lev el of the follow ing fair v alue measurement hierarchy:

Q uoted prices (unadj usted) in activ e mark ets for identical assets and liabilities (Lev el 1);

I nputs other than q uoted prices included w ithin Lev el 1 that are observ able for the asset or liability,  either directly (that is,  as prices) or indirectly (that 
is,  deriv ed from prices) (Lev el 2);

I nputs for the asset or liability that are not based on observ able mark et data (that is,  unobserv able inputs) (Lev el 3 ).

T he follow ing table presents the G roup’ s inv estments that are measured at fair v alue at 3 1 D ecember 2019.

T otal 
£ ’ 000

Lev el 1 
£ ’ 000

Lev el 2 
£ ’ 000

Lev el 3  
£ ’ 000

D eriv ativ es

-  Forw ards and options (7 , 8 7 3 ) (7 , 8 7 3 ) - -

Shares and other v ariable yield securities

-  U nited K ingdom* 17 3 , 8 95 99, 6 17 - 7 4 , 27 8

-  O v erseas 213 , 08 9 213 , 08 9 - -

D ebt and other fix ed income securities

-  U nited K ingdom 110, 5 96 4 5 , 4 3 0 5 8 , 94 3 6 , 223

-  O v erseas 105 , 7 4 9 2, 3 7 8 103 , 3 7 1 -

D eposits w ith credit institutions* * 95 , 8 5 0 95 , 8 5 0 - -

Loans on policies 2, 101 - - 2, 101

6 93 , 4 07 4 4 8 , 4 91 16 2, 3 14 8 2, 6 02

*  includes £ 8 9, 95 1, 000 of assets held to cov er link ed liabilities w ith the Lev el 1 category.  
* *  includes £ 21, 4 5 5 , 000 of assets held to cov er link ed liabilities w ith the Lev el 1 category.

T he inv estment in shares in group undertak ings held by the Society of £ 5 7 , 8 8 4 , 000 (2018 :  £ 91, 4 09, 000) is classified as lev el 3 .  T here are no other 
differences betw een the G roup and Society’ s inv estments.  
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N otes to th e Financial Statements

For th e year ended 3 1 D ecemb er 2019 ( continued)

16  Risk Manag ement ( continued)
( F)  Fair v alue estimation ( continued)

T he follow ing table presents the G roup’ s inv estments that are measured at fair v alue at 3 1 D ecember 2018 .  

T otal 
£ ’ 000

Lev el 1 
£ ’ 000

Lev el 2 
£ ’ 000

Lev el 3  
£ ’ 000

D eriv ativ es

-  Forw ards and options 7 , 06 3 7 , 06 3 - -

Shares and other v ariable yield securities

 - U nited K ingdom* 18 2, 197 97 , 97 4 - 8 4 , 223

 - O v erseas 195 , 3 90 195 , 3 90 - -

D ebt and other fix ed income securities

 - U nited K ingdom 115 , 4 5 9 3 4 , 3 05 6 0, 8 27 20, 3 27

 - O v erseas 7 9, 3 10 1, 23 5 7 8 , 07 5 -

D eposits w ith credit institutions* * 115 , 03 5 115 , 03 5 - -

Loans on policies 2, 5 96 - - 2, 5 96

6 97 , 05 0 4 5 1, 002 13 8 , 902 107 , 14 6

*  includes £ 6 0, 4 26 , 000 of assets held to cov er link ed liabilities w ith the Lev el 1 category.  
* *  includes £ 19, 03 0, 000 of assets held to cov er link ed liabilities w ith the Lev el 1 category.

T he G roup does not hav e any financial liabilities that are held for trading.

T he fair v alue of financial instruments traded in activ e mark ets is based on q uoted bid prices at the B alance Sheet date,  as described in note 1(K ) to 
the Financial Statements.  T hese instruments are included in Lev el 1 and comprise primarily listed eq uity and debt instruments.

T he G roup monitors closely the v aluation of assets in mark ets that hav e become less liq uid.  D etermining w hether a mark et is activ e req uires the 
ex ercise of j udgement and is determined based upon the facts and circumstances of the mark et for the instrument being measured.  W here it is 
determined that there is no activ e mark et,  fair v alue is established using a v aluation techniq ue.  T he techniq ues applied incorporate relev ant information 
av ailable and reflect appropriate adj ustments for credit and liq uidity risk s.  T hese v aluation techniq ues max imise the use of observ able mark et data 
w here it is av ailable and rely as little as possible on entity specific estimates.  T he relativ e w eightings giv en to different sources of information and 
the determination of non- observ able inputs to v aluation models can req uire the ex ercise of significant j udgement.  

I f all significant inputs req uired to fair v alue an instrument are observ able,  the instrument is included in Lev el 2.  I f one or more of the significant inputs 
is not based on observ able mark et data,  the instrument is included in Lev el 3 .

