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Instructions 

 

1.1 I have been instructed by Sun Life Assurance Company of Canada (U.K.) Limited (“SLOC”) to consider 

the terms of the Scheme, having regard to: 

 

• The current position of the SLFC Assurance UK With-Profits Fund (the “Fund”1), within SLOC, to 
which the affected Policyholders are allocated and which is to be restructured, its position within 
SLOC and its need for some form of restructuring; 

• The terms of the Scheme; 

• The proposed voting arrangements and their fairness to affected Policyholders; 

• The effects of the Scheme on the Fund’s Policyholders; and, 
 

• The effects of the Scheme on SLOC’s other policyholders, both within its other with-profits fund 
and within the non-profit fund, 

 

and to provide a comprehensive report (the “Scheme Report”) on these matters to enable the Court to 
consider the proposed Scheme.  The Scheme Report was completed on 16 November 2016. 

1.2 In this Summary of the Scheme Report, I present an outline of the principal considerations which are 

relevant to Policyholders of the Fund.  The Scheme Report addresses matters which are relevant to the 

overall process but are not replicated here.  In the event of any differences in interpretation between this 

Summary and the Scheme Report, the Scheme Report interpretation should prevail. The Scheme Report 

is available on request and via the Company’s website. 

Outline of the Scheme 

1.3 The terms of the Scheme are set out in the Scheme of Arrangement document.  The key details of these 

terms are set out in the Explanatory Statement and are also covered in my Scheme Report but are not 

repeated in this Summary.  The terms set out in Section 1 of the Explanatory Statement appropriately 

describe the key terms of the Scheme and I confirm that the description is consistent with my 

interpretation of it. The Scheme Report also contains technical actuarial detail, not described in Section 1, 

which will underpin the calculations required to implement the Scheme. 

Background to SLOC and the Fund 

1.4 I considered SLOC’s structure and operational arrangements to highlight the interactions between various 

funds maintained by it, including the SLOC With-Profits Fund, the Fund and the Non-Profit Fund. Although 

only the Fund is directly affected by the Scheme, the effect of the Scheme on the security, expense 

arrangements and access to capital of the other funds had to be considered. I concluded that, since:  

 Implementing the Scheme would not result in higher expenses being attributed to the SLOC With-

Profits Fund or to the Non-Profit Fund; and, 

 There would be little change to SLOC’s overall solvency position or the availability and location of 

its capital, 

the Scheme would be unlikely to affect the SLOC With-Profits Fund or the Non-Profit Fund or their 

policyholders. 

 

1.5 I considered how the Fund has operated in the past.  The principal points noted are: 

 The Fund consists of with-profits endowment contracts (which make up less than 10% of the in-force 

policies and liabilities, and which will reduce to almost nil over the next 5 years) and with-profits whole 

life assurances.  Most of the Policies in-force have settlement options (which are currently valuable) 

which can be exercised when a claim is made; 

_______________________________________________________________________________ 
1 In the Scheme Report, the acronym SLFC WPF is used to describe the Fund but the latter description has been adopted in this Summary to align 

usage with other documents being provided to Policyholders. 
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 SLOC has the right to seek terms for it to cease to maintain the Fund; 

 The Fund has to be managed having regard only to its own resources; 

 The investment strategy adopted reflects the nature of the liabilities and results in a focus on fixed 

interest investments.  Currently the Fund invests mainly in government debt but also has a significant 

exposure to riskier corporate debt; and, 

 The bonus setting processes aim to set long term sustainable bonuses which will result in the net 

assets of the Fund being distributed to its with-profits Policyholders.  The underlying bonus setting 

process makes allowance for the probability of there being defaults on the corporate debt held 

but also the need to provide for the uncertainty of the cost of settlement options. 

 
1.6 My assessment of the Scheme reflects these elements. 

The need for the Scheme 

1.7 I considered the desirability and necessity for the Scheme being proposed. Although there is no 

immediate need to take action in this regard, the rapid reduction expected in the size of the Fund as the 

endowment assurances mature over the next 5 years could result in the management of the Fund 

becoming more difficult.  This may require the exposure to corporate debt to be reduced (with potentially 

adverse effects on bonus prospects for the remaining policyholders).  Reduced exposure to corporate debt 

may also be a consequence of the new regulatory regime (Solvency II) which came into force on 1 January 

2016.  Furthermore, the costs of implementing a scheme are largely independent of the size of the Fund, 

so the burden of meeting the costs would fall more heavily to a smaller group of policyholders if action is 

delayed. Additionally, the yield margin between corporate bonds and government debt has narrowed 

significantly in recent years and this is an opportune condition to seek conversion terms which effectively 

lock-in the capital gains which have resulted. 

