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1.   Introduction 
 
This document sets out the Principles and Practices of Financial Management applied in 
managing the with-profits business of Phoenix Life Assurance Limited as at January 2023.  
Phoenix Life Assurance Limited’s assets are divided between a large long-term business fund 
and a much smaller Shareholder Fund.  The long-term business fund is internally segregated 
into five funds: 
 

 the Pearl With-Profits Fund; 

 the SERP Fund; 

 the London Life With-Profits Fund 

 the National Provident Life With-Profits Fund; and 

 the Non-Profit Fund.   
 
With-profits business is contained in each of the first four funds listed above.  The Board is 
responsible for managing the with-profits business in these funds, including setting the 
investment and bonus policies for all funds other than the National Provident With-Profits fund   
The With-Profits Committee is responsible for setting investment and bonus policies for the 
National Provident Life With-Profits Fund.   
 
The Principles and Practices of Financial Management: 

 is used in the governance of the with-profits business within the with-profits funds of 
Phoenix Life Assurance Limited by the Board and the With-Profits Committee, with 
particular regard to the use of discretion in managing the with-profits funds; and 

 provides information on the possible risks and rewards associated with a with-profits policy 
within a particular with-profits fund.   

 
The Principles and Practices of Financial Management is prepared in accordance with 
Section 20.3 of the Conduct of Business Sourcebook which forms part of the Handbook 
issued by the Financial Conduct Authority (FCA).   
 
These Principles and Practices have been drawn up in accordance with the law and 
regulation as Phoenix Life Assurance Limited understands it as at January 2023.  Should this 
understanding prove to have been incorrect, for example as a result of a court or regulatory 
ruling with retrospective effect, the Principles and Practices will be amended to comply and 
will be applied as if they had always been so amended.   
 
Section 2 gives more details about the background to Principles and Practices and how and 
when they can be changed.  Appendix 2 gives details of the history of this document since 
September 2012.   
 
Section 3 provides some background information on Phoenix Life Assurance Limited and its 
with-profits funds.   
 
Section 4 introduces the key concepts of with-profits business and types of with-profits 
business.  This information is key to understanding the management of the with-profits funds.   
 
Sections 5 documents the guiding principles and practices adopted in managing the with-
profits business of Phoenix Life Assurance Limited.  These guiding principles apply to all the 
with-profits funds and in the event of conflict with other principles take priority.   
 
Sections 6 to 9 document the principles and practices adopted in each of the with-profits 
funds.  Nothing in any of these sections should be inferred as applying to the other with-profits 
funds or the Non-Profit Fund unless explicitly stated.   
 
Section 10 documents the with-profits governance arrangements. 
 
A glossary of terms and a summary of abbreviations used in the document are given in 
Appendix 1.  Words that are defined in the glossary appear in italics in the main text.   
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Sections 1 to 4 and 10 of this document and the Appendices are background or explanatory 
material and therefore neither principles nor practices for the purpose of the FCA rules.   
 
None of the contents of this document forms part of, or varies, the terms or conditions of any 
policy under which Phoenix Life Assurance Limited is the insurer.  In the event of any 
inconsistency between the contents of this document and any policy, the terms and conditions 
of the policy prevail (except where overridden by a court order).   
 
This document is intended to assist knowledgeable observers to understand the way in which 
the with-profits business of the Phoenix Life Assurance Limited with-profits funds is conducted 
and the material risks and rewards involved in effecting or maintaining a with-profits policy in 
a fund.  It is not a comprehensive explanation either of the management of the with-profits 
business of a fund or of the other funds within Phoenix Life Assurance Limited or of every 
matter which may affect the business.  In addition, no part of the document should be read as 
a recommendation to policyholders or potential policyholders or their advisers in relation to 
the effecting or maintaining of a with-profits policy.  Accordingly, any person considering 
whether to effect or maintain a with-profits policy within a fund should seek independent 
financial advice.   
 
When referring to with-profits policies, with-profits business accepted by Phoenix Life 
Assurance Limited under reassurance agreements is included for the purposes of determining 
the amount payable to the reassuring company.  However, the benefits payable to the with-
profits policyholders of the reassuring company will be governed by the Principles and 
Practices of that company. 
  
Statements in this document in relation to the risks and rewards involved in effecting and 
maintaining a with-profits policy in a fund are by their nature forward-looking statements that 
are subject to a variety of uncertainties.  Readers of this document should read such forward-
looking statements in that context.   
 
The contents of this document may change as the circumstances of Phoenix Life Assurance 
Limited and the business environment change.  The document may also change to reflect 
changes made by Phoenix Life Assurance Limited to the management of its with-profits 
business.  Phoenix Life Assurance Limited intends to give notice of some changes as 
explained in section 2 of this document, other changes will be made without notice.   
 
Readers of this document should be aware that reading only selected sections or paragraphs 
in isolation may result in a misleading impression of the way in which the with-profits business 
of the funds is conducted and the material risks and rewards involved in effecting and 
maintaining a with-profits policy with the funds.  The principles set out in this document and 
their associated practices should in particular be read together.   
 
Phoenix Life Assurance Limited is authorised by the Prudential Regulation Authority (PRA) 
and regulated by the FCA and PRA.   
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2. Background to Principles and Practices of Financial Management 
 
2.1 Principles and Practices 
 
2.1.1 The principles: 

 are enduring statements of the overarching standards adopted by Phoenix Life 
Assurance Limited in managing the with-profits funds; and 

 describe the business model used by Phoenix Life Assurance Limited in 
meeting its duties to with-profits policyholders in the funds and in responding to 
longer-term changes in the business and economic environment.   

 
 The principles are divided into guiding principles which apply to all the with-profits 

funds (and are described in section 5) and other principles, which apply to a 
particular with-profits fund (and are described in sections 6 to 9).   

 
2.1.2 The practices set out how the principles are currently implemented: 

 describe Phoenix Life Assurance Limited’s approach to managing the funds 
and to responding to changes in the business and economic environment in the 
shorter-term; and 

 contain sufficient detail to enable a knowledgeable observer to understand the 
material risks and rewards from effecting or maintaining a with-profits policy in 
the funds.   

 
 There are practices associated with each principle and these are set out below 

each principle.   
 
 
2.2 Demonstrating Compliance with Principles and Practices 
 
2.2.1 The Board produces an annual report addressed to with-profits policyholders 

within six months of the financial year end.  This report covers Phoenix Life 
Assurance Limited’s compliance with its Principles and Practices of Financial 
Management and significant matters where discretion has been exercised, in 
particular where such matters relate to the competing or conflicting interests of 
policyholders and shareholders.  Policyholders will normally be advised of the 
report as part of their next annual statement.  The report is made available to 
policyholders on request.   

 
2.2.2 An annual report for the Board is produced by the With-Profits Actuaries on key 

aspects of the discretion exercised in respect of each fund (including the 
application of its Principles and Practices of Financial Management).   

 
 
2.3 Amendments to the Principles 
 
2.3.1 The principles are not expected to change often.  However Phoenix Life 

Assurance Limited may amend any of the principles at any time.  Any change will 
follow formal consultation with and take into account the opinions of the Chief 
Actuary, the With-Profits Actuary and the With-Profits Committee.  Any changes to 
the principles will be approved by the Board.   

 
2.3.2 Policyholders will normally be provided with 3 months written notice in advance of 

any material changes to the principles.  The written notice will set out any 
proposed material changes to the principles.   

 

http://to/
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2.3.3 The circumstances and reasons normally leading to such amendments to the 
principles are likely to include: 

 changes in regulations; 

 to improve the management of the with-profits funds; 

 maintaining equity between classes or groups of policyholders; and 

 significant changes in the financial condition of Phoenix Life Assurance Limited.   
 
 
2.4 Amendments to the Practices 
 
2.4.1 The practices are expected to change as Phoenix Life Assurance Limited’s 

circumstances and the business environment change.  Any change will follow 
formal consultation with and take into account the opinions of the Chief Actuary, 
the With-Profits Actuary and the With-Profits Committee.  Any material changes to 
the practices will be approved by the Board.   

 
2.4.2 Policyholders will not be provided with any advance notification of changes to the 

practices, although they will be informed within a reasonable period after any 
material changes have been made.  This notification will normally be with the next 
annual statement 

 
 
2.5 Summary of Amendments Made to Phoenix Life Assurance Limited’s 

Principles and Practices of Financial Management 
 
2.5.1 The Principles and Practices of Financial Management will normally be displayed 

on the www.phoenixlife.co.uk internet site and the version displayed on the 
internet site will normally be updated shortly after any changes have been 
implemented.   

 
2.5.2 Appendix 2 gives details of the history of the Principles and Practices of Financial 

Management since 30 September 2012.   
 
2.6 With-Profits Governance Arrangements 
 
2.6.1 The with-profits governance arrangements are described in section 10. 
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3.   Company Background 
 
3.1 Company History and Group Structure 
 
3.1.1 Phoenix Life Assurance Limited traces its history back to the Pearl Loan 

Company, which was founded in 1857.  In 1864 the Pearl Life Assurance Loan 
and Investment Company was formed when the Pearl Loan Company merged with 
the Pearl Life Assurance and Sick Benefit Society, which had been formed two 
years earlier.  In 1874, the name was changed to Pearl Life Assurance Company 
Limited and in 1914 to Pearl Assurance Company Limited, and later to Pearl 
Assurance Limited. 

 
 Over the next 100 years, Pearl evolved to become a major force in life insurance 

and financial services provision and, in March 1990, the organisation was taken 
over by Australian financial giant AMP, then the largest takeover of a British 
financial institution by an overseas organisation.  AMP acquired National Provident 
Life following its demutualisation in January 2000 and set up a new company, NPI 
Limited to receive future new business written under the NPI brand. 

 
 In December 2003, the UK interests of AMP, including Pearl, NPI and London Life, 

were demerged from AMP to become part of a new company called HHG plc. 
Subsequently, the HHG board accepted an offer for Pearl, NPI and London Life 
and, in April 2005, the three companies became part of the newly formed Pearl 
Group. 
 
On 15 March 2010, Pearl Group changed its name to Phoenix Group Holdings 
(Phoenix Group), and on 30 September 2012, Pearl Assurance Limited was 
renamed Phoenix Life Assurance Limited.   
 

3.1.2 Prior to the 2012 scheme of transfer (2012 Scheme), Phoenix Life Assurance 
Limited maintained two with-profits funds, the 90:10 Fund and the Pearl SERP 
Fund.  In 2012, the entire business of London Life Limited was transferred into 
Phoenix Life Assurance Limited pursuant to the 2012 Scheme.  Details of the 2012 
Scheme are given in section 3.2.  

 
3.1.3 On 30 June 2015, the entire business of National Provident Life Limited was 

transferred into Phoenix Life Assurance Limited under a scheme of transfer (2015 
Scheme). 

 
3.1.4 Phoenix Life Assurance Limited is now part of Phoenix Group.   
 
3.1.5 Prior to the 2012 Scheme, Phoenix Life Assurance Limited’s long-term fund 

comprised two with-profits funds (the Pearl 90:10 Fund and the Pearl SERP Fund) 
and two non-profit funds (for life and pensions business respectively).  These were 
managed in accordance with the terms of two documents:  
- an order under Section 68 of the Insurance Companies Act 1982 (the Section 68 
Order), which became effective on 31 December 1995; and 
- a Part VII Scheme from 2010 (the Pearl SERP Scheme) under which National 
Provident Life Limited’s SERP business was transferred to Phoenix Life 
Assurance Limited. 

 
 
3.2 2012 Scheme 
 
3.2.1 Under the 2012 Scheme, business from London Life Limited was transferred into 

Phoenix Life Assurance Limited on 30 September 2012. 
 
3.2.2 A new with-profits fund was established within Phoenix Life Assurance Limited 

alongside the then existing two with-profits funds to receive the former London Life 
with-profits business and the two non-profit funds were merged to form the Non-
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Profit Fund.  In addition, the 90:10 Fund was renamed the Pearl With-Profits Fund.  
This meant that the long-term fund of Phoenix Life Assurance Limited comprised 
of: 

 the Pearl With-Profits Fund;  

 the SERP Fund;  

 the London Life With-Profits Fund and 

 the Non-Profit Fund 
 
3.2.3 All of the policies from the Pearl 90:10 Fund remained in that fund which was then 

renamed the Pearl With-Profits Fund.  All of the policies from the Pearl SERP 
Fund remained in that fund which was then renamed the SERP Fund.  All of the 
policies from the London Life with-profits sub-funds (Life With-Profits Fund and 
Pension With-Profits Fund) transferred to the London Life With-Profits Fund.   

 
3.2.4 The 2012 Scheme includes closure provisions for each of the with-profits funds 

listed in 3.2.2.  These provide that a with-profits fund will be closed when its 
statutory liabilities (gross of reassurance) for with-profits business fall below £50m 
and at that time all of the policies in the with-profits fund will be transferred to the 
Non-Profit Fund, if this happens, and with-profits policies will be converted to non-
profit with a schedule of future guaranteed bonus additions. Phoenix Life 
Assurance Limited will need to obtain the prior written approval of our regulator 
before it closes a with-profits fund in this way. 
 

3.2.5 In addition, the 2012 Scheme provides that Phoenix Life Assurance Limited may at 
any time, subject to having obtained appropriate actuarial advice, a certificate from 
an independent actuary and the prior written approval of the PRA and FCA, close 
a with-profits fund and transfer the policies, assets and liabilities to another with-
profits fund.  If this happens, the relevant policies will continue to participate in 
with-profits investment. 

 
3.2.6  In accordance with the 2012 Scheme Phoenix Life Assurance Limited may also re-

allocate any non-profit policy in any of the with-profits funds of Phoenix Life 
Assurance Limited to the Non-Profit Fund provided that such re-allocation is not 
contrary to the terms and conditions of the policy; and in the opinion of the Board, 
having obtained appropriate actuarial advice, assets with a market value which is 
fair and equitable (in the context of the risks being re-allocated to the Non-Profit 
Fund in respect of the policy) are transferred or re-allocated from the relevant with-
profits fund to the Non-Profit Fund with the policy. 
 

3.2.7 The 2012 Scheme superseded the whole of the Pearl SERP Scheme and the 
1997 Scheme under which London Life’s business was demutualised, and both of 
these Schemes ceased to have effect.  The Section 68 Order which set out 
provisions for the operation and organisation of the Pearl With-Profits Fund was 
disapplied with effect from 30 September 2012, and replaced by the 2012 
Scheme. 

 
3.2.8 The 2012 Scheme also includes provisions relating to the workings of the funds, 

the allocation of tax, the shareholders’ share of surplus, and investment and bonus 
policy.  These have been reflected, where appropriate, in this document.  

  
In particular, in relation to the investment policy, the provisions allow that further 
hypothecation of the assets in the Pearl With-Profits Fund may be introduced 
where this is considered to be in best interests of policyholders.  For example the 
hypothecation of different equity (and property) backing ratios to different classes 
or groups of policies or the hypothecation of fixed interest assets by term 
remaining within asset shares to reduce the volatility of policyholder returns near 
maturity. 



 

PLAL PPFM  Page 9  January 2023 

  

 
 
3.3    2015 Scheme 
 
3.3.1 Under the 2015 Scheme, business from National Provident Life Limited was 

transferred into Phoenix Life Assurance Limited.  All policies, other than annuities 
in payment, were transferred into a new with-profits fund, the National Provident 
Life With-Profits Fund.  As a result, the long-term fund of Phoenix Life Assurance 
Limited comprises of 

 the Pearl With-Profits Fund;  

 the SERP Fund;  

 the London Life With-Profits Fund; 

 the National Provident Life With-Profits Fund and 

 the Non-Profit Fund 
 
3.3.2 The National Provident Life With-Profits Fund is an additional with-profits fund of 

Phoenix Life Assurance Limited for the purposes of the 2012 Scheme except as 
otherwise provided for in the 2015 Scheme.   

 
3.3.3 The 2015 Scheme also includes provisions relating to the management of the 

National Provident Life With-Profits Fund including the allocation of tax, the 
shareholders share of surplus, investment policy and bonus policy.  These have 
been incorporated into this document.   

 
 
3.3.4 The 2012 Scheme includes a number of provisions (3.2.4) that apply to each of 

the with-profits funds in Phoenix Life Assurance Limited, including the National 
Provident Life With-Profits Fund.  These provide for the closure of the National 
Provident Life With-Profits Fund as set out in 3.2.4 and 3.2.5 and re-allocation of 
any non-profit policy in National Provident Life With-Profits Fund to the Non-Profit 
Fund in accordance with 3.2.6. 

 
3.3.5 On implementation of the 2015 Scheme, the 2012 Scheme was amended to 

replace references to the National Provident Life Fund and the National Provident 
demutualisation Scheme by the National Provident Life With-Profits Fund and the 
2015 Scheme respectively.  Otherwise, the 2012 Scheme continues in full force 
and effect. 

 
 
3.4 Capital Policy 
 
3.4.1 The 2012 Scheme provides for Phoenix Life Assurance Limited to maintain a 

specific capital policy. The capital policy has two main aims: 
 
- to allow dividends to be paid, or money to be lent, to shareholders whilst still 
maintaining a capital buffer and the security of the funds; and 
 
- to provide a framework for the circumstances in which support will be available to 
the with-profits funds.  

 
3.4.2 The principle behind the first aim of the capital policy is to seek to ensure that the 

company would be able to withstand a number of internally specified stress 
scenarios.  While the capital policy will be based on the sum of separate 
calculations for each fund within Phoenix Life Assurance Limited, the formula used 
will be calibrated to ensure that the company as a whole would have sufficient 
assets under the worst of these scenarios.  It will control the amount of surplus 
capital, which exists now or is generated in the future, which may be released. 
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3.4.3 The principle behind the second aim of the capital policy is to seek to ensure that 
each with-profits fund has sufficient assets to meet its liabilities.  Section 3.5 
describes the Capital Support available to the with-profits funds.  

  
3.4.4 Phoenix Life Assurance Limited intends to hold amounts of capital in excess of 

liabilities on the following basis: 
 

3.4.4.1 The sum of: 
 

 in respect of each with-profits fund, 144% of its Solvency Capital 
Requirement (SCR), attributable to that fund; and 

 in respect of the Non-Profit Fund, 144% of its SCR. 
 
where the 144% above is determined by internally specified stress scenarios as 
per 3.4.2 which are reviewed at least annually. 

 
3.4.4.2 There is also a liquidity test whose objective is to ensure that the Non-Profit Fund 

and Shareholder Fund together have sufficient assets to meet the Pillar 1 liabilities 
of the Non-Profit Fund and Shareholder Fund together with sufficient liquid assets 
to meet any immediate demands from the with-profits funds for support in 
accordance with this capital policy (see the Capital Support section 3.5) plus an 
additional amount to be determined by the Board at least once per annum. 
 
The additional amount referred to above will be derived by considering the ability 
of the Non-Profit Fund and the Shareholder Fund to meet the same test (excluding 
the additional amount) in the same range of stresses as is used to derive the 
capital policy parameters. 

 
The additional amount is currently £165m. 

 
3.4.5 The percentage of the SCR set out in paragraph 3.4.4 above, is determined 

according to internally specified stress scenarios.   
  
 The 2012 Scheme provides that the percentage is subject to regular review to 

ensure that the capital policy continues to meet the underlying objective, namely 
that the funds can meet regulatory capital requirements in the internally specified 
stress scenarios.  Where consistent with this objective the Board may specify 
increased or decreased percentages, provided that the risk appetite upon which 
the internally specified stress scenarios are based is unchanged. 

  
 If the Board changes the internally specified stress scenarios to reflect a change to 

its risk appetite for Phoenix Life Assurance as a whole, with the effect that the 
amount of capital to be held by Phoenix Life Assurance is reduced, then a 
certificate from an independent actuary will be required.  The independent actuary 
must be satisfied that, in his opinion, the proposed change is unlikely to have a 
material adverse effect on the interests of the holders of policies of Phoenix Life 
Assurance overall.       

 
 
3.5 Capital Support 
 
 In the unlikely event that the with-profits asset value of any of the with-profits funds 

falls below (or is likely to fall below) the threshold amount for that fund, support will 
be provided to that fund by way of a loan or other contribution arrangement from 
the Non-Profit Fund or the Shareholder Fund to the extent that the Board 
determines there are assets in those funds available to make such a loan. 

 
 The loan would be repayable with the approval of the Board if the with-profits 

asset amount is more than the threshold amount. 
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 In considering whether to approve any repayment the Board shall regard to 
matters including, but not limited to: 

 the presumption that any support will be repaid to the extent that the with-
profits asset amount is greater than the threshold amount, 

 the Scheme Capital Policy, 

 the financial needs of the relevant with-profits fund, 

 the company’s duty to treat its customers fairly, and 

 advice from the With-Profits Actuary. 
 
 Whether or not interest would be payable by the fund on any loan received, and 

the interest payable if applicable, will vary depending on the with-profits fund 
receiving the loan. 

 
 The investment returns on the assets representing amounts credited to the with-

profits funds, together with any charges or other expenses payable in respect of 
such assets (including any tax) will, for the period for which amounts are so 
credited, be for the account of the specific with-profits fund. 

 
 In the event that any of the with-profits funds cannot meet its regulatory capital 

requirements from its own resources, the With-Profits Committee can recommend, 
that the Board holds additional capital in the Non Profit Fund or the Shareholder 
Fund to meet any shortfall.  To the extent that the Board does not or cannot make 
sufficient assets available, then it will be necessary to take other actions within the 
relevant with-profits fund to ensure that it can meet its regulatory capital 
requirements from its own capital resources. 

 
 
3.6 Main inter fund agreements – risk transfer arrangements  
 
3.6.1 The Pearl With-Profits Fund transfers the unit liability for non-profit unit-linked 

policies and certain expense risks to the Non-Profit Fund.   
 
3.6.2 The National Provident Life With-Profits Fund transfers the liability for certain 

unitised with-profits investment known as Portfolio Bond to the Pearl With-Profits 
Fund. 

 
3.6.3 The London Life With-Profits Fund reinsures the basic and bonus annuity 

payments for the Secure Pension Plus with profits annuity to the Pearl With-Profits 
Fund. 

 
3.6.4 Annuity payments for pre 1 January 2000 pension annuities are reinsured from the 

National Provident Life With-Profits Fund to the Pearl With-Profits Fund. 
 
3.6.5 With-profits liabilities of unitised with-profits pensions and capital account policies 

are fully reinsured on original terms from the Phoenix Life Limited Non- Profit fund 
to the Pearl With-Profits Fund. 

 
3.6.6 Unitised with-profits element of Portfolio and Investment Bonds are reinsured from 

the Phoenix Life Limited Non-Profit fund to the Pearl With-Profits Fund. 
 
 
3.7 Main intra group agreements  
 
3.7.1 Phoenix Life Assurance Limited has an agreement with Pearl Group Services 

(PGS) to provide management services to the with-profits funds. 
 
3.7.2 The business in the NPI With-Profits Fund of Phoenix Life Limited is wholly 

reassured to the Pearl With-Profits Fund in Phoenix Life Assurance Limited. 
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3.7.3 The unit-linked liabilities for policies in the National Provident Life With-Profits 
Fund are reassured to the Non-Profit Fund in Phoenix Life Limited. 

 
 
3.8 Other significant arrangements  
 
3.8.1 There is an agreement between PGS and Diligenta Limited under which PGS sub-

contracts to Diligenta some of the services it provides for policies in the with-profits 
funds. 

 
3.8.2 Where PGS provide services to Phoenix Life Assurance Limited but have in turn 

outsourced provision of those services to other providers, PGS still retains 
responsibility for providing all services, even in the event of a failure of these other 
providers. Should PGS be unable to meet any of its obligations to provide services 
then Phoenix Life Assurance Limited would request that Phoenix Group, as 
owners of PGS step in to restore the position. Should Phoenix Group not do this, 
then Phoenix Life Assurance Limited would attribute any losses to the Shareholder 
Fund or Non-Profit Fund, and the with-profits funds would only be affected if the 
Shareholder Fund or Non-Profit Fund had insufficient excess assets to bear the 
losses. 

 
3.8.3 Phoenix Life Assurance Limited uses investment managers to provide investment 

management services for the with-profits funds, either directly or via collective 
investment structures.  Different investment managers may be used for the 
different types of investments.  The fees payable by Phoenix Life Assurance 
Limited vary for each with-profits fund depending on asset mix.  The investment 
management arrangements can typically be terminated with three years notice or 
six months if the underperformance termination clause is invoked.   
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4. Key Concepts of With-Profits Business 
 
4.1 Workings of a With-Profits Fund 
 

Each with-profits fund in Phoenix Life Assurance Limited is operated as a stand-
alone fund.  This means that on the whole, the policyholders of one fund are not 
affected by the state or operation of another fund.  This is described in more detail 
in section 5.   
  
The premiums paid in respect of each policy go into the fund, which is then used 
to pay out the policy benefits as defined in the policy conditions.  The costs of 
managing the fund and tax are paid out of the fund, together with an amount each 
year to the shareholders, where applicable.  The fund is invested in a variety of 
different types of investments and the return earned on these investments 
increases or decreases the value of the fund.   
 
In order to help the Board to determine the level of bonuses to pay and the fair 
distribution of any surplus arising, asset shares are generally calculated.  More 
details are given in section 4.3.   
 
The fund is subject to a number of inherent risks that arise from a range of factors, 
including product design (for example the provision of guarantees to 
policyholders), selling and marketing practices, interest rate and market 
fluctuations and demographic changes.  Phoenix Life Assurance Limited makes 
provisions which it considers to be appropriate for the risks which it identifies in 
relation to the business within each fund.  There can be no assurance that all risks 
which might emerge have been identified nor that the provisions for identified risks 
will prove to be adequate.  In addition, the risks to which the fund is exposed 
inevitably change over time.   

 
4.2 Types of With-Profits Business 
 

There are two main types of with-profits business – traditional and unitised.  
Details of some of the common features of these are given below.  Not all with-
profits funds contain all the different types of contract.  Within Phoenix Life 
Assurance Limited there are many different types of policies, some of which may 
operate differently or may have particular or special features, not all of which are 
referred to below.   

 
4.2.1 Traditional With-Profits Business 
 

Policies are eligible to participate in the distribution of surplus in the fund by the 
addition of annual and final bonuses.   
 
Policies can be written as life or pension policies. 
 
Life policies include endowment assurances and whole life policies. 
 
Pension policies include retirement annuity policies where the benefit is in the form 
of an annuity payable from the selected retirement age and endowment type 
policies where the benefit is in the form of a cash sum at the selected retirement 
age.  Endowment type policies may have an option to convert the cash sum into 
annuity benefits on fixed terms.  For pension business on earlier death premiums 
are refunded either with or without interest, an early termination value may be paid 
or there may be no benefit paid, depending on the terms and conditions of the 
policy.   
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For life policies, the benefit payable at maturity (for endowment assurances) or on 
death (or, if applicable, terminal illness or critical illness) includes: 

 a guaranteed amount, the sum assured; 

 annual bonuses, which may be added to each year as part of the annual bonus 
declaration and which increase the guaranteed benefit; and 

 final bonus, which may be added on death (or, if applicable, terminal illness or 
critical illness) or maturity claims.   