Specific v aluation techniq ues used to v alue financial instruments include:

•  T he use of observ able prices for recent arm’ s length transactions;
•  Q uoted mark et prices or dealer q uotes for similar instruments.  I n particular,  for corporate bonds for w hich there is no activ e mark et the fair v alue is 

based on brok er/ dealer price q uotations.  W here possible the G roup seek s at least tw o q uotations for each bond and considers w hether these are 
representativ e of fair v alue in light of current traded lev els.  W here this information is not av ailable or w here it is considered to be not representativ e 
of fair v alue,  fair v alue has been estimated using q uoted mark et prices for securities w ith similar credit,  maturity and yield characteristics;  and

•  O ther techniq ues,  such as discounted cash flow  analysis,  are used to determine fair v alue for the remaining financial instruments.
N ote that all of the resulting fair v alue estimates are included in Lev el 2,  ex cept for certain asset back ed securities w hich are included in Lev el 3 .

T he follow ing table presents the changes in Lev el 3  financial instruments for the year ended 3 1 D ecember 2019.

G roup 
2019 

£ ’ 000

Society 
2019 

£ ’ 000
O pening balance 107 , 14 6 198 , 5 5 5

N et disposals (16 , 5 91) (16 , 5 91)

U nrealised loss included in the T echnical Account (7 , 95 3 ) (4 1, 4 7 8 )

C losing  B alance 8 2, 6 02 14 0, 4 8 6
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For th e year ended 3 1 D ecemb er 2019 ( continued)

16  Risk Manag ement ( continued)
( F)  Fair v alue estimation ( continued)

T he G roup has inv estments in property funds.  T hese hav e been classified as Lev el 3  as there is limited observ able mark et data for the v aluation of 
these assets.  T he fair v alue of the property funds is based on the net asset v alues supplied by underlying fund managers using independent firms 
of v aluers.  Management has applied a discount factor collated from portfolio managers based on their v iew s of the secondary unlisted mark et to 
the net asset v alues.

T he G roup held a minority eq uity holding in and a corporate bond w ith a financial company w hich w ent into administration post year end.  B oth of 
these assets w ere classified as Lev el 3  as there is limited recent,  observ able mark et data in activ e mark ets for the v aluation of these assets.  T he 
fair v alue of the minority eq uity holding w as modelled prev iously based on ex ternal transactions,  how ev er these are not in an activ e mark et.  T he 
eq uity holding w as w ritten dow n to £ nil at the B alance Sheet date as it has no v alue follow ing the administration.  T he fair v alue of the loan had been 
calculated prev iously using a discounted cash flow  model,  w ith assumptions for the lev el of default,  the amount recov ered in the ev ent of a default,  
and the rates of early repayments.  At the B alance Sheet date,  the loan w as v alued at amounts ex pected to be recov erable from the administration.  

( G )  Sensitiv ity analysis

T he impact on the Society’ s T echnical Account and FFA are show n in the table below .  For each sensitiv ity,  the impact of a change in a single v ariable 
w ith all other assumptions left constant is considered.  I n reality,  it is unlik ely that only one factor w ill change in isolation and the sensitiv ities used do 
not tak e into account consideration of activ e management by the Society of its assets and liabilities.  

T he percentage changes show n below  are designed to show  the sensitiv ity of the Society’ s B alance Sheet to a range of illustrativ e mark et mov ements 
and do not in any w ay reflect management’ s ex pectation of future mark et performance.  

2019

Fix ed interest yields E q uity Property

+ 1% - 1% + 10% - 10% + 10% - 10%

%  I mpact on T echnical Account (£ ’ 000) (3 . 1) 3 . 4 1. 0 (1. 3 ) 0. 9 (0. 8 )

%  I mpact on FFA (£ ’ 000) 9. 7 (13 . 1) 1. 6 (3 . 4 ) 3 . 4 (3 . 7 )

2018

Fix ed interest yields E q uity Property

+ 1% - 1% + 10% - 10% + 10% - 10%

%  I mpact on T echnical Account (£ ’ 000) (2. 9) 3 . 2 2. 7 (2. 5 ) 0. 9 (0. 9)

%  I mpact on FFA (£ ’ 000) 5 . 9 (7 . 7 ) 4 . 9 (6 . 2) 2. 2 (2. 3 )
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For th e year ended 3 1 D ecemb er 2019 ( continued)

17  T ang ib le Assets
G roup

Freeh old 
land and 

b uilding s 
£ ’ 000

C omputer 
eq uipment 

£ ’ 000

O f f ice 
f urniture 

and 
eq uipment 

£ ’ 000

Motor 
v eh icles 

£ ’ 000
T otal 
£ ’ 000

Cost or v aluation:  

At 1 J anuary 2019 5 , 27 5 6 , 8 23 1, 4 5 1 29 13 , 5 7 8

Additions - 27 25 6 0 112

D isposals - - (124 ) (24 ) (14 8 )

At 3 1 D ecemb er 2019 5 , 27 5 6 , 8 5 0 1, 3 5 2 6 5 13 , 5 4 2

D epreciation:
At 1 J anuary 2019 - 3 , 926 7 4 7 23 4 , 6 96

Charge for the year - 1, 006 122 14 1, 14 2

E liminated on disposals - - (5 4 ) (18 ) (7 2)

At 3 1 D ecemb er 2019 - 4 , 93 2 8 15 19 5 , 7 6 6

N et book v alue:
At 3 1 D ecemb er 2019 5 , 27 5 1, 918 5 3 7 4 6 7 , 7 7 6

At 3 1 D ecember 2018 5 , 27 5 2, 8 97 7 04 6 8 , 8 8 2

At the end of the year the G roup had a tangible asset capital commitment of £ N il (2018 :  £ N il).

