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1 Introduction 

1.1 Background 

Sun Life Assurance Company of Canada (U.K.) Limited (“SLOC”) is a UK long-term insurance 
company, closed to new business, and is a subsidiary of SLF of Canada UK Limited, this being 
the highest level holding company in the UK.  The ultimate holding company is Sun Life 
Financial Inc. which is incorporated in Canada. 

SLOC has two with-profits funds of which one is the SLFC Assurance UK With-Profits Fund 
(“SLFC WPF”).  It also maintains a non-profit fund.  SLOC has recently converted two other 
with-profits funds to non-profit benefits – the Cannon Pension Fund Deposit Account and the 
Confederation Life With-Profits Fund.  The other remaining with-profits fund is the main SLOC 
With-Profits Fund (“SLOC WPF”). 

The SLFC WPF was Part VII transferred into SLOC as a ring-fenced fund at the end of 2011.  
There is no existing Scheme granting powers of conversion to non-profit benefits.  The SLFC 
WPF is operated on a prospective basis and the investments consist entirely of fixed interest 
securities.  The degree of variation in with-profits benefits from one year to the next is limited 
(as compared with a with-profits fund with equity investments operated on retrospective basis). 

SLOC has thus proposed a Scheme of Arrangement (“the Scheme”) under Part 26 of the 
Companies Act 2006 to convert the with-profits policies within the SLFC WPF from with-profits 
benefits to non-profit benefits. 

Effective from 1 July 2015, SLOC transferred the non-profit and unit-linked business which 
previously sat within the SLFC WPF to the SLOC Non-Profit Fund (“Non-Profit Fund”).  I 
reported separately to SLOC on the terms of that transfer. 

A previous version of this report was issued dated 19 October 2016.  This version of the report 
has been updated to provide certain clarifications regarding the Trident policies, which are set 
out primarily in Section 2.1 below.  There have been no changes to this report since the version 
seen by the High Court on 18 November 2016. 

1.2 Scope, roles, and method of preparation 

I am a partner in the firm KPMG LLP.  I am the With-Profits Actuary (“WPA”) for both of SLOC’s 
with-profits funds, including the SLFC WPF, and have been acting in this advisory capacity 
since 31 March 2011.  As the Scheme directly affects the with-profits policyholders of the 
SLFC WPF, it is normal practice for the WPA to report on the impact of the Scheme on those 
with-profits policyholders.  This report constitutes my report as WPA on the Scheme and its 
effect on the with-profits policyholders of the SLFC WPF.  I have also considered any potential 
impact on the other with-profits policyholders of SLOC other than the SLFC WPF 
policyholders. 

SLOC has also appointed an Independent Expert whose scope and role covers the impact of 
the Scheme on all policyholders, including those in the Non-Profit Fund.  I have not provided 
an explicit opinion on the effect on the policyholders in the Non-Profit Fund as this is covered 
by the Independent Expert and is not part of my role as WPA. 
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This report is primarily addressed to the High Court, in order that the High Court is aware of 
my opinion as WPA on the effects of the Scheme on the SLOC with-profits policyholders.  I 
recognise that the High Court will use this report in connection with the discharge of its 
statutory functions concerning the Scheme. 

This report is also addressed to the Board and With-Profits Committee (“WPC”) of SLOC in 
order that they are also aware of my opinion. 

I note that this report will also be made available to all SLOC policyholders, including the SLFC 
WPF with-profits policyholders, and to other interested parties. 

In preparing this report I have considered all matters that I regard as relevant to the opinions 
I have expressed.  In the course of carrying out my work I have reviewed various documents 
provided to me by SLOC.  A summary list of the main documents I have reviewed is set out in 
Appendix 1.  All of the data and information which I have requested has been provided to me 
by SLOC and its advisors and I have relied upon the accuracy and completeness of this data 
and information.  In addition, I have had a number of discussions with SLOC staff regarding 
the information provided to me and where appropriate I have requested written confirmation 
of the outcome of these discussions.  Where assumptions have been adopted by SLOC, I 
have however satisfied myself as to the appropriateness of these assumptions and I have 
reviewed the relevant results for reasonableness. 

In preparing this report, I have paid particular regard to the current Principles and Practices of 
Financial Management (“PPFM”) which set out how the SLFC WPF is currently operated.  The 
current PPFM is effective from 29 June 2016. 

Although the scope of my role covers wider aspects than just the actuarial aspects of the 
proposals put forward, the actuarial aspects do form a major part of my scope.  In preparing 
this report I have therefore had in mind the requirements of Technical Actuarial Standards R: 
Reports (“TAS R”), Technical Actuarial Standards D: Data (“TAS D”), Technical Actuarial 
Standards M: Models (“TAS M”) and the Insurance TAS, issued by the Financial Reporting 
Council (“FRC”).  In terms of TAS R definitions, this report constitutes an aggregate report, 
which is one which the users (ie the High Court, the Board and WPC, and the SLFC WPF 
with-profits policyholders) can use in order to make a decision.  The FRC has also issued a 
TAS in respect of Transformations and, in my opinion, this report complies with the relevant 
requirements of the Transformation TAS.  Further, my work in producing this report has been 
peer reviewed in accordance with actuarial professional standard APS X2. 
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2 Nature of the SLFC WPF 

2.1 Existing policy features 

The with-profits business written in the SLFC WPF consists mainly of with-profits whole of life 
and some with-profits endowment and pensions business.  The vast majority of the with-profits 
business was written by Imperial Life, with the remaining minority having been written by 
Trident Life.  There are also a very small number of with-profits pension policies written by 
Imperial Life.  The policy features described below should be understood to apply to Imperial 
whole of life and endowment policies unless otherwise stated. 

Bonuses for the with-profits business are managed on a prospective basis using a Bonus 
Reserve Valuation (“BRV”) methodology – which is a recognised actuarial valuation 
methodology.  Each policyholder has a guaranteed benefit amount which comprises their sum 
assured and the accumulation of any reversionary bonuses declared to date and is payable 
upon maturity or death.  A terminal bonus and additional future reversionary bonuses may 
(and currently do) also apply. 

Bonuses and bonus scale 

Each policyholder’s guaranteed benefit amount is credited with annual reversionary bonuses.  
Each year the SLFC WPF declares a single reversionary bonus rate, which is a percentage of 
the sum assured and accrued reversionary bonuses, and is applicable to all with-profits 
policyholders.  The reversionary bonus for the current bonus year is 0.5% pa. 

In addition a terminal bonus rate may be declared.  The terminal bonus rate may be amended 
or removed at any time, but normal practice is to update it annually.  The terminal bonus scale 
applicable for the year commencing 1 April 2016 ranges from £237 to £858 per £1000 of 
reversionary bonus and is applied to declared reversionary bonuses only.  The terminal bonus 
scale used is duration based and upwards sloping, which means that if the bonus scale does 
not change upon recalibration each year, then the longer a policy has been in force, the greater 
the terminal bonus percentage on maturity or death.  This terminal bonus scale increases 
linearly with duration, ie a constant percentage point increase each year.  Appendix 3 includes 
(in the left most column) the scale of terminal bonus rates which became effective from 1 April 
2016. 

The sum assured, and past reversionary bonuses, are guaranteed and cannot decrease 
provided that the benefits are taken upon death or maturity and that regular premiums continue 
to be paid in line with the policy terms. 

Some policies were also granted special bonuses, although declaration of these special 
bonuses ceased in 2006.  These special bonuses form part of the guaranteed benefits on 
death or maturity for the relevant policies.  Future reversionary and terminal bonuses are not 
applied to these special bonuses. 

Options and guarantees 

Most with-profits policies issued before April 1983 have settlement options allowing payouts 
on death or maturity or surrender to be taken in a form other than a lump sum.  The possible 
options are as follows: 
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— Option A: A policyholder can deposit the policy proceeds for a fixed period and receive a 

guaranteed return of 3% pa. 

— Option B: A policyholder’s plan proceeds can be spread into fixed instalments payable over 

a period of up to 30 years and giving a return equivalent to 3% pa. 

— Option C: A policyholder can deposit the policy proceeds for a fixed period and receive a 

guaranteed return of 3% pa, and also take a fixed income of at least 5% pa of the original 

deposit until the proceeds are exhausted. 

— Option D: A policyholder takes the proceeds in fixed instalments payable over a lifetime of 

a specified person, subject to a minimum period if the person dies early.  The guaranteed 

period is 5, 10 or 15 years. 

— Option E: As for Option D, but the policy proceeds are payable whilst either of two specified 

people are alive. 

Given current retail deposit interest rates, the above options are valuable to policyholders, and 
my understanding is that they are drawn to the attention of the policyholders as part of the 
claims process.  However, the take up rate of these options is currently very low, and the 
majority of policyholders that do take up one of these options choose Option A.  Take up rates 
on endowment policies have increased in recent years due to greater policyholder awareness, 
but to date no options have been exercised on whole of life policies.  For whole of life policies 
where the policyholder has died, any option elected would have to be made by the estate or 
beneficiary of the policyholder which is understandably less likely to occur. 

Trident policies 

There are a small number of policies, originally issued by Trident Life, that are currently 
receiving minimum reversionary bonus rates of 4% pa.  The previous version of this report 
stated that these minimum bonus rates are guaranteed.  However, on further investigation, it 
has been established that there are actually no guarantees arising from the original policy 
schedules or from past court schemes, but rather that the policies have been managed for 
some time with the aim of declaring a reversionary bonus rate of 4% pa.  This 4% pa bonus 
rate is above the level supportable by the investment return earned on the assets backing 
these policies, and so these policies are currently receiving this 4% pa rate, but no further 
reversionary or terminal bonuses.  I understand this has been the situation since at least 1996.  
The current PPFM states clearly that these policies receive no terminal bonus, and the current 
expectation is that this situation will continue.  Hence, whilst these policies are effectively 
already non-profit due to having been managed in this way for some time, they remain formally 
with-profits.  Further, and notwithstanding the management approach, I note that the current 
4% pa reversionary bonus rate could be reduced (if necessary to zero) in extreme adverse 
circumstances.  I consider the voting arrangements for these policies further in Section 6.2 
below. 

Surrender values 

Surrender values are determined using a net premium valuation (which is another recognised 
actuarial valuation methodology) which aims to ensure consistency between successive 
surrender quotations and maturity/death values.  The target surrender values are in aggregate 
90% of the bonus setting BRV, after an allowance for £250 per policy for the costs of 
processing the surrender, and this target was achieved at the most recent surrender value 
update. 
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Investment strategy 

The target investment strategy for the assets in the SLFC WPF is currently 30-50% gilts, 50-
70% non-gilt bonds and 0-15% cash and short term securities.  The average credit rating of 
the SLFC WPF’s investment portfolio is A.  As at 31 March 2016, the portfolio yield generated 
by the SLFC WPF’s assets resulted in a net of tax spread of 35bps above gilts, of which 50% 
is allowed for in the discount rate for determining bonus rates. 

The fixed interest investment strategy is one of the key factors that make it appropriate to 
manage the bonus declaration on a prospective basis.  Further, the fixed interest investment 
strategy means that it is logical to put the Scheme to the policyholders as the difference 
between with-profits with entirely fixed interest investment, and fixed non-profit benefits, is 
much less than had the fund had a significant equity and/or property content. 

Expenses 

The administration of the SLFC WPF’s policies is outsourced to Capita, and these costs are 
passed through directly to the SLFC WPF.  These costs are assumed to equal £32.48 per 
annum per policy in 2016 for the purposes of the bonus setting and initial assessment 
calculations.  The Capita per policy costs are assumed to increase at RPI+1% pa. 

