
This leaflet tells you about a change 
we will be making on 31 March 2015  
to the Confederation Life With-Profits 
Fund (“the Fund”) into which your 
plan is invested. 

The change will not affect the current value of 
your plan, the benefits currently provided or the 
plan number. The change will affect the amount 
we increase your plan by in the future. We do 
not need you to take any action.

Change to the Confederation Life 
With-Profits Fund
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What is a with-profits plan?
A with-profits plan is a plan that invests in a with-profits 
fund. It shares in the profits or losses of the fund, which 
are shared amongst the plans in the fund through a 
system of annual and terminal bonuses. 

Generally, a with-profits plan has three main features:

1.  Investment in a mixture of assets to provide the 
potential for growth in the longer term (at least 10 years);

2.  Some guarantees on the amount that will be paid on 
certain dates; and

3.   Some protection against the ups and downs of 
investment markets (known as ‘smoothing’).
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How does a with-profits  
fund work?
We pool your money with that of other plan-holders 
in the fund. The fund invests in a range of fixed interest 
investments such as bonds (primarily loans to the 
government or companies) and cash deposits. The profits 
of the fund depend on the return from these investments 
less the expenses and costs incurred by the fund. 

We manage the fund to provide a fair allocation to all 
plan-holders of the profits that have been earned over 
the term of their plan. This means that we are able 
to ‘smooth’ the allocation of profit over time to help 
protect plan-holders from the volatility of investment 
returns over the short-term. Smoothing acts as a cushion 
against the short-term ups and downs of investment 
markets. The main aim of smoothing is to reduce the 
effect of investment market fluctuations.

What is changing?
We will be changing all of the plans in the Fund into 
plans which will provide guaranteed fixed benefits in 
the future. So, instead of receiving variable bonuses 
which are not guaranteed, in future your plan value  
will increase by a guaranteed fixed amount immediately 
and by further guaranteed fixed amounts each year 
until it reaches its normal end date. These amounts  
will be based on the value of the assets in the Fund  
and expected future returns from government bonds 
as at 31 March 2015.

What about terminal 
bonuses?
If your plan qualifies for a terminal bonus, this will be 
fixed at the rate expected to apply at the conversion 
date, as if the change did not take place.

When will the change  
be made? 
The change will become effective on 31 March 2015.

Why are we making this 
change?
Our aim is to protect your interests. By making this 
change now, we ensure everyone receives their fair share 
of the assets from the Fund in an efficient manner. 

The Fund has been closed to new members since 1990, 
so the number of plan-holders and the size of the Fund 
are both declining naturally over time. With-profits funds 
become relatively inefficient once they become too 
small and this was recognised in the court process that 
transferred the Fund to Sun Life Financial of Canada.  
The Court provided the option to make this change  
to the Fund when the number of plans fell below a  
fixed level, which has now happened.
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Why is this happening now?

There are several reasons why we are making this change now:

–  The Fund is becoming increasingly inefficient to run. 
The majority of the Fund’s investments are in corporate bonds (loans to companies) which 
have the potential for additional returns but carry some additional risk. A key mechanism 
for controlling this risk is to hold a good mix of corporate bonds. To do this, we have to 
hold a sufficiently large number of different investments. As the Fund reduces in size, 
this means holding a large number of ever smaller investments which becomes more 
expensive as the Fund reduces in size.

–  Corporate bond prices have recovered well since the credit crisis.  
The size of the guaranteed fixed benefits that your plan will receive following the 
conversion partly depends on the strength of corporate bond prices at the conversion 
date 31 March 2015. By making this change to the Fund now your plan will benefit from  
the recent recovery in prices.

–  As the Fund gets smaller it becomes increasingly more difficult for us to smooth the 
investment returns and benefits of the Fund fairly for everyone.  
This will become more important as the Fund continues to reduce in size, creating the risk 
of more volatile benefits in future. Making this change to the Fund now ensures a fair and 
final distribution of all the Fund’s assets amongst all of its plan-holders.

–  The court process that transferred the Fund to Sun Life Financial of Canada process 
requires us to make a change to the Fund when it becomes very small. 
We have to make this change at some point in the future and the costs involved are 
similar regardless of the size of the fund. If we make the changes at a later date, when the 
fund is smaller, the impact of conversion costs on the plans in force at that date could 
be quite significant. Making the changes now means these costs are a relatively minor 
proportion of the fund’s assets. 
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How will this affect my plan now and in  
the future? 
Your current plan number will not change and any options your plan contains will 
remain unchanged. Your plan will continue to be treated as it is now for tax purposes.