 
1.8 I concluded that it was reasonable to seek conversion terms for the Fund now. 

Structure of the converted benefits 

1.9 The terms of the Scheme propose that the with-profits contracts in the Fund will convert to non-profit 

contracts with guaranteed annual increases applying in the future rather than annual bonuses being set 

each year.  The post-conversion guaranteed annual increase will be set at the annual bonus rates set 

as at April 2016 under the current bonus setting methods.  Although annual bonuses have been 

maintained at current levels without change for some time, SLOC could change them if appropriate in the 

future.  Similarly, guaranteed final increases will apply post-conversion rather than terminal bonuses which 

may vary in the future (other than for Trident Policies which do not receive terminal bonus). 

 

1.10 Any guarantees or options contained in the Fund’s policies will continue to apply post-conversion. 
 

1.11 The resulting structure of policies post-conversion will be very similar to the current structure but benefits 

will then be fully guaranteed on death or maturity. 

Assessment of the terms of the conversion 

1.12 The guaranteed final increases will be calculated as at the Effective Date and will apply from the Final 

Implementation Date (1 February 2017 and 1 April 2017, respectively) in line with a process set out in the 

Scheme, and the results will be reviewed and agreed by SLOC’s With-Profits Actuary.  The process is 

based on the current bonus setting process and I confirm is an appropriate way to determine these final 

guaranteed increases. 

 

1.13 The basis upon which the calculations will be undertaken is driven by the yield on government debt.  The 

underlying assumption is that, post-conversion, the guaranteed benefits should be backed by risk free 

assets, such as government debt, in the Non-Profit Fund.  This assumption results in a lower yield being 

used than would currently be used in bonus setting, and consequently would lead to guaranteed final 

increases which are lower than the comparable long term terminal bonus rates which will be determined 

as at the Effective Date. 
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1.14 I considered the appropriateness of not allowing for corporate debt in this yield.  The Fund has 

approximately 37% of its assets in high quality corporate debt currently and this provides a higher yield 

than government debt, but part of this is required to meet the risk of losses on corporate debt defaults.  The 

asset allocation of the Fund is determined having regard to its available capital and the amount of capital 

required to meet the desired risk appetite and statutory solvency requirements.  In light of the reduction 

expected in the Fund as the endowment assurance Policies mature and the impact of the new regulatory 

regime which produces higher capital requirements in the Fund from holding corporate debt, I 

concluded that the exposure to corporate debt was likely to decrease in the future in any event.  

Furthermore, if the current assets of the Fund were transferred to the Non-Profit Fund to set the basis 

for this calculation, the consequent cost of capital would more than offset any investment advantage from 

continuing to hold the corporate debt assets. 

 
1.15 The risk free yield will be subject to adjustments to reflect the possibility that SLOC may be able to invest 

in supranational debt (which is very high quality but offers a slightly higher return), investment expenses 

and a charge for the use of the assets of the Non-Profit Fund to meet regulatory capital requirements 

post-conversion.  Credit will also be given for the cost savings made of no longer requiring to maintain 

the current governance arrangements for with-profits business post-conversion. I considered each of 

these adjustments and concluded that they were reasonable. 

 

1.16 The assets of the Fund will be reduced prior to these calculations being undertaken to meet the external 

costs of developing the Scheme and to contribute towards internal costs incurred by SLOC.  I have 

considered the quantum of these expenses, which are capped under the terms of the Scheme, and 

consider that the amounts are reasonable (and are lower than the costs actually incurred by SLOC). 