Overhead expenses charged to the SLFC WPF are calculated based on the previous year’s 
total overhead expenses, inflated at RPI+3.5% and reduced in line with the proportional 
decrease in with-profits policy count over the year.  For 2016, these overhead expenses are 
assumed to equal £22.52 per annum per policy for the purpose of the bonus setting and initial 
assessment calculations.  The inflation assumption of RPI+3.5% pa allows for the diseconomy 
of scale which is emerging in respect of the SLFC WPF.  I note that up to 2014 this inflation 
assumption was RPI+1% and that from 2015 onwards the inflation assumption was increased 
by 2.5% with my agreement as WPA to give recognition to the need for the SLFC WPF to 
make a reasonable contribution to the emerging diseconomy of scale which the shareholder 
fund is bearing. 

I note that the overhead expenses being charged to the fund are lower than would be the case 
under SLOC's normal expense apportionment approach, and have been so since the transfer 
of the fund into SLOC in 2011 to ensure consistency with the charges applied prior to that 
transfer.  SLOC thus regards this situation as constituting a subsidy.  The current expense 
arrangements are not necessarily permanent, but any potential change would need to be 
considered against the requirement to treat customers fairly.  Nevertheless, the terms of the 
proposed conversion do formally lock in the current overhead expense charging arrangements 
and so this aspect does constitute an advantage of the proposed conversion. 

For the avoidance of doubt, the various valuations which are referred to in this report all 
assume that the Capita per policy costs will increase at RPI+1% pa, and that the total overhead 
costs will increase at RPI+3.5% pa and decrease in line with the number of policies.  The 
SLFC WPF is also directly charged for asset management expenses and WPA expenses as 
these are incurred. 

I confirm that the above expense assumptions are all consistent with the advice I have given 
as WPA. 

Surplus and risks 

Profits or losses arising within the SLFC WPF are shared between the with-profits 
policyholders of the SLFC WPF and the shareholder, with the policyholders being entitled to 
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at least 97.5% of surplus for Imperial policies issued before 1 July 1987 and at least 90% of 
surplus for Imperial policies issued after this date and all Trident policies.  The numbers of 
policies in each category are shown in the section below.  The shareholder receives no share 
of the special bonuses. 

Although in recent past years the shareholder has been accepting less than their maximum 
entitlement for Trident policies and Imperial policies issued after 1 July 1987, and hence the 
policyholders were receiving more than the minima referred to above, the shareholder is now 
receiving the maximum level of entitlement.  The conversion calculations referred to within this 
report all assume that the shareholder will receive 2.5% of surplus for Imperial policies issued 
before 1 July 1987 and 10% of surplus for Imperial policies issued after this date and all Trident 
policies. 

The key risk to which policyholders are exposed is credit risk on the corporate bond portfolio.  
If actual defaults and net trading losses reduce the yield on the portfolio by more than 50% of 
the spread then (given the bonus approach being used) a deficit will result and bonus rates 
will decrease.  Conversely, if actual defaults reduce the yield by less than 50% of the spread 
then a surplus will result and bonus rates will increase.  It is recognised that the 50% 
assumption used for bonus purposes incorporates some degree of prudence relative to actual 
historic credit default experience, but it would be imprudent for bonus purposes to assume 
more than 50%. 

2.2 Current position of the SLFC WPF 

Policyholders 

As at 31 March 2016, the SLFC WPF contained 9,503 with-profits policies, consisting of 8,587 
whole of life policies, 913 endowment polices and 3 pension deferred annuity policies.  The 
total Solvency II Best Estimate Liability (“BEL”) for each policy type is shown in the table below: 

Solvency  II BEL by with-profits policy type 

  31 December 2015 31 March 2016 

  
Policy 
count 

Solvency II BEL 
(£000s) 

Policy 
count 

Solvency II BEL 
(£000s) 

Endowments (Imperial) 984  9,143  913  8,524  

Whole Life (Imperial) 8,640  95,451  8,558  99,539 

Whole Life (Trident) 31  214  29  207  

Endowment (Trident) 1  5  -  -  

Pension (Imperial) 4  14  3  11  

Settlement options and other reserves - 432  -  409  

Total participating policies 9,660  105,258  9,503  108,690  

Source: Report of the Chief Actuary. 

The SLFC WPF also previously contained an amount of non-profit business, which was 
transferred into the Non-Profit Fund with effect from 1 July 2015.  This included some hybrid 
policies, the non-profit parts of which were transferred to the Non-Profit Fund, with the with-
profits parts and the policies themselves remaining in the SLFC WPF. 

Financial position 

The table below shows the financial position of the SLFC WPF on the Solvency II basis as at 
31 December 2015 and at 31 March 2016, which is the date as at which the conversion 
assessment has been based. 
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SLFC WPF Solvency II Financial Position 

£m 31 December 2015 31 March 2016 

Realistic value of assets available to the fund     

Invested assets 106.8  110.4  

Other assets 0.0  0.0  

Total assets 106.8  110.4  

Best estimate liabilities ("BEL") of the fund     

With-profits guaranteed benefits 76.4  79.3  

With-profits future discretionary benefits reserve 28.9  29.4  

Total BEL 105.3  108.7  

Risk Margin 0.0  0.0  

Technical provisions 105.3  108.7  

Current liabilities 1.0  1.2  

Total liabilities 106.3  109.9  

Own funds (total assets less total liabilities)     

Own funds 0.5  0.5  

Net Solvency Capital Requirement (“SCR”) (0.5) (0.5) 

Excess own funds (Own funds less SCR) 0.0  0.0  

Source: SLOC Solvency II balance sheet (31 March 2016). 

On the Solvency II basis as at 31 March 2016, the loss absorbency of technical provisions 
results in a minimal Solvency Capital Requirement (“SCR”) in respect of operational risk only.  
This is as a result of SLOC’s option to reduce to zero all future reversionary and terminal 
bonuses (although the current 4% pa reversionary bonus rate to which the very small minority 
of Trident policies have been managed is assumed to remain unchanged).  Without 
management actions, the SCR for the SLFC WPF would have been £8.7m.  This position is 
similar to the Solvency II position as at 31 December 2015. 

The value of the settlement options referred to in Section 2.1 above is £0.4m as at 31 March 
2016, and this is included within the value of with-profits guaranteed benefits of £79.3m as at 
31 March 2016 as shown in the table above.  I note that SLOC has recently updated its 
analysis of the take up rates and costs arising on the various settlement options, and I have 
reviewed this analysis and discussed it with the SLOC Chief Actuary.  The updated analysis 
is set out in full in Appendix D of the SLOC Chief Actuary Report on the proposed conversion, 
and confirms that the cost allowed for of £0.4m is reasonable.  I concur with the analysis that 
the SLOC Chief Actuary has carried out. 

2.3 Rationale for conversion 

The SLFC WPF does not have a previous Scheme in place that specifies the conditions under 
which it may be or must be converted.  However, the management of SLOC believes that now 
is an appropriate time to seek to convert the SLFC WPF to non-profit benefits.  In my view, 
conversion of the SLFC WPF would in principle be beneficial for policyholders, as it would 
provide the certainty of fixed benefits, although in exchange for a reduction in expected 
payouts.  The primary arguments for seeking to convert the SLFC WPF now are as follows: 

— Corporate bond spreads are currently relatively low, which means that the values of the 

SLFC WPF’s corporate bond investments are relatively high.  Converting now would lock 

in this higher asset value to be distributed among policyholder benefits. 

— The investment policy and prospective operation of the SLFC WPF means that it is 

relatively close already to being non-profit in nature, and there is limited upside potential 

for policyholders.  Policyholders may thus prefer the certainty of fixed benefits. 
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— The cost of the conversion process is relatively fixed and does not depend greatly on the 

number of policies in the fund.  Proceeding with the conversion process earlier would mean 

spreading the cost of the exercise over a larger number of policies thus reducing the impact 

on each individual policy. 

— The conversion will result in some expense savings as there will no longer be any external 

WPA costs.  These future savings have been used to enhance policyholder benefits within 

the conversion calculations. 

— Under the new Solvency II regime that came into force on 1 January 2016, the SLFC WPF 

needs to comply with the more onerous requirements for with-profits funds going forwards.  

As the SLFC WPF runs off, higher Solvency II regulatory capital and general requirements 

could potentially prevent the equitable distribution of surplus in the future.  Ongoing 

regulatory reporting requirements could also lead to higher costs that the policyholders 

might need to bear. 

The arguments against converting the SLFC WPF to non-profit benefits now are that the cost 
of capital is higher for (fully) guaranteed benefits than for (partially) discretionary benefits, and 
so the post-conversion benefits will be reduced accordingly.  The policy benefits will also not 
increase in the event of favourable future investment experience.  However, in my opinion, 
these aspects are outweighed by the arguments set out above, provided that the terms of the 
conversion are fair as discussed below. 

I note that the PPFM and Consumer Guide for the SLFC WPF explicitly state that SLOC will 
seek to convert the SLFC WPF at some point in the future, which demonstrates that the 
present proposal has thus been envisaged and communicated to policyholders within this 
documentation.  The details of the proposed Scheme are set out in the remainder of this report. 

Notwithstanding any of the above points, it is of course important that the terms of the 
proposed conversion are fair to the policyholders, and that the reduction in expected benefits 
as a result of the conversion process is reasonable in return for the benefits becoming 
guaranteed.  Further, and given the absence of conversion powers, I note that the with-profits 
policyholders will be able to vote under the terms of the Scheme and thus the conversion will 
only proceed if the majority of policyholders who vote choose to vote for it.  I consider the 
details of the voting arrangement further in Section 6 below. 

2.4 Position if the Scheme is not approved 

In the event that the Scheme is not approved for any reason, SLOC will need to continue to 
run the SLFC WPF as a with-profits fund.  Policyholders will continue to be treated fairly and 
the SLFC WPF will continue to operate effectively in the shorter term.  There is no immediate 
or pressing need for a conversion.  In the longer term, the declining number of policyholders 
will lead to experience, and therefore policyholder benefits, becoming more volatile.  
Eventually it will no longer be efficient or viable for the SLFC WPF to be managed as with-
profits and it will need to be converted in order to maintain equity.  For these reasons, a 
conversion sooner rather than later is in my opinion desirable.  A conversion can however only 
take place if policyholders vote in favour. 
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3 The Scheme 

3.1 Overview of the Scheme 

The key aspects of the Scheme can be summarised as follows: 

— The Scheme will convert all of the with-profits policyholders in the SLFC WPF from with-

profits policies to non-profit policies with SLOC.  The SLFC WPF will cease to exist and all 

of the policies will transfer into the Non-Profit Fund. 

— The converted policies will operate in a similar manner to with-profits policies but with fixed 

bonus scales.  The structure of the current bonus rate approach will be maintained, but the 

bonus rates will be fixed and known in advance, as opposed to being declared each year. 

— Future surrender values will not be guaranteed (other than where they are currently 

guaranteed), and all other options and guarantees will be preserved by the Scheme. 

A more detailed description of the various aspects of the Scheme is given below. 

In the course of finalising this Scheme, a number of alternative options were considered and 
my advice as WPA was sought during this process.  The decisions also took into account the 
experience gained from the past conversions of the Confederation Life With-Profits Fund and 
the Cannon Pension Fund Deposit Account.  The other alternative options are outlined for the 
sake of completeness in Appendix 2 along with the reasons why they were not selected for 
the Scheme now being proposed.  I can confirm that my advice as WPA to SLOC is that the 
conversion approach now being proposed in the Scheme is, taking all factors into account, 
the best of the available options from the policyholders’ viewpoint. 

3.2 Policy features post conversion 

Each with-profits policy within the SLFC WPF will be converted to non-profit benefits, with 
fixed levels of future guaranteed annual increase (“GAI”) and guaranteed final increase 
(“GFI”).  The GAI will be added to the policy’s guaranteed benefits on each policy anniversary 
and is equivalent to the current reversionary bonus.  The GFI will apply to accrued reversionary 
bonuses and post-conversion GAIs on death or maturity, replacing terminal bonuses.  This 
includes both endowment and whole of life policies. 