T he land and buildings included abov e are ow ned directly by and occupied by the Society.

T he v alue of freehold land,  w hich is not depreciated is £ 8 95 , 000 (2018 :  £ 8 95 , 000).

All properties held at 3 1 D ecember 2019 are freehold.  T he freehold properties w ere v alued at 3 1 D ecember 2018  by K ingstons Commercial Property 
Consultants,  an independent v aluer w ith a recognised and relev ant professional q ualification on the basis of fair v alue in accordance w ith the prov isions 
of the professional standards of the Royal I nstitution of Chartered Surv eyors.  T he directors hav e considered the v aluation of the freehold properties 
as at 3 1 D ecember 2019 and do not consider it to hav e differed materially from that stated at 3 1 D ecember 2018 .
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For th e year ended 3 1 D ecemb er 2019 ( continued)

17  T ang ib le Assets ( continued)
Society

Freeh old 
land and 

b uilding s 
£ ’ 000

C omputer 
eq uipment 

£ ’ 000
T otal 
£ ’ 000

Cost or v aluation:

At 1 J anuary 2019 and 3 1 D ecemb er 2019 5 , 27 5 1, 000 6 , 27 5

D epreciation:
At 1 J anuary 2019 - 4 6 6 4 6 6

Charge for the year - 23 8 23 8

At 3 1 D ecemb er 2019 - 7 04 7 04

N et book v alue:
At 3 1 D ecemb er 2019 5 , 27 5 296 5 , 5 7 1

At 3 1 D ecember 2018 5 , 27 5 5 3 4 5 , 8 09

18  T ech nical Prov isions and T ech nical Prov isions f or Linked Liab ilities
( A)  T ech nical Prov isions

G roup and Society

2019 2018

G ross 
£ ’ 000

Reinsurers’  
Sh are 
£ ’ 000

N et 
£ ’ 000

G ross 
£ ’ 000

Reinsurers’  
Sh are 
£ ’ 000

N et 
£ ’ 000

C ontract liab ilities
Participating insurance 
contracts 3 7 1, 15 6 - 3 7 1, 15 6 3 8 1, 3 5 8 - 3 8 1, 3 5 8

N on- participating insurance 
contracts 9, 93 7 (8 , 98 0) 95 7 8 , 6 97 (8 , 14 9) 5 4 8

3 8 1, 093 ( 8 , 98 0) 3 7 2, 113 3 90, 05 5 ( 8 , 14 9) 3 8 1, 906

I nv estment contracts w ith 
discretionary participation 
features 

24 8 , 5 6 9 - 24 8 , 5 6 9 24 3 , 7 6 3 - 24 3 , 7 6 3

N on- participating inv estment 
contracts 24 , 5 20 - 24 , 5 20 3 2, 200 - 3 2, 200

Long - term b usiness 
prov ision 6 5 4 , 18 2 ( 8 , 98 0) 6 4 5 , 202 6 6 6 , 018 ( 8 , 14 9) 6 5 7 , 8 6 9

C laims outstanding 7 , 5 6 6 ( 7 8 0) 6 , 7 8 6 7 , 04 6 ( 6 09) 6 , 4 3 7
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For th e year ended 3 1 D ecemb er 2019 ( continued)

18  T ech nical Prov isions and T ech nical Prov isions f or Linked Liab ilities ( continued)
( B )  T ech nical Prov isions f or Linked Liab ilities and O th er Financial Liab ilities

G roup and Society

2019 
£ ’ 000

2018  
£ ’ 000

N on- participating inv estment contracts 112, 7 7 9 99, 6 7 0

T otal tech nical prov isions f or linked liab ilities 112, 7 7 9 99, 6 7 0

Financial liabilities in respect of unit- link ed inv estment contracts are carried on the B alance Sheet at amortised cost.

O ther financial liabilities of the G roup including creditors payable w ithin one year of £ 3 8 , 3 5 3 , 000 (2018 :  £ 4 3 , 5 11, 000) are measured at amortised 
cost.  T he corresponding amounts for the Society are £ 8 , 3 4 2, 000 (2018 :  £ 14 , 5 03 , 000).

T he carrying v alue of unit- link ed inv estment contracts and other financial liabilities is a reasonable approx imation of fair v alue.

( C )  Assumptions

K ey assumptions used to determine insurance contract liabilities are set by the Managing B oard based on adv ice giv en by the Chief Actuary and are 
outlined below .  T hese assumptions are updated at least at each reporting date to reflect latest estimates.