 

1.17 The assets will also be reduced by the payment of a premium to the Non-Profit Fund for it taking over the 

liability to meet the settlement options granted in the Fund’s Policies.  The amount of the premium is 

equal to the amount of the provision currently held in the Fund to cover this liability on a realistic 

assessment basis (approximately £0.4 million).  There is an element of judgement in setting this provision 

since it depends on the take-up rate of the option by Policyholders in the future.  Recent experience 

indicates that endowment Policyholders are increasingly recognising the value of the settlement options, 

which offer returns in excess of current market rates, and take-up rates have been increasing over the 

last 3 years, from 1% to approximately 14%, although the take-up rate on whole life contracts is nil. 

Additionally, the options which have been exercised have been relatively less costly than some of the 

other options available to Policyholders (the relative value of the dearest option being approximately 10 

times that of the cheapest option) and any change in the choice of option being exercised could have a 

very great impact. Currently, an increase in take-up rates or costs beyond the assumed rate or cost in 

the provision is effectively met by reduced bonus expectations for those who remain.  The effect of this 

could be adverse for remaining P olicyholders as the Fund reduces. Since the amount of the premium 

is not material currently in the context of the Fund, and it is beneficial to these Policyholders not to bear the 

future burden of these options, I concluded that removing the exposure to this risk from the Fund’s 

Policyholders and the premium payable for doing so were reasonable. 

 

1.18 Overall, the guaranteed final increases will be lower than the terminal bonuses which would apply 

otherwise as at the Effective Date.  To prevent the consequent reduction to pay-outs becoming material, 

a test will be applied (to groups of Policies) to ensure that the guaranteed pay-out post conversion is not 

more than 10% lower than the amount of the comparable with-profits pay-outs derived as at the Effective 

Date.  In practice, the 10% limit will only be effective in the very long term since the difference between 

the scales is much less than 10% during the first 25 years.  As I have noted above, I expect that the 

investment policy of the Fund will tend to less risky fixed interest investment with lower yields in the future, 

and, consequently, I expect that, in the absence of the Scheme, with-profits payouts in the Fund are likely 

to be lower in the future than those based on the current bonus scales.  Removing corporate bonds from 

the asset allocation would have reduced the yield used to set bonuses by approximately 0.18% pa as at 31 

March 2016, which is similar to the effect of implementing the Scheme. 

 

1.19 I also considered whether there were disadvantages to the Fund’s Policyholders arising from 

implementing the Scheme now.  The principal disadvantage of implementing the Scheme is that it 

removes the opportunity for any upside benefit, particularly from better investment performance.  I noted 

that any deviation in the experience of the Fund being better than that assumed in the bonus setting 
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processes, fell to the Fund to be included in a subsequent year’s bonus calculation.  However, the principal 

areas for this related to increase in the proportion allocated to corporate bonds in the portfolio and the 

allowance for defaults on the corporate bond portfolio. I consider that it is unlikely that there will be a higher 

allocation to corporate bonds in the future.  I also consider the allowance made for defaults is appropriate 

for this purpose such that any benefit would not be great (and could, in fact, be adverse). Consequently, 

I do not consider that the potential for an upside benefit is great. 

 

1.20 I concluded that, while there is a trade-off between the certainty offered by the Scheme and the possibility 

of higher returns (offset by the future uncertainties borne by the with-profits Policyholders), on balance, 

the terms offered were reasonable. 

 

1.21 If the Scheme does not proceed, the Fund will continue in its current form. However, the costs of 

developing the Scheme will still be met by the Fund (subject to the agreed cap). SLOC is unlikely to make 

any provision for the expense of developing a second scheme within the next five years.  The cost of 

developing a scheme in the future will therefore be a burden on the Policyholders who remain at that 

time. 

 
Summary of Conclusions 

1.22 In my opinion, 
 

 The proposed terms of the Scheme for the conversion of the with-profits benefits of the Fund’s 
Policies to non-profit are fair and reasonable; 

 The proposed formula for determining the value of each Fund Policy will result in each Policy 

having an appropriate relative weighting for the purposes of voting on the terms of the Scheme; 

 The terms of the Scheme will have no material impact on the security of, or benefit expectations 

under, any other SLOC policies and, consequently, no other SLOC policyholders need to be party 

to the Scheme; and, 

 The terms of the Scheme are unlikely to result in a relatively more favourable outcome arising 
for SLOC’s shareholders than the Fund’s Policyholders. 

 

 

 

                                                                                   

 JL McKenzie 16 November 2016 

Fellow of the Institute and Faculty of Actuaries 

 