Death / maturity benefits 

Policies will operate administratively in a similar manner as they do currently, but the future 
GAI and GFI percentages will be fixed.  Thus death and maturity payouts will depend on 
duration in force at the date of exit, but will be guaranteed in the sense that the payouts for 
each possible future exit date will be known in advance. 

GAIs will be fixed at the current level of reversionary bonus and applied for each policyholder 
on their policy anniversary.  GFIs will increase with duration from a starting level that will be 
determined as part of the Scheme based on the level of assets and liabilities at the Effective 
Date of conversion.  GFIs will increase on 1 April each year, ie guaranteed benefits will 
increase twice per year – once on 1 April and once on the policy anniversary – this being 
consistent with the current administration of with-profits benefits. 
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Surrender values 

Other than as described below, the current surrender value bases are not guaranteed (which 
is the industry norm) and this will continue to be the case post conversion.  The Scheme 
provides for future non-guaranteed surrender values to be fair, taking into account the 
guaranteed benefits being surrendered, then current financial conditions, and the future 
expected experience of the portfolio.  In practice the surrender value bases will be reviewed 
regularly to reflect: 

— Movements in UK government bond yields between the conversion date and the review 

date, for durations that are appropriate to match the best estimate of outstanding policy 

terms. 

— The best estimate demographic assumptions at the review date. 

For example, if government bond yields were to increase by 0.5% pa between the conversion 
date and the surrender value bases review date, then the surrender value interest rate would 
also be increased by 0.5% pa. 

In addition, to ensure overall policyholder fairness from the Effective Date of the conversion, 
the total of the new post conversion surrender values will be compared with the total death 
benefits and the total post conversion value of guaranteed benefits in order to ensure that the 
total surrender values are reasonable in relation to both of these measures. 

Some older policies have guaranteed minimum surrender factors applying to the basic sum 
assured component (only) of their benefits.  These guaranteed minimum factors will continue 
to apply post conversion, and the basic sum assured itself will still exist post conversion. 

Options and guarantees 

All other options and guarantees will remain in force post conversion.  These are described 
above and primarily include the settlement options.  The Scheme preserves these options and 
guarantees and they will operate on the fixed non-profit claims amounts in the same way as 
they would have operated on the with-profits claims amounts. 

Although not formally a guarantee, the current reversionary bonus rate of 4% pa to which the 
Trident policies have been managed will (together with the current zero terminal bonus) form 
the basis of the post conversion fixed benefits for these policies.  This will preserve these 
policyholders’ expectations in normal circumstances, and improve their expectations in 
extreme adverse circumstances. 

Maximum reduction 

The Scheme provides for there to be a maximum reduction in benefits, this being assessed 
by comparing the post-conversion guaranteed benefits with the expected with-profits benefits 
pre-conversion had the SLFC WPF continued as currently.  This maximum reduction is set at 
10% at the point in time 25 years from the Effective Date, tapering down linearly to zero 
percent at the Effective Date. 

The purpose of the maximum reduction is to prevent any individual policyholder experiencing 
a reduction in benefits that is unfair in exchange for the guaranteed benefits received.  The 
reduction in benefits is primarily due to the change to a lower risk investment strategy, so it 
naturally follows that a policyholder exiting a longer time after the Effective Date should expect 
a greater reduction in benefits than one exiting soon after.  The shape of the terminal bonus 
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scale ensures that there is no discontinuity in benefits at the point of conversion and the 
“elbow” (as illustrated in Section 4.4 below) ensures that reductions in benefits cannot increase 
further beyond 25 years. 

The 10% maximum at 25 years has been set based on my expert judgement and advice as 
WPA and is, in my opinion, still a fair reduction in benefits for a policyholder exiting at that 
point.  I have reviewed the PPFMs of other with-profits funds and 10% is a common benchmark 
used for determining when a change or difference is significant or not, including within the 
SLOC main with-profits fund PPFM.  Values of 5%, 15% and 20% are also used across the 
industry.  A 10% reduction at 25 years corresponds to a reduction in benefits equivalent to 
40bps per annum in investment return terms, and I believe a fair reduction should be less than 
50bps per annum which rules out a higher maximum of 15% or 20%.  In my view, any reduction 
greater than 10% at the 25 year point would be unfair to policyholders.  It should be 
remembered also that this maximum reduction provides a backstop protection for 
policyholders, and the actual reduction would (based on the results set out in this report) be 
less than the maximum. 

WPA review of conversion calculations 

The Scheme requires an analysis of the final conversion calculations to be performed by the 
WPA, including to ensure that the maximum reduction is not breached, and the Scheme allows 
for the WPA to make reasonable assumptions and approximations in carrying out this task.  
This will take the form of a one-off WPA review at the time of conversion.  This WPA review 
will report to the WPC and Board as to whether the conversion terms have been complied 
with. 

3.3 Practical considerations 

Timelines for and further details of the conversion process 

The subsequent section of this paper describes the methodology for calculating policyholder 
benefits post conversion and gives the results of the initial assessment performed as at 31 
March 2016.  These results can be taken as indicative of the policyholder benefits that will be 
guaranteed if the Scheme is approved. 

The Effective Date of the conversion is 1 February 2017.  If the Scheme is approved (ie 
accepted at the first Court hearing, voted for by the policyholders, and then subsequently 
approved at the second Court hearing), then the final conversion calculations will be performed 
as at the Effective Date (in practice as at 31 January 2017), and the new policyholder benefits 
will take effect in practice from 1 April 2017 (which is known as the Final Implementation Date).  
For the avoidance of doubt, I note that the day-to-day policy administration arrangements will 
remain unchanged (as set out above), and no policyholder should see any difference in this 
respect. 

If the Scheme is approved (as set out above), then the Scheme provides for SLOC to be able, 
should it so wish, to reduce the riskiness of the assets of the SLFC WPF (including beyond 
that currently allowed by the current investment guidelines) by selling corporate bonds and 
buying government bonds.  Any cost or benefit of this during the period up to the Effective 
Date would accrue to the SLFC WPF.  Any significant changes within the current investment 
guidelines will also be subject to appropriate governance.  However, the Scheme also makes 
clear that if SLOC chooses to undertake any de-risking beyond the current investment 
guidelines, then the corporate bond spread on the relevant assets must be captured as at the 
date on which the de-risking commences.  This spread will then be used in the calculation of 
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the bonus setting liability discount rate in the final conversion calculation (see also Section 4.3 
below). 

Policyholder communications 

Policyholders will be provided with an appropriate pack setting out the rationale for the 
conversion, the expected effects of the conversion, and a Question & Answer sheet.  I have 
reviewed and commented on drafts of these papers. 

In particular, I have reviewed the illustration of the expected and guaranteed benefits that will 
be included in these policyholder communications.  This illustration is shown in Appendix 4.  I 
am satisfied that this illustration is appropriate for policyholders and communicates sufficient 
examples to allow policyholders to assess the likely impact of the conversion on their own 
policies. 

If the Scheme proceeds, each policyholder will receive post conversion a schedule of their 
guaranteed future benefit amounts.  Appendix 5 shows a sample of this statement as provided 
to me by SLOC. 
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4 Conversion approach and calculations 

4.1 Overall conversion methodology 

The key feature of the conversion process is that policyholder benefits will be determined and 
fixed post conversion by equating the net available assets in the SLFC WPF to the value of 
the policyholder liabilities on the conversion basis.  The net available assets will be calculated 
by making deductions from the full market value of assets.  The discount rate used to value 
the liabilities will depend on the assumed future investment return and the cost of capital.  
Policyholder benefits will be fixed by setting GAIs at their current reversionary bonus level and 
adjusting the GFIs post conversion, as described below, to exhaust the net available assets. 

4.2 Calculation of net available assets 

The net available assets are the assets that will be available to distribute to policyholders as 
guaranteed benefits post conversion.  These assets will be calculated as shown in the table 
below, which gives the derivation for the initial assessment as at 31 March 2016. 

Net available assets as at 31 March 2016 

  £m 

Assets     

Total assets   110.4 

Liabilities     

Value of settlement options   0.4 

Current liabilities   1.2 

Trident liabilities   0.2 

Cost of conversion(a)   0.2 

Total liabilities   2.0 

Net available assets   108.4 

Note: (a) The cost of conversion excludes the costs of conversion already charged to the SLFC WPF as at 31 March 2016. 
Source: SLFC Solvency II balance sheet (31 March 2016). 

Current liabilities 

The realistic current liabilities will be deducted from the total assets.  These comprise various 
accounting and tax liabilities all of which will, I understand, still be applicable post conversion. 

Value of settlement options 

There are a number of settlement options applying to the with-profits policies in the SLFC 
WPF, which are described above in Section 2.1.  These options will remain in force post 
conversion and the attaching risks will be transferred to the shareholder.  As compensation 
for the shareholder, the net assets of the SLFC WPF will be reduced by the options reserve 
and this amount will transfer to the Non-Profit Fund.  The assumptions used to value the 
settlement options are consistent with those used for the regular bonus setting process.   

Currently, SLOC values these options in practice in total by modelling just the guaranteed 
annuity option (ie Option D) with a take up rate of 1% up to and including 2018 followed by an 
increase of 1% every 5 years.  The experience on some of the options is below 1%, and for 
others it is above 1%.  This approach is intended and assumed to cover both the guaranteed 
annuity options (ie Options D and E) which are more material as options and have an actual 
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take up rate experience of much less than 1%, and the deposit options (ie Options A, B and 
C), which are less material as options but have higher take up rate experience. 

Overall, the 1% (increasing) take-up assumption, applied to the guaranteed annuity options 
only, is in my view reasonable and is a practical approach given the level of significance of 
these options in relation to the overall liabilities of the SLFC WPF.  I note that the same 
approach is used to determine the liability for these options in SLOC’s Solvency II and 
Canadian accounting liabilities.  To further support and verify this approach, SLOC has also 
carried out a first principles calculation (details of which are given in Appendix D of the SLOC 
Chief Actuary’s report) which demonstrates that the current valuation approach is consistent 
with an assessment of the option take-up rates and costs based on recent experience.  As 
noted in Section 2.2 above, I have reviewed and concur with this assessment. 

Costs of conversion 

Costs associated with the conversion can be classified as either external costs (including 
WPA, Independent Expert and legal fees, as well as Court costs) or internal costs.  The 
Scheme provides that the SLFC WPF will bear all of the external costs of the conversion 
(subject to a cap), plus a fixed £62.5k gross (ie £50k net of tax relief at 20%) of the internal 
costs.  The external costs have been estimated at £1,266k gross, and the Scheme provides 
for a cap at the level of £600k gross (ie £480k net of tax relief at 20%).  The shareholder will 
meet the excess of the actual external costs above £600k gross (ie £480k net of tax relief at 
20%).  Further, based on my knowledge of the work which has been necessary, I am content 
that the internal costs are materially greater than £62.5k gross. 

Given the circumstances of the SLFC WPF, I believe it is reasonable for SLOC to promulgate 
the Scheme and that it is reasonable for the SLFC WPF to bear the costs as set out above.  
In the event of the Scheme not proceeding for any reason, it would still in my view be 
reasonable for these costs to be charged (or remain charged) to the SLFC WPF.  I believe 
this is fair given the significant expenses incurred by SLOC in developing and putting forward 
the Scheme.  Given this position, the costs of conversion are being provided for in both the 
bonus setting and conversion bases. 