I n calculating the technical prov isions no account has been tak en of future management actions.

i)  D emog raph ic

•  Mortality
Mortality bases are rev iew ed periodically to ensure that the assumptions remain appropriate,  tak ing into account recent company and industry 
ex perience for each class of business.  T he mortality rates used are giv en below .

C lass of  B usiness Mortality

2019 2018

T erm assurance (smok er/ non- smok er differentiated) 5 0%  T M/ F00 /  100%  T M/ F00 5 0%  T M/ F00 /  100%  T M/ F00

T erm assurance 7 0%  T M/ F00 7 0%  T M/ F00

W hole of Life business 6 0%  AM/ F00 6 0%  AM/ F00

Pension business 4 0%  AM/ F00 4 0%  AM/ F00

U nitised w ith- profits business 4 0%  AM/ F00 4 0%  AM/ F00

All other business 6 0%  AM/ F00 6 0%  AM/ F00

T he mortality assumptions for 2019 are unchanged from 2018 .

I f a low er mortality rate w ere assumed to apply,  the long- term business prov ision w ould decrease in respect of assurances.  
•  Persistency
Persistency is the ex tent to w hich policies remain in force and are not for any reason lapsed,  made paid- up,  surrendered or transferred prior to 
maturity or ex piry.

An allow ance has been made for lapse and w ithdraw al rates based on analysis of the most recent ex perience.  T he lapse rates used for 2019 are 
different from the 2018  assumptions reflecting v ariations in actual ex perience.  

T o the ex tent that recurring single premiums are paid under a contract,  prov ided the terms of the payment of those single premiums are not fix ed 
contractually,  no future allow ance w ill be made.

An increase in lapses w ould reduce the cost of guarantees,  as few er policyholders remain to receiv e the guaranteed benefits.
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18  T ech nical Prov isions and T ech nical Prov isions f or Linked Liab ilities ( continued)
( C )  Assumptions ( continued)

ii)  E x penses

Allow ance is made for the best estimate of the ex penses req uired to administer the ex isting life assurance business and future ex pense inflation.  
T he assumptions hav e been updated to reflect changes in the ex pected future ex pense base.  

An increase in ex penses w ould increase the cost of guarantees as the guaranteed benefits are more lik ely to apply at maturity.  I t w ould also increase 
the technical prov isions for the non- profit business.

C lass of  B usiness
E x penses

2019 2018

T erm assurance £ 23 . 00 pa £ 17 . 5 0 pa

T op up pension £ 15 . 24  pa £ 15 . 00 pa

Platinum B ond,  G I B ,  G I SA,  O I SA £ 6 0. 00 pa £ 5 0. 00 pa

Stak eholder Pension,  G roup Personal Pension £ 7 5 . 00 pa £ 7 5 . 00 pa

Child T rust Fund £ 26 . 5 0 pa £ 24 . 00 pa

Conv entional w ith- profits £ 18 . 25  pa £ 17 . 00 pa

iii)  E conomic

For w ith- profits business,  the maj ority of the liability is calculated as the aggregate asset share for the business in force.  T his is a retrospectiv e 
calculation based on the actual ex perience.  Asset shares hav e been determined in line w ith the Society’ s Principles and Practices of Financial 
Management (PPFM).

T he v alues of financial options and guarantees and future deductions from asset shares are calculated using mark et consistent techniq ues.  Mark et 
consistency is achiev ed by running a large number of economically credible scenarios through a stochastic v aluation model.  E ach scenario is 
discounted at a rate consistent w ith the indiv idual simulation.  E conomic scenarios achiev e mark et consistency by calibration to observ ed mark et data.

Significant assumptions impacting the cost of options and guarantees are inv estment v olatility and correlation.  Asset ex pected returns and v olatilities 
hav e been calibrated to ensure consistency w ith mark et v alues at an appropriate term for the Society’ s anticipated liability profile.  T he cost of 
guarantees w ill be higher w ith higher inv estment v olatility.

T he liabilities for non- profit business hav e been calculated using the risk  free term structure as specified by E I O PA.  T he risk discount rate v aries by 
term.  For non- profit business,  the long- term business prov ision is calculated using the gross premium v aluation method.

19 C apital Manag ement
All Police Mutual’ s av ailable capital resources are w ithin the Life Fund.  T here are no shareholders’  funds and there are no borrow ings.

T he G roup and the regulated entities w ithin it are subj ect to a number of regulatory capital tests.  T hey hav e all met these req uirements throughout 
the financial year.  I n reporting the Society’ s financial strength,  capital and solv ency is measured using the regulations prescribed by the Prudential 
Regulation Authority (PRA).  T hese regulatory capital tests are based upon req uired lev els of solv ency capital and a series of best estimate assumptions 
in respect of the types of business w ritten by the Society.  
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19 C apital Manag ement ( continued)
T he primary uses of Police Mutual’ s capital are:

•  to meet statutory solv ency and internal capital req uirements;
•  to giv e inv estment freedom for w ith- profits policyholders;
•  to prov ide w ork ing capital;
•  to prov ide capital support for guarantees;
•  to finance other business v entures including prov iding support for benev olent activ ities consistent w ith the Society’ s purposes and for the ov erall 

commercial benefit and/ or protection of all current and future Members recognising the support the Society receiv es from the Police;
•  to enable smoothing of inv estment returns and payouts;
•  to meet any ex cess of costs ov er charges for business other than conv entional w ith- profits business;  and
•  to meet ex ceptional costs in managing the business arising as a result of legislation,  tax ation or other circumstances w hich,  in the opinion of the 

Managing B oard,  should not be directly charged to policyholder benefits.