 
Some endowment assurances have an additional sum assured that is payable on 
death before maturity but this is not eligible for bonuses.  Some endowment 
assurances have a guaranteed minimum death benefit which is a minimum 
amount of benefit payable on death (but not on maturity).  This guaranteed 
minimum death benefit is not eligible for bonuses.   

 
For pension policies, the benefit at selected retirement age includes: 

 a guaranteed amount, the basic annuity or a sum that will be used to purchase 
an annuity at retirement; 

 annual bonuses, which may be added to each year as part of the annual bonus 

declaration and which increase the guaranteed benefit; and 

 final bonus, which may be added on retirement (either increasing the annuity 
payable or increasing the cash sum available to purchase an annuity 
depending on the type of policy).   

A proportion can be taken as a lump sum and the rest of the benefit being a 
reduced annuity or being used to purchase an annuity. 
  
The death benefit for pension policies does not participate in bonuses unless the 
benefit is based on the early termination value.   
 
At retirement, when the annuity comes into payment, the policy becomes non-
profit and may be transferred to the Non-Profit Fund subject to the conditions in 
paragraph 3.2.6 or may remain in the relevant with-profits fund.    
 

For both life and pension policies, to receive the benefit, regular premiums must 
be maintained except for some whole of life assurances where premiums are 
designed to cease at a specified age, and some policies paid by a single premium.  
Otherwise if premiums cease and certain criteria (that are explained in the terms 
and conditions of each policy) have been met: 

 a surrender value may be paid or a transfer value may be paid to another 

pension provider; or 

 the policy will be made paid up and the benefits due at maturity, retirement or 
earlier death will be reduced.  Depending on the policy terms, future bonuses 
may or may not be added.   

 
If the criteria are not met, then the policy will lapse with no value.   
 
Traditional with-profits business is sometimes referred to as conventional with-
profits business. 

 
4.2.2 Life Regular Premium Unitised With-Profits Business 
 

A proportion of each premium less charges buys with-profits units and, where 
annual bonus is declared, either: 

 the price of the with-profits units increases at the daily equivalent of the current 
annual bonus rate (but subject to any rounding in the unit prices); or 

 the bonuses purchase additional units.   
 
The benefit payable at maturity or on death (or, if applicable, terminal illness or 
critical illness) includes: 

 the value of the with-profits units; 

 bonus units, if applicable; and 
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 any final bonus, which may be added  
 
Some types of policy might have a guaranteed minimum death benefit which is a 
minimum amount of benefit payable on death (or, if applicable, terminal illness or 
critical illness), but not on maturity.  The cost of providing the guaranteed minimum 
death benefit is generally met by cancelling units each month based on the sum at 
risk.   
 
If premiums cease and certain criteria (that are explained in the terms and 
conditions of each policy) have been met: 

 a surrender value may be paid; or 

 the policy will be made paid up and the guaranteed minimum death benefit will 
no longer apply.   

 
The surrender value may include an element of final bonus.  On surrender, the 
value of each with-profits unit and bonus unit may be reduced by the application of 
a market value reduction.  If the criteria are not met then the policy will lapse with 
no value.   
 
For certain policies, with-profits units can be switched to buy units in a unit-linked 
fund.  If this is done, then the value of with-profits units will usually be calculated in 
the same way as for a surrender value.   

 
4.2.3 Life Single Premium Unitised With-Profits Business 
 

These are similar to the above, except that only one premium is payable at the 
start of the policy.  Policies are whole of life assurance single premium bonds 
where the benefit is payable on death.  Some policies also provide for the benefit 
to be payable upon surrender at a specified guarantee date or dates.  The type of 
policy and the date at which it was taken out determines the guarantee dates 
applicable for that policy.   
 
The benefit payable on surrender at a guarantee date is the same as at maturity 
above.  Some policies provide for an uplifted benefit to be paid on death.   
 
The surrender value (withdrawal value) for claims, at other than a guarantee date, 
may include an element of final bonus.  The value of each with-profits unit and 
bonus unit may be reduced by the application of a market value reduction.  Any 
market value reduction is calculated by reference to the underlying fair value and 
in some cases allowing for smoothing.   

 
4.2.4 Pension Unitised With-Profits Business 
 

Under these policies the benefit is payable at the selected retirement age or earlier 
death.  For some policies a range of dates around the selected retirement age 
applies.  Otherwise they are similar to life unitised with-profits business.   
 
Premiums may be single or regular contributions from an employee or employer, 
payments for policies contracted out of the state second pension or transfers from 
other pension providers.  The business may be split into sections, such as for 
contributions, for payments as a result of contracting out or for transfers in.   
 
At retirement, the benefit is available to purchase an annuity.  A proportion of the 
benefit can usually be taken in a cash form at retirement.  
 
 

4.3 Asset Share Methodology 
 

The purpose of asset share calculations is to assess the contribution a policy, or 
group of policies, has made to its with-profits fund since the policy, or policies, 
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started.  The asset share calculation is therefore intended to represent the effect of 
the historical cashflows on the fund as a result of the policy, or group of policies.   
 
Asset shares are not always calculated for each individual policy.  Sometimes the 
asset shares are calculated for a limited number of specimen policies, or groups of 
specimen policies, and these are then taken to be representative of the business 
generally.   
 
Asset shares are calculated by accumulating premiums paid at the rates of 
investment return earned on the assets, after allowing for charges, such as 
expenses, mortality and morbidity costs, cost of guarantees, cost of capital, 
distributions to shareholders and tax as appropriate.   
 
The exact components of asset share calculations and practices relating to asset 
shares vary by the type of business.  For each of the with-profits funds in Phoenix 
Life Assurance Limited, details of how asset shares will be calculated in the future 
are given in its principle 4 and the associated practices.   
 
Asset shares are used to guide policy payouts and bonus declarations because 
they provide a good indication of the appropriate level of total payouts in respect of 
a policy or groups of policies.   
 
Asset shares can decrease as well as increase and, at any time, may be greater 
or less than the contractual guaranteed benefits due under the policy.   
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The following table describes the possible elements credited or charged to asset 
shares.   

 

Element Description of Allowance 
 

(a) Premiums Premiums paid under the policy 
 

(b) Investment return Investment return on assets backing asset shares 
(before investment expenses) 

(c) Investment  
expenses 

Investment expenses incurred in maintaining 
investments 

(d) Initial expenses Administrative expenses incurred in setting up 
policies, including commissions 

(e) Renewal expenses Administrative expenses incurred in maintaining 
policies and paying claims 

(f) Other expenses Project and other one-off expenses incurred 
 

(g) Tax on investment 
return 

Tax charge on investment return 

(h) Tax relief on 
expenses  

Tax relief on expenses 
 

(i) Mortality & morbidity 
costs 

Costs of providing mortality and morbidity benefits 
 

(j) Early terminations 
 

Effect of surrender and lapse experience 

(k) Paid-up policies Effect of policies becoming paid up experience 
 

(l) Partial and regular 
withdrawals 

Effect of partial and regular withdrawals during 
policy lifetime 

(m) Surrenders at 
protected dates 

Effect of surrender at guarantee date experience 

(n) Annuity payments 
 

Annuity payments made under the policy 

(o) Charges for the cost 
of guarantees or 
smoothing 

Charges for the costs of providing guarantees to 
both with-profits and non-profit policies in the fund 
or charges for the costs of smoothing. 

(p) Charges for the cost 
of capital 

Charges for the cost of providing capital to support 
guarantees and new business strain 

(q) Distributions to 
shareholders 

The shareholder share of the distributed surplus  

(r) Tax on distributions 
to shareholders 

The tax associated with the shareholder share of 
the distributed surplus 

(s) Profit and losses 
from other business 

Effect of experience of other business profits and 
losses including from non-profit business in the fund 

(t) Estate distribution or 
charge 

Future distributions from or charges to the estate   

(u) Exceptional items Enhancements or charges for exceptional items  

 
Mortality and morbidity costs reflect that the amounts payable on death or serious 
illness are generally more than the underlying asset share, but this may not always 
be the case and, for some products, where the underlying asset share exceeds 
the amount payable, the cost becomes negative and adds to the asset share.   
 
Asset shares may take into account profit and losses from the experience of early 
terminations, such as surrenders and lapses and policies becoming paid up.  For 
example profits occur where the early termination value is less than the underlying 
asset share and conversely for losses.   
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The precise approach to calculating asset shares differs between funds, and 
between products within funds depending upon, amongst other things, the 
historical practices.   

 
 
4.4 Initial Asset Shares 
 
4.4.1 The initial asset shares used when the funds were transferred into Phoenix Life 

Assurance Limited were the closing asset shares in the transferring company.  
Details of how those asset shares were calculated are not included here.  Not all 
the above items may necessarily have applied at all times for all types of policy in 
the past.  Different practices, often more approximate, may have been used in the 
past and the practice is generally to continue to use the results of these practices 
when determining the effect of those years on the asset shares of specimen 
policies.   
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5.   Principles and Practices – Guiding Principles 
 
In managing Phoenix Life Assurance Limited and its with-profits funds, a number of guiding 
principles are applied.  These guiding principles are considered when applying the other 
principles and practices set out in this document.  Should a situation arise in which there is a 
conflict between one or more principles or practices, the fund is managed in order that the 
guiding principles are applied.  The guiding principles are part of the principles of financial 
management used in managing each fund.  The guiding principles and their associated 
practices are shown below. 
 

Principle 
5.1 Legal Requirements 
 Phoenix Life Assurance Limited and its with-profits funds are managed in 

accordance with Phoenix Life Assurance Limited’s then current understanding of 
all legal and regulatory requirements.   
 
This includes a commitment to observe all contractual terms set out in policy 
documents (except as overridden by a court order), all guaranteed commitments 
and other obligations including: 

 sound and prudent financial management of the with-profits funds; 

 treating customers fairly; 

 meeting solvency requirements;  

 the terms of the 2012 Scheme; and 

 the terms of the 2015 Scheme 
 
The 2012 Scheme requires Phoenix Life Assurance Limited to operate a capital 
policy. Details of the capital policy are given in section 3.4.  The capital policy   
has two main aims: 
•  to allow dividends to be paid, or money to be lent, to shareholders whilst still 
maintaining a capital buffer and the security of the funds; and 
•  to provide a framework for the circumstances in which support will be available 
to the with-profits funds.  
 
Under the first aim, Phoenix Life Assurance Limited seeks to hold sufficient 
additional capital, expressed in terms of a percentage of the SCR, and of the with-
profits fund’s assets, such that it would be able to withstand a number of internally 
specified stress scenarios.  The percentage is set out in paragraph 3.4.4. 
 
If the Board changes the internally specified stress scenarios to reflect a change 
to its risk appetite for Phoenix Life Assurance as a whole, with the effect that the 
amount of capital to be held by Phoenix Life Assurance is reduced, then a 
certificate from an independent actuary will be required.  The independent actuary 
must be satisfied that, in his opinion, the proposed change is unlikely to have a 
material adverse effect on the interests of the holders of policies of Phoenix Life 
Assurance overall.    

 
Practices 
 
5.1.1 Periodic valuations of the assets and liabilities of Phoenix Life Assurance Limited 

and each fund are carried out to establish the solvency level and the level of 
excess assets within a fund, if any.  These valuations are currently carried out 
quarterly and changes from one period to the next are analysed.  In between 
periodic valuations solvency is monitored on an approximate basis allowing for 
market movements and other known changes.   

 
5.1.2 As described in section 3.4, the Board aims to maintain a margin over and above 

the minimum solvency standard required by the regulations.   
 
5.1.3 If the margin is breached then no action will be taken to reduce the capital of 

Phoenix Life Assurance Limited, such as the payment of dividends, until the 
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breach has been rectified.  Immediate action to restore the internal margin will be 
considered and if the deficit falls below a trigger point, then an action plan will be 
developed and implemented by the Board.  Actions that may be taken include, but 
are not restricted to, changes to investment strategy, bonus declarations and 
surrender values.   

 
5.1.4 The capital requirements and the capital available are regularly assessed and 

monitored to ensure that adequate levels of capital are maintained.   
 
5.1.5 Key insurance risks and operational risks are regularly monitored.   
 
5.1.6 Treating customers fairly from a financial perspective is achieved through the 

monitoring of compliance with the Principles and Practices of Financial 
Management.   
 

5.1.7 The long-term business fund is operated in accordance with the 2012 Scheme 
and, in respect of the National Provident Life With-Profits Fund, the 2015 Scheme 

(see sections 3.2 and 3.3).  This governs practices relating to the following: 

 maintenance of separate assets for each fund; 

 allocation of surplus between policyholders and shareholders; and 

 allocation of tax between funds.   
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Principle 
5.2 Basic Fund Concepts 

 
 Subject only to Principle 5.1, the interests of with-profits policyholders extend to, 

but are also limited to, the assets of the fund to which the policy belongs (other 
than in respect of the shareholders’ entitlement to a share of the cost of bonuses 
as indicated in the Principles for each fund).   
 
Each of the with-profits funds is operated as a stand-alone fund and investment 
and bonus policy set accordingly.  Separate revenue accounts and balance sheets 
are maintained for each fund within the long-term business fund.   
 
Assets may be loaned by, or made available by a contribution arrangement with,   
the Non-Profit Fund and Shareholder Fund to eliminate any deficit in the with-
profits funds.  For the purposes of managing the funds the assets of the with-
profits funds will be treated as being permanently increased from shareholder 
resources to the extent that there is no realistic prospect of the deficit being 
reversed.  However, this does not preclude the repayment of such loans should 
the actual experience be such that surplus emerges and repayment becomes due 
under the terms of the loans.   
 
In the highly unlikely event that the assets of a with-profits fund, the surplus assets 
in the Non-Profit Fund and the surplus assets in the Shareholder Fund are 
insufficient to enable that with-profits fund to meet its guaranteed benefits, then 
assets from the other with-profits funds would be used, but only to the extent that 
policyholders’ reasonable expectations are not detrimentally affected. 
 
Items of income and outgo (revenue items) within Phoenix Life Assurance Limited 
are allocated to funds in a manner which is considered fair.  The allocation 
methodology is regularly reviewed by the Board, and may change.   
 
Premiums are directly associated with a specific policy and are allocated to the 
fund which contains that policy.   
 
Separate asset pools are maintained in respect of each fund and the investment 
income and gains arising are allocated to originating asset pools.  Policy benefits 
and claim payments are directly associated with a specific policy and are allocated 
to the fund which contains that policy.   
 
The overall aim when apportioning expenses to different funds is to reflect the 
actual costs incurred in respect of each fund subject to the provisions of the 2012 
Scheme, and, in respect of the National Provident Life With-Profits Fund, subject 
to the provisions of the 2015 Scheme, and any commitments made to the PRA.   
 
Expenses allocated to the long-term business fund which are not directly 
attributable to a fund, are allocated across the funds in the following way: 

 Where significant value added projects are undertaken or the benefits are not 
clearly attributable to a particular fund, the Board determines a fair and 
reasonable apportionment, for example in proportion to the fees paid to the 
outsourced service providers or in proportion to the benefits which may accrue 
from the expenditure or in proportion to another key driver of the cost.   

 Other costs directly incurred by Phoenix Life Assurance Limited, but which are 
not directly incurred by a fund, are allocated in a fair and reasonable way 
based on the drivers of those costs.   

 
Should PGS be unable to meet any of its obligations to provide services then 
Phoenix Life Assurance Limited would request that Phoenix Group, as owners of 
PGS step in to restore the position.  Should Phoenix Group not do this, then 
Phoenix Life Assurance Limited would attribute any losses to the Shareholder 
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Fund or Non-Profit Fund, and the with-profits funds would only be affected if the 
Shareholder Fund or Non-Profit Fund had insufficient excess assets to bear the 
losses.   
 
Should the agreement with PGS be terminated then, in circumstances where the 
interests of with-profits policyholders in a with-profits fund (or funds) had not been 
the cause of such termination, Phoenix Life Assurance Limited would aim to 
manage its business in such a way that expenses would be allocated to that (or 
those) with-profits fund(s) as if the agreement with PGS had continued in full 
force, and that (or those) with-profits fund(s) would only be affected if the 
Shareholder Fund or Non-Profit Fund had insufficient excess assets to support 
this aim. 

 
Subject to Principle 5.1, the tax allocated to each of the with-profits funds is 
assessed as the amount of tax which the with-profits fund would have incurred 
had it been the whole of the long-term business fund of Phoenix Life Assurance 
Limited.   
 
 

 
Practices 
 
5.2.1 Shareholder’s entitlements and other potential benefits are covered in the 

principles and associated practices for each fund.    
 
5.2.2 Each with-profits fund is operated as a stand-alone fund.  In formulating 

investment and bonus policy for a particular with-profits fund, no account is taken 
of the availability of potential support from outside the fund, except to the extent 
that the 2012 Scheme requires such consideration to be taken or support existed 
and was being utilised at 30 September 2012, or is drawn down in the future, or 
where the Board decides is otherwise appropriate.   

 
5.2.3 The assets, liabilities and capital requirements of each fund are reviewed no less 

frequently than four times a year, using realistic assumptions and generally 
accepted methodologies.  If the assets and liabilities are materially different action 
is taken.  This action may include, but is not restricted to, changes to investment 
strategy, bonus declarations, asset shares and surrender values.  In this context, 
materiality is determined by the Board. 

 
5.2.4 In the event that the with-profits asset value of any of the with-profits funds falls 

below (or is likely to fall below) the threshold amount for that fund, support will be 
provided to that fund by way of a loan or other contribution arrangement from the 
Non-Profit Fund or the Shareholder Fund to the extent that the Board determines 
there are assets in those funds available to make such a loan.   

 
The loan would be repayable with the approval of the Board if the with-profits 
asset value is more than the threshold amount.   
 
In considering whether to approve any repayment the Board shall have regard to 
matters including, but not limited to: 

 the presumption that any support will be repaid to the extent that the with-
profits asset value is greater than the threshold amount, 

 the Scheme Capital Policy, 

 the financial needs of the relevant with-profits fund, 

 the company’s duty to treat its customers fairly, and 

 advice from the With-Profits Actuary. 
 
Whether or not interest would be payable by the fund on any loan received, and 
the interest rate payable if applicable, will vary depending on the with-profits fund 
receiving the loan.   
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5.2.5 In the event that any of the with-profits funds cannot meet its regulatory capital 

requirements from its own capital resources, the With-Profits Committee can 
recommend, that the Board holds additional capital in the Non-Profit Fund or the 
Shareholder Fund to meet any shortfall.  To the extent that the Board does not or 
cannot make sufficient assets available, then it will be necessary to take other 
actions within the relevant with-profits fund to ensure that it can meet its regulatory 
capital requirements from its own capital resources. 

 
5.2.6 The assets of one with-profits fund may be used to support another with-profits 

fund in Phoenix Life Assurance Limited if the fund which is to provide the support 
has sufficient assets such that policyholders’ reasonable expectations are not 
detrimentally affected and both the following unlikely situations prevail: 

 there are no surplus assets available in the Non-Profit Fund and Shareholder 
Fund; and 

 the regulatory regime has been ineffective.  The regulatory regime is aimed at 
ensuring that life assurance companies do not become insolvent on a 
Companies Act basis and there are prudential margins and intervention points 
incorporated into the PRA’s rules that are aimed at preventing this.   

 
Similarly the assets of one with-profits fund may be required to be used to support 
another fund in Phoenix Life Assurance Limited if Phoenix Life Assurance Limited 
has become insolvent on a Companies Act basis.   

 
5.2.7 Should a fund trigger the fund closure and merger provisions incorporated into the 

2012 Scheme and, in respect of the National Provident Life With-Profits Fund, the 
2015 Scheme, then the fund will be closed in accordance with those provisions.  
(See paragraphs 3.2.4 and 3.3.4).   

 
5.2.8 Future non-profit annuities arising from policies in the with-profits funds may 

remain in the with-profits fund or, alternatively may be set up in the Non-Profit 
Fund using the open market option under such policies or the powers incorporated 
in the 2012 Scheme to re-allocate non-profit policies.  Where the latter is the case 
the With-Profits Committee will periodically review the terms to ensure that they 
are consistent with the fair treatment of the with-profits policyholders.  See 
paragraph 3.2.6   

 
5.2.9 Other than for the non-profit annuities per paragraph 5.2.8, the powers to re-

allocate non-profit policies in the with-profits funds will not be regularly used.  If a 
re-allocation is made, it is expected that it would be on commercial terms with the 
Non-Profit Fund receiving an adequate return for the risks it was taking on. An 
independent actuary will normally be appointed to consider the proposed terms 
unless the With-Profits Committee decided that the terms were clearly fair and 
equitable and that no such review was therefore needed, and in any event where 
the total value of such a re-allocation exceeds a minimum size (currently £500m).   

 
5.2.10 The allocation of revenue items and the underlying methodology is reviewed at 

least once a year by the With-Profits Committee.   
 
5.2.11 The allocation methods and any changes are approved by the Board.   Changes 

would typically be due to: 

 changes in regulations; and 

 maintaining equity between the with-profits funds and the shareholders.   
 
5.2.12 Most revenue account items are directly received or incurred in respect of one 

fund and so are directly allocated to that fund.   
 
5.2.13 Expenses allocated to the long-term business fund that are directly incurred by or 

associated with a particular fund are allocated to that fund.  This includes 
commission, the charges made under the Management Services Agreements by 
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PGS and the fees payable to the investment managers in connection with the 
management of the investments of the fund, or any fees payable to third parties for 
services.   

 
5.2.14 The Board may approve limiting expenses charged to asset shares where this is 

felt to be fairer.  Any such expenses not charged to asset shares will fall to the 
estate. 

 
5.2.15 Other charges and benefits relating to business risks as described in the principles 

and associated practices for each fund are allocated to the relevant fund to which 
that risk relates as determined by the Board. 

 
5.2.16 The Board may also change the method of apportioning expenses between funds 

if it was possible to do so without ceasing to treat customers fairly and to do so 
assisted in meeting one of Phoenix Group’s other corporate objectives.  However, 
such changes would only be made if they were consistent with the 2012 Scheme 
and, in respect of the National Provident Life With-Profits Fund, the 2015 Scheme, 
and with any commitments made to the PRA.   

 
5.2.17 Fines levied by the regulators or costs incurred on the instruction of the regulator 

will be charged to the Shareholder Fund or a particular fund within the long-term 
business fund in accordance with rules from our regulator and the terms of the 
2012 Scheme and, in respect of the National Provident Life With-Profits Fund, the 
2015 Scheme.   

 
5.2.18 In particular, actual regulatory penalties (fines) and compensation payments 

relating to events which occurred after 31 July 2009 are paid directly from the 
Shareholder Fund and so will impact neither asset shares nor the excess assets in 
the with-profits funds. 

 
5.2.19 The principles and associated practices for each fund give more information on 

expenses and charges that are specific to that fund.   
 
5.2.20 Tax will be attributed to each with-profits fund, so far as is practicable, on the basis 

that the National Provident Life With-Profits Fund, the London Life With-Profits 
Fund and the SERP Fund are separate mutual life assurance companies and 
Pearl With-Profits Fund is a separate proprietary life assurance company.  

 
5.2.21 The tax allocated to one or more of the with-profits funds may be reduced if the 

Board believes this to be necessary to treat customers fairly in accordance with 
regulator’s rules.   

 
5.2.22 If any tax benefits are allocated to a with-profits fund in accordance with paragraph 

5.2.20, the With-Profits Committee will recommend to the Board whether these 
benefits should accrue to the estate or should be credited to the asset shares of 
policies within that fund or to the asset share of a group of policies within that fund. 
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Principle 
5.3 Fair Treatment  

 
 Phoenix Life Assurance Limited aims to treat its with-profits policyholders fairly.  

The approach used may involve the pooling of risks and rewards across and 
within policy classes and sometimes across generations of policyholders.  We do 
not pool risks across the different with-profits funds in Phoenix Life Assurance 
Limited.  Different risks may be pooled at different levels.   
 
The overall aim when determining the bonus rates to apply to different with-profits 
policies is to broadly reflect the actual profits, losses and costs incurred over the 
lifetime of the policies, but allowing for any pooling and smoothing.   
 
Costs may be recovered from policies directly, for example by the cancellation of 
units of unitised policies, or indirectly via bonuses and early termination values.   
 

 
Practices 
 
5.3.1 With-profits business in each with-profits fund is split into various types of business 

and classes when determining benefits and bonuses.  The primary aim is to 
ensure fair treatment of policyholders at this broad level.   

 
5.3.2 Risks and rewards are pooled at different levels.  Some are pooled at fund level, 

others are pooled at type of business, class and bonus series levels.   
 
5.3.3 Within this pooling, experience is aggregated.  This aggregation includes: 

 Combining large and small policies, with the only differentiation between the 
policy benefits being set at the policy outset via the sum assured, annuity or 
product charges, thus having the same bonus rates applied regardless of policy 
size.   

 Mortality, morbidity and surrender experience are based on investigations 
which cover various groups and types of policies.   

 Asset share models and assumptions contain approximations, but are not 
intended to prejudice the overall fair treatment of policyholders.   

 
5.3.4 The broad level of fair treatment means some cross subsidy between different 

groups of policyholders, but this is an inherent feature of the with-profits business 
and is not considered prejudicial to the overall fair treatment of policyholders.   

 
5.3.5 Where costs are specific to a class of policy then, allowing for approximations, 

such costs will be taken into account in assessing the bonuses added to that 
policy class and in assessing the early termination value payable.   

 
5.3.6 Where costs are not specific to a single policy class, they will be apportioned 

across the policy classes to which they are relevant in a reasonable manner.   
 
5.3.7 Implicit charges for mortality, sickness and other benefits will generally reflect 

Phoenix Life Assurance Limited’s own claims experience for the appropriate block 
of business or insurance industry actual claims experience.  Explicit charges for 
such benefits will be determined in line with policy conditions and, where this 
requires periodic reviews in the light of experience, such reviews will be carried out 
and charges adjusted accordingly.   

 
5.3.8 The way in which charges are apportioned between or allocated to policies or 

classes of policy and between different funds or subsidiary companies could, 
subject to the terms of the 2012 Scheme and, in respect of the National Provident 
Life With-Profits Fund, the 2015 Scheme, be changed if the Board considered that 
this was necessary to enable it to continue to treat customers fairly.   
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5.3.9 Charges for guarantees or smoothing may be made annually or by retention from 

maturity or early termination values, or costs may impact any estate in the relevant 
with-profits fund, or a combination of these methods may be applied.   

 
5.3.10 Where the shareholder or other group companies provide services to the with-

profits funds, they may make commercial profits from the arrangements and this 
will be additional to any share of bonus.  Examples of such arrangements are: 

 Management services agreement with PGS. 

 The terms for transfers of vesting annuities out of the with-profits funds. 

 Interest charged on loan arrangements from the Non-Profit Fund or the 
Shareholder Fund to a with-profits fund under the capital policy.  See section 
3.4 Capital Policy. 

 Business reassured to the Non-Profit Fund from the with-profits funds. 
 

If assets are traded between a with-profits fund and the Non-Profit Fund or 
between a with-profits fund and the Shareholder Fund, then this will be done at fair 
value. 
 