In the event of the conversion not proceeding for any reason via this Scheme, the SLFC WPF 
would still need to be converted at some point in the future.  However, in my opinion it would 
not be reasonable to provide for any costs of a future conversion for a period of at least 5 
years beyond the proposed Effective Date of the Scheme.  Otherwise, policyholders would 
bear two sets of costs in succession, which would clearly not be reasonable. 

Value of Trident policies 

As noted previously in this report, the Trident policies are currently being managed to a 4% 
pa reversionary bonus rate, and no terminal bonus.  Therefore, the value of these policies has 
been deducted from the net available assets for the purposes of determining the post 
conversion benefits for the policies that do have a terminal bonus. 

4.3 Conversion basis 

Overview of conversion basis 

If the Scheme is successful and the SLFC WPF converts to non-profit benefits, policyholders 
will benefit from a guaranteed bonus scale on death or maturity, and hence will not be exposed 
to the investment risk otherwise present in a with-profits fund.  In meeting this guarantee, 
SLOC will be required to hold additional capital in its non-profit fund.  The capital requirements 
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will be determined on a Solvency II basis as this is now the in force regulatory regime.  The 
shareholder will be compensated for costs of covering the extra capital requirements of the 
post-conversion liabilities, allowing for SLOC’s risk appetite.  The cost will be allowed for in 
the conversion basis through a deduction to the liability discount rate. 

The current investment holding of the SLFC WPF is approximately half in corporate bonds 
and half in UK government bonds.  The consideration of the investment strategy post 
conversion depends on the trade-off between the expected return on the assets and the cost 
of capital that will result.  In particular, Solvency II credit risk capital requirements for corporate 
bonds are relatively onerous and tend to outweigh the benefits of the extra expected 
investment returns. 

Therefore the assumed investment strategy under the Scheme post conversion is to invest 
only in UK government bonds and supra-nationals.  This strategy is considered risk free under 
Solvency II yet has a higher expected return than investing in gilts alone. 

For the avoidance of doubt, the investment strategy considerations here are purely for the 
purposes of the conversion calculation and do not formally dictate the actual investment 
strategy that will be applied post conversion.  The actual assets held post conversion are at 
the discretion of the shareholder and will reflect any investment risk that the shareholder is 
willing to take.  Nevertheless, I understand that it is SLOC’s current intention to adopt an actual 
investment strategy as close as possible to that assumed for conversion. 

Furthermore, I have satisfied myself that, were a more risky investment strategy with higher 
expected returns to be assumed in the conversion calculations as at 31 March 2016, then any 
benefit from such an investment strategy would be more than negated by the cost of the 
additional capital that would have to be held.  In addition to this, as explained in Section 3.2 
above, the policyholders will benefit from a maximum percentage reductions in their benefits, 
with this maximum being funded if it comes into effect by the shareholder.  Hence, from the 
policyholders’ viewpoint, the conversion basis actually being adopted is fully fair. 

Derivation of cost of capital 

The SLFC WPF currently covers its own capital requirements as a result of assumed 
management actions to declare lower (and possible zero) future bonuses under adverse 
circumstances.  As shown in Section 2.2 above, the £29.4m Future Discretionary Benefits 
reserve is available to cover the SLFC WPF’s capital requirements.  If the Scheme proceeds 
then benefits will become guaranteed and these management actions will no longer apply, so 
the shareholder will have to provide capital to cover the extra solvency requirements that will 
result.  The regulatory capital requirements of the SLFC business are determined on the 
Solvency II basis.  The capital requirements have been estimated by taking the Solvency II 
capital requirements for the SLFC WPF (as a standalone with-profits fund) as at 30 September 
2015 and allowing for diversification as if the business was part of the Non-Profit Fund.  Capital 
requirements are set equal to the Solvency II SCR multiplied by 150%, which is SLOC’s risk 
appetite (ie its desired and intended level of capital coverage for the company) as agreed by 
the SLOC Board in September 2015. 

The shareholder will require compensation for the cost of holding this extra capital.  In the 
conversion basis, the cost of capital is expressed as a deduction to the liability discount rate 
of 11bps.  This deduction is calculated by projecting the capital requirements in line with the 
run-off of the business, and allowing for shareholder earnings on those capital requirements 
and on the shareholder transfers which would otherwise take place.  It is assumed that the 
capital in the Non-Profit Fund is invested in assets which earn 2.5% per annum.  The 
shareholder transfers are allowed for within this calculation to offset the capital requirements 
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and reduce the cost of capital, so that the shareholder effectively charges for the cost of capital 
at the same rate as it pays to receive future shareholder transfers at the point of conversion.  
All future cashflows in the cost of capital calculation are discounted at the shareholder’s 
required rate of return, which is 11%.  I consider the parameters used in this calculation and 
the resulting cost of capital to be reasonable, and broadly consistent with the equivalent 
parameters used for the conversion to non-profit benefits of the Confederation Life Fund 
(which became effective as at 31 March 2015).  The 11% and 2.5% have not been explicitly 
adjusted for tax, and both are assumed to be net rates.  I have carried out reasonability checks 
on the cost of capital using my own high level calculations, and I note that in the table below, 
the cost of capital of £1.3m is some 43% of the adjusted capital amount, this ratio being similar 
to that which I have seen in other cases.  I have also reviewed for reasonableness the basic 
incremental capital requirement arising of £2.0m and raised questions with SLOC as 
necessary.  The Solvency II SCR of £2.0m is just under 2% of the Best Estimate Liabilities of 
the SLFC WPF, which I believe is not unreasonable. 

As noted above, the cost of capital calculation was performed as at 30 September 2015 and 
resulted in a deduction of 11bps from the conversion discount rate.  The cost of capital has 
been fixed at this 11bps and it will not increase or decrease in the final conversion calculation.  
If an updated calculation as at 31 March 2016 were to be used, the deduction for the cost of 
capital would have been marginally greater than 11bps.  Overall I consider that the cost of 
capital adjustment remains appropriate and that it is advantageous to the policyholders to 
have the cost of capital deduction fixed at 11bps. 

Capital requirements and cost of capital for converting business 

  £m 

Estimated Solvency II SCR (incremental for post-conversion non-profit benefits) 2.0 

Company risk appetite 150% 

Capital requirements 3.0 

Cost of capital 1.3 

Deduction from discount rate 11bps 

Source: SLOC/KPMG analysis. 

Derivation of liability discount rate 

The derivation of the liability discount rate on the risk free investment strategy is shown below 
as at 31 March 2016, with the bonus-setting basis shown alongside.  The bonus setting basis 
is consistent with that used in the regular bonus setting process for the SLFC WPF and will 
be one element which determines the fixed level of terminal bonus scale that will be adopted 
immediately post the conversion – see below for further details on the conversion mechanism. 

Derivation of liability discount rate at 31 March 2016 

  Bonus-setting basis Conversion basis 
Impact of 

conversion 

Assumed gilt yield (net of tax) 1.61%  1.61%    

Assumed corporate bond spread (net of tax) 0.35%  -    

Allowed proportion of corporate bond spread 50%  -    

Assumed yield pick-up over gilts (net of tax) 0.18%  0.08%  (0.10)% 

Deduction for cost of capital N/A (0.11)% (0.11)% 

Asset transition costs -  (0.03)% (0.03)% 

Allowance for external With-Profit Actuary costs (0.04)% -  0.04%  

Assumed return on investments (net of tax) 1.75%  1.55%    

Less investment expenses (0.10)% (0.10)%   

Total 1.65%  1.45%  (0.20)% 

Source: Report of the Chief Actuary. 
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The gilt yield methodology (which is consistent between the bonus setting and conversion 
bases) uses the Bank of England gilt yield curve weighted by the anticipated liability cashflows 
at each future duration.  On the conversion basis, it is assumed that investment in supra-
nationals can provide a risk free investment return of gilts+10bps before tax (ie 8bps after tax). 

The allowance for asset transition costs, which reflects the cost of any de-risking that is not 
expected to have been completed by the Effective Date, is modest, and is offset by the lack 
the of on-going deduction for external WPA costs. 

In the event that SLOC commences de-risking (beyond current investment guidelines) prior to 
the Effective Date, then the corporate bond spread (shown as 0.35% pa in the table above) 
will be that which applies at the commencement of the de-risking and not that at the Effective 
Date.  This corporate bond spread is the average spread on the whole portfolio, which 
comprised 61% gilts, 37% corporate bonds and 2% cash as at 31 March 2016. 

I note that the investment expense assumption remains at 0.10% in both the bonus setting 
and conversion bases.  This is because the amount which SLOC is charged by its asset 
manager on fixed interest type assets is the same for both gilts and corporate bonds. 

Shareholder transfers 

As noted in Section 2.1 above, the shareholder currently receives a transfer of a certain 
proportion of the surplus – in practice a certain proportion of the bonuses declared and paid 
to policyholders.  These shareholder transfers are allowed for in the bonus reserve valuation 
method.  For the avoidance of doubt, I note that the conversion valuation will also allow for 
these shareholder transfer cashflows, even though post conversion the profit sharing 
mechanism will cease.  This is logical.  The shareholder is currently entitled to the transfers, 
and the conversion mechanism allows effectively for the shareholder to be credited with the 
value of the future transfers, albeit based on the fixed post conversion bonus rates.  The 
calculation of the cost of capital (as referred to above) makes allowance for the fact that these 
transfers also reduce the amount of capital upon which the shareholder requires to be 
remunerated. 

Expenses 

As set out in Section 2.1 above, the conversion valuation assumes continuation of the on-
going treatment of expenses as if the SLFC WPF remained as a with-profits fund. 

4.4 Post conversion benefits 

Methodology 

The terminal bonus scale used by the SLFC WPF is duration based and linear.  The level of 
the scale is calibrated each year through the bonus declaration process, which multiplies a 
predetermined fixed bonus scale by a scalar in order to set the value of liabilities equal to the 
value of the assets available to the with-profits policyholders in the SLFC WPF.  Terminal 
bonuses apply to accrued reversionary bonuses only. 

As an illustration, from 1 April 2016, the terminal bonus rate for a policy that has been in force 
for 25 years is £237 per £1000 of accrued reversionary bonus.  This rate increases by £10.50 
for each extra year that a policy has been in force.  In the absence of conversion or 
recalibration of the bonus scale, the same policy will have a terminal bonus rate of £237 + 
£10.50 = £247 from 1 April 2017, when it will have been in force for 26 years. 
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If the Scheme proceeds, then a bonus declaration calculation will be performed as at the 
Effective Date of 1 February 2017 (in practice as at 31 January 2017) using the bonus setting 
basis set out above (updated for financial market changes), to derive a set of GFIs.  The GFIs 
will determine payouts commencing 1 April 2017.  The GFIs will imply a certain rate of increase 
in terminal bonus rate that a policyholder would experience each year in the absence of the 
conversion, and this is referred to as the “bonus setting GFI slope”.  Then, a conversion 
calculation will be performed to determine the (lower) constant rate of change of GFI for all 
policy durations, referred to as the “post conversion GFI slope”, which exhausts the net 
available assets on the conversion basis. 

Additionally, from 25 years after the Effective Date, the slope will revert to the bonus setting 
GFI slope, forming an elbow in the effective GFIs as shown in the chart below.  The rationale 
for this feature is that because GFIs post conversion will increase with duration at a lower rate 
than before, those policyholders who remain in force the longest would (absent this 
modification) incur the greatest reduction in expected payouts when compared with the pre-
conversion terminal bonus rates.  This modification caps the reductions in payouts for 
policyholders expected to remain in force for the longest durations post conversion.  The elbow 
will be funded by a slight reduction in the post conversion GFI slope, as compared with the 
result if the elbow was not present. 