Police Mutual manages its capital by any of or a combination of any of the follow ing:

•  pursuing its business plan and attendant rev enue and profit targets;
•  amending inv estment strategy;
•  amending charges;  and 
•  by controlling the addition of regular and final bonuses on w ith- profits policies in order to ensure it is adeq uate to meet both the regulatory 

req uirement and the internal assessment for capital as a buffer against adv erse circumstances.

Police Mutual’ s intention is that the capital should be large enough to support the uses listed abov e and its risk appetite.  H ow ev er,  it w ill not activ ely 
increase the amount of capital beyond the needs of ensuring it is adeq uate for this purpose.

T he table below  show s the change in Fund for Future Appropriations (FFA) ov er the year.  

  2019 
 £ ’ 000

 2018  
 £ ’ 000

T otal Society FFA at start of  year  113 , 26 3  13 2, 912

I nv estment v ariations –  assets not back ing the asset shares (11, 7 3 7 )  6 27

I nv estment v ariations –  liabilities,  plus one year ageing of policies  10, 24 1 (3 , 8 3 3 )

Change in economic conditions and economic assumptions (3 , 099)  2, 8 4 7

E ffect of subsidiary activ ity (3 3 , 5 25 ) (7 , 03 8 )

E ffect of demographic ex perience ov er the year (2, 5 8 1) (2, 7 5 8 )

E x pense v ariances (5 , 5 16 ) (3 , 5 19)

T ax  v ariances  8 11 (3 , 3 12)

Profits on non- profit business after reinsurance  4 7 6  1, 06 1

N ew  business (2, 16 4 ) (3 , 14 5 )

Change in current liabilities (28 1)  1, 5 4 7

Change in non- economic assumptions (2, 103 ) (1, 203 )

Modelling changes  -  15 0

O ther v ariances  2, 16 1 (1, 07 3 )

T otal Society FFA at end of  year  6 5 , 94 6  113 , 26 3

T he first item in the table includes the inv estment return earned on assets not back ing the asset shares.  T he second item in the table is due to the 
inv estment return on the asset share assets being significantly positiv e in 2019.

T he change in economic conditions and economic assumptions reflects changes in interest rates and asset v olatility figures,  together w ith any change 
in future eq uity back ing ratio assumption.

T he effect of subsidiary activ ity reflects the latest business plans for the subsidiaries.

T he ex pense v ariances include items that the Managing B oard agreed w ould be charged to the estate.  I t also includes the effect of support prov ided 
to products and changes to the cost allocation methodology.
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19 C apital Manag ement ( continued)
T he tax v ariances are a result of reduced recognition of the deferred tax asset,  offset by the fact that w ith- profits policyholders w ere giv en a net of 
tax return (in particular in respect of eq uity gains) despite no tax being payable.  T his is because they had prev iously been giv en the full benefit of the 
deferred tax asset arising from the eq uity losses incurred in earlier years.  

T he change in capital from new  business comes mainly from the strain of w riting w ith- profits business and the Fix ed T erm O I SA product.

T he main element included in the change in current liabilities is the actuarial loss in respect of FRS 102 Pension deficit liabilities.  T his item also 
includes a £ 1m benefit resulting from the change in reserv ing in respect of outstanding claims.

Police Mutual has only one w ith- profits fund,  the Life Fund.  T he FFA for that fund is determined in accordance w ith the FRS 102 regime.  T he long-
term business prov ision is calculated using Solv ency I I  methodology (w here permitted by FRS 103 ) w hich is also used for the Society’ s regulatory 
reporting.  T he long- term business prov ision is broadly eq uiv alent to the Society’ s best estimate of its liabilities.  T he FFA includes the v alue of the 
estate.  T he estate represents the surplus in the fund that is in ex cess of any constructiv e obligation to policyholders.  I t represents capital resources 
of the Life Fund recognisable by Solv ency I I  regulations and is av ailable to meet regulatory and other solv ency req uirements of the fund including 
additional liabilities recognisable under the Solv ency I I  regime.

Restrictions on av ailab le O w n Funds

I n addition to the liabilities recognisable in the financial statements,  Police Mutual is req uired to hold sufficient capital to meet the sterling reserv es 
on non- profit business and the ‘ Risk Margin’  (RM).  U nder Solv ency I I ,  the v aluation of subsidiaries and intangible assets is also carried out using 
different methodology.  T he ex cess of assets ov er liabilities including these adj ustments form the Solv ency I I  O w n Funds (O F).