In addition the with-profits funds are charged tax as if they were stand-alone 
entities.  The Non-Profit Fund pays the difference between the tax for Phoenix Life 
Assurance Limited as a whole and the total allocated to the with-profits funds.  
This will normally result in the Non-Profit Fund paying a different amount of tax 
than if it was a stand-alone entity. 

 
Where there are material transactions that involve both shareholder and with-
profits policyholder interests these are considered by the appropriate governance 
committees including the With-Profits Committee before implementation.  This will 
include any changes to commercial arrangements with PGS, as well as the terms 
of any transactions between the with-profits funds and the Non-Profit Fund. 
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6.   Principles and Practices – Pearl With-Profits Fund 
 

The Principles and Practices given in sections 6.4 to 6.14, together with the Guiding 
Principles and Practices set out in section 5, form the Principles and Practices of Financial 
Management for the Pearl With-Profits Fund.  Sections 6.1 to 6.3 give background information 
specific to the Pearl With-Profits Fund.  Subsequently in this section the use of the term ‘the 
fund’ generally means the Pearl With-Profits Fund.   
 
6.1 Fund History 
 
6.1.1 The Pearl With-Profits Fund comprises traditional and unitised with-profits 

business as well as reinsured business from the NPI With-Profits Fund in Phoenix 
Life Limited.  The liability for certain unitised with-profits investments known as 
Portfolio Bonds is also transferred to the fund from the National Provident Life 
With-Profits Fund.   

 
6.1.2 Pearl ceased issuing new with-profits policies in 2002 (apart from policies arising 

from options on existing with-profits business).   
  
6.2   Types of Business 
 
6.2.1 The with-profits policies within the Pearl With-Profits Fund are internally separated 

into five product groups, the Industrial Branch (IB) traditional business, the 
Ordinary Branch (OB) traditional business, the Ordinary Branch (OB) unitised 
business, the Ordinary Branch (OB) personal pension (PP) and free standing 
additional contribution (FSAVC) business and the reinsured business. 

 

 
 
  

Pearl With-Profits Fund 

IB traditional 
business 

OB traditional 
 business 

 

OB unitised  
business 

OB personal 
pensions &  

FSAVCs 

Reinsured  
business 

FSAVC = Free standing additional voluntary contributions 
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6.2.2 Industrial Branch (IB) traditional business 
 
  These are similar to the OB traditional whole life and endowment policies, as 

described in 6.2.3.  However, no annual bonuses were declared in the first five 
years of the contract, and guaranteed minimum surrender scales apply as required 
by legislation. 

 
 Groups of policies that have similar characteristics and features receive the same 

annual bonus rates and the same final bonus rates.  These groups are known as 
bonus series.   

 
 Separate annual bonus and final bonus scales are declared for the following 

classes: 

 endowments 

 extended endowments 

 whole of life policies 
 
6.2.3 Ordinary Branch (OB) traditional business 
 
 This product group includes traditional whole of life, deferred annuities and 

endowment contracts.  Benefits are payable on maturity, early termination or claim 
event (e.g. death or retirement).  On maturity or claim event, the guaranteed 
benefits plus final bonuses are payable, except where contractual terms provide 
for alternative benefits.   Annual bonuses may be declared each year, and once 
declared cannot be taken away.  Final bonuses are not guaranteed and can be 
changed at any time. On early termination, a different approach to determining 
benefits payable is followed and is described in more detail in 6.8. 

 
Groups of policies that have similar characteristics and features receive the same 
annual bonus rates and the same final bonus rates.  These groups are known as 
bonus series.   
 

 Separate annual bonus scales are declared for the following classes: 

 life simple bonus business 

 pension and general annuity fund simple bonus business 

 life compound bonus business 

 pension and general annuity fund compound bonus business 
 

 Simple bonuses apply generally to those policies issued before 1 February 1982.  
The bonus amount is calculated either as a percentage of sum assured or 
premium.  For certain pension policies nominal capital sum or annuity per annum 
is used instead of sum assured. 

 
 Compound bonuses apply generally to those policies issued on or after 1 February 

1982.  The bonus amount is calculated as a percentage of sum assured and 
attaching bonuses.  For certain pension policies nominal capital sum or annuity 
per annum is used instead of sum assured. 

 
 Separate final bonus scales are declared for the following classes: 

 life regular premium simple bonus endowment business 

 life regular premium simple bonus whole of life business 

 life single premium simple bonus business 

 pension and general annuity fund regular premium simple bonus business 

 pension and general annuity fund single premium simple bonus business 

 homebuilder compound bonus business 

 life, excluding homebuilder, regular premium compound bonus endowment 
business 

 life, excluding homebuilder, regular premium compound bonus whole of life 
business 
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 life single premium compound bonus business 

 pension  and general annuity fund regular premium compound bonus business 

 pensions and general annuity fund single premium compound bonus business 
 

6.2.4 Ordinary Branch (OB) unitised with-profits business 
 

Premiums paid by policyholders are allocated investment units at the date of the 
premium payment.  Benefits are payable on maturity, early termination or claim 
event (e.g. death and retirement). 
 
The units allocated to the policy increase by the daily addition of bonus units (if the 
declared bonus rate is greater than zero).  One rate of bonus applies to the 
investment units and a different rate to bonus units previously added.  Bonus units 
once added cannot be taken away.  The daily bonus rates are declared in advance 
of the period to which they apply and can be changed at any time. 
 
A final bonus may also be added to the policy when a claim is paid. This will be 
determined for each policy individually.  The amount of this bonus will vary and will 
depend on premiums invested, the dates the investments were made and how 
much the assets of the fund have grown since those dates compared to the 
amount of daily bonus units already declared.  On early termination, a different 
approach to determining benefits payable is followed and is described in more 
detail in 6.8. 
 
Groups of policies that have similar characteristics and features will receive the 
same daily bonus rates and the same global final bonus rate.  These groups are 
known as bonus series. 
 

 Separate annual bonus and final bonus scales are declared for the following 
classes: 

 life policies issued in 1995 

 life policies issued after 1995 

 pension policies 

 ISA policies 

 Bonus Account policies 
 

6.2.5 Ordinary Branch (OB) Personal Pension (PP) and Free Standing Additional 
Voluntary Contributions (FSAVC) 

 
Premiums paid by policyholders are allocated investment units at the date of the 
premium payment.  Benefits are payable on maturity, early termination or claim 
event (e.g. death or retirement).  The value of the units allocated to the policy is 
set at the date of purchase and may increase as further units are allocated.  
Compound interim bonus units, if applicable, are added on a daily basis but these 
are not guaranteed and are superseded by annual bonus units when declared.  
Compound annual bonus units may be declared each year and are guaranteed if 
the policy is kept until retirement.  
A final bonus may also be added to the policy.  This is not guaranteed and may be 
changed at any time.  On early termination, a different approach to determining 
benefits payable is followed and is described in more detail in 6.8.  
 
Groups of elements of policies that have similar characteristics and features will 
receive the same annual bonus rates.  These groups are known as bonus series. 
 

 Separate annual bonus and final bonus scales are declared for the following 
classes: 

 Regular premium (including both premium paying and when premiums cease 
being paid) 

 Single premium (including single premium transfers) 

 Protected rights DSS recurring single premium   
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6.2.6 Reinsured business 
 

The with-profits component of certain unitised with-profits bonds, in the NPI With-
Profits Fund of Phoenix Life Limited, is reinsured on original terms to the fund.   
 
In addition, liability for the with-profits component of certain unitised with-profits 
bonds in the National Provident Life With-Profit Fund is passed to the fund under 
an inter-fund agreement. 

 
Policies are allocated units when premiums attributable to the with-profits 
component are paid.  The value of the units allocated to the policy increases by 
the daily addition of annual bonuses through the unit price.  The rate of annual 
bonus is announced annually in advance in the form of an interim rate of annual 
bonus, but it may be changed at any time until formally declared as at 31 
December each year. 

 
A final bonus, increasing policy proceeds, or market value reduction, reducing 
policy proceeds, may be applied on early termination or claim event.  The amount 
of final bonus, or market value reduction, will depend on the premium invested, the 
date the investment was made, and how much the assets of the fund have grown 
since that date compared to the amount of annual bonus already declared.  Market 
value reductions will not be applied to claims as a result of death, or to regular 
income payments. 

 
Phoenix Life Limited also reinsures the investment component of certain with-
profits pension policies in its NPI With-Profits Fund to the fund.  This operates in a 
similar way to the reinsured unitised with-profits bonds described above but the 
fund only bears the investment risks for the pensions business.  Market value 
reductions will not be applied to payments on this business on death and on some 
retirements, depending on contract terms.  

 
The reinsured pensions business includes Capital Account Pensions business. 
This business does not get a final bonus and all the return is given through the 
annual bonus rate.  Market value reductions may still be declared on this class of 
business.  As for the other pensions business, payments on death and some 
retirements are guaranteed to be not subject to a market value reduction.  

 
Groups of policies that have similar characteristics and features will receive the 
same daily bonus rates and the same final bonus rates. These groups are known 
as bonus series. 
 

 Separate annual bonus and final bonus scales are declared for the following 
classes: 

 Bonds 

 Socially Responsible With-Profits Bond 

 Socially Responsible With-Profits Pension 

 Individual pensions 

 Group pensions 

 Capital Account Pensions 
 
 

6.3 Capital Support to the Pearl With-Profits Fund 
  
 The capital policy is described in section 3.4. 
 
 In certain circumstances, the shareholders will loan money to this fund and they 

will be entitled to receive interest at SONIA on any loan that has been provided.  
The practices relating to receipt of support are detailed in sections 3.5 and 5.2.    
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Principle  
6.4 Amounts Payable Under a With-Profits Policy  

 
 The general aim is to pay the asset share, plus any augmentation provided by a 

release of the estate of the Pearl With-Profits Fund.  Payouts under with-profits 
policies target 100% of unsmoothed asset shares over time subject to guarantees 
and smoothing. 
 
Asset shares are intended to be a reasonable approximation to the contribution a 
policy has made to the total assets of the with-profits fund. 
 
The methodology and assumptions used to calculate the asset shares on OB 
traditional business, PP, FSAVC, unitised with-profits and reinsured business may 
be altered.  However, the bases used to determine IB policyholders’ asset shares 
will not be amended from those incorporated into Pearl’s realistic balance sheet 
dated 30 June 2003.  The assumptions used to calculate the asset shares for IB 
business may vary after 30 June 2003. 
 
Where the use of approximations does not materially affect the resulting payouts to 
policyholders, then they may be used.  In addition approximations may be used in 
circumstances where the information needed to perform more accurate 
calculations is not available (or is extremely difficult to obtain without significant 
expenditure).  In this case, the approach will be carried out as accurately as 
possible in the Board’s opinion. 
 
Changes may be made to past and future methodology and assumptions where 
they are material and necessary to maintain equity between policyholders, or to 
maintain the solvency of the fund. 
 
The methodology, parameters and assumptions and all changes thereto are 
formally documented and approved by the Board, having received advice from the 
Chief Actuary, the With-Profits Actuary and from the With-Profits Committee as 
appropriate. 
 

 
Practices 
 
 Asset Share Methodology 
 
6.4.1 For each of the asset share components described in this section, assumptions 

and parameters that are used are based on the actual experience of the fund 
using best data available at the date of investigation.   

 
 Where assumptions and parameters are not material or data not available, either 

industry experience or other data may be used.  Assumptions for future periods 
(where used to project asset shares) are also based on the fund’s recent 
experience and the Board’s expectations of the future. 

  
 Prior to 1 January 2008, asset shares for personal pension and FSAVC policies 

were determined as described in 6.4.2 for traditional with-profits policies. 
 
 The Board determined to restate the asset shares for these policies at 31 

December 2007 by reference to policy transfer values such that in aggregate the 
asset shares for these policies did not change. 

 
 From January 2008 the asset shares for these policies are determined as the 

accumulation of the restated 31 December 2007 asset share as described for 
personal pension and FSAVC policies in 6.4.2. 
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6.4.2 The following table describes the elements currently credited or charged to asset 
shares for specimen policies.   

 

 Element Traditional 
With-Profits 
IB and OB 

Unitised 
With-Profits 
OB  

Personal 
Pension & 
FSAVC   OB 

Reinsured 
business 

 (a) Premiums Premiums 
paid under 
the policy 

Premiums 
paid under 
the policy 

Premiums 
paid under 
the policy 

Note (a) 

 (b) Investment return 
 

Note (b)  Note (b) Note (b) Note (b) 

 (c) Investment  
expenses 

Note (c) Note (c) Note (c) Note (c) 

 (d) Initial expenses Note (d) Note (d) Note (d) Note (d) 
 

 (e) Renewal expenses Note (d) Note (d) Note (d) Note (d) 
 

 (f) Other expenses Note (d) Note (d) Note (d) Note (d) 
 

 (g) Tax on investment 
return 

Note (g) Note (g) Note (g) Note (g) 

 (h) Tax relief on 
expenses  

Note (g) Note (g) Note (g) Note (g) 

 (i) Mortality & 
morbidity costs 

Note (i) Note (i) Note (i) Not charged 

 (j) Early terminations Note (j) 
 

Note (j) 
 

Note (j) 
 

Not charged 

 (k) Paid-up policies 
 

Note (j) 
 

Note (j) 
 

Note (j) 
 

Not charged 

 (l) Partial and regular 
withdrawals 

Note (j) 
 

Note (l) 
 

Note (j) 
 

Note (l) 

 (m) Surrenders at 
protected dates 

Note (j) 
 

Note (j) 
 

Note (j) 
 

Not charged 

 (n) Annuity payments 
 

Not 
applicable 

Not 
applicable 

Not 
applicable 

Not 
applicable 

 (o) Charges for the 
cost of guarantees 
or smoothing 

Note (o) Note (o) Note (o) Note (d) 
 

 (p) Charges for the 
cost of capital 

Note (p) Note (p) Note (p) Not charged 

 (q) Distributions to 
shareholders 

Note (q)  Note (d) Note (q) 
 

Note (d) 
 

 (r) Tax on 
distributions to 
shareholders 

Note (r)  Note (r)  Note (r)  Note (r)  

 (s) Profit and losses 
from other 
business 

Note (s) Note (s) Note (s) Note (s) 

 (t) Estate distribution 
or charge 

Note (t)    Note (t)    Note (t)    Not 
applicable 

 (u) Exceptional items Not 
applicable 

Not 
applicable 

Not 
applicable 

Not 
applicable 

 
Notes 

 
(a) Premiums 
 

For reinsured business, the premiums used in asset share calculations are the 
premiums paid under the specimen policy which are used to purchase units net of 
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any charges.  These charges may include reduced, nil or enhanced allocation 
percentages, additional initial unit charges and a bid/offer spread. 

 
(b) Investment return 

 
The assets of the fund are currently split into a number of groups according to the 
business they support: 

 OB With-Profits business (unitised with-profits reinsured business receives the 
OB With-Profits business return) 

 IB With-Profits business 

 Non-Profit business in the With-Profits fund 

 Reinsured Capital Account Pension business 

 Reinsured Socially Responsible With-Profits business 

 Estate 
 
The investment return used to determine asset shares for a particular product 
group is equal to the investment return achieved on the pool of assets allocated to 
that product group. 
 
The assets of the estate may be further split into a number of additional groups. 
 

(c) Investment expenses 
 

With the exception of unitised with-profits and reinsured business, the fees for 
investment services are charged to asset shares at cost via a reduction to the 
investment yield credited to the assets in the fund. 
 
For unitised with-profits and reinsured business, an annual management charge is 
deducted, partly in lieu of a charge for investment services. 

 
(d) Expenses 

 
With the exception of unitised with-profits and reinsured business, expenses 
representing the actual level of expenses attributed to the policies are deducted 
from asset shares.  Current expense deductions are based on the service 
agreement the fund has with its service company and investment managers.  The 
deductions for expenses incurred prior to the service agreement, are based on 
expense analyses, where available. In certain circumstances, large exceptional 
expenses may be spread over a number of years. 
 
The service company charges the fund a fixed charge per policy and these costs 
are charged to individual policies, via a reduction to the investment yield credited 
to the asset shares.  These costs increase in line with the service agreement with 
the service company. 

 
Directly levied fees which cover costs not already covered by service company 
charges or investment services charges will be spread in a fair manner across all 
relevant policies at cost either as a flat monetary addition to the per policy charge 
or via a reduction to the investment yield credited to the asset shares.  This may 
include treating some of the expenses as arising in future years. 

  
For unitised with-profits and reinsured business, an annual management charge is 
deducted, in lieu of the above expenses, guarantee costs, the recognition of gains 
and losses and shareholder profit where applicable. 

 
(g) Tax on investment return 

 
The amount of tax allocated to each individual policy is based on the policyholders’ 
tax liability of that individual policy, ignoring any synergy benefit from being 
invested along with other policies. As a result, the total policyholder tax charge 
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made against policyholder asset share may be different from the tax charge paid 
by the fund overall. Any difference between the two will be credited / charged to 
the estate. 

 
(i) Mortality and morbidity costs 
 
 Charges are made to asset shares for meeting the cost of mortality and other risks 

under individual policies, with the exception of asset shares for reinsured 
business. 

 
(j) Early terminations 

 
Credits or charges are made to asset shares for profits or losses arising from 
surrenders, with the exception of asset shares for reinsured business. 

 
(l) Partial and regular withdrawals 
 

For unitised with-profits policies asset shares are charged for the actual payouts 
made to policyholders for regular income payments and partial surrenders. 
 
For reinsured business claim payments are charged to asset shares.  These refer 
to payments to policies net of any penalties. 

 
(o) Charges for the cost of guarantees or smoothing 

 
 Smoothing and guarantee adjustments are determined for and shared among the 

with-profits policies in accordance with the product groups below: 
Group 1: Industrial Branch (IB) – Traditional Business 
Group 2: Ordinary Branch (OB) – Traditional Business, Ordinary Branch (OB) – 
Unitised With-Profits (UWP), Ordinary Branch (OB) – Personal Pension (PP) and 
Free Standing Additional Voluntary Contribution (FSAVC)  

 
The fund is credited / debited with smoothing, guarantee and miscellaneous profits 
/ losses.  Such profits / losses arise from the differences between claim payments 
and asset shares.  The aim is that wherever possible, such payments should be 
met by the asset shares through smoothing, guarantee and miscellaneous 
adjustments. 
 
Guarantee adjustments 
 
For OB business, a charge of 0.10% per annum deducted from the investment 
return has been made from 1 April 2002 to 30 June 2007 to reflect the cost of 
guarantees.  The level of this charge is determined by the Board, given actual cost 
of guarantees and policyholders’ reasonable expectations. On 1 July 2007 this 
charge was capitalised and deducted from asset shares.  
 
For IB business, no charge will be made for the cost of guarantees up to 30 June 
2007. Any excess of actual guarantee costs over charges is borne by the estate. If 
the estate is or may be at risk then the asset shares may be adjusted. 
 
From 1 July 2007 there is a periodic charge or credit for the costs of guaranteed 
benefits. This will normally be determined every six months. This charge or credit 
is determined at the end of each period as the difference in the realistic cost of 
meeting guarantees and the value of the assets held in respect of the guarantees 
adjusted for guarantees paid in the period for the relevant product group.  
 
The charge or credit is restricted to a maximum of 1% of the relevant product 
group policy asset shares per annum. To the extent that the limit is exceeded, the 
excess will be carried forward and charged or credited, as appropriate, in the 
following period, subject to Board discretion. The estate may be used to reduce 
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guarantee adjustments to asset shares if in the opinion of the Board these would 
lead to an unfair outcome.  
 
The charge or credit is applied as a percentage charge or credit to asset shares, 
with the same percentage applying to all relevant product group policies. 
 
Smoothing adjustments 
 
From 1 July 2007 there is a periodic charge or credit for the costs of smoothing. 
This will normally be determined every six months.  This charge or credit is 
determined at the end of each period as the aggregate cost of smoothing on the 
relevant product group business during that period. The estate may be used to 
reduce smoothing adjustments to asset shares if in the opinion of the Board these 
would lead to an unfair outcome.  
 
The charge or credit is applied as a percentage charge or credit to asset shares, 
with the same percentage applying to all relevant product group policies.  
 
The estate funds smoothing adjustments on a temporary basis until they are 
charged back to asset shares. 
 

(p) Charges for the cost of capital 
 

No charge is currently made to the fund for the cost of capital as the fund does not 
rely on any capital support from the Non-Profit Fund or Shareholder Fund.  The 
capital policy is described in section 3.4.  The practices relating to receipt of 
support are detailed in section 5.2 
 

(q) Distributions to shareholders 
 
This is equal to a certain proportion of the cost of policyholders’ bonuses. The 
proportion is subject to a maximum of 1/9th. 

 
(r) Tax on distributions to shareholders 

 
 Shareholders’ tax in respect of transfers from the fund is charged to the estate. 
 
(s)  Other business profit or losses 

 
Credits or charges are made to asset shares for profits or losses arising from other 
business, with the exception of asset shares for reinsured business. 
 
The fund contains non-profit business, and this will generate a profit or loss.  In 
addition, profits and losses will emerge from other sources, for example 
surrenders. 
 
For reinsured business, the calculated asset share may also be adjusted for profits 
or losses from miscellaneous sources of surplus as agreed between the boards of 
Phoenix Life Assurance Limited and the reinsured Phoenix Life Limited. 
 

(t) Estate distribution or charge 
 

There is a one off increase to asset shares to reflect the special bonus, paid as a 
result of the segregation of funds under Project Pacific. 
 
Asset shares may be increased by distributions from the estate or reduced by 
charges to the estate.  However these distributions are not guaranteed.  In the 
event of the assets in the fund being insufficient to cover the liabilities then, in the 
first instance, any past asset share enhancements out of the estate will be 
removed to the extent needed to remove the deficit.  See section 6.12.  Any 
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removal of past estate distributions will be limited to the amount of these past 
distributions.  The enhancement to reflect the special bonus under Project Pacific 
will not be removed. The reinsured business does not participate in any estate 
distribution or charge. See section 6.12.1.  
 

6.4.3 All changes to methodology, parameters and assumptions are formally approved 
by the Board, having received advice from the Chief Actuary, the With-Profits 
Actuary and from the With-Profits Committee as appropriate. 

 
6.4.4 Except where payment of a contractual benefit results in a higher amount, and 

except where the amount cannot reasonably be compared with a calculated asset 
share, the target for policy claim payments is that at least 90% fall between 80% 
and 120% of the unsmoothed asset share.  Where notional policies are used for 
this purpose, the policy claim payment will not be compared to its own asset share 
but rather would be adjusted to the size of the notional policy and then compared 
to the asset share of the notional policy.  The longer term aim is to make 
aggregate policy claim payments of 100% of unsmoothed asset share though the 
outcome in any particular year may vary from this longer term aim. 
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Principle  
6.5 Annual Bonus Rates 

 
 The Board sets bonus rates by reference to asset shares. 

 
Policies are grouped into bonus series consisting of broadly similar policies.  A 
new bonus series would be introduced if the Board felt that it was both compatible 
with with-profits policyholders’ reasonable expectations (PRE) and necessary to 
maintain equity between different groups of policyholders. 
 
For business other than reinsured business, the annual bonus is usually set with a 
view that a proportion of the final payout will be made up of final bonus. 
 
If, in the opinion of the Board, the regulatory requirements of the fund are, or may 
be, at risk then bonus rates, surrender values and the amount of smoothing may 
change.  In these circumstances, significant weight will be given to the current 
economic conditions when setting bonus rates (which could be reduced to zero). 
 

 
Practices 
 
6.5.1 In all cases, these practices will be overridden if, in the opinion of the Board, the 

regulatory requirements of the fund are, or may be, at risk (because of for 
example, significant changes in market values of assets, or business losses).  In 
these circumstances, the build-up of guarantees may be reduced through the 
declaration of a low or zero annual bonus.  

 
6.5.2 The methodology, parameters and assumptions and all changes thereto are 

formally documented and approved by the Board, having received advice from the 
Chief Actuary, the With-Profits Actuary and from the With-Profits Committee as 
appropriate. 

 
IB and OB traditional with-profits  

  
6.5.3 For traditional business, the annual bonus rate is normally reviewed at the end of 

each calendar year.  The annual bonus may be set to zero.  If a non-zero level is 
set, it is allocated to the policy on 1 January in the following year, providing all 
premiums due at that time have been paid. 

 
6.5.4 No interim bonuses are declared in respect of IB and OB traditional business. 
 
6.5.5 For compound bonus policies where the policyholder has stopped paying 

premiums and conditions for continuing to participate in future bonuses have been 
met, the rate of annual bonus payable is halved.   

 
 Where policyholders cease premiums under a simple bonus policy, the policy 

becomes non-profit for a reduced amount and no further bonuses will be allocated. 
 
6.5.6 The level of annual bonus is set so as to maintain a buffer for final bonus.   
 
 The future claim payments are estimated using realistic assumptions and the 

annual bonuses set at such a level that if experience turns out to be in line with 
those assumptions, the overall amount of the payout paid in the form of final bonus 
will be in line with the proportion specified.   

 
 Under current investment conditions, the overall target is that 25% of the overall 

value of payouts, calculated before any augmentation provided by the release of 
the estate, will be in the form of final bonus. 
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 Given the aggregate nature of this target, for an individual policy, this final bonus 
buffer may be more or less than 25%.  The overall target is itself subject to review 
and may be changed. 

 
6.5.7 If the estimated payouts detailed in 6.5.6 indicate that the level of final bonus is in 

the overall value of payouts is less than 25% then the annual bonus will be set to 
zero.   

 
6.5.8 Where the financial position of the fund is weak the Board may decide not to 

increase the annual bonus, or to keep the annual bonus at nil, or to reduce the 
annual bonus despite the final bonus buffer being above the 25% target. 

 
6.5.9 Normally the declared annual bonus rate would not be expected to be more than 

2% different to that declared in the previous year. 
 

OB personal pension and free standing additional voluntary contribution 
business 

 
6.5.10 For personal pension and free standing additional voluntary contribution business, 

the annual bonus rate is normally reviewed at the end of each calendar year.  The 
annual bonus rate may be set to zero.   

 
 An interim daily bonus for policyholders claiming during the year is declared.  The 

interim bonus can be changed at any time and is set by reference to the expected 
level of annual bonus.  If the expected level of annual bonus changes, the interim 
bonus will be adjusted to reflect this. 

 
6.5.11 The level of annual bonus is set so as to maintain a buffer for final bonus.   
 
 The future claims payouts are estimated using realistic assumptions and the 

annual bonuses set at such a level that if experience turns out to be in line with 
those assumptions, the overall amount of the payout in the form of final bonus will 
be in line with the proportion specified.   

 
 Under current investment conditions, the overall target is that 25% of the overall 

value of payouts, calculated before any augmentation provided by release of the 
estate, will be in the form of final bonus.   

 
 Given the aggregate nature of this target, for an individual policy this final bonus 

buffer may be more or less than 25%.  This overall target is itself subject to review 
and may be changed. 

 
6.5.12 If the estimated payouts detailed in 6.5.10 indicate that the level of final bonus in 

the overall value of payouts is less than 25% then the annual bonus will be set to 
zero. 