The mechanism of the conversion calculation is set out below, together with a graphical 
illustration.  The final post conversion GFI slope will be derived by interpolating between the 
surplus (or deficit) arising on the conversion basis if the slope is zero (with the elbow), shown 
by the bottom line on the graph, and the surplus (or deficit) arising on the conversion basis if 
the slope remains equal to the bonus setting GFI slope, shown by the top line on the graph.  
The final resulting GFIs that will apply post conversion are illustrated by the dashed line. 

Expressed in step-by-step terms, the conversion calculation will take place as follows: 

— The first step is to calculate the surplus (or deficit) that would result if the slope was equal 

to the bonus setting GFI slope.  The resulting GFIs are illustrated by the top line on the 

graph below. 

— The second step is to calculate the surplus (or deficit) that would result if the GFI slope 

was zero for the first 25 years and then reverted to the bonus setting GFI slope.  The 

resulting GFIs are illustrated by the bottom line on the graph below. 

— The final step is to interpolate between the results of the first and second steps to 

determine the bonus slope for the first 25 years that will result in neither a surplus nor a 

deficit on the conversion basis.  This is illustrated by the dashed line on the graph below. 

The initial assessment calculations have been performed as at 31 March 2016 (ie assuming 
an Effective Date of 1 April 2016) and assuming a Final Implementation Date of 1 April 2016.  
The post-conversion benefits are assumed to apply from 1 April 2016.  If the Scheme is 
approved, the actual Effective Date will be 1 February 2017 and the GFIs will actually apply 
from 1 April 2017. 
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Source: KPMG analysis. 

Results of initial assessment 

The initial assessment calculation, the results of which are set out below, has been performed 
as at 31 March 2016.  A bonus setting calculation has been performed to determine the initial 
GFIs and a conversion calculation has been performed to determine the post conversion GFI 
slope. 

Assessment calculations as at 31 March 2016 

  
Bonus setting 

basis 

Conversion 
basis (bonus 

setting GFI 
slope) 

Conversion basis 
(zero GFI slope 

for first 25 years) 
Conversion basis 

(interpolated) 

Valuation interest rate 1.65% 1.45% 1.45% 1.45% 

GAI 0.5% 0.5% 0.5% 0.5% 

GFI slope up to 25 years (£ per 
£1000 reversionary bonus/GAI) 

£8.80 £8.80 £0.00 £4.00 

Surplus / (deficit) £0.0m £(2.7)m £2.2m £(0.0)m 

Source: Report of the Chief Actuary. 

The resulting post conversion GFI slope is £4.00.  The table below compares a sample of 
current 2016 terminal bonus rates (assuming no future recalibration of the terminal bonus 
scale, but in reality these future rates would not be guaranteed) with the initial assessment 
results on the bonus setting basis and the conversion basis.  Note that the extract below does 
not extend far enough to capture the impact of the elbow.  The estimated full future GFIs are 
shown in Appendix 3.  For the actual conversion the first year GFIs will be the same as the 
with-profits terminal bonus rates which would otherwise have been declared, thus resulting in 
no discontinuity of payouts on conversion.  This is also illustrated in the table below. 
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Sample terminal bonus rates post conversion 

Terminal bonus rate (£ per £1000) 2016 2017 2018 2019 2020 

Current 2016 terminal bonus scale 

Issue year 1990 247 258 269 279 290 

Issue year 1985 300 311 321 332 342 

Issue year 1980 353 363 374 384 395 

Issue year 1975 405 416 427 437 448 

Issue year 1970 458 469 479 490 500 

Initial assessment bonus setting basis 

Issue year 1990 207 216 224 233 242 

Issue year 1985 251 260 269 277 286 

Issue year 1980 295 304 313 321 330 

Issue year 1975 339 348 357 365 374 

Issue year 1970 383 392 401 409 418 

Initial assessment post conversion 

Issue year 1990 207 211 215 219 223 

Issue year 1985 251 255 259 263 267 

Issue year 1980 295 299 303 307 311 

Issue year 1975 339 343 347 351 355 

Issue year 1970 383 387 391 395 399 

Source: SLOC 2016 bonus declaration, SLOC analysis. 

The graph below illustrates the GFIs that will apply post conversion, as per the initial 
assessment calculation.  The top line on the graph shows the terminal bonus scale in force in 
2016, which increases at £10.50 pa.  The next line shows the GFIs derived in the initial 
assessment on the bonus setting basis, which increases at £8.80 pa.  At the point of 
conversion, the initial GFI for each policy duration will be on this line.  Thereafter, the post 
conversion GFI slope will be £4.00 for all durations, which is illustrated by the solid lines 
branching off at a shallower angle.  The action of the elbow is shown by all of the lines returning 
to the original £8.80 bonus setting GFI slope.  The impact of these results on policyholder 
payouts is shown in Section 5 below. 

 

Source: SLOC 2016 bonus declaration, KPMG analysis. 

To take a particular example, a policy in force for 36 years (ie issued in 1980) would have a 
terminal bonus rate where the green and blue lines meet.  Absent the conversion, this policy 
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would have progressed along the green line (subject to regular bonus recalculations).  With 
the conversion, this policy would progress along the shallower blue line for 25 years (ie to its 
duration 61), and it would then progress along the steeper lower line, which is parallel to the 
green line. 

Trident policies 

The above results apply to Imperial policies only.  For the avoidance of doubt, Trident policies 
will continue to receive 4% pa GAI and no GFI.  The benefits of Trident policies will thus be 
unaffected, other than in extreme adverse circumstances pre-conversion when their future 
reversionary bonuses could be reduced, with such reduction not being applicable post-
conversion when their benefits are fixed. 
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5 Analysis of the effects of the Scheme 

In this section I have set out the key effects and implications of the Scheme, and in particular 
the advantages and disadvantages for the policyholders within the SLFC WPF.  I have also 
considered the impact of the Scheme on the other policyholders of SLOC. 

5.1 Effect on policyholders within the SLFC WPF 

Expected death and maturity benefits 

As described previously in this report, all GAIs will be fixed at current levels, while future GFIs 
will be fixed for each policy duration in force at an initial level based on a bonus setting process 
at the conversion date to increase annually thereafter at a constant rate.  On death or maturity, 
a policyholder will receive a payout given by: 

Payout = Sum Assured + Special Bonus +  

(Accrued Reversionary Bonus + Accrued GAI) × (1 + GFI) 

The fairness of the conversion terms proposed in the Scheme can be assessed by comparing 
the reduction in payout that each policyholder will receive post conversion compared to their 
expected payout in the absence of the conversion.  Although future guaranteed increases will 
be fixed by the Scheme, payouts will depend on the duration in force that a policy achieves 
and therefore there is no single definition of what “expected payout” means.  I have thus 
assessed the reductions in payouts implied by the initial assessment, using two different 
approaches.  I believe that both of these approaches are possible measures of the impact of 
the conversion on expected payouts.  Note that these calculations apply to Imperial 
endowment and whole of life policies only.  For the whole of life policies, any assessment must 
necessarily be based on some form of averaging process, as the primary source of claim is 
on death (as opposed to there being a specific maturity date as there is for endowments). 

The first approach is to assume that each endowment policyholder exits on their maturity date 
and that each whole of life policyholder exits exactly on their expectation of life date.  The 
second approach extends the first to allow for the probability of death of each policyholder in 
each year and then to calculate the probability weighted payout on death or maturity in each 
future year.  For both of these calculations, I have used the policy data and mortality 
assumptions consistent with the 2015/2016 bonus setting process and the future terminal 
bonus rates implied by the results of the initial assessment. 

The results, shown in the graph below, are similar for both approaches and demonstrate the 
salient features of the policyholder benefits post conversion.  Firstly, the analysis shows that 
very few policyholders will experience a reduction in expected benefits of more than 5% of 
expected payout.  Reductions in expected payout increase roughly linearly, with the highest 
percentage reduction occurring at 25 years post conversion.  The elbow limits further 
reductions beyond this point.  The small number of policies that are receiving a greater than 
5% reduction in expected benefits are almost all paid up policies, which have a lower sum 
assured and are therefore more sensitive to changes in terminal bonus rates. 

These analyses cannot be fully definitive, as payouts from individual with-profits policies are 
intrinsically uncertain.  However, I believe that they do provide sufficient evidence for me to 
conclude on the overall fairness of the Scheme.  The expected reductions in payouts are in 
my opinion reasonable in return for the benefits becoming guaranteed, and the use of the 
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elbow in the future terminal bonus rates prevents those policyholders who are expected to 
remain in force the longest from bearing too great a reduction. 

As noted above, the Scheme provides for there to be a maximum reduction in policyholder 
benefits as compared with the updated on-going with-profits position as at the Effective Date.  
This maximum reduction is set at 10% at the point in time 25 years from the Effective Date, 
tapering down linearly to zero at the Effective Date.  If the calculated reduction in benefits 
exceeds this maximum for any group of policies (which could arise for example due to a 
significant widening in credit spreads), then SLOC must proceed to implement the Scheme 
(assuming that it is approved), but with the benefits set such that the maximum reduction is 
not exceeded, and with the shareholder bearing the costs of applying this maximum reduction. 

The Scheme requires an analysis of the final conversion calculations to be performed by the 
WPA to ensure that the maximum reduction is not breached, and the Scheme allows for the 
WPA to make reasonable assumptions and approximations in carrying out this task.  This will 
take the form of a one-off WPA review at the time of conversion. 

 

 Source: KPMG analysis. 

The tables below show the future policy payouts and benefit reductions as a result of the 
conversion for a number of specimen policies. 

Specimen policy 1 payouts and benefit reductions post conversion 

Year of entry Sum assured Special bonuses Accrued reversionary bonus 

1985 £3,890 £230 £3,855 

Year of exit Bonus setting basis Conversion basis Reduction 

2016 £8,943 £8,943 0% 

2021 £9,366 £9,269 1% 

2026 £9,812 £9,608 2% 

2031 £10,284 £9,963 3% 

2036 £10,780 £10,327 4% 

2041 £11,304 £10,713 5% 

2046 £11,854 £11,236 5% 
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Specimen policy 2 payouts and benefit reductions post conversion 

Year of entry Sum assured Special bonuses Accrued reversionary bonus 

1975 £5,260 £340 £6,048 

Year of exit Bonus setting basis Conversion basis Reduction 

2016 £13,698 £13,698 0% 

2021 £14,359 £14,206 1% 

2026 £15,055 £14,737 2% 

2031 £15,789 £15,287 3% 

2036 £16,560 £15,858 4% 

2041 £17,370 £16,457 5% 

2046 £18,221 £17,271 5% 

 

Specimen policy 3 payouts and benefit reductions post conversion 

Year of entry Sum assured Special bonuses Accrued reversionary bonus 

1965 £2,750 £230 £4,792 

Year of exit Bonus setting basis Conversion basis Reduction 

2016 £9,818 £9,818 0% 

2021 £10,309 £10,189 1% 

2026 £10,825 £10,576 2% 

2031 £11,364 £10,975 3% 

2036 £11,930 £11,394 4% 

2041 £12,523 £11,822 6% 

2046 £13,142 £12,417 6% 

Source: Report of the Chief Actuary, KPMG analysis. 

SLOC has produced an illustration for inclusion in the policyholder communications, showing 
the same example as specimen policy 1 in the first table above but with some additional 
information on guaranteed benefits.  The format of this illustration is shown in Appendix 4.  
The above three tables show very similar patterns of payout reduction for the three different 
years of entry illustrated and therefore the policyholder illustration using only the 1985 example 
is representative of the whole range of years of entry. 

Smoothing 

A feature of with-profits policies, including the policies in the SLFC WPF, is the smoothing of 
investment returns in order to reduce volatility in bonus rates and in the total benefits of exiting 
policies.  In the SLFC WPF, smoothing is implicit in the prospective bonus setting methodology 
and an element of smoothing is also applied through the level of corporate bond spreads 
allowed for therein.  Post conversion, as there will be no variability in policyholder returns, 
smoothing is not a consideration. 