Police Mutual is req uired to hold sufficient O F to meet the ‘ Solv ency Capital Req uirement’  (SCR) determined in accordance w ith the PRA’ s regulatory 
rules under the Solv ency I I  regime,  together w ith the capital req uirement determined under the Solv ency I I  Pillar 2 regime (P2CR) w hich considers 
more company bespok e risk s.  T he determination of the SCR and P2CR depends on v arious actuarial and other assumptions about potential changes 
in mark et prices,  and the actions management w ould tak e in the ev ent of particular adv erse changes in mark et conditions.

Management intends to maintain surplus capital in ex cess of the SCR and P2CR and to maintain an appropriate additional margin ov er this to absorb 
changes in both capital and capital req uirements.

T he items that w ill hav e affected O F are the inv estment performance ov er 2019,  low er interest rates,  changes in inv estment strategy,  ex pense 
v ariances,  changes in assumptions used to measure liabilities,  changes in subsidiary v aluations,  new  business and other v ariances.  T hese other 
v ariances include the effect of inv estment v ariations (in particular the inv estment return on those capital resources ov er the year) and differences 
betw een ex pected cashflow s ov er the year and actual cashflow s (for ex ample ex pected claim,  ex pense and tax payments compared to actual).

C apital resource sensitiv ities

T he capital position is sensitiv e to changes in mark et conditions,  due to both changes in the v alue of the assets and the effect that changes in inv estment 
conditions may hav e on the v alue of the liabilities.  I t is also sensitiv e to assumptions and ex perience relating to mortality,  ex penses and persistency.

T he most significant sensitiv ity arises from the mark et risk in relation to the w ith- profits business,  w hich w ould arise if adv erse changes in the v alue of 
the assets supporting this business could not be reflected in payments to policyholders because of the effect of guarantees and options.  T he capital 
position of this business w ould also deteriorate if increases to the mark et cost of deriv ativ es resulted in an increase in the liability for guarantees and 
options on the B alance Sheet.

20 O th er D eb tors

G roup Society

2019 
£ ’ 000

2018  
£ ’ 000

2019 
£ ’ 000

2018  
£ ’ 000

T rade debtors 25 , 24 0 23 , 097 - -

O ther debtors 4 , 229 6 , 96 2 27 2 297

Corporation tax  recov erable 18 1 5 2 18 1 5 2

29, 6 5 0 3 0, 111 4 5 3 3 4 9

All balances are recov erable w ithin one year.
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21 O th er C reditors
G roup Society

2019 
£ ’ 000

2018  
£ ’ 000

2019 
£ ’ 000

2018  
£ ’ 000

T rade creditors 29, 5 5 7 25 , 24 5 208 -

Amounts due to group undertak ings - - 6 , 5 5 9 3 , 101

O ther creditors 3 , 7 5 4 4 , 6 8 5 3 11 107

T ax and social security 4 5 2 5 22 - -

Accruals and deferred income 4 , 93 2 4 , 3 5 2 5 4 2 8 4 4

U nrealised foreign ex change positions 7 20 10, 4 4 9 7 20 10, 4 4 9

3 9, 4 15 4 5 , 25 3 8 , 3 4 0 14 , 5 01

All creditor balances abov e fall due for payment in less than one year ex cept for an amount included w ithin O ther Creditors (G roup only) of £ 1, 06 4 , 000 
(2018 :  £ 2, 06 9, 000) w hich falls due for payment after more than one year.  

22 O th er Prov isions
C law b ack

G roup £ ’ 000

At 1 J anuary 2019 3 , 228

U tilised in the year (1, 8 3 4 )

Charged to the T echnical Account 5 4 9

At 3 1 D ecember 2019 1, 94 3

Claw back prov isions relate to an ex pected amount to be repaid to insurers in respect of commission claw ed back on cancellation of life insurance 
policies by customers.  A prov ision is established on new  business w ritten at the time the gross commission is receiv ed.  T he prov ision is ex pected 
to be utilised w ithin four years and w hilst the timing of cash outflow s is inherently uncertain,  it is assumed that 6 1%  of the prov ision w ill be utilised in 
2020,  27 %  in 2021,  10%  in 2022 and 2%  in 2023 .  

T here are no prov isions held in the Society.

23  O perating  Leases
T he G roup has commitments for the follow ing future minimum lease payments under non- cancellable operating leases for each of the follow ing periods:

Property,  plant and 
eq uipment

2019 
£ ’ 000

2018  
£ ’ 000

W ithin one year 4 3 6 4 7 7

B etw een tw o and fiv e years 1, 227 1, 24 8

After fiv e years 24 24

1, 6 8 7 1, 7 4 9

T he Society has no commitments for the future minimum lease payments under non- cancellable operating leases.  T he G roup had net operating lease 
costs of £ 7 5 0, 000 (2018 :  £ 4 3 5 , 000) during the year.  T he Society had net operating lease costs of £ N il (2018 :  £ N il) during the year.
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24  Pension C ommitments
T he G roup and Society contribute to defined contribution schemes for employees.  I n 2019,  this contribution amounted to £ 1, 05 2, 000 (2018 :  £ 1, 122, 000).