 
6.5.13 Where the financial position of the fund is weak the Board may decide not to 

increase the annual bonus, or to keep the annual bonus at nil, or to reduce the 
annual bonus despite the final bonus buffer being above the 25% target. 

 
6.5.14 Normally the declared annual bonus rate would not be expected to be more than 

2% different to that declared in the previous year. 
 
 OB unitised with-profits business  
 
6.5.15 Daily bonus rates, as described in 6.2.4 are set with regard to the expected 

average return in the medium term future on the underlying assets, less 
  

 the expected level of tax and charges, as appropriate; 

 a margin to allow for gains and losses; and 
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 a margin for final bonus. 
The deductions above may vary in size from time to time.  The rates of daily bonus 
may be changed at any time, although they are normally reviewed quarterly.  The 
periodic review of bonus rates has regard to profits and losses on terminating 
policies. 
 
Reinsured business  
 

6.5.16 Annual bonus rates for the calendar year are normally declared at 31 December 
and interim bonus rates for the following year are set at the same time. 

 
6.5.17 For reinsured business, other than Capital Account business, interim bonus rates 

are set at a level of the expected average return in the medium term future on the 
underlying assets, less the expected level of tax and charges as appropriate less a 
margin to allow for either some final bonus to emerge or market value reductions 
to reduce.  The margin may vary in size from time to time.  The interim bonus rates 
may be changed at any time.  

 
6.5.18 For Capital Account business, it is intended to set the interim bonus rate at the 

start of each year at a level consistent with the expected return on the underlying 
assets, plus or minus an adjustment designed to bring the business more closely 
into line with the asset shares. 

 
6.5.19 The declared annual bonus rates would normally be the same as the interim 

bonus rates or less, if in the opinion of the Board, the regulatory requirements of 
the fund are, or may be, at risk by declaring rates equal to the interim rates. 

 
6.5.20 Annual bonus rates on reinsured business other than Capital Account business 

would not normally be expected to reduce or increase by more than two percent 
per annum. 

 
6.5.21 Annual bonus rates on Capital Account business would not normally be expected 

to reduce or increase by more than two percent per annum.
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Principle  
6.6 Final Bonus Rates 

 
 The Board sets bonus rates by reference to asset shares. 

 
Policies are grouped into bonus series consisting of broadly similar policies.  A 
new bonus series would be introduced if the Board felt that it was both compatible 
with with-profits policyholders’ reasonable expectations (PRE) and necessary to 
maintain equity between different groups of policyholders. 
 
For business other than reinsured business, the annual bonus is usually set with a 
view that a proportion of the final payout will be made up of final bonus. 
 

 
Practices 
 
6.6.1 The sections below refer to the practices for setting final bonuses, before any 

augmentation to final bonus provided by a release of the estate, for each of the 
main lines of business. 

  
 In all cases, these practices will be overridden if, in the opinion of the Board, the 

regulatory requirements of the fund are, or may be, at risk (because of, for 
example, significant changes in market values of assets, or business losses).  In 
these circumstances, the Board may target payouts at less than 100% of asset 
shares, subject to paying out a minimum of the guaranteed benefits. 

 
6.6.2 The methodology, parameters and assumptions and all changes thereto are 

formally documented and approved by the Board, having received advice from the 
Chief Actuary, the With-Profits Actuary and from the With-Profits Committee as 
appropriate. 

 
 IB and OB traditional, personal pension and FSAVC with-profits business 
 
6.6.3 Final bonuses are normally reviewed and set every six months such that the final 

payout targets 100% of unsmoothed asset share over time subject to guarantees 
and smoothing. 

 
6.6.4 For business other than PP and FSAVC, the final bonus rate is determined for 

each bonus year by reference to the projected asset shares of the policies.  Where 
bonus year is the year from which the policy becomes entitled to participate in 
bonuses. 

 
 For PP and FSAVC, up to and including 31 December 2007, a similar approach is 

adopted but the final bonus rate is determined for each year the policy participates 
in profits (see 6.6.8 for the approach to be adopted thereafter).  

 
 For PP and FSAVC, the asset share calculations, which underlie the bonus rates, 

are performed using notional policies with relevant characteristics, such as age 
and level of benefits, for each bonus series.  In these calculations, approximations 
and considerations of materiality may be applied in determining the notional 
policies used. 

 
 For IB and OB traditional business, the aggregate asset share, which underlies 

bonus rates, is calculated by summing the individual asset shares for notional 
policies with relevant characteristics such as age and sum assured for each bonus 
series.  In each of these calculations, approximations and considerations of 
materiality may be applied in determining the notional policies used. 
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6.6.5 In performing this exercise, for business other than IB and OB traditional business, 
any excess of guaranteed benefits over asset shares are ignored.  This is done so 
that if the guaranteed benefit under a notional policy is greater than asset share, 
this does not result in a reduction of final bonus on other notional policies. 

 
 In performing this exercise for IB and OB traditional business any excess of the 

aggregate guaranteed benefits over the aggregate asset shares for a given bonus 
year are ignored.  This is done so that if the aggregate guaranteed benefits for a 
given bonus year is greater than aggregate asset shares, then this does not result 
in a reduction of final bonus on other bonus years. 

 
6.6.6 The unsmoothed final bonus rates may be further adjusted as described in 6.7 to 

allow for smoothing and consistency between bonus years. 
 
6.6.7 The same final bonus rates apply for both death and maturity where the final 

bonus is paid on death. 
 
6.6.8 With effect from 1 January 2008, final bonuses for PP and FSAVC are not as 

described above but are determined for each individual policy element such that 
the final payout targets 100% of unsmoothed asset share over the time subject to 
guarantees and smoothing. 

 
6.6.9 Full weight is given to recent economic experience in determining asset shares.  

As such payouts are similarly impacted, unless the smoothing process acts so as 
to restrict this link between the asset shares and payouts. 

 
 OB unitised with-profits business 
 
6.6.10 Final bonuses are determined for each individual policy such that the final payout 

targets 100% of unsmoothed asset share over time subject to guarantees. 
 
6.6.11 A global final bonus rate is determined for each bonus series.  This rate is 

determined by comparing the aggregate asset share with the sum of the 
investment units and the bonus units for the bonus series.  The global final bonus 
rate is normally reviewed and set fortnightly. 

 
6.6.12 An individual policy final bonus rate is calculated by comparing the sum of the 

investment units and the bonus units allocated to the policy to the asset share for 
the policy. 

 
6.6.13 The applicable final bonus rate is set by reference to the calculated individual rate 

having regard to the global rate for the bonus series. 
 
6.6.14 Full weight is given to recent economic experience in determining asset shares.  

As such payouts are similarly impacted, unless the smoothing process acts so as 
to restrict this link between the asset shares and payouts. 

 
 Reinsured business 
 
6.6.15 Final bonuses are determined such that the final payout targets 100% of asset 

share over time subject to guarantees and smoothing.  The asset share 
calculations, which underlie the bonus rates, are performed using notional policies 
with relevant characteristics, such as age and level of sum assured, for each 
bonus series.  In these calculations, approximations or considerations of 
materiality may be applied in determining the notional policies used. 

 
6.6.16 Final bonus rates are determined for each tranche of business, typically grouped 

quarterly by date of premium payment.  Separate bonus rates are determined for 
Socially Responsible with-profits business and other reinsured business excluding 
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Capital Account business.  No final bonus is applicable to Capital Account 
business. 

 
6.6.17 Rates are normally reviewed monthly and are changed at least quarterly and are 

subject to smoothing. 
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Principle  
6.7 Smoothing 

 
 To avoid significant changes in benefits over time for policies within the same 

bonus series, or for certain similar groups of policies within bonus series, 
smoothing is applied.  This limits the changes in payouts from one period to the 
next. 
 
Where smoothing is applied it is intended for smoothing costs after 1 July 2007 to 
be neutral over time.  This will be achieved by tracking the payouts made to 
policyholders and debiting / crediting the smoothing cost to asset shares.  The 
estate of the Pearl With-Profits Fund may be used to reduce smoothing 
adjustments to asset shares if in the opinion of the Board these would lead to an 
unfair outcome.  Given the process there is no total scale or cost of smoothing to 
the fund over the shorter term that should not be exceeded. 
 

 
Practices 
 
6.7.1 The sections below set out the smoothing practices for the main lines of business.  

In all instances, the smoothing approach described for each product group applies 
equally to different generations of policyholders.  There is no overall limit to the 
cost of smoothing for any product, but smoothing is subject to the overall solvency 
of the fund and the existence of sufficient excess assets of the with-profits fund to 
meet regulatory requirements. 
 

6.7.2 Smoothing is applied to payouts determined before any augmentation to final 
bonus for release of the estate.  The augmentation to final bonus for any release 
of the estate is unsmoothed. 

 
6.7.3 Profits / losses from this smoothing are shared among the with-profits policies in 

accordance with the product groups below: 
 Group 1: Industrial Branch (IB) traditional business 
 Group 2: Ordinary Branch (OB) traditional business, Ordinary Branch (OB) 

unitised with-profits (UWP), Ordinary Branch (OB) personal pension (PP) and free 
standing additional voluntary contribution (FSAVC). 

 
 Profits and losses arising from smoothing Group 1 policies are shared among 

Group 1 policies. 
 
 Profits and losses arising from smoothing Ordinary Branch (OB) traditional 

business, Ordinary Branch (OB) personal pension (PP) and free standing 
additional voluntary contribution (FSAVC) are shared among the Group 2 policies. 

  
6.7.4 The aim is that, wherever possible, such profits and losses should be met by the 

asset shares through smoothing adjustments. 
 
6.7.5 The methodology, parameters and assumptions and all changes thereto are 

formally documented and approved by the Board, having received advice from the 
Chief Actuary, the With-Profits Actuary and from the With-Profits Committee as 
appropriate. 
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  Industrial Branch (IB) and Ordinary Branch (OB) traditional business, 
personal pension (PP) and free standing additional voluntary contributions 
(FSAVC) 

 
6.7.6 For traditional policies where final bonus changes are normally twice a year 

smoothing is applied to maturity or retirement values, and is done by limiting the 
changes in final bonus rates.  Normally the change in final bonus rates for a policy 
will be limited so that the increase or reduction in total maturity or retirement 
payout (excluding any estate distribution) compared to a position where bonus 
rates are not changed is not more than 7.5% at each six monthly review. 

 
6.7.7 For traditional policies, surrender value bases are normally reviewed twice a year, 

and smoothing is applied by limiting the change in immediate surrender value for 
policies.  Normally the surrender value for specimen model policies will not change 
by more than 10% at each six monthly review.  Surrender values may change in 
between reviews because in many cases the surrender values are calculated 
using formulae that depend on factors such as term remaining which change over 
time. 

 
6.7.8 However, if it is necessary to enable the fund to continue to meet the objectives 

set out in the guiding principles in section 5 sometimes larger changes are made 
in final bonus rates and surrender values. 

 
 If there has been a significant change in premium rates then larger changes than 

those described above may be made so that final bonus rates and surrender 
bases remain consistent with the premium rates on which the business was 
generally written.  Where premium rates were revised with the intention of 
changing payouts, then smoothing will not be applied, so that the change in 
payouts intended by the premium rate changes does occur. 

 
 For both maturity and retirement values, and surrender values, any change to 

payouts that results from changes in the distributable estate, if any, will be 
additional to the limits described and will not be subject to smoothing.  Also where 
there have been significant changes in methodologies and practices, the impact 
may not be managed within the normal smoothing rules. 

 
 For PP and FSAVC policies, the smoothing applied to surrender values is 

described in 6.8.11 
 
 Ordinary Branch (OB) – Unitised With-Profits (UWP) 
 
6.7.9 The payouts under UWP policies are set to target the asset share and there is no 

maximum amount by which the level of payout can change from year to the next.  
However given the fact that the bonuses do not reflect day to day market 
movements, there will be a series of over and underpayments relative to the asset 
share which are met from the estate. 

 
 Reinsured Business 
 
6.7.10 The targets under reinsured policies are set to target the asset share and there is 

no maximum amount by which the level of payout can change from one year to the 
next.  However, given the bonuses do not reflect the day to day movements, there 
will be a series of over and underpayments relative to the asset share. 

 
6.7.11 There is no automatic method for smoothing.  However, extreme changes in the 

investment return may be smoothed by setting different final bonuses or market 
value reductions than would normally be the case.  The extent of such smoothing 
is reduced if discontinuances become excessive; for example if this would 
otherwise impact the financial security of the fund or lead to significant inequity. 
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Principle  
6.8 Surrender Values 

 
 Surrender values will be set with reference to the policy’s asset share, plus any 

augmentation provided by release of the estate.  The fund applies market value 
reductions, or changes to surrender bases for with-profits policies that are not 
unitised, to reflect changes in underlying asset shares.  Surrender values may be 
subject to smoothing, and may vary considerably in line with movement in asset 
shares.  Surrender values as determined will be subject to guaranteed minimums, 
where provided by the contract terms. 
 
 

 
Practices 
 
6.8.1 Non-protected exits refer to surrenders and transfers for pension business.   
 
6.8.2  The practices applying to the calculation of surrender values for with-profits 

policies vary by product and are described below.  Certain policies have surrender 
values guaranteed in the contract or prescribed by regulation.  Where the 
application of these practices produces surrender values that are below these 
levels, the guaranteed or regulatory benefits will be paid.   

 
6.8.3 Except for levels prescribed by regulation and guarantees, these practices will be 

overridden if in the opinion of the Board, the regulatory requirements of the fund 
are, or may be, at risk.  In these circumstances the Board may set payouts to 
target less than 100% of asset share. 

 
6.8.4 The surrender values of non-profit policies within the with-profits fund are not 

described in these practices. 
 
6.8.5 The methodology, parameters and assumptions and all changes thereto are 

formally documented and approved by the Board, having received advice from the 
Chief Actuary, the With-Profits Actuary and from the With-Profits Committee as 
appropriate. 

 
 Industrial Branch (IB) and Ordinary Branch (OB) – Traditional business, 

Personal Pension (PP) and Free Standing Additional Voluntary Contribution 
(FSAVC) 

 
6.8.6 Surrender values are based on a formula designed to ensure surrender values 

paid meet the target in 6.4.4.  The asset share calculations, for this purpose, are 
performed using notional policies with relevant characteristics, such as age and 
level of sum assured / benefits.  In these calculations, approximations or 
considerations of materiality may be applied in determining the notional policies 
used. 

 
6.8.7 While asset shares are targeted, the operation of the formula means that some 

surrender payments will be higher or lower than asset shares.  For example, the 
amounts payable to policies surrendering in the first few years of the policy’s life 
may exceed asset shares, particularly where the asset share is negative (for 
example as a result of expenses).  In addition, in between review dates 
fluctuations in asset shares will also lead to payments varying by asset shares. 

 
6.8.8 In the circumstances described, any overpayment relative to asset share is funded 

from the estate of the Pearl With-Profits Fund until passed back to the asset 
shares, and any underpayment is credited to the estate of the Pearl With-Profits 
Fund until credited back to the asset shares. 
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6.8.9 Surrender values are normally reviewed every six months.  However, the fund may 
review surrender values whenever it is deemed necessary. 

 
6.8.10 For the avoidance of doubt, in the approach described above, surrender values at 

particular policy durations are not related or compared to the actual maturity 
benefits of policies of the same duration. 

 
6.8.11 With effect from 1 January 2008, surrender values for PP and FSAVC policies are 

smoothed for each individual policy element such that the maximum year on year 
change in payouts, under normal circumstances is 15%, rather than the process 
described above.  Underlying this maximum change in payouts is the scale 
detailed in 6.7.7.  This limit is not subject to regular review.  In making this 
comparison any premiums paid in the previous year are not taken into account. 

 
 Ordinary Branch (OB) – Unitised With-Profits (UWP) 
 
6.8.12 Surrender values are equal to the value of investment units less any fixed 

penalties applied plus the value of the bonus units added plus any final bonus as 
determined using the same approach as the maturity final bonus. 

 
6.8.13 For a small group of policies issued during 1995, market value reductions may be 

applied.  The aim of the market value reduction is to broadly equate surrender 
payments to asset shares.  The market value reductions are implemented as a 
reduction to the final bonus and can lead to negative final bonus. 

 
6.8.14 Where no market value reduction applies, there is no distinction made between 

surrendering and maturing policies when determining final bonus. 
 
6.8.15 Market value reductions do not apply to UWP policies sold since 1 January 1996. 
 
6.8.16 Any strain on regular withdrawals arising from the exercise of contractual options 

will be borne by the estate of the Pearl With-Profits Fund. 
 
 Reinsured business 
 
6.8.17 A final bonus, increasing policy proceeds, or market value reduction, reducing 

policy proceeds, may be applied on early termination or claim event.  The amount 
of final bonus, or market value reduction, will depend on the premium invested, the 
date the investment was made, and how much the assets of the fund have grown 
since the date compared to the amount of annual bonus already declared.  Market 
value reductions will not be applied to claims as a result of death, or to regular 
income payments, or on some retirements depending on contract terms. 

 
6.8.18 Final bonuses are determined such that the final payout targets 100% of asset 

share over time subject to guarantees and smoothing.  The asset share 
calculations, which underlie the bonus rates, are performed using notional policies 
with relevant characteristics, such as age and level of sum assured for each bonus 
series.  In these calculations approximations or considerations of materiality may 
be applied in determining the notional policies used. 

 
6.8.19 Final bonus rates are determined for each tranche of business, typically grouped 

quarterly by date of premium payment.  Separate bonus rates are determined for 
Socially Responsible With-Profits business and other reinsured business excluding 
Capital Account business.  No final bonus is applicable to Capital Account 
Pensions business. 

 
6.8.20 Rates are normally reviewed monthly and are changed at least quarterly and are 

subject to smoothing. 
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Principle  
6.9 Investment Strategy 

 
 The investment strategy for the fund is set to maximise returns having regard to 

the solvency position of the fund, the nature and extent of guarantees in the 
portfolio, the expected liquidity requirements to meet cash outflows and with 
reference to the asset mix for peer group companies.  The assets of the fund are 
invested in a range of asset classes with varying degrees of risk.   
 
The fund aims to hold a target percentage of its assets within each asset class so 
as to maintain an asset mix which is consistent with the interests of policyholders 
(subject to such constraint as may be necessary to meet solvency and regulatory 
capital requirements. The investment mandate given to the investment managers 
contains detailed requirements as to the type of asset that are acceptable 
investments and the target percentage of each asset class that the fund aims to 
hold.  The mandate gives a range of values within which the actual proportion 
invested in each asset class must lie, which allows the investment managers 
some flexibility in order to try and maximise returns within the risk requirements of 
the fund.  The investment mandate has counterparty limits within it.  The objective 
is to avoid significant aggregate exposure to any individual counterparty limit. 
 
Within each asset class, as far as possible, a diversified range of assets subject to 
counterparty limits will be held. Shareholder Funds are not taken into account 
when setting investment strategy. 
 
The fund may invest in derivative instruments to implement investment decisions 
where it is deemed efficient to do so.  In addition, derivatives may be used to 
change the risk profile of the fund.  Any derivative investments will be subject to 
counterparty limits as well as the approval of the Investment Committee.  
 
The target percentage invested in each asset class will be altered in 
circumstances where there is an unacceptably high risk that regulatory capital 
requirements may be breached, that guarantees may not be met, or that it will not 
be possible to apply the stated smoothing policy.  If in the opinion of the Board, 
the regulatory requirements of the fund are or may be at risk, then the investment 
mix of assets held will be adjusted as deemed necessary.  At the same time, if 
appropriate to enable the fund to pursue an investment strategy in the best 
interests of policyholders, regard shall be taken of any excess assets over 
regulatory capital requirements (if any) in the Non-profit Fund and Shareholder 
Fund (but not any other fund) in setting investment policy, if this is considered 
necessary to ensure that the investment policy is consistent with policyholders’ 
reasonable expectations. 
 
No future material investments will be made on behalf of the fund in non-tradeable 
assets.   
 
Assets allocated to the fund may be hypothecated providing that, in the opinion of 

the Board, having taken appropriate advice (including appropriate actuarial 

advice) the hypothecation: 

(i) is unlikely to have a material adverse effect on the interests of any group or 

generation of holders of policies allocated or reassured to the fund;  

(ii) is unlikely to have an adverse effect on the interests of holders of policies 

allocated or reassured to the fund considered as a whole; and 

(iii) is unlikely, where applicable, to have a material adverse effect on the interests 

of any group or generation of policyholders in any other with-profits fund. 
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Practices 
 
6.9.1   The Board receives advice on its investment strategy for the fund from its 

Investment Committee taking account of a variety of considerations, including our 
approach to responsible investment.  The Board will also receive advice from the 
With-Profits Committee and the With-Profits Actuary on any material proposals to 
change investment mix, or invest in new types of asset. 

 
6.9.2  The investment strategy is documented in a series of investment management 

agreements between the fund and its investment managers.  The Investment 
Committee oversees the investment managers to ensure that the investments held 
are in accordance with the investment management agreements.   

 
6.9.3 The investment management agreements set out any limits on matters such as: 

 The types of investment that may be held. 

 The maximum amount that can be invested in any single currency. 

 The maximum amount that can be invested in any single asset class / 

investment sector / country. 

 The maximum extent to which the manager might hold assets which are 
different to the benchmark (guideline) portfolio in order to enhance returns 
(these include restrictions in terms of credit quality, term / duration and 
amounts of individual holdings). 

 The minimum credit rating quality of assets (as specified by the main rating 
agencies such as Standard & Poor’s and Moodys). 

 The maximum amount of gearing within the fund (that is, the maximum 
amount of borrowing the fund may undertake to invest in new assets) 

 Exposure to sectors or companies that do not align with our approach to 
responsible investment, for example Tobacco. 

 
6.9.4 Before investing in new types of investment, the Board will obtain the advice of the 

investment managers and the Investment Committee on the benefits and risks.  
The Board will also notify the With-Profits Actuary and the With-Profits Committee 
of these proposed new types of investment and they may then, at the Board’s 
request or on their own initiative, provide the Board with their own advice. 

 
6.9.5 The fund may lend its assets in return for a fee, subject to receipt of appropriate 

collateral as security.  Any stock lending is subject to documented agreements 
between the fund, its investment managers and its lending agents.  The 
Investment Committee advises the Board on the terms under which stock lending 
takes place and oversees the operation of stock lending arrangements to ensure 
that they are in accordance with the agreements. 

 
 Asset Mix  
 
6.9.6 The assets within the fund are separated into different asset pools. This separation 

may be either physical (where the investment managers run a separately 
identifiable asset pool) or notional (where rather than holding separate assets, we 
internally apportion the returns within the fund as if separate asset pools were 
held).   

  
6.9.7 Different asset pools, with different asset mixes are currently held in respect of: 

(1) asset shares 
(2) liabilities for options and guarantees 
(3) liabilities for Non-profit policies and other liabilities 
(4) the estate of the Pearl With-Profits Fund.  
 

6.9.8 Within asset shares, the asset mix is set separately for: 
 (a) OB With-Profits business (excluding: (c) and (d) below) 
 (b) IB With-Profits business 
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 (c) OB Reinsured Socially Responsible With-Profits business, and 
 (d) OB Reinsured Capital Account Pensions business. 
 

6.9.9 Currently, the same asset mix is adopted for policies of type (a) and (b) above but 
different asset mixes may be adopted in future. 

 
6.9.10  The overall asset mix of the fund is the result of combining the assets in each of 

the underlying asset pools.      
 
6.9.11 Regular calculations to assess the assets and liabilities of the fund and the amount 

of capital that would be needed to withstand a range of adverse shocks are carried 
out.  The asset mix, including the asset mix within asset shares, will be altered in 
circumstances where there is an unacceptably high risk that regulatory capital 
requirements may be breached, that guarantees may not be met, or that it will not 
be possible to apply the stated smoothing policy.  

 
6.9.12 Assets held outside of the fund may have their own separately determined asset 

mix.   
 
 Asset Shares 
 
6.9.13 The fund aims to maintain an exposure to growth investments for OB and IB With-

Profits business. Growth investments have higher risk than other investments 
(such as cash and bonds) but are expected to produce a higher long-term return. 
The value of the Growth investments may therefore be more volatile.  Growth 
investments will normally consist of equity shares (including private equity), 
commercial property and hedge funds.  However, the investment managers may 
also choose to hold other types of investment within the growth investment 
category.  If holdings in other types of investments are to be anything more than a 
very small proportion of the growth investments then this will be subject to the prior 
agreement of the Investment Committee.  

  
6.9.14 The equity shares will be held in a mix of UK and overseas companies, the 

majority of which are listed and traded on the major stock exchanges.  However 
the equity shares will also include a proportion of private equity investments which 
are less liquid and may therefore take longer to sell, should the fund wish to.  
Some of the private equity investments involve commitments to make further 
investments if called.  Some of the private equity investments are structured in 
such a way as to give a higher risk reward profile making them potentially more 
volatile.  

 
 Within the equity shares there is a very small exposure (less than 1% of asset 

share) to the equity of collateralised debt obligation structures which are also less 
liquid and potentially more volatile.  

 
6.9.15 The property investments may be in both UK and overseas properties, and may be 

held directly, or through specialist funds.   
 
 A significant proportion of the property investment is through specialist funds. 

Some of the specialist funds are geared which means they have borrowed against 
their properties to increase the potential profits or losses.  Some of the specialist 
funds are structured so that the returns from the underlying property are split to 
offer different investors a different investment profile, such as lower returns with 
lower risk or higher returns with higher risk.  The fund holds various types of such 
instruments in its growth investments.  Some of the specialist funds have end 
dates at which they will be liquidated, with the underlying assets being sold and 
returned to investors.  Where the specialist funds have borrowings that become 
repayable at a certain date, then they will have to refinance those borrowings, or 
sell assets to repay the borrowings.  Consequently the value of an investment in a 
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specialist fund may be affected by the expected availability and cost of borrowing 
at the refinance date, as well as by the value of its assets.  

 
6.9.16  The hedge funds are invested in a range of different funds running different 

specialist strategies, across different territories.   
 
6.9.17 The balance of the asset shares that are not invested in growth investments are 

invested in a mixture of cash and fixed interest securities (bonds issued by 
governments and corporate bonds issued by companies).  Although such 
investments are generally considered to be lower risk than the growth 
investments, the values of such investments can still be significantly affected by 
market rates of interest, company or government defaults or debt restructures, and 
the levels of market liquidity.  A small amount is held in a fund of leveraged loans.  

 
 The majority of the bonds that are not issued by governments will normally be 

investment grade (i.e. rated BBB- or higher by a recognised rating agency), but the 
fund may also have an exposure to lower rated or unrated bonds, including 
emerging market bonds and high yield bonds. 

 
 Hypothecation of fixed interest assets by term remaining was introduced from 1 

January 2020 for traditional policies to reduce the volatility of policyholder returns 
near maturity. The return on the fixed interest assets attributed to the traditional 
policy asset share will reflect the term remaining of the policy.  

 
6.9.18 Returns on emerging market debt do not reflect the term remaining, but rather 

reflect the overall return on such debt. 
 
6.9.19 If it is considered by the Board to be appropriate, then, subject to actuarial advice, 

further hypothecation of the assets in the fund may be introduced.     
 