Instead of receiving variable bonuses in future, your plan’s sum assured will increase 
by a guaranteed fixed amount immediately and further guaranteed fixed amounts 
each year until it reaches its normal end date. 

In terms of the amount payable on death, for whole-life plans, the sum assured is  
the amount your plan will pay out in the event of death of the life (or lives) assured. 
For endowment plans, the sum assured is the amount your plan will pay out  
upon maturity or in the event of earlier death of the life (or lives) assured.  
Some endowment plans include a guaranteed minimum death benefit and this  
is unaffected by the changes; upon death of the life (or lives) assured, these plans  
pay out the higher of the guaranteed minimum death benefit and the sum assured.
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using the high, medium and low projection rates which 
we are obliged by our regulators to use. These reflect the 
possible impact of favourable, neutral and adverse market 
conditions in the absence of a conversion.

The graph shows that the new guaranteed benefits 
payable will increase immediately and continue to increase, 
regardless of what happens to investment markets in 
future. The graph also shows that the guaranteed additions 
we will be making as part of the conversion will be slightly 
lower than the variable bonuses you may expect to 
receive now but which are not guaranteed. 

Although your plan will not benefit from rising bonuses 
in the event of particularly favourable conditions, your 
plan will not suffer from falling bonuses in the event of 
adverse market conditions.

The surrender value of your plan at the conversion date 
will not be affected by the changes. Afterwards, by 
moving into more secure assets, your surrender value  
will grow at a slightly lower rate than you may expect 
now but it will be more stable.

The guaranteed fixed amounts that we will be adding  
to your plan will be slightly lower than the variable 
bonuses you receive now but which are not guaranteed. 
This is because the Fund is invested in assets that have 
the potential to provide increased returns and lead 
to higher bonuses. These assets also carry the risk of 
delivering lower returns and lower bonuses. We plan 
to sell the Fund’s more volatile assets and buy more 
secure assets that have lower risk but less potential 
for increased returns. These more secure assets 
support guaranteed fixed increases. After conversion, 
the benefits your plan will pay upon death (and, if 
appropriate, maturity) will no longer be dependent  
upon market performance.

The graph* below shows the possible impact of different 
scenarios for a whole-life plan which is typical of the 
type of plan held in the Fund. This graph compares the 
guaranteed fixed increase that such a plan would receive 
after conversion (assuming we had made the change to 
the Fund at the end of 2013), with the variable benefits 
that the plan might receive (assuming that the change 
does not take place). The variable benefits are projected 

Potential impact of conversion for a typical plan

*Please note this graph is shown for illustration purposes only. 

—  With-profits lower rate 
projection

—   With-profits central rate 
projection

—   With-profits higher rate 
projection

— Post-conversion

— Current guaranteed benefits

How will the guaranteed fixed amounts differ 
from current bonuses?
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How am I being protected?
Your interests as a plan-holder are being protected by a rigorous process 
which includes:

Approval of the proposed change by the High Court at the time the Fund 
was transferred to Sun Life Financial of Canada in 1994.

Production of a detailed report by the Fund’s external With-Profits 
Actuary on the impact of the proposed conversion on plan-holders. He 
has concluded that the change is fair to all plan-holders. The With-Profits  
Actuary provides advice to our Board on the exercise of discretion as it 
affects plan-holders in the Fund.

A review of the proposed changes by our With-Profits Committee and 
approval by our Board.

Keeping our industry regulators – the Financial Conduct Authority (“FCA”) 
and the Prudential Regulation Authority (“PRA”) – informed of our plans.
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Life’s brighter under the sun

Do I need to do anything? 
You do not need to take any action unless your contact 
details have changed. If this is the case, to ensure we can 
keep you informed, please call us on 0345 072 0223. 

What happens next?
Once we have made the change to the Fund, we will 
write again to confirm the future guaranteed increases 
your plan will receive. 

We will then continue to send you a statement every 
year which will provide an update on your plan value 
and benefits.

What other options do  
I have?
If you are unsure whether having a plan which will 
provide guaranteed fixed benefits in the future will 
be appropriate for your circumstances, you may want 
to consider taking financial advice. To find a financial 
adviser in your area please visit www.unbiased.co.uk

I have a question –  
who should I contact?
We are happy to answer any questions or discuss any 
concerns you might have – please contact us on  
0345 072 0223. 

If you would like this information 
in large print, in Braille or on a CD 
please contact us 0345 072 0223.

Our phone lines are open from 9am to 5pm,  
Monday to Friday.
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