Options and guarantees 

A number of policies within the SLFC WPF are entitled to settlement options as described 
previously in this report, and guaranteed surrender values in respect of sums assured (only).  
All of these options and guarantees will be unaffected under the Scheme and the policyholders 
will retain the same benefits post conversion.  Post conversion, the settlement options will 
apply to the fixed benefits on claim in the same way as they would have applied to the variable 
with-profits benefits. 
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Security of benefits 

The SLFC WPF policies will be transferred on conversion to non-profit benefits into the Non-
Profit Fund.  There will be no change in the legal insurance entity, which will remain as SLOC.  
Further analysis, including reference to the work carried out by the SLOC Chief Actuary, is set 
out in Section 5.2 below.  Based on this, I have no concern that the security of the SLFC WPF 
policies will be materially diminished as a result of the conversion. 

Tax 

I understand that the only tax clearance required is the Stamp Office clearance in order for the 
Scheme of Arrangement to be registered at Companies House.  No tax clearances are 
required over the qualifying status of the policies as the policies themselves will be unchanged, 
and the only change will be to the method by which the benefits are calculated. 

In relation to the Stamp Office clearance, my understanding is that such clearance will only be 
confirmed after the second Court hearing in relation to the Scheme, and that it is highly unlikely 
that a stamp duty charge will arise due to the nature of the Scheme in question.  However, for 
the avoidance of doubt, were any stamp duty charge to arise, it would need to be paid by the 
shareholder and not by the SLFC WPF, as no allowance for any such charge is referred to in 
the Scheme nor included in the initial conversion calculations or policyholder illustrations. 

Summary of the advantages and disadvantages of the Scheme 

The key advantage of the Scheme to the policyholders in the SLFC WPF is that the 
policyholders will gain certainty over future benefits and will be protected from any downside 
risk.  The key disadvantage of the Scheme to the policyholders in the SLFC WPF is that 
policyholders’ expected payouts on death or maturity will be less than in the absence of the 
conversion.  However, although the policyholders will lose any upside potential as a result of 
bonus rates becoming fixed, the low risk investment strategy currently in force means that 
there is limited upside potential in any case.  The reductions in expected benefits under the 
Scheme are in my opinion fair in relation to the certainty being gained. 

Whilst there is no current pressing need to carry out the conversion, this situation can be 
expected to change over time.  The further advantages of proposing the Scheme at this stage 
are that it deals with the issue expected to arise before that issue becomes pressing, and that 
the fixed costs of the conversion are spread over the widest group of SLFC WPF policyholders. 

5.2 Effect on other policyholders within SLOC 

Structure of SLOC funds pre and post conversion 

The table below shows the fund structure of SLOC pre and post conversion, including the total 
admissible assets (in £m) of each fund as at 31 March 2016. 
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SLOC fund structure pre and post conversion   

£m NPF SLFC WPF SLOC WPF SLOC Total 

Total assets pre-conversion 10,694.2 110.4 692.0 11,496.6 

    

  

Policy value and shareholder premium 
£110.4m at 31/03/2016 

          

£m NPF   SLOC WPF SLOC Total 

Total assets post-conversion 10,694.2 + 110.2 = 10,804.4(a) 692.0 11,496.4 

Note: (a) the conversion expenses which have not yet been charged to the fund are assumed rounded to £0.2m net. 
Source: SLOC Solvency II balance sheet (31 March 2016). 

Following the conversion, the SLFC WPF will cease to exist and all of its assets will be 
transferred into the Non-Profit Fund.  This will result in the transfer of £110.2m of funds, 
following deduction for the cost of conversion of £173k, net of tax (which is the balance of the 
total £530k of net of tax expenses that has not yet been charged to the fund).  The above 
diagram does not include either the Cannon Fund or the Confederation Life Fund, as both of 
these have previously been converted to non-profit benefits within the Non-Profit Fund. 

It is clear from the above that the size of the SLFC WPF is small in comparison with the Non-
Profit Fund. 

Other with-profits policyholders 

The SLFC WPF is a ring-fenced with-profits fund and is entirely self-supporting.  There are no 
expense cross subsidies between the SLFC WPF and the SLOC WPF, and the SLFC WPF 
does not rely on any capital support from this fund.  As shown in the table above, there is no 
impact on the structure or financial position of the SLOC WPF as a result of the Scheme.  
Hence, in my opinion, the Scheme will have no impact on the other with-profits policyholders 
within the SLOC WPF. 

Given the above conclusion, it is in my opinion appropriate that the other with-profits 
policyholders are not part of the voting process for approval of the Scheme. 

Non-profit policyholders 

The main consideration of the Scheme for policyholders within the Non-Profit Fund is the 
potential impact on solvency, ie security of benefits.  This consideration is essentially the same 
as the solvency position for SLOC overall. 

I have reviewed the impact of the conversion on the solvency position of SLOC on the 
Solvency II basis as at 31 March 2016, as presented in the SLOC Chief Actuary’s report.  This 
shows that the conversion would not have had a material impact on the solvency position of 
SLOC.  Whilst the above calculations are only indicative, I would not expect the position as at 
the Effective Date of the Scheme to have changed significantly enough to result in a material 
impact.  Further Solvency II considerations are included in the SLOC Chief Actuary’s report, 
which I have reviewed. 

Hence overall, in my opinion, and taking account of the conclusions reached by the SLOC 
Chief Actuary, the Scheme will not have a material impact on the existing non-profit 
policyholders within SLOC.  Given this conclusion, it is in my opinion appropriate that the other 
non-profit policyholders are not part of the voting process for the approval of the Scheme. 
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6 Voting classes and arrangements 

6.1 Summary of the voting process 

In order for the Scheme to be approved, it must be subject to a vote by the relevant 
policyholders.  For the Scheme to be approved, more than 50% of those who vote within each 
voting class must vote in favour of the Scheme, and the value of those policies must represent 
at least 75% of the total value of all those that voted within each voting class.  The definition 
of the voting classes and the proposed calculation of policy value for the purposes of voting 
together with my opinions thereon, are set out below. 

6.2 Voting classes 

A single voting class has been proposed consisting of all of the with-profits policies within the 
SLFC WPF. 

All of the Imperial policyholders within the SLFC WPF will be treated in a similar way under 
the conversion, with the reversionary bonus rates becoming fixed and the terminal bonus rates 
being fixed - initially at the same rate that would have been declared in the absence of a 
conversion, but with lower future increases than would have been expected otherwise.  These 
benefits will be supported by the same risk free investment strategy for all policies.  Those 
policies that are entitled to settlement options will retain these options unchanged post 
conversion.  Hence I see no reason to subdivide the Imperial policies for voting purposes.  The 
endowment policyholders and the whole of life policyholders, and the two different classes of 
shareholder participation, are aspects which the conversion process covers, but these aspects 
do not in my opinion present a valid justification for sub-division for voting purposes.  In 
particular, the difference in shareholder participation between Imperial policies issued before 
1 July 1987 and other policies is not, in my opinion, a fundamental difference in approach 
between the different policies. 

I have considered particularly whether the Trident policies should be in a separate voting class.  
As noted previously in this report, these policies have been managed for some time with the 
aim of declaring a 4% pa reversionary bonus rate, and are currently receiving no terminal 
bonus.  Their expected payouts will be unaffected by the conversion even though they are 
currently technically with-profits, but the 4% pa current reversionary bonus rate will become 
guaranteed.  Although an argument could be made that these policies are different and should 
thus form a separate voting class, nothing in my opinion would be gained from this due to the 
non-changing nature of the Trident policy benefits in practice.  Furthermore, from a practical 
point of view, allowing such a small number (ie 29) of policyholders to form a separate voting 
class would in my opinion be inequitable to the vast majority (ie almost 9500) of SLFC with-
profits policyholders, as the success or failure of an entirely reasonable Scheme would be 
directly controlled by a small minority of individuals whose benefits will be unaffected (other 
than in extreme adverse circumstances when their future reversionary bonuses could be 
reduced) whether the Scheme proceeds or not. 

Overall, therefore, the impact and effect on the SLFC WPF policyholders of the Scheme is not 
materially different for any of the policyholders within the SLFC WPF and hence, in my opinion, 
a single voting class for all the policyholders in the SLFC WPF is appropriate. 

I note that SLOC has obtained legal advice from an external firm of lawyers, CMS Cameron 
McKenna, which also concludes that a single voting class is fair and appropriate. 
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As referred to in Section 5.2 above, there is no material impact on any other SLOC with-profits 
or non-profit policyholders and therefore, in my opinion, it is entirely appropriate that these 
policyholders are not part of the voting process. 

For completeness I note that in order to minimise the number of mailings sent to policyholders 
who have become claims since 30 June 2016, an updated mailing list will be extracted from 
SLOC’s systems.  The extract is planned to take place shortly before the first Court hearing, 
although I note that the date is subject to confirmation. 

6.3 Definition of voting value 

The voting value for each policy is proposed to be the bonus setting prospective value of 
benefits as at 30 June 2016 (and as referred to in Section 4.4 above).  This fairly represents 
each with-profits policyholder’s interest in the SLFC WPF.  It is not necessary to adjust these 
values for the settlement options as such options will continue to apply post conversion.  For 
the Trident policies, the future benefits (including the current 4% pa reversionary bonus rate 
to which the policies are being managed) will be valued using the bonus setting assumptions 
used for the Imperial policies.  I am satisfied that using these value as at 30 June 2016 (and 
not at any later date) will not introduce any material distortion into the voting process. 

There are a number of hybrid policies within the SLFC WPF.  The non-profit parts of these 
policies have been transferred to the Non-Profit Fund with effect from 1 July 2015, but the 
policies themselves remain in the SLFC WPF.  The voting values of these policies will be 
determined by reference to the value of the with-profits benefits only. 

6.4 Summary 

In my opinion, the proposed voting arrangements, covering both the voting classes and the 
voting values are fair and reasonable. 
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7 Conclusions 

I have reviewed the proposed Scheme and the corresponding voting arrangements, and I 
have considered all of the relevant aspects which may impact the policyholders of the SLFC 
WPF and the other policyholders within the SLOC funds. 

My conclusions in respect of the effects of the Scheme on the with-profits policyholders of the 
SLFC WPF are: 

— The Scheme will be generally beneficial to policyholders as it will provide the certainty of 

fixed benefits.  The lower risk investment strategy of the SLFC WPF means that there is 

already limited upside potential. 

— The reduction in expected future policyholder benefits estimated through the initial 

assessment process, whereby almost all policies are expected to receive a reduction in 

payout of less than 5%, is fair and reasonable in return for the benefits becoming 

guaranteed. 

— Assuming that the Scheme is approved by the Court and successfully voted for by the 

policyholders, there is a risk that credit spreads will widen between 31 March 2016 and the 

Effective Date of the conversion, resulting in a greater reduction in expected payouts.  The 

Scheme will however still be fair and reasonable in those circumstances as it provides for 

a maximum reduction as compared with expected policyholder benefits had the SLFC 

WPF continued as with-profits. 

— There should be no impact on the day-to-day administration of the policies. 

If the Scheme does not proceed for any reason, then it will in my opinion be reasonable for 
the costs incurred (up to the cost specified in the Scheme of £480k of external and £50k of 
internal, net of tax) to be charged (or remain charged) to the SLFC WPF, with no further 
allowance for any subsequent Scheme being made for at least 5 years. 

My conclusions in respect of the effects of the Scheme on the other with-profits policyholders 
of SLOC are that there will be no effect on their benefit expectations and that there will be no 
material effect on the security of their benefits.  I note also that the SLOC Chief Actuary has 
reached a similar conclusion in respect of the effect of the Scheme on the existing SLOC non-
profit policyholders. 