6.9.20 Although the asset shares are invested in a number of assets that might be 

considered higher risk in their own right, by having exposure to a range of different 
assets and risks, the overall investment mix within the asset shares is well 
diversified and is designed to give an appropriate overall balance between risk and 
return.   

 
6.9.21 The guideline asset mix ranges for asset shares are: 
 

 All business 

Fixed interest and cash 35% to 55% 

Equities including 
private equity and 
alternative assets 

35% to 55%  

Property 5% to 15% 

 
Although the overall equity range will remain applicable, over time the target 
percentages for private equity and alterative assets will reduce. 

 
6.9.22 From time to time the actual asset mix will be different from the guideline mix due 

to market movements and active management decisions taken by the investment 
managers or the Investment Committee.  

 
 Liabilities for Policy Options and Guarantees 
 
6.9.23 We assess how the expected cost of the guarantees and options inherent in the 

with-profits policies, net of the value of expected future guarantee charges and 
early termination profits, will change as the prices of the growth investments rise 
and fall and as market volatilities and interest rates change.  A mix of assets which 
will broadly change in line with the change in the net cost of the guarantees is 
identified.  This asset mix may require a short position in growth investments to be 
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adopted and a long position in fixed interest securities or cash.  It may also require 
the use of financial instruments such as interest rate swaps, interest rate options, 
equity futures, equity options or other derivatives.   

 
6.9.24 Because the appropriate asset mix to back guarantees and options will change as 

the prices of growth investments, interest rates, credit spreads and volatility 
change, it is not possible in practice for our investments to match exactly these 
liabilities.  However we periodically assess the appropriate asset mix, and may 
make interim changes if there have been particularly large market movements.   

 
 Liabilities for Non-profit policies and other liabilities 
 
6.9.25 Assets backing the liabilities for non-profit policies are invested in fixed interest 

securities chosen to broadly match the duration and amount of the liabilities.  
Assets backing unit-linked liabilities which are not wholly reinsured are invested in 
the assets used to determine the value of the unit liability.  Assets backing RPI-
linked liabilities or expense reserves are invested in index-linked securities or 
inflation linked derivatives.  Assets backing short-term liabilities are invested in 
cash or short-term debt.  Assets backing additional benefits granted to certain 
policyholders with mortgage endowment policies, and certain pension 
policyholders whose policies were missold, are invested using a similar approach 
to that described in 6.9.23 above.     

 
 Estate 
 
6.9.26 Assets representing the estate of the Pearl With-Profits Fund are mostly invested 

in fixed interest securities.  However if the estate is large in relation to the potential 
risks facing the fund, then part of the estate may be invested in growth 
investments in line with the asset mix of the asset shares. 

 
Currency 

 
6.9.27 The currency exposure arising from any investment in overseas equities or 

emerging markets is not normally hedged, and so the return achieved by the fund 
depends on both performance of the investments and any movement in currency 
exchange rates.  Currency exposures from any other types of investments 
denominated in currencies other than sterling are normally hedged, unless the 
liabilities that the assets are backing are also denominated in another currency.   

 
 Derivatives 
 
6.9.28 Derivatives are normally only used for efficient portfolio management or to reduce 

investment risk.  For example derivatives may be used to make changes in 
investment allocations more rapidly or cheaply than could be done directly through 
the markets.  Similarly, for example, they are also used to improve the matching of 
the assets and liabilities. Derivatives having the effect of growth investments will 
be treated as such.    

 
 Investment Managers 
 
6.9.29 The majority of the investments are currently managed by the investment 

managers, who may outsource the management of some of the assets under 
arrangements in place with other specialist managers. 

 
6.9.30 The hedge funds are managed by the investment managers although they are 

then invested in a range of other hedge funds run by other managers. 
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Assets not normally traded 
 
6.9.31 The fund does not currently hold any material assets such as properties occupied 

by Phoenix Life Assurance Limited or shareholdings in subsidiary companies that 
would not normally be traded because of their strategic importance to the fund or 
the Phoenix Group.  
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Principle 
6.10 Business Risks 

 
 Subject to any future hypothecation of assets in the fund, with-profits policyholders 

are entitled to share in the total profits of the fund, and therefore are exposed to 
the business risks of the fund including the ongoing maintenance of other existing 
with-profits policies and non-profit policies in the fund. Existing business risks are 
monitored on a regular basis. 
 
The fund seeks to avoid taking on new business risks and is managed in such a 
way as to minimise the existing business risks.  
 
Where a business risk (other than the provision of guaranteed and contractual 
benefits charged to asset shares; smoothing risk; and the profits or losses on non-
profit business associated with a particular bonus series of with-profits business) 
results in additional cost or reserve requirements and the fund has been deemed 
liable, the aim will be to charge these additional costs to the Pearl With-Profits 
Fund estate. In doing this, distinction will be made between IB and OB business, 
where possible. If the estate is exhausted then the costs will be met by the 
Shareholder, either from the Non-Profit Fund or the Shareholder Fund.  
 
The profits / losses from the provision of guaranteed and contractual benefits 
charged to asset shares, smoothing risk, and the profits or losses on non-profit 
business associated with a particular bonus series of with-profits business are 
shared among the with-profits policies in accordance with the product groups 
below: 
Group 1: Industrial Branch (IB)  - Traditional  Business 
Group 2: Ordinary Branch (OB) – Traditional Business, Ordinary Branch (OB) 
Unitised With-Profits (UWP), Ordinary Branch (OB) – Personal Pension (PP) and 
Free Standing Additional Voluntary Contribution (FSAVC) 
 
Should the grouping above have no flexibility to absorb any losses emerging (due 
to, for example, guarantees), the losses will be treated in the same way as other 
business risks, as detailed above. 
 
For reinsured business, no profits or losses arising from non-profit policies are 
shared with this business. 
 

 
Practices 
 
6.10.1 The fund is no longer taking on any additional types of business risk.  For the 

current business risks, there are limited opportunities to affect the impact of such 
risks on the fund. 

 
6.10.2   Current and potential sources of business risk are described below.   

 
 Non-profit business 

 
6.10.3 The most material non-profit business in the fund relates to certain policies, which 

have been made paid-up.  In the normal course of events, profits or losses can be 
expected to arise from miscellaneous sources, such as mortality or surrender.  
These profits or losses are credited in accordance with principle 6.10 above. 

  
 Pensions mis-selling 

 
6.10.4 The fund has agreed to compensate certain policyholders who were incorrectly 

advised to transfer out of company pension schemes and into personal pensions 
and full reserves have been established.  There is still a risk that the reserve may 
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not be sufficient.  The cost of this exercise (including compensation costs) is borne 
by the Pearl With-Profits Fund estate. 

 
 Other liability issues 
 
6.10.5 There is a risk that other liabilities may arise that have not yet been discovered.  If 

such an issue were to emerge, this could result in a requirement for compensation 
payments to be made.  The aim is that wherever possible, such payments should 
be met by the Pearl With-Profits Fund estate.  

 
 Smoothing Risk 
 
6.10.6 The fund is credited / debited with profits/losses arising from the with-profits 

policies.  Such profits / losses arise from the differences between claim payments 
and asset shares.  The aim is that wherever possible, such profits / losses should 
be met by the asset shares.  Refer to 6.7. 

 
 Insurance Risk 
 
6.10.7 These cover the risk that certain contractual benefits become significantly more 

valuable and as a result reduce asset shares.  This would only happen if there 
were an additional cost in excess of current amounts provisioned against them.  
An example of this risk is guaranteed annuity options. 

 
6.10.8 The fund has provided certain guarantees in relation to shortfalls under mortgage 

endowment policies and full reserves have been established.  There is still a risk 
that the reserve may not be sufficient.  The cost of this residual guarantee, 
including any additional reserves which may be required if current reserves prove 
not to be sufficient (including compensation costs) is borne by the Pearl With-
Profits Fund estate. 

 
 Outsourcer Risk 
 
6.10.9 Investment management services have been outsourced to the investment 

managers and administration services have been outsourced to Pearl Group 
Services Limited (PGS).  There is a risk that the investment managers and / or 
PGS fail to provide an adequate service or cease to trade.   
 
Should PGS be unable to meet any of its obligations to provide services then 
Phoenix Life Assurance Limited would request that Phoenix Group, as owners of 
PGS step in to restore the position. Should Phoenix Group not do this, then 
Phoenix Life Assurance Limited would attribute any losses to the Shareholder 
Fund or Non-Profit Fund, and the fund would only be affected if the Shareholder 
Fund or Non-Profit Fund had insufficient excess assets to bear the losses. 
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Principle  
6.11 Expenses and Charges 

 
 The fund is charged for the costs of managing the Industrial Branch (IB) and 

Ordinary Branch (OB) – Traditional Business, Personal Pension (PP) and Free 
Standing Additional Voluntary Contribution (FSAVC) with-profits business.  A fair 
and equitable attribution system based on actual incurred costs will be used.  The 
costs may be charged to asset shares via an annual management charge.  Where 
services are provided by other related companies within the Group Structure, 
these will be charged on commercial terms.  Any changes to these terms will be 
subject to the approval of the Board. 
 
Ordinary Branch (OB) - Unitised With-Profits (UWP) and reinsured business with-
profits business is levied a specified annual management charge which may be 
varied if the costs of managing the business change materially. 
 
Any changes applied to with-profits policies in the fund by reference to solvency or 
financial position or prospects shall be determined by reference to the solvency or 
financial position or prospects of the Pearl With-Profits Fund only. 
 

 
Practices 
 
6.11.1 Administrative services are currently provided to the fund by the service company.  

Investment services are provided by a number of investment management 
companies. 

 
6.11.2 The agreement with the service company is a perpetual agreement and is not 

expected to be renegotiated, but charges may be amended in respect of major 
regulatory change.  The agreement can however be terminated for material failure 
to meet service standards or other non-compliance with the agreement.  We 
regularly monitor service standards.   

 
 Value added fees for work outside the service level agreements are charged 

separately.   
 
Investment performance is monitored continuously and the arrangements with the 
investment management companies may be terminated in accordance with agreed 
notice periods.  

 
6.11.3 There are three kinds of charges levied on asset shares in the fund, excluding 

UWP and reinsured business: 
 

(a) The service company charges the fund a fixed charge per policy and these 
costs are charged to individual policies at cost that may be via a reduction to 
the investment yield credited to asset shares. 

(b) The fees for investment services are charged to asset shares at cost via a 
reduction to the investment yield credited to the assets in the fund. 

(c) Directly levied fees which cover costs not already covered by (a) or (b) will 
be spread in a fair manner across all relevant policies at cost either as a flat 
monetary addition to the per policy charge or via a reduction to the 
investment yield credited to asset shares.  This may include treating some 
of the expenses as arising in future years. 

 
6.11.4 For UWP and OB reinsured business, an annual management charge is deducted 

in lieu of the above expenses and other costs. 
 

6.11.5 The With-Profits Actuary will review annually any charges (per 6.11.3 c) levied on 
the fund for reasonableness relative to the service received.  
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6.11.6 The total charges levied on asset shares will be smaller than the total fund 

expenses, as these charges do not include any allowance for investment 
management fees associated with the estate, which are borne by the estate itself.   
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Principle  
6.12 Estate Management 

 
 The distributable estate is part of the estate of the Pearl With-Profits Fund.   

 
The intention is that the estate of the Pearl With-Profits Fund other than the 
distributable estate will be large enough to support existing policyholders’ 
reasonable expectations by providing: 

 For any excess of guaranteed benefits over asset shares. 

 For the temporary cost of smoothing payouts. 

 Guarantee adjustments and smoothing adjustments which in the Board’s 
opinion are chargeable to the estate. 

 Security through protection against adverse experience. 

 Support for the financing of new business (should any be written). 

 For shareholders’ tax in respect of transfers from the fund. 

 For any tax paid by the Pearl With-Profits Fund not charged against 
policyholder asset shares.   

 
In addition the estate will be used to provide investment freedom for the fund, 
permitting exposure to volatile assets.   
 
If, in the opinion of the Board, the estate more than provides for the elements 
listed above, then the distributable estate will be released.  The released 
distributable estate would be used to augment the benefits of with-profits 
policyholders via additions to final bonus (and hence shareholders will receive 
their share) over the lifetime of the fund.  That part of the released estate not paid 
out at any time will be retained to augment future policy payouts. 
 
If the estate other than the distributable estate is insufficient to provide for the 
elements listed above, then the deficit will, so far as possible, be made good 
through a reduction in the distributable estate previously released but not paid out 
(and retained to augment future policy payouts) at the relevant time 
 
 

 
Practices 
 
6.12.1 The reinsured business does not have any interest in the estate arising in the fund 

and references in this section to potential benefit enhancements from estate 
distribution do not apply to this business. 

 
6.12.2  The estate is the estimated realistic value of the assets less the estimated realistic 

value of the liabilities.  It is calculated using realistic assumptions and generally 
accepted methodologies on a basis determined by the Board. 

 
6.12.3   To the extent that any profits or losses arising in the fund are not allocated to asset 

shares in accordance with 6.4.2, they will act to increase or reduce the estate.  To 
the extent that the amounts charged to asset shares are based on estimates or 
assumptions, then any difference between these and the actual amounts will act to 
increase or reduce the estate.   
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6.12.4 The estate in the fund will be used to: 
 
 (a) assist the fund in demonstrating it has access to sufficient capital resources to 

meet its liabilities and treat customers fairly;  
 (b) provide a buffer in the fund should adverse experience mean that the reserves 

held to cover the liabilities prove insufficient; 
 (c) meet any costs which are charged directly to the estate rather than to asset 

shares;  
 (d) to meet the costs of any changes to which the Board believe are necessary to 

improve fairness between policyholders and/or enhance the run-off of the fund.  
 (e) enhance the benefits payable to those with-profits policies which have an 

interest in the estate but always aiming to retain sufficient estate to meet the 
expected amounts required for (a), (b), (c) and (d).  The amount considered by the 
Board to be available from time to time for such enhancements will be referred to 
as the distributable estate.   

 
6.12.5 Any enhancement in benefits on account of the distributable estate referred to in 

6.12.4(e) will generally be achieved by including a temporary uplift to the asset 
share for the purpose of setting final bonus rates and surrender values. However if 
the estate is large then consideration would be given to making additions to the 
asset shares from the estate. 

 
6.12.6 The amount of the estate, the distributable estate, and the potential for any 

enhancements to policyholder benefits will be subject to review at least once a 
year.   

 
6.12.7 In the event of the assets in the fund being insufficient to cover the liabilities, then 

any past asset share enhancements out of the estate will be removed to the extent 
needed to remove the deficit. 
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Principle  
6.13 New Business  

 
 The approach to setting the volume of new business written is that new business 

will be accepted only if it is the opinion of the Board, after taking actuarial advice, 
that the proposed volume and terms are attractive to the fund and fair to incoming 
and existing policyholders.   
  

 
Practices 
 
6.13.1 The fund is not open to new business and there are no plans to reopen the fund to 

new business, although the Board reserves the right to do so.   
 
6.13.2 Certain new with-profits policies are issued as a result of policyholders exercising 

options on existing policies.   
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Principle  
6.14 Equity Between the Fund and Shareholders 

 
 At least 90% of surplus distributed in the fund is allocated to with-profits 

policyholders. 
 
Any changes to the above would require the agreement of the Board and would 
be subject to approval by the High Court.   
 

 
Practices 
 
6.14.1 Currently 90% of the surplus distributed is allocated to With-Profits policyholders. 

A higher proportion applies to the Reinsured Business.  
 
6.14.2  The division of profits between with-profits policyholders and shareholders will not 

change as a result of a change in the underlying basis on which the surplus is 
calculated.  

 
6.14.3  There are no other significant factors that would affect the proportion of surplus 

allocated to shareholders. 

6.14.4 The estate subsidises shareholder transfers for some lines of business currently 

accepting increments. Increments are only accepted when the fund is contractually 

obliged to do so.  
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7.   Principles and Practices – SERP Fund  
 

The Principles and Practices given in sections 7.4 to 7.14 together with the Guiding Principles 
and Practices form the Principles and Practices of Financial Management for the SERP Fund.  
Sections 7.1 to 7.3 give background information specific to the SERP Fund.  Subsequently in 
this section the use of the term ‘the fund’ means the SERP Fund.   
 
7.1 Fund History 
 
7.1.1 The SERP Fund comprises the self employed retirement plan (‘SERP’) business 

originally written by National Provident Institution and subsequently managed by 
National Provident Life Limited, the company set up when National Provident 
Institution demutualised in 2000.  The SERP business was transferred to Phoenix 
Life Assurance Limited on 15 February 2010 as part of a scheme, the Pearl SERP 
Scheme.  The Pearl SERP Scheme ceased to have any ongoing effect once the 
2012 Scheme (see section 3.2) became effective. 
 
Under the Pearl SERP Scheme, an appropriate proportion of the estate of National 
Provident Life Limited was transferred to Phoenix Life Assurance Limited. This 
was referred to as the Allocated Estate.  However, by the date the 2012 Scheme 
came into effect the Allocated Estate had been used up in order to meet the cost 
of the guarantees on the policies in the funds. 

 
 
7.2 Types of Business 
 
7.2.1 Self employed retirement plans (SERPs) are policies originally approved under 

Section 620 of the Income and Corporation Taxes Act 1988.  The policies are 
characterised by the promise of an annuity benefit at a future date (or an 
alternative benefit on death), in return for an agreed series of premium payments.  
Annual bonuses declared are added to the annuity benefit, as is any final bonus 
payable.  Final bonus rates vary by the date the policy commenced. 

 
 
7.3 Capital Support for the Fund 
 
7.3.1 The capital policy is described in section 3.4.   
 
 In certain circumstances, the shareholders will loan money to this fund however, 

they will not be entitled to receive interest on any loan that has been provided.   
 
 The investment return on the assets representing the loan to the SERP Fund will 

be payable to shareholders when the loan is repaid. 
 
 The practices relating to receipt of support are detailed in sections 3.5 and 5.2.   
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Principle  
7.4 Amounts Payable Under a With-Profits Policy  

 
 The benefits payable on SERP policies will not be less than the value of the 

guaranteed benefits. 
 
Except where the value of the guaranteed benefits are higher, asset share 
techniques are used as a guide to determining payouts with the intention that all 
policyholders are treated fairly and that aggregate payouts will target 100% of the 
asset share, plus any augmentation provided by a release of any estate that might 
arise in the SERP Fund. 
 
Asset shares are calculated from the asset shares determined as at 1 January 
2010, using the methods in use by National Provident Life Limited at 31 December 
2009, accumulated by reference to the investment return on the assets underlying 
the Asset Share Fund and the expense and mortality experience of the fund. 
 
Open market option and tax-free cash values will represent a fair value of the 
annuity benefits given up. 
 
Approximations are only used where it is necessary, for example, due to 
insufficient data or systems constraints. 
 
Significant changes to the methods and data used to determine payouts require 
the approval of the Board.  Changes to historical data are only made if they are 
found to be incorrect. 
 

 
Practices 
 
 Asset Share Methodology 
 
7.4.1 Payout amounts are determined by reference to asset share calculations, subject 

to the smoothing practices described in 7.7, with a minimum payout of the value of 
the guaranteed benefits. 

 
7.4.2 The initial asset shares used are the asset shares as at 1 January 2010.  Details 

of how those asset shares were calculated are not included here.  Not all the items 
described in the table in 7.4.3 would necessarily have applied at all times for all 
types of policy in the past.  Different practices, often more approximate, may have 
been used in the past and the practice is generally to continue to use the results of 
these practices when determining the effect of those years on the asset shares of 
specimen policies. 

 
7.4.3 The asset share is broadly the accumulation of past premiums allowing for 

investment return, tax, expenses, cost of mortality, (where appropriate) the cost of 
capital and other charges (see below).  

 
 The following table describes the elements credited or charged to asset shares for 

specimen SERP policies. 
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Element Description of allowance 
 

(a) Premiums Premiums paid under the policy 
 

(b) Investment return 
 

Allocated return  
Note (b) 

(c) Investment  
expenses 

Note (c) 

(d) Initial expenses Not Applicable 
 

(e) Renewal expenses Note (e) 
 

(f) Other expenses Not charged 
 

(g) Tax on investment 
return 

Not charged 
Note (g) 

(h) Tax relief on 
expenses  

Not charged  
Note (g) 

(i) Mortality & morbidity 
costs 

Experience 
Note (i) 

(j) Early terminations Not charged 
 

(k) Paid-up policies 
 

Not charged 

(l) Partial and regular 
withdrawals 

Not applicable 

(m) Surrenders at 
protected dates 

Not applicable 

(n) Annuity payments 
 

Not applicable 

(o) Charges for the cost 
of guarantees or 
smoothing 

Guarantee costs not charged, Note (o) 
Smoothing costs Note (b) 

(p) Charges for the cost 
of capital 

Not charged 
 

(q) Distributions to 
shareholders 

Note (q)  

(r) Tax on distributions 
to shareholders 

Not charged 
Note (q) 

(s) Profit and losses 
from other business 

Not applicable 

(t) Estate distribution or 
charge 

Note (t) 
    

(u) Exceptional items Not applicable 
 

 
The way in which the above items are taken into account is described in the notes 
below.  Where charged is used in the table above this means both charged and / 
or credited depending on whether it is a loss or profit. 
 

Notes 
 
(b) Investment return 
 

The investment return allocated to asset shares is determined from the return on 
the assets underlying the Asset Share Fund as specified in practices 7.7.3 and 
7.9.3.  The investment return for determining asset shares is then increased or 
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decreased as appropriate by the adjustment in respect of past smoothing costs in 
accordance with 7.7.2. 
 
For the purposes of determining payouts, asset shares are calculated as at the 
midpoint of the financial year of claim.  Estimates of investment returns are used 
where the investment return for the year of claim and the previous year are not 
known at the date of calculation.  The actual rates of investment returns 
(determined as above) are used in any subsequent calculation of asset shares 
once the actual investment returns have been determined. 
 

(c) Investment expenses 
  

The investment management expenses deducted from asset shares are based on 
the expenses set out in Schedule 3 of the 2012 Scheme, namely, the lower of  
 - 0.1125% of funds under management; and 
- the equivalent charge incurred by the National Provident Life With-Profits Fund 
for similar services under the terms of the 2015 Scheme. 

 
(e) Expenses 
 
 The expenses deducted from asset shares are based on the expenses set out in 

Schedule 3 of the 2012 Scheme, for the calendar year ending 31 December 2010, 
namely: 

 £53.97 per annum for each premium paying policy; and  

 £21.68 per annum for each non-premium paying policy, 
increased each July by the change in the Retail Price Index over the previous 12 
months, plus 1%. 
 
The expenses will be subject to a cap such that the total increase (in percentage 
terms) applying to the above after 31 December 2009 shall not at any time be 
more than the total increase (in percentage terms) in the same period which 
applies to charges for similar services incurred by the National Provident Life With-
Profits Fund under the 2015 Scheme. 
 
The amounts deducted from asset shares will be adjusted to take account of 
policies becoming claims. 
 

(g) Tax 
  
 No tax is currently brought into the asset share calculation since no tax is currently 

payable on the investment return allocated to asset shares, nor is there tax relief 
on any of the expenses brought into the asset share calculations. 

 
(i) Mortality  
 
 The mortality rates used for asset shares are based on recent experience. 
 
(o) Cost of guarantees 
 
 No charge will be made to asset shares in respect of guarantee costs. 
 
(q)  Distribution to shareholders 
 Shareholders are not entitled to any surplus arising in the SERP Fund  
 
(t)  The Allocated Estate has been used up meeting the cost of guarantees on SERP 

policies and there is no expectation that any estate will arise in the future.  
However, to the extent that an estate did arise, this would be used to augment the 
benefits payable under policies in the fund. 
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7.4.4 For SERP regular premium business, except where the value of guaranteed 
benefits are higher, payouts are based on asset shares calculated for a number of 
specimen policies commencing in each previous final bonus period and becoming 
payable in the current calendar year.  For each final bonus period, the specimen 
policies are chosen to represent a range of premium levels.  Payouts on an 
individual policy are then based on the final bonus rate determined for the 
specimen policy representing the range of premium levels within which the actual 
premium level for the individual policy falls. 

 
7.4.5 Except where payment of a guaranteed benefit results in a higher amount, and 

except where the amount cannot be reasonably compared with a calculated asset 
share, the target range for policy payouts is 80% to 120% of asset share.  

 
7.4.6 The range applies to both maturity payments and transfer payments.  It is 

expected that at least 90% of cases would fall within the target range.  The range 
has been determined and will be monitored by reference to specimen SERP 
policies. 

 
7.4.7 The assumptions used to calculate fair values for the open market option and tax-

free cash are the best estimates of interest, mortality and expenses as follows: 
 • Interest rates are derived from the SONIA swaps curve. 
 • Future mortality experience follows best estimate assumptions based on recent 

experience and forecast improvements. 
 • Expenses reflect the costs of administering the open market option net of the 

expected savings from Phoenix Life Assurance Limited not administering the 
pension. 

 
7.4.8 Open market option and tax-free cash values are currently reviewed each week 

using the then current yields for specimen policies.  If the difference compared to 
the current basis is more than 2.75% in any week or if the difference over a three 
week period is more than 2.5%, then the open market option and tax-free cash 
values are normally updated. 

 
7.4.9 The methodology and assumptions used to determine payouts are documented by 

papers submitted to, and approved by, the Board, having received advice from the 
With-Profits Actuary and from the With-Profits Committee as appropriate.  
Investment returns, expenses and charges are documented by internal 
memoranda. 
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Principle  
7.5 Annual Bonus Rates 

 
 In circumstances where the value of guaranteed benefits is close to or in excess 

of asset shares, no annual bonus is likely to be declared.  Conversely, if asset 
shares were to exceed the value of the guarantees, consideration would be given 
to declaring an annual bonus. 
 
As the fund is closed to new business it is not anticipated that any new series of 
bonus rates will be necessary. 
 

 
Practices 
 
7.5.1 Annual bonus rates are normally declared annually at 31 December. The value of 

the guaranteed benefits is currently close to or well in excess of asset shares for 
all SERP policies.  This is expected to remain the position and it is therefore 
expected that no annual bonus will be declared for the foreseeable future. 

 
7.5.2 There is currently no maximum amount by which annual bonuses would alter were 

they to be introduced; however, in the normal course of events the declared 
annual bonus rates would not be expected to change by more than 2% from one 
declaration to the next. 
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Principle  
7.6 Final Bonus Rates 

 
 SERP policyholders will not receive less than the value of the guaranteed benefits 

under the relevant policy.  Subject to this, for maturities and retirements, the aim is 
to set final bonuses so that the total payout is targeted on the asset share, subject 
to smoothing (see section 7.7). 
 

 
Practices 
 
7.6.1 Final bonuses are normally reviewed twice each year at 30 June and 31 

December, but may be changed without notice at any time.  Such an interim 
change would normally be because economic conditions have changed leading to 
a larger than expected gap between the levels of payouts and the underlying asset 
shares. 

 
7.6.2 Final bonuses are currently set so the payout is targeted at 100% of the asset 

share but the amount payable may differ from this target because of the impact of 
smoothing. 