T he Society also operates a funded defined benefit scheme called the Police Mutual Assurance Society Staff Pension Fund (‘ T he Fund’ ).  T his prov ides 
defined pensions and lump sum benefits payable to members on their retirement or to their dependants on death before or after retirement.  All members 
had been transferred to deferred status by 3 1 D ecember 2011,  and hence there w ere no activ e members for the year ended 3 1 D ecember 2019.

T he contributions to T he Fund are determined w ith the adv ice of independent consulting actuaries,  B arnett W addingham,  on the basis of triennial 
v aluations using the proj ected unit credit method.  T he v aluation for the financial statements has been based on the most recent actuarial v aluation 
for the period to 3 1 D ecember 2016  and w as updated for FRS 102 purposes at 3 1 D ecember 2019 by B arnett W addingham.  T he nex t actuarial 
v aluation is due at 3 1 D ecember 2019.

O n 24  March 2018 ,  a schedule of contributions w as agreed w ith the T rustee of T he Fund to address the deficit in T he Fund by mak ing an annual 
cash contribution of £ 3 , 000, 000 for each of the nex t six years.  

T he main assumptions used w ere:

2019 2018

D iscount rate 2. 10% 2. 95 %

RPI  inflation 3 . 05 % 3 . 5 0%

CPI  inflation 2. 05 % 2. 5 0%

LPI  5 %  pension increases 3 . 05 % 3 . 5 0%

Rev aluation in deferment 2. 05 % 2. 5 0%

Life ex pectancy at age 6 0 of male aged 4 5 3 0. 7  years 3 0. 6  years

Life ex pectancy at age 6 0 of male aged 6 0 29. 1 years 29. 0 years

Life ex pectancy at age 6 0 of female aged 4 5 3 1. 9 years 3 1. 8  years

Life ex pectancy at age 6 0 of female aged 6 0 3 0. 2 years 3 0. 1 years

T he actual return of the Fund’ s assets during the year w as 11. 9%  (2018 :  1. 8 % ).

T he maj or categories of assets as a percentage of total assets and the ex pected long- term rate of return are as follow s:

Asset C ateg ory 2019 2018

E q uities 4 1% 3 8 %

LD I 21% 24 %

B onds 3 1% 3 2%

Cash 7 % 6 %

U nder FRS 102,  the ex pected return on assets is based on the discount rate used to v alue the liabilities (i. e.  the returns av ailable on high q uality 
corporate bonds) w ith no allow ance made for any outperformance ex pected from the Fund’ s actual asset holding.  T he discount rate (and therefore 
ex pected return on assets) used w as 2. 10%  pa (2018 :  2. 95 %  pa).  T he assets do not include any inv estments in the G roup or Society.



Police Mutual Annual Report &  Financial Statements 2019

6 2

N otes to th e Financial Statements

For th e year ended 3 1 D ecemb er 2019 ( continued)

24  Pension C ommitments ( continued)
Amounts Recog nised on th e B alance Sh eet at 3 1 D ecemb er

2019 
£ ’ 000

2018  
£ ’ 000

G row th funds 14 , 915 12, 029

LD I 7 , 8 6 2 7 , 4 99

B onds 11, 5 4 9 10, 23 8

Cash 2, 5 6 7 1, 8 4 2

Fair v alue of assets 3 6 , 8 93 3 1, 6 08

Present v alue of funded obligations (4 4 , 5 7 3 ) (4 0, 6 98 )

D ef icit in th e Fund ( 7 , 6 8 0) ( 9, 090)

Reconciliation of  Present V alue of  Sch eme Liab ilities
2019 

£ ’ 000
2018  

£ ’ 000
At 1 J anuary 4 0, 6 98 4 5 , 8 98

Past serv ice costs 17 4 1

I nterest on liabilities 1, 18 1 1, 125

B enefits paid (1, 3 6 7 ) (2, 7 8 1)

Actuarial loss/ (gain) on liabilities 4 , 04 4 (3 , 5 8 5 )

At 3 1 D ecemb er 4 4 , 5 7 3 4 0, 6 98

Reconciliation of  Fair V alue of  Sch eme Assets
2019 

£ ’ 000
2018  

£ ’ 000
At 1 J anuary 3 1, 6 08 3 1, 7 5 7

Return on scheme assets less interest 2, 8 00 (1, 3 7 7 )

Contributions 3 , 03 0 3 , 3 6 0

B enefits paid (1, 3 6 7 ) (2, 7 8 1)

Administration costs (13 3 ) (15 6 )

I nterest on assets 95 5 8 05

At 3 1 D ecemb er 3 6 , 8 93 3 1, 6 08

Analysis of  th e Amount C h arg ed to T ech nical Account
2019 

£ ’ 000
2018  

£ ’ 000
I nterest on assets (95 5 ) (8 05 )