 

John A Jenkins 
Fellow of the Institute and Faculty of Actuaries 
Partner, KPMG LLP and With-Profits Actuary, SLOC 

28 November 2016 

file:///C:/Users/johnjenkins/Documents/photos%20and%20signature/JJ%20signature.doc
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Appendix 1 Documents reviewed 
 

Documents  reviewed 

Reference Document reviewed Date Received 

1 Scheme of Arrangement 19/10/2016 

2 Report of the Chief Actuary 16/11/2016 

3 
Report on the terms of the Proposed Scheme of Arrangement by the 
Independent Expert 

16/11/2016 

4 
Endorsement to policy terms and conditions (appended to Scheme of 
Arrangement) 

31/08/2016 

5 Statement of policyholder benefits (appended to Scheme of Arrangement) 31/08/2016 

6 Initial policyholder communications 22/06/2016 

7 Initial assessment results (31 March 2016) 26/05/2016 

8 SLFC Solvency II balance sheet (31 March 2016) 26/05/2016 

9 SLOC Solvency II balance sheet (31 March 2016) 26/05/2016 

10 SLOC 2016 bonus declaration 19/01/2016 

11 Per policy expenses 01/12/2015 

12 Cost of capital analysis 16/04/2015 

13 Cost of capital memo (With Profits Fund Conversion Steering Group) 16/04/2015 

14 SLFC WPF policy data 26/05/2016 

15 SLFC run-off plan 25/11/2015 

16 SLFC WPF Principles and Practices of Financial Management 21/06/2016 

17 Company Risk Appetite 01/12/2015 

18 Investment committee report 25/11/2015 

19 
Report of the Actuarial Function Holder on the Proposed transfer of non-
profit and unit-linked business from the SLFC Assurance UK With-Profits 
Fund to the Non-Profit Fund –  

19/06/2015 

20 
Report of the With-Profits Actuary on the proposed transfer of non-
participating business from SLFC WPF to SLOC NPF 

26/06/2015 
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Appendix 2 Alternatives to the proposed Scheme 
 

Alternative conversion options 

There are a number of possible alternatives to converting the SLFC WPF to fixed benefits 
through fixed future bonus scales.  These are discussed below. 

Remain as with-profits 

Continuing to run the SLFC WPF as with-profits would be feasible in the short to medium term, 
ie at least another 5 years, but this does not detract from the rationale for seeking to convert 
the fund to non-profit benefits as set out in the main body of this report. 

Conventional non-profit 

The with-profits policies could be converted to conventional non-profit with fixed and level 
guaranteed benefits.  This would require an actuarial conversion calculation to be performed 
either at the whole fund level or on a policy by policy basis.  The former approach would lead 
to individual winners and losers, while the latter would be excessively complex to perform.  
Furthermore, the administration of the policies would need to change completely, resulting in 
significant extra expense and potential policyholder confusion. 

Unit-linked 

The policies could be converted to non-profit unit-linked by equating the value of each policy 
to a number of units.  SLOC has used this approach before in the conversion of the Cannon 
Fund, but that fund was managed as a deposit administration fund with each policyholder 
knowing his or her fund value.  This fact made conversion to unit-linked a straightforward and 
natural choice.  The SLFC WPF however does not naturally lend itself to a unitised format as 
benefits are currently expressed in terms of amounts payable on specified events in the future. 

Alternative conversion mechanisms 

The approach under the proposed Scheme to convert to non-profit benefits is to fix 
reversionary bonuses and adjust the annual rate of increase in terminal bonuses in order to 
exhaust the net available assets of the SLFC WPF.  The terminal bonuses could alternatively 
be adjusted in other ways, for example through a parallel shift in the existing terminal bonus 
scale.  The main disadvantages of this approach are that it would lead to an immediate 
discontinuity in payouts post conversion, and that it is inconsistent with the normal bonus 
setting process. 

Alternatively, terminal bonus rates could be fixed and reversionary bonus rates adjusted in 
order to exhaust the net available assets of the SLFC WPF.  This approach is not suitable due 
to the current very low reversionary bonus rates, which would allow limited flexibility. 

Other options 

Under the proposed Scheme, all policyholder options and guarantees will be retained, with 
the option reserves being deducted from the available assets in order to compensate the 
shareholder for providing these options and guarantees.  Alternatively, all options and 
guarantees could be removed and the reserves distributed among all with-profits policyholders 
via slightly higher fixed bonuses.  This is unlikely to be considered fair however by those 
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policyholders who lose potentially valuable benefits and who may be particularly intending to 
make use of the options or guarantees. 

The proposed investment strategy post conversion is to invest in risk free government bonds.  
Investing in riskier assets, such as corporate bonds, would increase expected returns and 
potentially increase the future fixed benefits.  However, Solvency II capital requirements for 
risky assets are onerous, and any increase in expected return would be more than offset by 
the increased charge that would be necessary for the cost of capital. 
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Appendix 3 Current terminal bonus rates and estimated GFIs post conversion 

Current terminal bonus rates and post conversion GFIs as per initial assessment (£ per £1000 of reversionary bonus)  

Policy 
year of 
issue(b) 

  Post conversion year commencing 1 April(a)                                           

2016 2016 2017 2018 2019 2020 2021 2022 2023 2024 2025 2026 2027 2028 2029 2030 2031 2032 2033 2034 2035 2036 2037 2038 2039 2040 2041 2042 2043 

1990 247 207 211 215 219 223 227 231 235 239 243 247 251 255 259 263 267 271 274 278 282 286 290 294 298 302 306 315 324 

1989 258 216 220 224 228 232 236 240 244 248 251 255 259 263 267 271 275 279 283 287 291 295 299 303 307 311 315 324 333 

1988 269 224 228 232 236 240 244 248 252 256 260 264 268 272 276 280 284 288 292 296 300 304 308 312 316 320 324 333 342 

1987 279 233 237 241 245 249 253 257 261 265 269 273 277 281 285 289 293 297 301 305 309 313 317 321 325 329 333 342 350 

1986 290 242 246 250 254 258 262 266 270 274 278 282 286 290 294 298 302 306 310 314 318 322 326 330 334 338 342 350 359 

1985 300 251 255 259 263 267 271 275 279 283 287 291 295 299 303 307 311 315 319 322 326 330 334 338 342 346 350 359 368 

1984 311 260 264 268 272 276 280 284 288 292 296 299 303 307 311 315 319 323 327 331 335 339 343 347 351 355 359 368 377 

1983 321 269 272 276 280 284 288 292 296 300 304 308 312 316 320 324 328 332 336 340 344 348 352 356 360 364 368 377 386 

1982 332 277 281 285 289 293 297 301 305 309 313 317 321 325 329 333 337 341 345 349 353 357 361 365 369 373 377 386 394 

1981 342 286 290 294 298 302 306 310 314 318 322 326 330 334 338 342 346 350 354 358 362 366 370 374 378 382 386 394 403 

1980 353 295 299 303 307 311 315 319 323 327 331 335 339 343 347 351 355 359 363 367 370 374 378 382 386 390 394 403 412 

1979 363 304 308 312 316 320 324 328 332 336 340 343 347 351 355 359 363 367 371 375 379 383 387 391 395 399 403 412 421 

1978 374 313 317 320 324 328 332 336 340 344 348 352 356 360 364 368 372 376 380 384 388 392 396 400 404 408 412 421 430 

1977 384 321 325 329 333 337 341 345 349 353 357 361 365 369 373 377 381 385 389 393 397 401 405 409 413 417 421 430 438 

1976 395 330 334 338 342 346 350 354 358 362 366 370 374 378 382 386 390 394 398 402 406 410 414 418 422 426 430 438 447 

1975 405 339 343 347 351 355 359 363 367 371 375 379 383 387 391 395 399 403 407 411 414 418 422 426 430 434 438 447 456 

1974 416 348 352 356 360 364 368 372 376 380 384 388 391 395 399 403 407 411 415 419 423 427 431 435 439 443 447 456 465 

1973 427 357 361 365 368 372 376 380 384 388 392 396 400 404 408 412 416 420 424 428 432 436 440 444 448 452 456 465 474 

1972 437 365 369 373 377 381 385 389 393 397 401 405 409 413 417 421 425 429 433 437 441 445 449 453 457 461 465 474 482 

1971 448 374 378 382 386 390 394 398 402 406 410 414 418 422 426 430 434 438 442 446 450 454 458 462 466 470 474 482 491 

1970 458 383 387 391 395 399 403 407 411 415 419 423 427 431 435 439 443 447 451 455 459 462 466 470 474 478 482 491 500 

1969 469 392 396 400 404 408 412 416 420 424 428 432 436 439 443 447 451 455 459 463 467 471 475 479 483 487 491 500 509 

1968 479 401 405 409 413 416 420 424 428 432 436 440 444 448 452 456 460 464 468 472 476 480 484 488 492 496 500 509 518 

1967 490 409 413 417 421 425 429 433 437 441 445 449 453 457 461 465 469 473 477 481 485 489 493 497 501 505 509 518 526 

1966 500 418 422 426 430 434 438 442 446 450 454 458 462 466 470 474 478 482 486 490 494 498 502 506 510 514 518 526 535 

1965 511 427 431 435 439 443 447 451 455 459 463 467 471 475 479 483 487 491 495 499 503 507 510 514 518 522 526 535 544 

1964 521 436 440 444 448 452 456 460 464 468 472 476 480 484 487 491 495 499 503 507 511 515 519 523 527 531 535 544 553 

1963 532 445 449 453 457 460 464 468 472 476 480 484 488 492 496 500 504 508 512 516 520 524 528 532 536 540 544 553 562 

1962 542 453 457 461 465 469 473 477 481 485 489 493 497 501 505 509 513 517 521 525 529 533 537 541 545 549 553 562 570 

1961 553 462 466 470 474 478 482 486 490 494 498 502 506 510 514 518 522 526 530 534 538 542 546 550 554 558 562 570 579 

1960 563 471 475 479 483 487 491 495 499 503 507 511 515 519 523 527 531 535 539 543 547 551 555 558 562 566 570 579 588 
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1959 574 480 484 488 492 496 500 504 508 512 516 520 524 528 532 535 539 543 547 551 555 559 563 567 571 575 579 588 597 

1958 584 489 493 497 501 505 508 512 516 520 524 528 532 536 540 544 548 552 556 560 564 568 572 576 580 584 588 597 606 

1957 595 497 501 505 509 513 517 521 525 529 533 537 541 545 549 553 557 561 565 569 573 577 581 585 589 593 597 606 614 

1956 606 506 510 514 518 522 526 530 534 538 542 546 550 554 558 562 566 570 574 578 582 586 590 594 598 602 606 614 623 

1955 616 515 519 523 527 531 535 539 543 547 551 555 559 563 567 571 575 579 583 587 591 595 599 603 606 610 614 623 632 

1954 627 524 528 532 536 540 544 548 552 556 560 564 568 572 576 579 583 587 591 595 599 603 607 611 615 619 623 632 641 

1953 637 533 537 541 545 549 553 556 560 564 568 572 576 580 584 588 592 596 600 604 608 612 616 620 624 628 632 641 650 

1952 648 541 545 549 553 557 561 565 569 573 577 581 585 589 593 597 601 605 609 613 617 621 625 629 633 637 641 650 658 

1951 658 550 554 558 562 566 570 574 578 582 586 590 594 598 602 606 610 614 618 622 626 630 634 638 642 646 650 658 667 

1950 669 559 563 567 571 575 579 583 587 591 595 599 603 607 611 615 619 623 627 631 635 639 643 647 651 654 658 667 676 

1949 679 568 572 576 580 584 588 592 596 600 604 608 612 616 620 624 627 631 635 639 643 647 651 655 659 663 667 676 685 