 
7.6.3 Where the policy provides for a return of fund benefit to be payable on death, the 

amount payable on death will be determined as if the policyholder could have 
retired at the date of death, including any final bonus then payable. 
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Principle  
7.7 Smoothing 

 
 Payouts are usually smoothed so as to avoid excessive differences in payouts on 

similar policies over short periods of time. 
 
A smoothing account is maintained within the Asset Share Fund which is credited 
or debited with the difference between the payouts (excluding any increase due to 
payment of guaranteed benefits) and the asset shares.  The smoothing account is 
accumulated each year at the rate of return on the Asset Share Fund. 
 
The intention is that smoothing will be cost neutral over time.  If necessary, 
payouts will be amended to help ensure that the cost of smoothing does tend 
towards zero, and the aim will be to adjust payouts so that any outstanding 
smoothing account balances are small within a limited period of time. 
 
The Board may change the way it smooths payouts at any time, or may cease to 
smooth payouts, if the Board deems it necessary to protect the financial position 
of the fund.  In such circumstances, it may also adopt a different approach to 
smoothing by claim type. 
 
The basis for calculating transfer values will be reviewed from time to time so that 
transfer values remain broadly consistent with the targeted level of payouts. 
 

 
Practices 
 
7.7.1 The smoothing account will be reduced (or increased) by amending the investment 

return credited to asset shares.  The resulting change in the asset shares will be 
credited or debited to the smoothing account. 

 
7.7.2 The reductions (or increases) in investment return credited to asset shares each 

year are normally determined to cover one half of the then current smoothing 
account balance.  However, a higher fraction may be used if the Board deems it 
necessary to protect the financial position of the fund. 

 
7.7.3 Payouts are normally determined using asset shares in the year of claim. The 

investment return credited is only calculated approximately during the course of a 
year (by the use of appropriate indices) and is updated after the end of each year 
to reflect the actual performance earned.  This applies to all generations of 
policyholders. 

 
7.7.4 Payouts are also normally determined so that the amount payable is consistent 

with the asset share for a sample policy of similar size, entry date and age attained 
as the actual policy. 

 
7.7.5 Although we normally smooth so that we avoid excessive changes in payouts, 

large changes in payouts may be allowed under some circumstances if it is 
necessary in the interests of fairness or for the fund to meet its objectives. 
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Principle  
7.8 Surrender Values 

 
 Asset share techniques are used as a guide to determining payouts with the 

intention that all policyholders are treated fairly and that aggregate payouts will 
target 100% of the asset share.  
 

 
Practices 
 
7.8.1 Except where payment of a guaranteed benefit results in a higher amount, and 

except where the amount cannot be reasonably compared with a calculated asset 
share, the target range for policy payouts is 80% to 120% of asset share. 

 
7.8.2 The range applies to both maturity payments and transfer payments. It is expected 

that at least 90% of cases would fall within the target range.  The range has been 
determined and will be monitored by reference to specimen SERP policies. 
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Principle  
7.9 Investment Strategy 

 
 The investment strategy will be consistent with the sound financial management of 

the fund. 
 
The investment strategy will aim to ensure there are sufficient liquid assets to 
meet claims as they fall due. 
 
The investment strategy for the estate may differ from the investment strategy of 
the Asset Share Fund. 
 
Derivatives may be used to implement investment policy ahead of physical sales 
and purchases of assets.  Derivatives are also used to match certain policy 
liabilities or to provide protection against increases in policy liabilities. 
 
The maximum counterparty risk is that agreed with the investment managers from 
time to time, as authorised by the Investment Committee. 
 
The investment policy in respect of the fund is determined by the Board.  Such 
investment policy shall take account of (but shall not be bound by) the advice of 
the With-Profits Committee and With-Profits Actuary, and shall have regard to the 
need for the investments to be suitable for the purpose to which they will be put. 
 
The investment return credited to individual asset shares may be based on the 
investment return on a notional portfolio of assets, as opposed to the return on the 
Asset Share Fund. 
 
 

 
Practices 
 
7.9.1 The investment strategy for the fund is reviewed formally at least once a year.  

The Board sets the investment strategy for the different parts of the fund, and 
approves the investment mandate, taking account of a variety of considerations, 
including our approach to responsible investment.  The investment mandate 
specifies what proportion of the fund is to be invested in each of the asset classes, 
within agreed tolerances, and sets out within each asset class: 

 the restrictions on holdings of any particular asset or group of assets,  

 exposure to sectors or companies that do not align with our approach to 
responsible investment, for example Tobacco, and 

 the acceptable levels of credit risk. 
 
7.9.2 The fund may lend its assets in return for a fee, subject to receipt of appropriate 

collateral as security.  Any stock lending is subject to documented agreements 
between the fund, its investment managers and its lending agents.  The 
Investment Committee advises the Board on the terms under which stock lending 
takes place and oversees the operation of stock lending arrangements to ensure 
that they are in accordance with the agreements. 

 
7.9.3 The Board has to approve any new or novel form of investment, including 

alternative assets.    
 
7.9.4 The investment returns allocated to asset shares, before adjusting for investment 

expenses and smoothing costs, are set equal to the returns on the assets backing 
the Asset Share Fund net of the direct costs of investment. 

 
 
 



 

PLAL PPFM  Page 71  January 2023 

  

 

Principle 
7.10 Business Risks 

 
 The fund is closed to new business and ring-fenced.  The business risks it is 

exposed to are, therefore, expected to be confined to those associated with 
maintaining the existing policies of the fund. 
 
The fund will not take on new business risks and will be managed in such a way 
as to minimise the existing business risks. 
 
SERP policyholders will not be directly exposed to the risks associated with the 
cost of providing guarantees on other SERP policies or any other business risks. 
No charge will be made to asset shares in respect of guarantee costs or the costs 
associated with any other business risks and, to the extent that the estate has 
insufficient assets to meet these costs, the shortfall would be met by support 
under the capital policy. 
 

 
Practices 
 
7.10.1 It is not expected that the fund will take on any further business risks.  The more 

significant business risks are outlined below. 
 
7.10.2 Investment management services have been outsourced to the investment 

managers and administration services have been outsourced to Pearl Group 
Services Limited (PGS).  There is a risk that the investment managers and / or 
PGS fail to provide an adequate service or cease to trade.   

 
 Should PGS be unable to meet any of its obligations to provide services then 

Phoenix Life Assurance Limited would request that Phoenix Group, as owners of 
PGS step in to restore the position. Should Phoenix Group not do this, then 
Phoenix Life Assurance Limited would attribute any losses to the Shareholder 
Fund or Non-Profit Fund, and the fund would only be affected if the Shareholder 
Fund or Non-Profit Fund had insufficient excess assets to bear the losses. 

 
7.10.3 Policyholders are exposed to the risk of changes in future interest rates, the 

expenses of administering annuities and longevity, causing a reduction in open 
market option and tax-free cash values upon vesting. 

 
7.10.4 Any losses caused by errors in administration or investment management services 

would be met by the relevant service provider.  Any other non-investment losses 
incurred by the fund would be met by the estate. 
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Principle  
7.11 Expenses and Charges 

 
 The charges and expenses that can be deducted from the fund are set out in the 

2012 Scheme. 
 
All direct costs of investment are borne by the fund and reduce the investment 
return on the fund assets. 
 
The 2012 Scheme requires that the amount that can be deducted from the fund in 
respect of taxation must not exceed that which the fund would have incurred had it 
been a separate mutual life assurance company. 
 

 
Practices 
 
7.11.1 Certain specific expenses set out in the 2012 scheme and per policy charges are 

not charged to the fund at cost.  The per policy charges charged to the fund 
exceed the cost, which results in a shareholder benefit arising from investments 
the shareholder has made.  Since policyholders have not contributed to this 
investment the reduced charges are not passed on to them. 
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Principle  
7.12 Estate Management 

 
 The size of the estate will reflect the financial position of the fund. 

 
The fund relies on support provided under the terms of the capital policy.  
Repayment of that support will have first priority on any assets in excess of 
liabilities in the fund 
 

 
Practices 
 
7.12.1 The estate will be used to meet any losses incurred by the fund as a result of 

business risk, to provide a buffer against adverse experience, to meet guarantee 
costs as they arise and to meet any other costs necessary to ensure that payouts 
meet the reasonable expectations of policyholders.   

 
7.12.2 The size of the estate will be monitored to ensure it remains adequate to meet the 

purposes set out in 7.12.1 and its regulatory liabilities.  Capital support, if required, 
will be provided under the terms of the capital policy. 
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Principle  
7.13 New Business 

 
 The fund is closed to new business. 

 

 
Practices 
 
7.13.1 There are no plans to reopen to new business. 
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Principle  
7.14 Equity between the Fund and Shareholders 

 
 The 2012 Scheme provides that holders of with-profits policies in the fund are 

entitled to receive the whole of the distributable surplus arising in the fund.  Any 
change to this position would require the agreement of the Board and would be 
subject to approval by the High Court. 
 
SERP policyholders are entitled to receive the higher of their guaranteed benefits 
and benefits targeted on 100% of asset shares  If the guaranteed benefits exceed 
the relevant asset share, the amount of the excess will be met first from the estate 
and second by support under the capital policy 
 
 

 
Practices 
 
7.14.1 No interest will be charged on any support provided under the terms of the capital 

policy.  All other charges and expenses to the fund will be made as set out in 7.11 



 

PLAL PPFM  Page 76  January 2023 

  

8.   Principles and Practices – London Life With-Profits Fund 
 

The Principles and Practices given in sections 8.4 to 8.14 together with the Guiding Principles 
and Practices form the Principles and Practices of Financial Management for the London Life 
With-Profits Fund.  Sections 8.1 to 8.3 give background information specific to the London 
Life With-Profits Fund.  Subsequently in this section the use of the term ‘the fund’ generally 
means the London Life With-Profits Fund.   
 
8.1 Fund History 
 
8.1.1 The London Life With-Profits Fund comprises the business that was transferred 

into Phoenix Life Assurance Limited from the Life With-Profits Fund and Pensions 
With-Profits Fund of London Life Limited under the 2012 Scheme.  This includes 
both traditional and unitised with-profits business. 

 
8.1.2 Policies in the non-profits funds of London Life Limited were transferred to the 

Non-Profit Fund.   
 
8.1.3 London Life Limited consisted of business transferred from the London Life sub-

fund of Australian Mutual Provident Society (AMP) and the UK branch of the 
Australian Mutual Provident Society in 1997. 

 
8.1.4 With-profits business within the fund is managed in participation pools.  These 

participation pools arise from the separate management practices of product 
groups within the former AMP UK business and the former London Life business. 

 
8.1.5  Under the terms of the 2012 Scheme, the London Life With-Profits fund within 

Phoenix Life Assurance Limited is managed as a 100:0 with-profits fund.  
Previously, in London Life Limited, the with-profits business had been managed in 
90:10 with-profits funds. 

 
 
8.2 Types of Business 
 
8.2.1 The following table summarises London Life with-profits products. The product 

group identifier PGn will be used in this document to identify the products. 
 

participation pool product group PG  

Former London Life products 

Life Compound Bonus 
Endowment assurance 
Whole-life assurance 
Deferred annuities 

PG01 
PG02 
PG03 

Life Cash Bonus 
Endowment assurances 
Whole-life assurance 

PG04 
PG05 

Pensions Compound Bonus 

Old series deferred annuities – without Guaranteed Annuity 
Option (GAO) 
Old series deferred annuities – with-GAO 
New-series endowments 
Single premium buyouts ‘Pension Protector’ 
Annual premium deferred annuities ‘PC Contracts’ 
Group pension 

 
PG06 
PG07 
PG08 
PG09 
PG10 
PG11 

Pensions Simple Bonus 
Deferred annuity 
Immediate annuity 
Group pensions 

PG12 
PG13 
PG14 

Pensions Unitised With-Profits Endowments PG15 

Life Unitised With-Profits policies Whole-life  PG16 

post 1997 products 

With-Profits Annuity With-Profits Annuity ‘Secure Pension Plus’ PG17 

Former AMP UK products 

Life Compound Bonus 
Endowments 
Whole-life 

PG18 
PG19 

Pensions Compound Bonus 
Regular premium pure endowments 
Regular premium pure endowments with GAR 

PG20 
PG21 
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8.3 Capital Support for the Fund 
 
8.3.1 The capital policy is described in section 3.4.   
 
 In certain circumstances, the shareholders will loan money to this fund however, 

they will not be entitled to receive interest on any loan that has been provided.   
 
 The investment return on the assets representing the loan to the London Life With-

Profits Fund will be payable to shareholders when the loan is repaid. 
 
 The practices relating to receipt of support are detailed in sections 3.5 and 5.2.    
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Principle  
8.4 Amounts Payable Under a With-Profits Policy  

 
 The overall aim in setting with-profits policy payouts is that payouts should be 

determined having regard to the experience of each of the with-profits participation 
pools, the financial position of Phoenix Life Assurance Limited, and the fair 
treatment of with-profits policyholders. 
 
This aim will be achieved by determining payouts with reference to asset shares.   
 
For all products this means that payouts (with the exception of deaths) are targeted 
at 100% of asset share, on average, after allowing for smoothing, plus any 
augmentations provided by a release of the estate.  Smoothing is described in 
section 8.7. 

 
On death the policy payout is specified in the terms of most contracts and 
generally carries a final bonus. This amount may be more or less than asset share. 
 
Asset shares will be calculated in accordance with generally accepted actuarial 
principles.  
 
Assumptions that relate to the past will only be changed in the event that errors are 
discovered in them.  Other assumptions are reviewed annually in the light of 
current experience. 
 
Changes in methods or assumptions that lead to changes in policyholder benefits 
or expectations would be subject to Board approval after receiving appropriate 
actuarial advice and advice from the With-Profits Committee. 
 

 
Practices 
 
 Asset Share Methodology 
 
8.4.1 Payout amounts are determined by reference to asset share calculations, other 

than payouts on death which will generally be determined in accordance with the 
policy terms and conditions. 

 
For surrenders, transfers, early retirements and maturing policies, the target 
payout is normally the asset share.  The actual payout will depend on smoothing.  
Guaranteed benefits can exceed asset shares.  In this instance, the payout will be 
the guaranteed benefit. 
 

8.4.2 Individual asset shares are not calculated for every single policy but may be 
calculated for notional policies with the results used to set payouts for a range of 
similar policies within a particular product group. 

 
8.4.3 The 2012 Scheme introduces restrictions that prevent new types of asset share 

charges being introduced to any asset share pool. 
 
8.4.4 For policies belonging to small product groups (PG03 and PG16), asset shares 

are not calculated but are determined by comparing with the asset shares of other 
similar product groups.  
 

8.4.5 Where asset shares are calculated, conventional techniques are used, in 
accordance with generally accepted actuarial practice.  The asset share is broadly 
the accumulation of past premiums allowing for investment return, tax, expenses, 
cost of mortality, (where appropriate) the cost of capital and other charges (see 
below). 
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 The following table describes the elements credited or charged to asset shares for 

specimen with-profits policies. 
 

Element Description of allowance 
 

(a) Premiums Premiums paid under the policy 
Note (a) 

(b) Investment return 
 

Allocated return  
Note (b) 

(c) Investment  
expenses 

Note (c) 

(d) Initial expenses Allocated in accordance with 2012 Scheme 
Note (d) 

(e) Renewal expenses Allocated in accordance with 2012 Scheme 
Note (d) 

(f) Other expenses Actual allocated  
Note (f) 

(g) Tax on investment 
return 

Actual allocated  
Note (g) 

(h) Tax relief on 
expenses  

Actual allocated  
Note (h) 

(i) Mortality & morbidity 
costs 

Experience 
Note (i) 

(j) Early terminations Not charged 
 

(k) Paid-up policies 
 

Not charged 

(l) Partial and regular 
withdrawals 

Not applicable 

(m) Surrenders at 
protected dates 

Not applicable 

(n) Annuity payments 
 

Not applicable 

(o) Charges for the cost 
of guarantees or 
smoothing 

Charged 
Note (o) 

(p) Charges for the cost 
of capital 

Note (p) 
 

(q) Distributions to 
shareholders 

Not applicable 
Note (q)  

(r) Tax on distributions 
to shareholders 

Not applicable 
Note (r) 

(s) Profit and losses 
from other business 

Profits or losses are credited   
 

(t) Estate distribution or 
charge 

Distributions from or charges to the estate as determined 
Note (t)    

(u) Exceptional items Not applicable 
 

 
Notes 

 
(a) Premiums 
 

 The calculation of asset shares requires the accumulation, to date, of all past 
premiums. For all major product classes, a full premium history is generally known 
and is used in the calculation of asset share; the exceptions being: 
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 For regular premium products that have been altered, or have been converted 
to paid-up policies, where the full premium history is not readily available. 
These policies are excluded from the asset share process and alternative 
methods are used to set payouts. These methods are set out in the 
appropriate sections describing how final bonuses are calculated. 

 For London Life old-series deferred annuity products (PG06 and PG07) a full 
premium history is not readily available for premiums prior to 1987.  However, 
an effective premium history is recreated from the benefits purchased up to 
that date, and asset shares calculated accordingly. 

 
(b) Investment return 

 
 The rate of investment return credited to asset shares within a participation pool is 

determined at the end of the calendar year from the rates of return on the assets 
notionally allocated to that pool, see section 8.9. 

 
The rate of investment return credited to the participation pool is determined from 
the investment return on each notionally allocated asset class and the proportion 
of the participation pool notionally invested in each asset class. 

 
Assumptions for the period that pre-date the first calculation of asset shares have 
been obtained using a combination of historical corporate information and market 
rates of return. 

 
(c) Investment expenses 

 
Asset share investment returns are net of investment transaction costs and costs 
incurred through investment in collective investment schemes.  Additional 
investment management expenses incurred in respect of assets backing asset 
shares are expressed as an annual management charge and further reduce the 
investment return allocated to with-profits policies. 

 
(d) Initial and Renewal Expenses 

 
Expenses charged to the fund have been prescribed since 31 December 1997, 
initially under the terms of the scheme for the demutualisation of the London Life 
business and subsequently under the terms of the 2012 Scheme, which applied 
until 30 September 2017.   
 
From 1 October 2017, expenses representing the actual level of expenses 
attributed to the policies are deducted from asset shares.  Current expense 
deductions are based on the service agreement the fund has with its service 
company and investment managers.  This new arrangement was reviewed by the 
With-Profits Committee as required by the 2012 Scheme 
 
Further details of the expense provisions are set out in 8.11. 
 

 
 (f) Other expenses  

 
One-off costs, for example costs arising from changes in legislation, will be 
charged to the fund and to asset shares to the extent that the event that gives rise 
to the cost relates to the fund or the with-profits policies.  For example, changes to 
legislation related to pensions will result in charges to with-profits pension policies 
only. 
 

(g) Tax on investment return 
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 Tax parameters vary according to the rates of tax applicable for the various 
components of investment return, for example income and capital gains, in each 
calendar year. 

 
 Investment return rates are reduced to allow for the appropriate rate of tax. 

Expenses are reduced to allow for tax relief, where appropriate.   
 
 
Currently no tax is payable on Pensions business.  

 
 

(h) Tax relief on expenses 
 
 Tax relief on expenses will be determined in accordance with the tax rules 

applying to the type of policy. 
 

(i) Mortality and morbidity costs 
 
 A mortality charge is deducted from asset shares based on the expected cost of 

providing death benefits. The expected cost is calculated by multiplying the cost of 
deaths, i.e. the amount by which death benefits exceed asset shares, by the 
expected death rate.  The expected death rate is based on the experience of the 
fund and industry experience and is reviewed infrequently. 
 

(o) Charges for the cost of guarantees 
 
 Product groups PG07, PG09 and PG10 offer both cash and annuity benefits at 

retirement.  Consequently, these products provide a guaranteed rate for 
converting cash into annuity.  A reasonable charge is deducted for the cost of 
providing this guaranteed conversion rate.  No other deductions are made from 
asset shares. 
 

(p) Charges for the cost of capital 
 
 No charge for the cost of capital is reflected in the asset shares for product groups 

PG01 to PG14 and PG17. 
 
 For product groups PG18 to PG21, a charge for capital is made for calendar years 

up to and including 1997. 
 

For unitised with-profits business, product groups PG15 and PG16, a cost of 
capital charge is deducted from the investment return on asset shares, currently 
0.25% p.a. 

 
(q) Distributions to shareholders 
 
 There is no distribution to shareholders. 
 
(r) Tax on distributions to shareholders 
 

 There is no distribution to shareholders. 
 

(t) Estate distribution or charge 
 
 The 2012 Scheme provides for the possibility of an estate arising in the fund 

although, on implementation of the 2012 Scheme the value of the estate was zero. 
The basis on which amounts can be credited or debited to the estate is described 
more fully in 8.12.   To the extent that an estate was to arise, it will be used to 
augment policyholder benefits.  However, it is considered highly unlikely that any 
estate in the London Life With-Profits Fund will arise. 
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8.4.6 The methods used to determine asset shares are well established and no changes 

are anticipated.  All changes to methodology, parameters and assumptions are 
formally approved by the Board, having received advice from the Chief Actuary, 
the With-Profits Actuary and from the With-Profits Committee as appropriate. 

 
8.4.7 Approximate methods will be used when the methodologies prescribed require the 

use of information that is not readily available; or for small classes of business, 
where it is not practical to use the full approach. 

 
Approximate methods do not necessarily lead to the same payout as the full 
method being applied directly.  The fund allows these approximate methods to be 
used provided that the resultant return to policyholders is comparable with the 
returns paid to other policyholders, allowing for the differing nature of their policies. 

 
8.4.8 Bonuses are set according to the experience of the 9 different participation pools. 

Accordingly, separate asset shares will be determined for products within each of 
the participation pools. 

 
The participation pools contain products of a similar nature. However, not all 
products within the same participation pool are exactly the same and hence 
different products within a particular participation pool will not necessarily get the 
same bonus rates. The specific mechanisms for arriving at bonus rates for each 
pool are set out below.    
 

8.4.9 The key principles, assumptions and methods used to determine asset shares, 
and the methods used to determine bonus rates are documented in internal 
company reports. 

 
All bonus declarations will be approved by the Board following reports by the With-
Profits Actuary which would formally summarise the methods and assumptions 
used in deriving those bonus rates. 
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Principle  
8.5 Annual Bonus Rates 

 
 Annual bonus rates will be determined separately for different participation pools. 

 
Annual bonuses form one part of the fund’s overall distribution to policyholders.  
The remainder will be distributed as a final bonus.  The fund gives priority to final 
bonus over annual bonus. 
 

 
Practices 
 
8.5.1 Annual bonuses are reviewed towards the end of a calendar year, for declaration 

at 31 December. 
 

8.5.2 Annual bonuses declared at 31 December will apply to policies, on their policy 
anniversaries with effect from: 

 the following 1 July for all former London Life traditional with-profits 
policies, PG01-PG14 

 the following 1 May for all former AMP UK traditional with-profits policies, 

PG18 – PG21 

 1 January for all unitised with-profits policies, PG15 & PG16 

 1 July for all With-Profits Annuity policies, PG17  
 
8.5.3 Annual bonus rate changes are implemented after the Board has considered a 

report by the With-Profits Actuary and subsequently approved the changes. 
 
TRADITIONAL WITH-PROFITS POLICIES (all products except PG15 - PG17) 
 
8.5.4 For all participation pools (with the exception PG04, PG05 and PG13 - which are 

discussed below), the level of annual bonus is set so as to maintain a buffer for 
final bonus. The future claim payouts are estimated using realistic assumptions 
and the annual bonuses are set at such a level that if experience turns out to be in 
line with those assumptions, the overall amount of the payout paid in the form of 
final bonus will be in line with a target proportion. Under current investment 
conditions, the overall target is that 25% of the overall value of payouts, calculated 
before any future augmentation provided by a release of the estate, will be in the 
form of final bonus. Given the aggregate nature of this target, for an individual 
policy, this final bonus buffer may be more or less than 25%.  This overall target is 
itself subject to review and may be changed.  If experience does not turn out to be 
in line with the assumptions then the 25% target might not be met. 

 
 Annual bonus rates will be adjusted to keep the overall level of projected final 

bonus broadly in line with the target.  If necessary to remain on target, annual 
bonus rates will be reduced to nil, or close to nil.  However, some small annual 
bonuses may be declared even if the final bonus buffer is below target. 

 
8.5.5 Where the financial position of the fund is weak the Board may decide not to 

increase the annual bonus, or to keep the annual bonus at nil, or to reduce the 
annual bonus despite the final bonus buffer being above the 25% target. 

 
8.5.6 For pension simple bonus immediate annuities (PG13), current practice is that the 

annual bonus will continue to increase at a level of 7% per annum, of the original 
annuity amount.  

 
8.5.7 Current practice for Life Cash Bonus policies (PG04 and PG05) is that with effect 

from the 1 Jan 2004 declaration, the level of cash bonuses will increase by a small 
amount each year. 
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8.5.8 Traditional annual bonus rates are declared in advance and consequently no 
interim rates need apply. 

 
8.5.9 Normally the declared annual bonus rate would not be expected to be more than 

2% different to that declared in the previous year. 
 
UNITISED WITH-PROFITS POLICIES (PG15 and PG16) 
 
8.5.10 The level of annual bonus is set so as to maintain a buffer for final bonus. The 

future claim payouts are estimated using realistic assumptions and the annual 
bonuses are set at such a level that if experience turns out to be in line with those 
assumptions, the overall amount of the payout paid in the form of final bonus will 
be in line with a target proportion. Under current investment conditions, the overall 
target is that 25% of the overall value of payouts, calculated before any future 
augmentation provided by a release of the estate, will be in the form of final bonus. 
Given the aggregate nature of this target, for an individual policy, this final bonus 
buffer may be more or less than 25%.  This overall target is itself subject to review 
and may be changed.  If experience does not turn out to be in line with the 
assumptions then the 25% target might not be met. 

 
 Annual bonus rates will be adjusted to keep the overall level of projected final 

bonus broadly in line with the target.  If necessary to remain on target, annual 
bonus rates will be reduced to nil, or close to nil.  However, some small annual 
bonuses may be declared even if the final bonus buffer is below target. 

 
8.5.11 Where the financial position of the fund is weak the Board may decide not to 

increase the annual bonus, or to keep the annual bonus at nil, or to reduce the 
annual bonus despite the final bonus buffer being above the 25% target. 

 
8.5.12 Since annual bonuses for this class of business are declared in arrears, an interim 

bonus rate will also be declared at the end of each calendar year.  The interim 
annual bonus applies to all policyholders that surrender, transfer or retire early 
before declaration of the next annual bonus rate.  

 
 Interim bonus rates are set with reference to the most recent annual bonuses 

declared and any future anticipated direction of these rates and may be higher or 
lower than the latest annual bonus rates declared.  The annual bonus rate may 
however, eventually be set at a level that differs from the interim rate. 

 
8.5.13 Normally the declared annual bonus rate would not be expected to be more than 

2% different to that declared in the previous year. 
 
