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Notes to the accounts for the year ended 31 December 2008

27. Statutory requirements and dividend restrictions

As a holding company, LHL relies on dividends from its subsidiaries to provide cash flow required for debt service and dividends to 
shareholders. The subsidiaries’ ability to pay dividends and make capital distributions is subject to the legal and regulatory restrictions 
of the jurisdictions in which they operate. For the primary operating subsidiaries these are based principally on the amount of premiums 
written and reserves for losses and loss expenses, subject to overall minimum solvency requirements. Statutory capital and surplus is 
different from shareholders’ equity due to certain items that are capitalised under IFRS but expensed or have a different valuation basis 
for regulatory reporting, or are not admitted under insurance regulations. 

Annual statutory capital and surplus reported to regulatory authorities by the primary operating subsidiaries is as follows:

As at 31 December 2008							       $m	 £m

								        LICL	 LUK

Statutory capital and surplus							       1,080.1	 125.1

Minimum required statutory capital and surplus							       256.8	 22.7

As at 31 December 2007							       $m	 £m

								        LICL	 LUK

Statutory capital and surplus							       1,387.1	 55.4

Minimum required statutory capital and surplus							       311.1	 13.4

For LUK, various capital calculations are performed and an individual assessment of LUK’s capital needs (an “ICA”) is presented  
to the FSA. The FSA then considers the capital calculations and issues an individual capital guidance (“ICG”), reflecting the FSA’s  
own view as to the level of capital required. The FSA considers that a decrease in an insurance company’s capital below the level  
of its ICG represents a regulatory intervention point. 

LICL is required to maintain a minimum liquidity ratio, whereby relevant assets, as defined in the regulations, must exceed 75%  
of relevant liabilities. As at 31 December 2008 and 2007 the liquidity ratio was met. LICL is also required to perform various capital 
calculations under the BMA’s regulatory framework. An assessment is made of LICL’s capital needs and a target capital amount is 
determined. The BMA may require a further capital loading on the target capital amount in certain circumstances. The BMA considers 
that a decrease in capital below the target level represents a regulatory intervention point. 

As at 31 December 2008 and 2007 the regulatory capital requirements of all three jurisdictions in which the Group has operating 
subsidiaries were met. 

28. Presentation

Certain amounts in the 31 December 2007 consolidated financial statements have been re-presented to conform with the current 
year’s presentation and format. These changes in presentation have no effect on the previously reported net profit.