1948 690 577 581 585 589 593 597 601 604 608 612 616 620 624 628 632 636 640 644 648 652 656 660 664 668 672 676 685 694 

1947 700 585 589 593 597 601 605 609 613 617 621 625 629 633 637 641 645 649 653 657 661 665 669 673 677 681 685 694 702 

1946 711 594 598 602 606 610 614 618 622 626 630 634 638 642 646 650 654 658 662 666 670 674 678 682 686 690 694 702 711 

1945 721 603 607 611 615 619 623 627 631 635 639 643 647 651 655 659 663 667 671 675 679 683 687 691 695 698 702 711 720 

1944 732 612 616 620 624 628 632 636 640 644 648 652 656 660 664 668 672 675 679 683 687 691 695 699 703 707 711 720 729 

1943 742 621 625 629 633 637 641 645 649 652 656 660 664 668 672 676 680 684 688 692 696 700 704 708 712 716 720 729 738 

1942 753 629 633 637 641 645 649 653 657 661 665 669 673 677 681 685 689 693 697 701 705 709 713 717 721 725 729 738 746 

1941 764 638 642 646 650 654 658 662 666 670 674 678 682 686 690 694 698 702 706 710 714 718 722 726 730 734 738 746 755 

1940 774 647 651 655 659 663 667 671 675 679 683 687 691 695 699 703 707 711 715 719 723 727 731 735 739 743 746 755 764 

Note: (a) The initial assessment assumes that the conversion is effective from 1 April 2016.  The bonus setting GFI slope applies from 2041 onwards. 
 (b) This terminal bonus illustration has been truncated, in practice the terminal bonus scale extends beyond the 1940 year of issue. 
Source: Initial assessment results (31 March 2016).  
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Appendix 4 Policyholder communications illustration of 
benefits 

Imperial Policies 

The table below shows the illustration of benefits included in the policyholder communications.  
The policyholder communications document contains appropriate explanations in addition to 
the table. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Source: Report of the Chief Actuary. 

The illustration is based on the results of the initial assessment and assumes that the 
conversion is implemented on 1 April 2016.  It shows a typical Imperial Life policy taken out in 
1985, with a sum assured of £3,890, special bonus of £230 and accrued reversionary bonuses 
of £3,855, totalling £7,975, ie the same example policy that is illustrated in the first table in 
Section 5.1 of this report and in the SLOC Chief Actuary’s report.  The columns in the table 
are explained as follows: 

— Potential Benefits are the expected payouts on the with-profits basis assuming that the 

reversionary bonus rates and terminal bonus rates remain unchanged.  The terminal bonus 

applied to an individual policy will increase each year as the policy duration increases. 

— Guaranteed Benefits are the future guaranteed benefits post conversion as derived in the 

initial assessment. 

— Increase in Guaranteed Benefits (%) is the increase in Guaranteed Benefits (post 

conversion) as a percentage of the current with-profits guaranteed benefit of £7,975. 

— Reduction in Potential Benefits is the percentage by which the Potential Benefits fall to 

reach the post conversion Guaranteed Benefits. 

Trident Policies 

Trident policies have been managed for some time with the aim of declaring a 4% pa 
reversionary bonus rate.  This bonus rate is above the level supportable by the investment 
return earned on the assets backing these policies, and so the bonuses are being subsidised 
by the rest of the Fund.  The benefits following conversion allow for continuation of the 
subsidised reversionary bonus rate.  Therefore benefits post-conversion are the same as the 
expected benefits if the policy continues as a with-profits policy, with the current management 
practice continuing to be followed, and as such, the conversion has no impact in practice on 
Trident policy benefits.  However, the conversion would guarantee the current practice for the 
future run-off of these policies. 

Non-Profit Policy

Time elapsed 

since 

Conversion 

(years)

Sum Assured

+Special Bonus

+ Reversionary 

Bonus

(a)

Expected Future 

Reversionary and 

Terminal Bonuses

(b)

Total Expected 

Benefits

(c)

Guaranteed  

Benefits

(d)

Increase in 

Guaranteed 

Benefits (%)

(e) =

[(d) - (a)] / (a)

Reduction in 

Expected 

Benefits (%)

(f) = 

[(c) -(d)] / (c)

0-1 £7,975 £968 £8,943 £8,943 12% 0.0%

5 £7,975 £1,391 £9,366 £9,269 16% 1.0%

10 £7,975 £1,837 £9,812 £9,608 20% 2.1%

15 £7,975 £2,309 £10,284 £9,963 25% 3.1%

20 £7,975 £2,805 £10,780 £10,327 29% 4.2%

25 £7,975 £3,329 £11,304 £10,713 34% 5.2%

30 £7,975 £3,879 £11,854 £11,236 41% 5.2%

Specimen With -Profits Policy with Guaranteed Benefits of £7,975

With-Profits Policy Impact of Conversion
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Appendix 5 Sample policyholder benefits schedule 

The sample policyholder benefits schedule set out below is in respect of the same example 
shown in Appendix 4. 

Note that although the initial assessment calculation assumes that the post-conversion 
benefits take effect from 1 April 2016, the sample policyholder benefits schedule below 
assumes that the post-conversion benefits are effective from the final implementation date of 
1 April 2017. 

Statement of Guaranteed Benefits    

       

Policyholder name     

     

Plan Number:   XXXXXXX  

Plan Code:     XXX  

Premium Series:     XXX  

Issue Date:     01/07/1985  

Maximum Projected Duration:   61  

Curtate Duration on 01/02/2017:   31  

Sum assured:     £3890  

Special bonus:     £230  

Accrued Rev Bonus at 01/02/2017: £3855  

Terminal Bonus / Guaranteed Final Increase until 31/3/17 £968  

       

       

Death Benefits:       

       

We valued your policy on 1st February 2017 and the benefits of the policy on death are shown in 
the table below. 

       

Column A Column Column Column D Column E Column F Column 

  B C       G 

      Accrued   Total G'teed 

      guaranteed Guaranteed guaranteed final 

Date of death Sum Special annual final death increase 

  assured bonus increases increase benefit rate 

  (£) (£) (£) (£) (£) (%) 

01/04/2017 - 30/06/2017 3,890 230 3,855 983 8,958 25.5 

01/07/2017 - 31/03/2018 3,890 230 3,894 993 9,007 25.5 

01/04/2018 - 30/06/2018 3,890 230 3,894 1,009 9,023 25.9 

01/07/2018 - 31/03/2019 3,890 230 3,933 1,019 9,072 25.9 

01/04/2019 - 30/06/2019 3,890 230 3,933 1,034 9,087 26.3 

01/07/2019 - 31/03/2020 3,890 230 3,972 1,045 9,137 26.3 

01/04/2020 - 30/06/2020 3,890 230 3,972 1,061 9,153 26.7 

01/07/2020 - 31/03/2021 3,890 230 4,011 1,071 9,202 26.7 

01/04/2021 - 30/06/2021 3,890 230 4,011 1,087 9,218 27.1 

01/07/2021 - 31/03/2022 3,890 230 4,051 1,098 9,269 27.1 

01/04/2022 - 30/06/2022 3,890 230 4,051 1,114 9,285 27.5 

01/07/2022 - 31/03/2023 3,890 230 4,090 1,125 9,335 27.5 
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01/04/2023 - 30/06/2023 3,890 230 4,090 1,141 9,351 27.9 

01/07/2023 - 31/03/2024 3,890 230 4,130 1,152 9,402 27.9 

01/04/2024 - 30/06/2024 3,890 230 4,130 1,169 9,419 28.3 

01/07/2024 - 31/03/2025 3,890 230 4,170 1,180 9,470 28.3 

01/04/2025 - 30/06/2025 3,890 230 4,170 1,197 9,487 28.7 

01/07/2025 - 31/03/2026 3,890 230 4,211 1,209 9,540 28.7 

01/04/2026 - 30/06/2026 3,890 230 4,211 1,225 9,556 29.1 

01/07/2026 - 31/03/2027 3,890 230 4,251 1,237 9,608 29.1 

01/04/2027 - 30/06/2027 3,890 230 4,251 1,254 9,625 29.5 

01/07/2027 - 31/03/2028 3,890 230 4,292 1,266 9,678 29.5 

01/04/2028 - 30/06/2028 3,890 230 4,292 1,283 9,695 29.9 

01/07/2028 - 31/03/2029 3,890 230 4,333 1,296 9,749 29.9 

01/04/2029 - 30/06/2029 3,890 230 4,333 1,313 9,766 30.3 

01/07/2029 - 31/03/2030 3,890 230 4,374 1,325 9,819 30.3 

01/04/2030 - 30/06/2030 3,890 230 4,374 1,343 9,837 30.7 

01/07/2030 - 31/03/2031 3,890 230 4,415 1,355 9,890 30.7 

01/04/2031 - 30/06/2031 3,890 230 4,415 1,373 9,908 31.1 

01/07/2031 - 31/03/2032 3,890 230 4,457 1,386 9,963 31.1 

01/04/2032 - 30/06/2032 3,890 230 4,457 1,404 9,981 31.5 

01/07/2032 - 31/03/2033 3,890 230 4,498 1,417 10,035 31.5 

01/04/2033 - 30/06/2033 3,890 230 4,498 1,435 10,053 31.9 

01/07/2033 - 31/03/2034 3,890 230 4,540 1,448 10,108 31.9 

01/04/2034 - 30/06/2034 3,890 230 4,540 1,466 10,126 32.3 

01/07/2034 - 31/03/2035 3,890 230 4,582 1,480 10,182 32.3 

01/04/2035 - 30/06/2035 3,890 230 4,582 1,498 10,200 32.7 

01/07/2035 - 31/03/2036 3,890 230 4,625 1,512 10,257 32.7 

01/04/2036 - 30/06/2036 3,890 230 4,625 1,531 10,276 33.1 

01/07/2036 - 31/03/2037 3,890 230 4,667 1,545 10,332 33.1 

01/04/2037 - 30/06/2037 3,890 230 4,667 1,563 10,350 33.5 

01/07/2037 - 31/03/2038 3,890 230 4,710 1,578 10,408 33.5 

01/04/2038 - 30/06/2038 3,890 230 4,710 1,592 10,422 33.8 

01/07/2038 - 31/03/2039 3,890 230 4,753 1,607 10,480 33.8 

01/04/2039 - 30/06/2039 3,890 230 4,753 1,626 10,499 34.2 

01/07/2039 - 31/03/2040 3,890 230 4,796 1,640 10,556 34.2 

01/04/2040 - 30/06/2040 3,890 230 4,796 1,659 10,575 34.6 

01/07/2040 - 31/03/2041 3,890 230 4,840 1,675 10,635 34.6 

01/04/2041 - 30/06/2041 3,890 230 4,840 1,694 10,654 35.0 

01/07/2041 - 31/03/2042 3,890 230 4,884 1,709 10,713 35.0 

01/04/2042 - 30/06/2042 3,890 230 4,884 1,753 10,757 35.9 

01/07/2042 - 31/03/2043 3,890 230 4,927 1,769 10,816 35.9 

01/04/2043 - 30/06/2043 3,890 230 4,927 1,813 10,860 36.8 

01/07/2043 - 31/03/2044 3,890 230 4,971 1,829 10,920 36.8 

01/04/2044 - 30/06/2044 3,890 230 4,971 1,874 10,965 37.7 

01/07/2044 - 31/03/2045 3,890 230 5,016 1,891 11,027 37.7 

01/04/2045 - 30/06/2045 3,890 230 5,016 1,936 11,072 38.6 

01/07/2045 - 31/03/2046 3,890 230 5,060 1,953 11,133 38.6 

01/04/2046 - 30/06/2046 3,890 230 5,060 1,994 11,174 39.4 

Source: Statement of policyholder benefits (appended to Scheme of Arrangement). 
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