SECURE PENSION PLUS (PG17) 
 
8.5.14 The level of annual bonus rate is currently set equal to the Guaranteed Annual 

Bonus Rate, and will remain unchanged from this current level.  
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Principle  
8.6 Final Bonus Rates 

 
 The aim in setting final bonus rates for maturing policies is to set final payouts at 

the target level of 100% of asset shares, subject to smoothing as described in 
section 8.7, plus any augmentation provided by a release of the estate.   
 
When setting final bonus rates, payouts will be smoothed and so there will be a 
difference between actual and target payouts.  
 
Final bonuses can be reviewed at any time. The frequency of final bonus reviews 
will depend on the difference between actual and target payouts, current market 
conditions and the financial position of the fund. 
 
Final bonus rates will be reduced, beyond the normal application of smoothing in 
circumstances where to do otherwise would be imprudent in the view of the Board 
given the financial position of the fund.  
 
A final bonus may also be paid in the event of surrender or transfer.  The final 
bonus will be based on the final bonus rate for a maturing policy of the same term 
but adjusted to target asset share.  Surrender values may be reduced when the 
Board considers it necessary in the light of the financial position of the fund and 
anticipated rates of surrender in order to protect the level of security for the 
remaining policyholders. 
 
On the death of a policyholder the payout is generally prescribed in the policy 
terms and conditions. Where this includes a discretionary element of final bonus, it 
will be set at the same level as for maturing policies of the same term since 
inception. 
 

 
Practices 
 
8.6.1 Final bonuses can be reviewed at any time but, in general, for traditional with-

profits business such reviews will be carried out twice yearly, normally from 1 
January and 1 July.   

 
8.6.2 For unitised with-profits business, final bonus rates will normally be reviewed 

quarterly. 
 
8.6.3 In certain circumstances, final bonus rates may be reviewed more often. These 

circumstances include: 

 following large or sustained changes in the value of the underlying 
investments, 

 if the difference between actual or expected payouts and target payouts is 
large, 

 if the Board considers it necessary in the light of the financial position of the 

fund. 
 
8.6.4 Final bonus rate changes are implemented after the Board has considered a 

report by the With-Profits Actuary and subsequently approved the changes. 
 
8.6.5 Final bonus rates and market value reductions for unitised with-profits business 

(PG15 and PG16) are implemented on the advice of the With-Profits Actuary, 
acting on behalf of the Board with delegated authority.  

 
8.6.6 Bonus rates are not calculated for individual policies but are calculated for notional 

policies within the participation pools. This has the effect of smoothing payouts 
across different policies within these groups. The calculation of final bonus rates is 
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specific to the type of product and so a separate description is required for each 
participation pool. 

 
Life Compound Bonuses 
 
8.6.7 Products covered in this participation pool include: 

 Regular premium endowment assurance - PG01 

 Regular premium whole-life assurance - PG02 

 Regular premium deferred annuities - PG03 
 
8.6.8 For this participation pool, asset shares are calculated for all premium paying 

endowment assurances. Investment returns used in the calculation of these asset 
shares are unsmoothed.  

 
Regular premium endowment assurance – PG01 
 
8.6.9 Asset shares are compared with payouts for notional maturing policies with a 

range of different commencement dates.  This demonstrates the amount by which 
current payouts will exceed or fall short of the asset shares.  This will indicate the 
need to review final bonus rates. 

 
8.6.10 The overall aim is that the final bonus rates should be set so that the payouts 

equal the target payouts, after allowing for smoothing, see section 8.7. 
 
8.6.11 Final bonus rates are set for the notional policies’ commencement dates, as 

above.  These rates are used to determine the final bonus rates for all other 
commencement dates. 

 
8.6.12 Policies that are paid-up will receive the same final bonus rates as premium 

paying policies of the same term. 
 
Regular premium whole-life assurance – PG02  
 
8.6.13 Asset shares are compared with payouts for notional policies from an appropriate 

age band with a range of different commencement dates.  The age range is 
determined by considering when claims might be expected to occur.   

 
8.6.14 Final bonus rates will be set according to the same practices as those used for the 

corresponding endowment assurance policies (PG01) described in 8.6.10 and 
8.6.11 above. 

 
Regular Premium deferred annuities - PG03 
 
8.6.15 Final bonus rates are set to give returns on premiums consistent with those on 

similar regular premium policies in PG01 and PG06, after allowing for the amount 
of tax incurred by these old general annuity fund policies. 

 
Life Cash Bonus 
 
8.6.16 Products covered in this participation pool are: 

 Regular premium endowment assurance  - PG04 

 Regular premium whole-life assurance  - PG05 
 
8.6.17 Final bonus rates will be set having regard to the annualised yield on premiums on 

equivalent policies in product groups PG01. 
 
Pensions Compound Bonus 
 
8.6.18 Products covered in this participation pool are as follows: 

 Old-series deferred annuity without guaranteed annuity option  - PG06 
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 Old-series deferred annuity with guaranteed annuity option  - PG07 

 New-series endowments   - PG08 

 Single premium buyouts (Pension Protector)  - PG09 

 Annual premium deferred annuities (PC Contracts) - PG10 

 Group pensions - PG11 
 
8.6.19 For this participation pool asset shares are calculated for all old-series deferred 

annuities (PG06 and PG07).  
 
Old-series deferred annuity without guaranteed annuity option - PG06 
 
8.6.20 Asset shares are compared with payouts for maturing policies over a range of all 

possible past terms. This comparison is done for policies with an average premium 
size and for single and regular premium payment patterns. 

 
8.6.21 The overall aim is that the final bonus rates should be set so that the actual payout 

is equal to the target payout, subject to smoothing, see section 8.7. 
 

8.6.22 Policies of this type have been written on a number of different premium rate 
series, and so separate final bonus scales will be declared for each different 
premium rate series. 

 
8.6.23 These policies are recurrent single premium and so each premium has its own 

final bonus. 
 
8.6.24 Early retiring and transferring policyholders will receive the same rate of final 

bonus as policies that have reached their normal retirement date and commenced 
at the same time.  

 
Old-series deferred annuity with guaranteed annuity option - PG07 
 
8.6.25 The products in this product group are, in general, identical to the products in 

(PG06) except for the addition of the guaranteed annuity option. These policies 
are dual-benefit policies with policyholders having the choice of taking either a 
cash benefit or an alternative annuity benefit, at certain contractual dates.  

 
8.6.26 When setting final bonuses, the same approach is used as for old-series deferred 

annuity without guaranteed annuity option (PG06), described above, but taking 
account of a reasonable charge for the guaranteed annuity option.  

 
8.6.27 The practice is to base the charge on the proportions that are expected to take 

cash as opposed to annuity benefit.  
 
New-series endowments - PG08 
 
8.6.28 The same method is used for this product group as is used for old-series deferred 

annuity without guaranteed annuity option (PG06). 
 
Single premium buyouts (Pension Protector) - PG09 
 
8.6.29 All policies in this product group comprise of the benefits from one single premium 

paid at a particular date. A final bonus scale has been devised that depends solely 
on the calendar year of the policy’s inception. 

 
8.6.30 Final bonus rates are set to give maturing policies the same investment return as 

equivalent PG07 single premiums. 
 



 

PLAL PPFM  Page 88  January 2023 

  

Annual premium deferred annuities (PC Contracts) – PG10 
 
8.6.31 Final bonus rates are set such that the yields from these policies are the same as 

would be obtained from a policy with the same premium payment pattern in PG07. 
 
8.6.32 Policies that are paid-up will receive the same final bonus rates as premium 

paying policies of the same term. Since final bonus is a percentage of sum 
assured and existing bonus, the final bonus amount will be reduced accordingly. 

 
Group pensions – PG11 
 
8.6.33 This is a very small product group. 
 
8.6.34 Final bonus rates are set for maturing policies so that returns on premiums are 

broadly equal to the equivalent returns on old-series deferred annuities without 
GAO (PG06) policies reduced to allow for the additional expenses associated with 
the running of these group final-salary schemes. 

 
Pension Simple Bonus 
 
8.6.35 Products covered in this participation pool are: 

 Deferred annuities  - PG12 

 Immediate annuities  - PG13 

 Group pensions – PG14 
 
8.6.36 For this participation pool, asset shares are calculated for all premium paying 

regular premium deferred annuities. 
 
Deferred annuities - PG12 
 
8.6.37 Asset shares are compared with payouts for notional maturing policies over a 

range of different past durations. 
 
8.6.38 When performing such a comparison, the value of annuity benefits is converted to 

cash using yields on fixed-interest securities and current rates of simple bonus in 
payment. 

 
8.6.39 The overall aim is that the final bonus scale should be set so that the actual payout 

is equal to the target payout, subject to smoothing see section 8.7.  
 
8.6.40 Final bonus rates are set for the notional policies’ commencement dates, as 

above.  These rates are used to determine the final bonus rates for all other 
commencement dates. 

 
Immediate annuities - PG13 
 
8.6.41 This class of polices comprise annuities in payment resulting from maturing 

deferred annuity policies (product PG12). A final bonus for these policies would 
have been paid on maturity, as described in the PG12 section above. No 
additional entitlement of final bonus will be applicable. 

 
Group pensions – PG14 
 
8.6.42 This is a very small product group that covers just one remaining ‘in-force’ group 

scheme and a few remaining ‘paid-up’ group schemes. 
 
8.6.43 Final bonus rates for maturing policies are set by reference to the yields on 

equivalent deferred annuities (PG12) policies. 
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Unitised With-Profits 
 
Pensions unitised with-profits - PG15 
 
8.6.44 Asset shares are calculated for all policies in this participation pool split by year of 

premium payment.  Smoothed asset shares are calculated in a similar manner but 
allow for smoothing of underlying investment returns over the average outstanding 
term of the business.  The smoothed asset share is kept within plus or minus 
12.5% of the asset share. 

 
8.6.45 The final bonus amount is defined as the excess of smoothed asset share over the 

current unit value. 
 
8.6.46 No additional discretion is used for this product, although final bonus rates are 

rounded to the nearest 1%.  
 
8.6.47 Where the amount of final bonus calculated by the formula above is negative, a 

market value reduction may be applied. The market value reductions will in 
general bring the payout down to smoothed asset share.   

 
8.6.48 Some discretion is applied in the setting of market value reductions.  Market value 

reductions are more likely to be set when: 

 the difference between actual payouts and target payouts is large, 

 it is considered necessary (subject to the Board having obtained appropriate 
actuarial advice) in the light of the financial position of the fund, or 

 if a large number of surrenders or transfers are anticipated. 
 

8.6.49 Market value reductions can be applied at any time, rather than just at the normal 
quarterly final bonus declaration dates.  

 
8.6.50 Market value reductions will not be applied on death, at the nominated pension 

date, or at age 75. 
 
Life unitised with-profits - PG16 
 
8.6.51 This is a very small product group. Currently, the final bonus rates and market 

value reductions for this product group are set to be the same as the pensions 
unitised with-profits (PG15) product group. 

 
8.6.52 The benefits from this product group are similar to those in the equivalent 

pensions unitised with-profits (PG15) product group; the only major difference 
being the effect of tax. 

 
8.6.53 The effect of tax is allowed for in the setting of annual bonus rates 
 
8.6.54 This approach to final bonus would have to be revised if the approach to setting 

annual bonus rates were revised.  
 
8.6.55 Market value reductions will not be applied on death, at the chosen market value 

reduction free date (where applicable) or for certain regular withdrawals in 
accordance with the terms of the policy. 

 
AMP(UK) -  Life Compound Bonus 
 
8.6.56 Products covered in this participation pool include: 

 Regular premium endowment assurances  - PG18 

 Regular premium whole-life assurances  - PG19 
 
8.6.57 For this participation pool, asset shares are calculated for all premium paying 

endowment assurances.  
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Regular premium endowments – PG18 
 
8.6.58 Asset shares are compared with payouts for notional maturing policies with a 

range of different commencement dates.  This demonstrates the amount by which 
current payouts will exceed or fall short of the asset share if bonus rates are 
unchanged. 

 
8.6.59 The overall aim is that the final bonus rates should be set so that the payouts 

equal the target payouts, after allowing for smoothing see section 8.7. 
 
8.6.60 Final bonus rates are set for the notional policies, as above, with grouping in 5 

year bands of years of entry. 
 
8.6.61 Policies that are paid-up will receive the same final bonus rates as premium 

paying policies of the same term. 
 

Regular premium whole-life assurances – PG19 
 

8.6.62 Asset shares are compared with payouts for notional policies from an appropriate 
age band with a range of different commencement dates.  The age range is 
determined by considering when claims might be expected to occur.  

 
8.6.63 Final bonus rates will be set according to the same practices as those used for the 

corresponding endowment assurance policies (PG18) described in 8.6.59 and 
8.6.60 above. 

 
AMP(UK) - Pension Compound Bonus 
 
8.6.64 Products covered in this participation pool include: 

 Regular premium pure endowments   - PG20 

 Regular premium pure endowments with GAR  - PG21 
 
 For this participation pool, asset shares are calculated for all premium paying 

endowment assurances.  
 
Regular premium pure endowments - PG20 
 
8.6.65 Final bonus rates are set using exactly the same methods as for Life Compound 

Bonus AMP(UK) Endowments  (PG18). 
 
Regular premium pure endowments with GAR - PG21 
 
8.6.66 These policies have an annuity rate guarantee (GAR). The cash benefits are 

targeted to asset share.  The GAR is applied to the cash proceeds on the terms 
set out in the policy conditions to arrive at the amount of guaranteed annuity.   

 
Benefits paid on surrender to products in all product groups except PG15 and PG16. 
 
8.6.67 These paragraphs do not deal with unitised with-profits product groups (PG15 and 

PG16).  The benefits paid on surrender, transfer and early retirement for these 
product groups have been set out above. 

 
8.6.68 The target payout for surrenders, transfers and early retirements is normally the 

asset share.  Claim values are calculated using a formula designed to meet this 
target. 

 
8.6.69 The formula used to achieve the objective above will be based on notional 

policies.  Approximation or considerations of materiality may be applied in 
determining the notional policies used.  The operation of this approach means that 
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some payments will be higher or lower than asset shares.  However, the formula 
will ensure that payouts meet the target ranges in 8.6.72. 

 
8.6.70 A final bonus may be payable on surrender or transfer.  The final bonus will be 

based on the final bonus rate for a maturing policy of the same term but adjusted 
to target asset share. 

 
Benefits paid on death 
 
8.6.71 On the death of a policyholder, the policy terms and conditions will generally 

prescribe the payout.  Where this includes a discretionary element of final bonus, 
final bonus is set at the same level as for maturing policies of the same term from 
inception. 

 
Target ranges 
 
8.6.72 Except where payment of a contractual benefit results in a higher amount, and 

except where the value cannot reasonably be compared with a calculated asset 
share, the target range for policy payments is 80% to 120% of the unsmoothed 
asset share.  The range applies to both maturity payments and surrender 
payments. This range has been determined and will be monitored by reference to 
notional with-profits policies of the appropriate classes of business.  It is expected 
that at least 90% of cases would fall within these target ranges and that the higher 
end of this range will reduce over the next few years. 
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Principle  
8.7 Smoothing 

 
 The actual payout paid to any particular policy may be different to the target 

payout because of the fact that with-profits payouts are smoothed. 
 
The nature of with-profits policies means that actual payouts do not immediately 
reflect changes in investment returns but are smoothed over time.  
 
The degree of smoothing and the amounts of smoothing costs are not limited by 
the financial position of the fund.  Furthermore, there is no specific limit on the 
amount of smoothing costs that can be incurred by the fund.  However, the degree 
of smoothing and the amounts of smoothing costs are limited by the financial 
position of Phoenix Life Assurance Limited. 
 
Other than the impact on the financial position of the fund, past smoothing costs 
do not directly affect the smoothing of current payouts.  Although there is no 
requirement that smoothing be neutral, it is expected, over time, that payouts (with 
the exception of deaths) will average 100% of asset shares.  
 
If the Board considers it necessary in the light of the current or expected financial 
position of the fund, the normal operation of smoothing may be suspended.  In this 
situation benefits will be determined in accordance with these principles but only 
to the extent that doing so does not further weaken the financial position of the 
fund. 
 

 
Practices 
 
8.7.1 There are a number of types of smoothing that are used that will be referred to 

below when describing different product groups.  

 Final payout smoothing is achieved by limiting the change in final pay-outs 
caused by a change in final bonus rates.  

 Bonus rates are not calculated for individual policies but are calculated for 
notional policies within the participation pools. This has the effect of smoothing 
payouts across different policies within these groups. 

 Investment returns applied to unitised with-profits products (PG15 and PG16) 
are smoothed over the average outstanding term of the business subject to 
the constraint that the smoothed asset share does not deviate more than 
12.5% from the unsmoothed asset share. 

 In the event that the fund makes any changes in the methodology or historic 
assumptions used to determine payouts, such changes will be smoothed over 
time 

 
8.7.2 In arriving at appropriate final bonus rates for regular premium endowment 

assurances (PG01), old series deferred annuity without guaranteed annuity option 
(PG06), deferred annuities (PG12), and AMP (UK) regular premium endowments 
(PG18), the following factors are taken into account:  

 Changes to final bonus rates will be limited, such that the resulting change in 
payout for any maturing policy is no more than 7.5% at each six monthly 
review, 

 Where more than one final bonus change takes place in any one calendar 

year, the cumulative effect of such changes may be more than 15%. However, 
this is only expected to happen when the difference between actual payouts 
and target payouts is large, and/or the Board considers it necessary in the light 
of the financial position of the fund, 

 Where the difference between actual payout and target payouts is small at the 
mid-year review, then payouts may be left unchanged. 
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8.7.3 Except for PG15 and PG16, a formal smoothing account is not recorded and there 

is no requirement that total cumulative smoothing costs be neutral over time.  
However, it is expected that the normal operation of smoothing will result in 
payouts (with the exception of deaths) that average 100% of asset shares.  The 
degree of smoothing will only be limited by the financial position of the fund. 
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Principle  
8.8 Surrender Values 

 
 Surrender values may be reduced when the Board considers it necessary in the 

light of the financial position of the fund and anticipated rates of surrender in order 
to protect the level of security for the remaining policyholders. 
 

 
Practices 
 
8.8.1 Non-protected exits refer to surrenders, and transfers for pension business.   
 
8.8.2 For surrenders and transfers, the target payout is normally the asset share. The 

actual payout will depend on smoothing.  Guaranteed benefits can exceed asset 
shares, in this instance, the payout will be the guaranteed benefit. 
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Principle  
8.9 Investment Strategy 

 
 The assets of the fund serve two purposes: to provide asset shares with 

investment return and to meet the cost of providing guaranteed benefits and other 
liabilities as they fall due. 
 
The Board determines the acceptable level of investment risk taking account of 
the need to continue to meet the ongoing solvency requirements.  A range of 
possible investment strategies are determined that meet this level of risk.  The 
Board implements a strategy from this range of potential strategies having regard 
to the following principles in this section 8.9. 
 
The exposure of each participation pool’s notional allocation of assets to a 
particular asset class is set with regard to the following:  

 the general levels of exposure to this asset class experienced by 

policyholders of other similar with-profits life insurance offices,  

 the nature and maturity of the with-profits liabilities within the participation 
pool, 

 the exclusion of certain asset classes listed below, 

 The need to diversify the investments so as to limit exposure to any one asset 
class, market sector, currency, interest rate market or counterparty, and 

 the need to provide liquid assets so as to pay current claims. 
 
Asset shares will not be invested in derivative instruments other than for the 
purpose of efficient portfolio management and/or risk management. 
 
For the balance of total assets in excess of assets notionally allocated to asset 
shares the exposure to a particular asset class is set so as to bring the overall 
investment risk of the with-profits fund to the acceptable level set by the Board.  
Investing these excess assets in this way may enable more investment risk to be 
taken by the asset share assets than would otherwise be the case.  These excess 
assets will be diverse and may be derivatives or non-conventional assets provided 
that a market value is readily obtainable.  These excess assets will be liquid to the 
extent that they are required to meet current claims.  
 

The fund holds no investments that are of sufficient importance to it or any other 
group undertaking that such investments would not normally be traded. 
 
The mix of assets of the fund will not be changed with the purpose of reducing any 

support provided to the fund, although it may be changed to ensure that Phoenix 

Life Assurance Limited as a whole can continue to meet regulatory capital 

requirements. 

The mix of assets within the fund backing any policy allocated to the Life With-

Profits Fund prior to the implementation of the 2012 Scheme will not be changed 

for the purpose of meeting the cost of any guarantees contained within policies 

allocated to the Pensions With-Profits Fund prior to the 2012 Scheme. 

 
Practices 
 
8.9.1   The Board reviews the investment strategy, taking account of a variety of 

considerations, including our approach to responsible investment and allowing for 
appropriate actuarial advice.  The frequency of reviews depends upon the financial 
position of the fund and the risk of failing to meet the solvency requirements 
allowing for the current mix of assets and liabilities.  Where the risk is high, 
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reviews will be more frequent but in any case a review will occur no less frequently 
than once per annum. 

 
8.9.2 From 1 July 2007, following a review of investment strategy, the fund can also 

invest in a series of specialist funds to give exposure to different asset classes.  
The aim of this is to enhance returns whilst reducing the investment risk within the 
fund through a reduction in volatility of returns.  These specialist funds could 
themselves use a range of investment managers to achieve their investment 
objectives. 

 
 Investment in fixed interest and cash assets may include exposure to swaps to 

reduce the risk from interest rate movements. 
 
8.9.3 The management of the assets is undertaken by a number of investment 

management companies.  The investments are managed in accordance with 
mandates that are approved through the Board.  The investment management 
agreements set out any limits on matters such as, exposure to sectors or 
companies that do not align with our approach to responsible investment, for 
example Tobacco. 

 
8.9.4 The fund invests asset shares of policies differently according to the participation 

pool. The major potential asset classes are as shown in the following table.   
 

participation pool 
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former-London Life products 

Life Compound Bonus Yes Yes Yes Yes Yes Yes 

Life Cash Bonus No No Yes Yes Yes No 

Life Unitised With-Profits policies Yes Yes Yes Yes Yes Yes 

Pensions Compound Bonus No No Yes Yes Yes No 

Pensions Simple Bonus No No Yes Yes Yes No 

Pensions Unitised With-Profits Yes Yes Yes Yes Yes Yes 

post 1997 products 

With-Profits Annuity No No Yes Yes Yes No 

former-AMP UK products 

Life Compound Bonus No Yes Yes Yes Yes No 

Pensions Compound Bonus No No Yes Yes Yes No 

 
8.9.5 The fund is able to invest the asset shares of unitised with-profits business in a 

range of asset classes because these participation pools are small and it is able to 
apply market value reductions to payouts, subject to contractual terms. 

 
8.9.6 Furthermore, for the foreseeable future participation pools will either have actively 

managed asset shares or passively managed asset shares.  Participation pools 
that will have actively managed asset shares are: Life Unitised With-Profits, 
Pension Unitised With-Profits, Life Compound Bonus and former AMP UK Life 
Compound Bonus.  All other participation pools will have passively managed asset 
shares. 

 
8.9.7 The minimum credit quality of fixed interest securities, other than emerging market 

debt, is A3, as per the Moody’s scale.  There may from time to time be a small 
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proportion of the fund invested in lower grade stock.  This results from 
downgrading by the ratings agencies. These lower grade stocks may either be 
liquidated or continued to be held depending on investment conditions at the time 
and also based on the investment advice of our investment managers. 

 
8.9.8 The fund may lend its assets in return for a fee, subject to receipt of appropriate 

collateral as security.  Any stock lending is subject to documented agreements 
between the fund, its investment managers and its lending agents.  The 
Investment Committee advises the Board on the terms under which stock lending 
takes place and oversees the operation of stock lending arrangements to ensure 
that they are in accordance with the agreements. 

 
8.9.9 Should the management wish to invest in new types of investment, this new asset 

will be subject to a risk assessment along with an analysis of the suitability of the 
asset relative to the liabilities, to be approved by the Investment Committee and 
the Board. 

 
8.9.10 The guideline asset mix ranges for asset shares are: 
  

 Former 
AMP 
traditional 
life 
business 

Former 
AMP 
traditional 
pension 
business 

Former 
London 
Life 
traditional 
life 
business 

Former 
London 
Life 
traditional 
pension 
business 

Unitised 
business 

Fixed 
interest and 
cash 

100% 100% 52% to 
80% 

100% 40% to 
60% 

Equities 
including 
private 
equity and 
alternative 
assets 

0% 0% 20% to 
40% 

0% 40% to 
50% 

Property 0% 0% 0% to 8% 0% 0% to 10% 

 
 

For policies with an exposure to equity and property, and former AMP traditional 
life business, the fixed interest assets may include some corporate bonds.  The 
fixed interest assets backing other policies do not currently contain any corporate 
bonds.
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Principle 
8.10 Business Risks 

 
 The fund seeks to avoid taking on new business risks and is managed in such a 

way as to minimise existing business risks.  
 
The costs of smoothing with-profits pay-outs from year to year are met firstly from 
the surplus assets in the fund and subsequently from assets in the Non-Profit 
Fund and Shareholder Fund made available in accordance with the capital policy. 
 
The costs of meeting guaranteed benefits in excess of those reasonably 
recoverable from the group of policies that give rise to them are met firstly by the 
surplus assets of the fund and subsequently from assets in the Non-Profit Fund 
and Shareholder Fund made available in accordance with the capital policy. 
 
Profits or losses on business written outside the fund are not charged to the fund. 
 
Even though the fund’s with-profits policy proceeds do not directly benefit from nor 
directly suffer the effects of business risks, the fund’s with-profits investment policy 
is affected by the financial position of Phoenix Life Assurance Limited.  Therefore, 
the with-profits policyholder returns are indirectly affected by business risks. 
 

 
Practices 
 
8.10.1 Particular material risks exist in relation to the following: 

 Investments (see section 8.9) producing lower returns than anticipated. 

 Annuitant longevity in the fund (see 8.10.5) 

 The existence of policy options (see 8.10.6)  

 Fixed administration expenses within a fund closed to new business (see 
8.10.8) 

 
8.10.2 Other than the returns on investments (see section 8.9), these risks do not directly 

affect the returns credited to asset shares but they do affect the overall financial 
position of Phoenix Life Assurance Limited. The impact of the overall financial 
position of Phoenix Life Assurance Limited on investment policy is discussed in 
section 8.9 and on amounts payable is discussed in section 8.4.  

 
8.10.3 The Board sets the acceptable level of investment risk per section 8.9.  However, 

there is a significant risk that the investments do not perform as expected.  This 
might result in lower payouts than expected or failure to meet the ongoing 
solvency requirements. 

 
8.10.4 Particular investment risks arise from the general levels of interest rates, defaults 

on corporate bonds, defaults by other counter-parties for example in relation to 
derivatives, property prices and to a much lesser degree the movements in share 
prices.    

 
8.10.5 The Actuarial Function Holder makes a prudent assessment of annuitant life 

expectancy and advises the Board of appropriate margins to set aside to meet the 
cost of payments.  If annuitants live longer than expected then these margins may 
not be sufficient and the financial position of the fund will worsen. 