Past serv ice costs 17 4 1

I nterest on liabilities 1, 18 1 1, 125

Administration costs 13 3 15 6

T otal 3 7 6 5 17

Amounts recorded in O th er C ompreh ensiv e I ncome
2019 

£ ’ 000
2018  

£ ’ 000
Return on scheme assets less interest (2, 8 00) 1, 3 7 7

Actuarial loss/ (gain) on liabilities 4 , 04 4 (3 , 5 8 5 )

T otal actuarial loss/ ( g ain) 1, 24 4 ( 2, 208 )
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24  Pension C ommitments ( continued)
H istory of  E x perience of  G ains and Losses

2019 
£ ’ 000

2018  
£ ’ 000

2017  
£ ’ 000

2016  
£ ’ 000

2015  
£ ’ 000

Present v alue of defined benefit obligation (4 4 , 5 7 3 ) (4 0, 6 98 ) (4 5 , 8 98 ) (4 8 , 5 4 9) (3 5 , 4 3 1)

Fund assets 3 6 , 8 93 3 1, 6 08 3 1, 7 5 7 3 2, 5 18 3 0, 5 90

D ef icit ( 7 , 6 8 0) ( 9, 090) ( 14 , 14 1) ( 16 , 03 1) ( 4 , 8 4 1)

E x perience gains and losses on Fund liabilities - - - - -
Changes in assumptions used to v alue Fund 
liabilities 4 , 04 4 (3 , 5 8 5 ) (1, 3 97 ) 13 , 24 6 (2, 3 8 8 )

E x perience adj ustments on Fund assets (2, 8 00) 1, 3 7 7 (23 3 ) (1, 28 7 ) 7 5 7

25  Related Party T ransactions
Police Mutual Assurance Society Limited is the ultimate holding company of the w holly ow ned subsidiaries as listed in note 14 .  I t has,  therefore,  
tak en adv antage of the ex emption contained in Financial Reporting Standard 102,  Section 3 3  –  Related Party D isclosures and has not disclosed 
separately transactions or balances w ith those companies.

D uring the year members of the Committee of Management,  Managing B oard and their immediate families took out products offered by the G roup.  
T he annualised premium paid during the year for such products are show n below :

2019 2018
Lif e:

Life premiums £ ’ 000 16 6 2

N umber of members paying premiums in the year 10 10

B alance due to G roup £ ’ 000 - -

G eneral insurance:

G eneral insurance premiums £ ’ 000 6 9

N umber of members paying premiums in the year 7 10

B alance due to G roup £ ’ 000 3 5

H ealth care sub scriptions:

H ealthcare subscriptions £ ’ 000 4 5

N umber of members paying subscriptions in the year 2 2

B alance due to G roup £ ’ 000 - -

26 . Sub seq uent E v ents
O n 24  April 2020,  the B oard signed a transfer agreement w ith T he Royal London Mutual I nsurance Society Limited (Royal London),  a much larger,  
financially robust mutual to w hich the Society’ s business and its subsidiary undertak ings w ill transfer during the second half of 2020.  At the date of 
signing these financial statements,  discussions are ongoing w ith Royal London to consider the practicalities of the transfer,  including its impact on 
Members,  policyholders,  staff,  systems and processes.  N o changes to the carrying v alue of assets or liabilities hav e been made in these financial 
statements as a result of the signature of this agreement.  

T he G roup’ s lending partner,  N eyber,  w ent into administration after the year end,  follow ing a period of financial difficulty w hich w as apparent in 2019.  
N eyber’ s trade has been purchased by Salary Finance Limited,  a competitor business w ho w ill assume N eyber’ s role as the G roup’ s lending partner 
going forw ard.  As a result of N eyber’ s financial situation as at the year end,  w hich w as further ev idenced by its administration in early 2020,  the v alue 
of the eq uity stak e in N eyber has been w ritten dow n from £ 4 . 2m to £ nil.  T he carrying v alue of the debt due from N eyber,  including a w ork ing capital 
loan,  has been w ritten dow n to those amounts that w ere anticipated as being recov ered through,  as at the year end,  an anticipated administration or 
restructuring ev ent resulting in a w rite dow n of £ 8 . 4 m.  T hese adj ustments hav e been reflected in the 2019 financial statements.

After the year end,  the Cov id- 19 v irus has created unprecedented social and economic pressure across the globe.  T he ex tent and duration of the 
impact of Cov id- 19 is v ery difficult to predict,  but disruption to sales activ ity is ex pected through trav el and social distancing restrictions,  changes to 
immediate customer priorities and potential illness to staff and customers.  Procedures hav e been put in place to enable almost 100%  of staff to w ork 
from home and serv ice to members and customers is ex pected to be largely unaffected.  N o impact to the transfer to Royal London is anticipated 
and neither is any reduction to long term sales potential foreseen.  T he directors consider the impact of Cov id- 19 to be a non- adj usting subseq uent 
ev ent and therefore no changes to the carrying v alues of assets or liabilities hav e been recorded in these financial statements.  At present,  the longer 
term impact of Cov id- 19 on the carrying v alue of assets and trading performance is unk now n and it is not certain w hether the impact w ill be material 
or persistent.
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