 
8.10.6 The Actuarial Function Holder makes a prudent assessment of the proportions of 

policyholders that will exercise options within their policies and advises the Board 
of appropriate margins to set aside to meet the additional cost of these options.  If 
policyholder behaviour changes such that more options are exercised than 
expected then the financial position of the fund will worsen.  
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8.10.7 Investment management services have been outsourced to the investment 
managers and administration services have been outsourced to Pearl Group 
Services Limited (PGS).  There is a risk that the investment managers and / or 
PGS fail to provide an adequate service or cease to trade.   

 
Should PGS be unable to meet any of its obligations to provide services then 
Phoenix Life Assurance Limited would request that Phoenix Group, as owners of 
PGS step in to restore the position. Should Phoenix Group not do this, then 
Phoenix Life Assurance Limited would attribute any losses to the Shareholder 
Fund or Non-Profit Fund, and the fund would only be affected if the Shareholder 
Fund or Non-Profit Fund had insufficient excess assets to bear the losses. 

 
8.10.8 As a closed fund the ability to spread fixed costs reduces as the value of the fund 

declines.  There is a risk that the fund is unable to reduce its fixed costs in line with 
the decrease in fund over time.  This could result in reduced payouts to 
policyholders through increased charges to asset shares. 
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Principle  
8.11 Expenses and Charges 

 
 The expense provisions set out in the 2012 Scheme were applied until 30 

September 2017.  Under the terms of the 2012 Scheme these arrangements were 
reviewed by the With-Profits Committee and from 1 October 2017, expenses 
representing the actual level of expenses attributed to the policies are deducted 
from asset shares. 
 
A reasonable charge will be made to policies in PG07, PG09 and PG10 for the 
cost of providing guaranteed annuity benefits. 
 
The fund is treated as a notional mutual life assurance business for the purpose of 
determining the tax to be charged to it.  In particular, neither asset shares nor the 
fund bear the cost of shareholder taxes. 
 

 
Practices 
 
8.11.1 Phoenix Group Holdings, the ultimate parent of Phoenix Life Assurance Limited, 

owns subsidiaries that provide services to the fund. 
 
8.11.2 Henderson Global Investors Ltd and Standard Life provide investment 

management services to the fund.  Pearl Group Services Limited provides 
administration services directly and with the assistance of its third party suppliers.  
Such arrangements are subject to periodic review by the Board. 

 
8.11.3 The 2012 Scheme prevented any changes to the basis for charging administration 

expenses to the fund for five years after the implementation of the 2012 Scheme.  
This was reviewed by the With-Profits Committee following expiry of the five year 
period, and the basis for charging administration expenses changed to reflect the 
actual charges made by the service company for administration of the policies in 
the fund. 
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Principle  
8.12 Estate Management 

 
 On implementation of the 2012 Scheme the value of the fund’s estate was zero.  

 
The estate may: 

(a) be used to smooth short term investment returns and shall accordingly be 

credited or debited with the difference between payouts (excluding any increase 

due to payment of guaranteed benefits) and asset shares; 

(b) be debited with the cost of providing guarantees; and 

(c) be debited or credited with the difference between amounts allocated or 

charged to asset share and the amounts allocated or charged to the fund in 

accordance with 8.4 (excluding amounts allocated or charged to any capital 

support provided for the fund). 

The fund relies on support provided under the terms of the capital policy. Any 
capital support provided by Phoenix Life Assurance Limited to the fund shall be 
repayable to the Shareholders' Fund or the Non-Profit Fund (as the case may be) 
before any amount is credited to the estate  
 

 
Practices 
 
8.12.1 Providing that it is possible to do so whilst still treating policyholders fairly, it is 

intended to manage the fund so that it covers its own liabilities and capital 
requirements using solely the resources of the fund and minimises the need for 
support under the capital policy.   

 
8.12.2 Subject to 8.9, the exercise of discretion in respect of with-profits policies will be 

managed with the aim that the support provided to the fund will be repaid to the 
extent that is possible whilst still meeting the aims described in section 5.  In 
determining benefits under with-profits policies, the With-Profits Committee will 
disregard any liability to repay such support back to the Non-Profit Fund or 
Shareholder Fund to the extent that this is necessary to treat customers fairly (that 
is in accordance with these Principles and Practices).   
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Principle  
8.13 New Business  

 
 The fund will only accept new business where: 

(a) it is contractually obliged to do so, or where there is an established practice of 
accepting new business from the existing customers; 
(b) it is agreed by the Board and the With-Profits Committee that the policy is 
more conveniently written in the fund than in any other sub-fund in Phoenix Life 
Assurance Limited; and 
(c) it is agreed by the Board, having taken appropriate actuarial advice and having 
regard to policyholder reasonable expectations, to accept inwards reassurance. 
 
The fund would cease to accept non-contractual new business if the financial 
position of the fund became such that the Board considers it imprudent to continue 
doing so. 
  

 
Practices 
 
8.13.1 The fund only writes new business in the circumstances set out in 8.13. 
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Principle  
8.14 Equity Between the Fund and Shareholders 

 
 Services may be provided by the shareholders to the fund but terms for such 

services will be on commercial terms which are considered to be consistent with 
the risks of providing those services, or considered to be consistent with terms 
which would be available for such services on an arm’s length commercial basis.   
 
As laid down in the 2012 Scheme, shareholders do not receive any share of the 
cost of bonuses distributed to policyholders.  Any change would require the 
agreement of the Board and would be subject to approval by the High Court.   
 

 
Practices 
 
8.14.1 The following services are provided to the fund: 

 product provision (annuity products by the Non-Profit Fund); and 

 administration services by PGS.   
 
8.14.2 Shareholders will only provide services to the fund on commercial terms, if there is 

an adequate return for the risks involved in providing the services.  The profit 
margin for shareholders is acceptable to the fund if: 

 the cost for the fund is consistent with the terms available from other providers; 
or 

 the profit margin is consistent with the risks borne and there are reasonably 
foreseeable circumstances in which the shareholder could make a loss. 

 
8.14.3 The allocation of profits between policyholders and shareholders is laid down in 

the 2012 Scheme which states that 100% of the surplus being distributed from the 
fund is allocated to policyholders.    
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9.   Principles and Practices – National Provident Life With-Profits Fund 
 

The Principles and Practices given in sections 9.4 to 9.13, together with the Guiding 
Principles and Practices; form the Principles and Practices of Financial Management for the 
National Provident Life With-Profits Fund.  Sections 9.1 to 9.3 give background information 
specific to the National Provident Life With-Profits Fund.  Subsequently in this section the use 
of the term ‘the fund’ generally means the National Provident Life With-Profits Fund.   
 
9.1 Fund History 
 
9.1.1 The National Provident Life With-Profits Fund comprises all of the business, other 

than annuities in payment, that transferred to Phoenix Life Assurance Limited  
under the 2015 Scheme from the long term fund of National Provident Life Limited. 
Annuities in payment transferred to the Non-Profit Fund in Phoenix Life Assurance 
Limited. 

 
9.1.2 National Provident Life Limited consisted of the business transferred from National 

Provident Institution (NPI) on 1 January 2000 when NPI was demutualised. NPI 
Limited was established at the same time to write new business 

  
 On 15 February 2010, all Self Employed Retirement Plans then in force were 

transferred from National Provident Life Limited to Phoenix Life Assurance 
Limited. 

 
9.1.3 National Provident Life Limited originally had one long-term fund referred to as the 

National Provident Life Fund (NPL Fund).  National Provident Life Limited did not 
write new business other than increments, the exercise of options under in-force 
policies and new members to existing group schemes.  Prior to 31 March 2012 
most of these were reassured to NPI Limited, together with all unit-linked business 
(other than Unilink policies).  With effect from 31 March 2012, all business in NPI 
Limited and these reassurance arrangements transferred to Phoenix Life Limited   

 
9.1.4 As part of the demutualisation arrangements a Scheme Capital Account was set 

up.  The Scheme Capital Account was originally part of the Shareholder Fund of 
National Provident Life Limited, but could be drawn down into the NPL Fund, 
subject to certain conditions, to provide capital support to the NPL Fund.  Prior to 
the 2015 Scheme, all the Scheme Capital Account had been drawn down into the 
NPL Fund and was held in the Scheme Capital Fund.  A support charge of 1.75% 
per annum of the amount drawn down was payable to the Shareholder Fund. 

 
9.1.5  From 2007 to 2019 charges were taken from asset shares of traditional life, UWP 

and PSA business to meet guarantee costs.  The charges were 2% each year until 
2015 and 0.5% each year between 2016 and 2019.  
 

9.1.6 On implementation of the 2015 Scheme capital support to the fund was simplified;   
the Asset Share Charge Fund, which held the charges made to asset shares in 
respect of the costs of meeting guaranteed benefits, and the Scheme Capital Fund 
were combined into the estate, and other forms of shareholder support, the 
Shareholder Equalisation Fund and the Earmarked Portfolio, were replaced by 
support under the terms of the Phoenix Life Assurance Limited capital policy.   
 
Under the terms of the 2015 Scheme, asset share charges are credited to the 
estate and the Shareholder Fund gave up the right to receive support charges on 
the amount transferred from the Capital Fund and the right to receive any of this 
amount not used to meet the cost of guarantees.  
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9.2   Types of Business 
 
9.2.1 The fund comprises traditional and unitised with-profits business and non-profit 

business mainly in the form of unit-linked pensions.  The unit-linked liabilities for 
policies in the fund are reassured to the Non-Profit Fund in Phoenix Life Limited.  

   
9.2.2 The with-profits business in the fund is split into 5 different classes for the 

purposes of allocating annual bonuses and final bonuses as appropriate.  The 
classes are: 

 

 Traditional Life with-profits business 

 Unitised with-profits business (UWP) 

 Deposit Administration  business (DA) 

 Profit Sharing Account business (PSA) 

 Capital Account business (CA) 
 
 Portfolio Bonds are not covered by these classes, and the approach for them is 

dealt with in 9.2.3. 
 
 

 
 
9.2.3 Portfolio Bonds  
 

Portfolio Bonds are single premium bonds written in the second half of 1999.  
There are options for unit linked and unitised with-profits investment under the 
bond and policyholders may switch between the two.  The unitised with-profits 
investment is reinsured, on original terms to the Pearl With-Profits Fund.  Chapter 
Six ‘Principles and Practices – Pearl With-Profits Fund’ gives most of the 
appropriate information in respect of Portfolio Bond business where it is classed as 
reinsured business.  In addition, please note particular issues in respect of 
business risks (9.10), expenses and charges (9.11) and the estate (9.12) affect 
these policies. 
 

National Provident Life With-Profits Fund 

Traditional 
Life business 

Unitised 
business 

 

 Deposit 
Admin 

Business 
 

Capital 
Account 
Business 

 

Profit Sharing 
Account 
Business 
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9.2.4 Traditional Life with-profits business 
 
  This product group includes traditional whole of life and endowment contracts.  It 

also includes Flexible Mortgage Plans and Low Cost Mortgage Plans which are a 
combination of With-Profits Endowment Assurance and Non-Profit Term 
Assurance. 

  
 Benefits are payable on maturity, early termination or claim event (e.g. death or 

retirement).  On maturity or claim event, the guaranteed benefits plus final 
bonuses are payable, except where contractual terms provide for alternative 
benefits.   Annual bonuses may be declared each year, and once declared cannot 
be taken away.  Final bonuses are not guaranteed and can be changed at any 
time.  On early termination, a different approach to determining benefits payable is 
followed and is described in more detail in 9.8. 

 
Groups of policies that have similar characteristics and features receive the same 
annual bonus rates and the same final bonus rates.  These groups are known as 
bonus series.  
 
Simple bonuses apply to those policies issued before 1 January 1976.  The bonus 
amount is calculated as a percentage of sum assured. 
 
Compound bonuses apply to those policies issued on or after 1 January 1976.  
The bonus amount is calculated as a percentage of sum assured and attaching 
bonuses.   

 
Separate annual bonus and final bonus scales are declared for Whole of Life and 
Endowment Business. 
 

9.2.5 Unitised with-profits business (UWP) 
 

Premiums paid by policyholders are allocated investment units at the date of the 
premium payment.  There is no guarantee what those units may be worth at a 
future date, other than where the policy conditions guarantee a benefit level for 
certain claim types.  Benefits are payable on maturity, early termination or claim 
event (e.g. death and retirement). 
 
The contracts under which UWP is available include: 

 
 With-Profits Bond 

 Personal Pension Plan (both individual and group) 

 Flexible Income Plan 

 Group Money Purchase 

 Group Investment Account 

 Free-Standing Additional Voluntary Contribution 

 Phased Retirement Account 
 

Annual bonuses are declared in the form of additional units or by an increase in 
the unit price, or a combination of both. 
 
A final bonus may also be added to the policy when a claim is paid. This will be 
determined for each policy individually.  The amount of this bonus will vary and will 
depend on premiums invested, the dates the investments were made and how 
much the assets of the fund have grown by since those dates compared to the 
amount of bonus units already declared.  On early termination, a different 
approach to determining benefits payable is followed and is described in more 
detail in 9.8. 
 

 Separate annual bonus and final bonus scales are declared for the following 
classes: 
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 Life single premium business 

 Pensions single premium business 

 Pensions regular premium business 
 
Note  

 Life Series 1 has a minimum guaranteed future annual bonus rate of 3.00% 
p.a. 

 Life Series 2 to 7 are classed as 0GB (zero guaranteed annual bonus) 
business, a subset of the UWP business for which the minimum guaranteed 
future annual bonus rate is zero.   

 Pension Series 1 ordinary (or accumulation) units have a minimum guaranteed 
future annual bonus rate of 4.00% p.a. 

 Pensions Series 2 and 3 are classed as 0GB business.   
 
9.2.6 Deposit Admin Business (DA) 
 

This type of business is a form of with-profits pensions where all the return is given 
through the annual bonus rate.  There are no final bonuses or MVRs on DA 
business.  

 
                 DA contracts include: 
 

 Capital Pension Plan 

 Visible Growth Fund and 

 Cash Accumulation Plans                    
   

9.2.7         Capital Account Business (CA) 
 

            This is similar to DA business but each investment into the Account purchases 
units, to which annual bonuses are added either through additional units or by an 
increase in unit price.  The underlying investment strategy is the same though, and 
CA and DA business normally share the same bonus rates.  However on transfers, 
switches or early retirements, an MVR may apply to CA business, with the rates of 
MVR varying by date of investment into CA (please see 9.8).  There is no final 
bonus. 

 
 CA contracts include: 
 

 Personal Pension Plan (both individual and group) 

 Flexible Income Plan 

 Group Money Purchase 

 Group Investment Account 

 Free Standing Additional Voluntary Contribution 

 Phased Retirement Account 

 Executive Pension Plan 

 Pension Transfer Plan 
 

9.2.8 Profit Sharing Account (PSA) 
 

This is a form of with-profits business under Executive Pension Plan and Pension 
Transfer Plan that is a hybrid between traditional and unitised with-profits 
business.  The contracts are priced and look like a unit linked investment.  Each 
investment buys either units in a unit linked fund or units in CA or, under PSA, a 
fixed benefit payable from normal retirement date.  Bonuses are added to the fixed 
benefit(s), thus making it similar to traditional with-profits business. 
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9.3 Capital Support to the National Provident Life With-Profits Fund 
  
9.3.1 The cost of the policy guarantees for which the fund is liable has become 

significant over the years since National Provident Life Limited was established.  
As a result the financial position of the fund is such that it is expected that the 
estate will not be sufficient to meet this cost and the fund must rely on capital 
support and also has made charges to asset shares.   

 
9.3.2 The capital policy is described in section 3.4.   
 
 In certain circumstances, the shareholders will loan money to this fund however, 

they will not be entitled to receive interest on any loan that has been provided.   
 
 The investment return on the assets representing the loan to the National 

Provident Life With-Profits Fund will be payable to shareholders when the loan is 
repaid. 

 
 The practices relating to receipt of support are detailed in sections 3.5 and 5.2.    
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Principle  
9.4 Amounts Payable Under a With-Profits Policy  

 
 In accordance with the 2015 Scheme, the total payout on with-profits policies is 

based on asset shares, subject to smoothing (see section 9.7), plus for eligible 
with-profits policyholders, a share of any distributable free estate of the fund.  The 
total payout on with-profits policies is, however, not less than the value of the 
guaranteed benefits.  
 
Payouts are set with the intention that all policyholders will be treated fairly and of 
distributing equitably all the assets of the fund including all future surpluses, to the 
extent these are not needed to meet the future cost of guarantees, but excluding 
any capital support provided to the fund in accordance with the 2015 Scheme. 
 
Asset share techniques are used as a guide to determining payouts on all 
significant lines of business.  For traditional Life, PSA and UWP business, the 
asset share techniques provide a guide to the levels of final bonus and, for UWP 
business, the level of Market Value Reduction (MVR) that may apply. 
 
Asset share techniques are also used as a guide to determining payouts on DA 
and CA business, primarily to determine the annual bonus rate, but also as a guide 
to the level of MVR that may apply to CA business. 
 
The Board may decide that the investment return for any identified group of 
policies may be determined from the returns on assets notionally hypothecated to 
that group of policies (whether or not the fund holds those hypothecated assets), 
rather than the return on the actual assets backing the with-profits business as a 
whole.  Any hypothecation will be subject to the principle that it will only be 
considered if it preserves the fair treatment of policyholders overall.  
 
Approximations are only used where it is made necessary by, for example, 
insufficient data or systems constraints. 
 
Significant changes to the methods and data used to determine payouts require 
the approval of the With-Profits Committee.  Changes to historical data are only 
likely to be made if they are found to be incorrect. 
 
 

 
Practices 
 
 Asset Share Methodology 
 
9.4.1 Payouts are determined using the results of the asset share calculations, subject 

to smoothing practices in respect of the fund, which have regard to the smoothing 
practices operated by National Provident Life Limited, with a minimum payout of 
the value of the guaranteed benefits. 
 

9.4.2 The asset share is broadly the accumulation of past premiums allowing for 
investment return, tax, expenses, cost of mortality, (where appropriate) the cost of 
capital and other charges (see below).  

 
 The following table describes the elements credited or charged to asset shares for 

specimen policies. 
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 Element Traditional 
Life With-
Profits 

Unitised 
With-Profits 
 

Deposit 
Administrat
ion(DA) 

Capital 
Account  
(CA) 

Profit 
Sharing 
Account 
(PSA) 

 (a) Premiums Premiums 
paid under 
the policy 

Note(a) Note(a) Note(a) Note(a) 

 (b) Investment return Note (b)  Note (b) Note (b) Note (b) Note (b) 

 (c) Investment  
expenses 

Note (c) Note (c) Note (c) Note (c) Note (c) 

 (d) Initial expenses Note (d) Note(a) Not Charged Note(a) Note(a) 

 (e) Renewal expenses Note (d) Note (d) Note (d) Note (d) Note (d) 
 

 (f) Other expenses Note (f)  Note (f)  Note (f)  Note (f)  Note(f)  

 (g) Tax on investment 
return 

Note (g) Note (g) Not Charged Not Charged Not charged 

 (h) Tax relief on 
expenses  

Note (g) Note (g) Not Charged  Not Charged  Not Charged  

 (i) Mortality & 
morbidity costs 

Note (i) Not charged Not charged Not charged Not charged 

 (j) Early terminations Not charged  Not charged  Not charged 
 

Not charged Not charged 

 (k) Paid-up policies Not charged Not charged  Not charged  Not charged Not charged 

 (l) Partial and regular 
withdrawals 

Not 
Applicable 

Not 
Applicable 

Not 
Applicable 

Not 
Applicable 

Not 
Applicable 

 (m) Surrenders at 
protected dates 

Not 
Applicable 

Not 
Applicable 

Not 
Applicable  

Not 
Applicable 

Not 
Applicable 

 (n) Annuity payments 
 

Not 
applicable 

Not 
applicable 

Not 
applicable 

Not 
applicable 

Not 
applicable 

 (o) Charges for the 
cost of guarantees 
or smoothing 

Note(o)  Note(o)  
 

Note(o)  
 

Note(o)  
 

Note(o)  
 
 

 (p) Charges for the 
cost of capital 

Not charged Not charged Not charged Not charged Not charged 

 (q) Distributions to 
shareholders 

Not charged 
Note (q)  

Not charged 
Note (q)  

Not charged 
Note (q)  

Not charged 
Note (q)  

Not charged 
Note (q) 

 (r) Tax on 
distributions to 
shareholders 

Not charged 
Note (q)  

Not charged 
Note (q)  

Not charged 
Note (q)  

Not charged 
Note (q)  

Not charged 
Note (q) 

 (s) Profit and losses 
from other 
business 

Not 
applicable 

Not 
applicable 

Not 
applicable 

Not 
applicable 

Not 
applicable 

 (t) Estate distribution 
or charge 

Note (t)    Note (t)    Note (t)    Note(t) Note(t) 

 (u) Exceptional items Not 
applicable 

Not 
applicable 

Not 
applicable 

Not 
applicable 

Not 
applicable 

 
Notes 

 
(a) Premiums 
 

For DA business the premiums used in asset share calculations are premiums 
paid less expenses charged to the policy. 
 
For PSA, UWP and CA, the premiums used in asset share calculations is the 
amount invested after initial charges. 
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(b) Investment return 

 
The investment return allocated to asset shares is determined from the return on 
the assets notionally backing that business as described in 9.9.9.  The investment 
return for determining asset shares is then increased or decreased as appropriate 
by the adjustment in respect of past smoothing costs in accordance with note (o) 
below and 9.7.2. 

 
 (c) Investment expenses 

  
The investment management expenses used in asset share calculations for 
traditional life business are based since 1 January 2000 on the charges payable 
under the service agreement with its investment managers.  For years prior to 
2000, investment management expenses are based on the results of internal 
expense apportionment investigations  
 
For UWP, PSA, DA and CA business an annual management charge is deducted 
partly in lieu of a charge for investment services. 

 
(d) Expenses 

 
Traditional life business expenses include initial commission payable under 
National Provident Life With-Profits Fund’s normal terms. 
 
For UWP, PSA, DA and CA business the initial charges are deducted to cover 
initial expenses. 

 
 The maintenance expenses used in asset share calculations for traditional life 

business are based since 1 January 2000 on the charges payable under the 
service agreement with Pearl Group Services Limited but, since 14 December 
2006, the then current level of expenses are inflated at the fixed rate of 4.07% per 
annum.  For years prior to 2000, maintenance expenses are based on the results 
of internal expense apportionment investigations 

 
For UWP, PSA, DA and CA business, expenses are not directly attributable to 
asset shares and charges in the form of an annual management charge are taken 
instead.  

 
(f) Other Expenses 
 
 For all business, a charge to cover some or all of the non-policy costs is made. 

 
(g) Tax on investment return 

 
For Life business, an appropriate allowance for tax on the investment returns and 
tax relief on expenses is made.   
 
For Pensions business, no tax is currently brought into the asset share calculation 
since no tax is currently payable on the investment return allocated to asset 
shares, nor is there any tax relief on any of the expenses brought into the asset 
share calculations. 
 
The amount of tax chargeable to life policies in the asset share calculations is 
intended to be a reasonable approximation to that actually payable by the 
company in respect of its with-profits business.  A notional amount of tax is 
determined as if the fund had constituted the whole long-term fund of a separate 
mutual life assurance company.  Any difference between this notional amount of 
tax and that taken into account in the calculation of asset shares is treated as non-
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policy costs. Any difference between the tax actually payable and the notional 
amount is payable by or to the shareholder. 

 
(i) Mortality and morbidity costs 
 
 For traditional life business, charges are made to asset shares for meeting the 

cost of mortality and other risks under individual policies.  
 
 The mortality rates used for traditional life asset shares are based on the fund’s 

most recent experience. 
 

(o) Charges for the cost of guarantees or smoothing 
  
 Smoothing adjustments are determined for, and shared among, traditional life, 

UWP and CA business.  Smoothing adjustments are described in 9.7.1. 
 

A charge to asset shares to cover guarantee costs was made in each year from 
2007 to 2019 inclusive, with a total charge of 20% taken over that period.  No 
charge was taken in 2020 and no future charges will be taken. 
 

 (q) Distributions to shareholders 
 
Shareholders are not entitled to any surplus arising in the fund. 

 
(t) Estate distribution or charge 

 
If a distributable estate did arise, this would be used to augment the benefits 
payable under policies in the fund. 

 
9.4.3 For traditional life policies, payouts are based on asset shares calculated for a 

sample policy commencing in each previous final bonus period and becoming 
payable in the current calendar year.  For PSA, UWP, and CA business, payouts 
are based on a sample investment in each previous final bonus period and 
becoming payable in the current year.  Consequently, for UWP, PSA or CA 
business, a regular premium policy may have numerous rates of final bonus 
and/or MVR applicable in the calculation of the amount payable reflecting the 
investments made in different final bonus periods, and a single premium policy will 
have a separate rate of final bonus or MVR in respect of each single premium 
paid.  

  
9.4.4 Asset shares are calculated as at the mid-point of the period over which they 

apply. Estimates of investment returns are used where the actual investment 
return is not known at the date of calculation.  The actual rates of investment 
returns (determined in accordance with 9.4.2(b)) are used in any subsequent 
calculation of asset shares once the actual investment returns have been 
determined.  

 
9.4.5 The methodology used to determine payouts is documented by papers submitted 

to, and approved by, the With-Profits Committee Investment returns, expenses 
and charges are documented by internal memoranda.  

 
9.4.6 The investment return for any class of business is determined from the return on 

assets notionally backing that business as described in 9.9.9 below.  The 
investment return for traditional life, PSA, UWP and CA business, less an 
appropriate allowance for tax in respect of life business, is then increased / 
reduced by the charge in respect of past smoothing costs in accordance with 9.7.2 
below.  

 
9.4.7 For certain mortgage endowment policies, the NPI Promise applies which will 

mean an extra amount is payable at maturity if the payout falls below the amount 
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of mortgage the policy was originally targeted to repay, subject to certain 
conditions being met.  The cost of this Promise forms part of the non-policy costs.  

 
9.4.8 Except where payment of a contractual benefit results in a higher amount, and 

except where the amount cannot be reasonably compared with a calculated asset 
share, the target ranges for policy claim payouts are 80% to 120% of unsmoothed 
asset share in respect of UWP, traditional life, PSA and CA business. 

 
 These ranges apply to both maturity payments and surrender payments for these 

classes of business.  It is expected that at least 90% of cases would fall within 
these target ranges.   

 
9.4.9 These ranges have been determined and will be monitored by reference to 

specimen with-profits policies of the appropriate classes of business. 
 
9.4.10 For some minor lines of business, the results of the major line of business most 

similar to the minor line may be used as a guide to setting payouts.   
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Principle  
9.5 Annual Bonus Rates 

 
 Annual bonus rates are set by the With-Profits Committee and in doing so they 

disregard the existence of any capital support provided to the fund under the 
terms of the capital policy. 
 
Due to the financial position of the fund, the strategy is to keep any increase in 
guaranteed benefits to a minimum by declaring as little annual bonus as possible. 
For traditional life business, it is therefore expected that there will be no annual 
bonus declared for the foreseeable future.  For UWP business, it is similarly 
expected that there will be no annual bonus declared for the foreseeable future, 
except where the policy terms and conditions provide for a minimum rate. 
 
For DA and CA business the annual bonus rate reflects the current investment 
return on the assets notionally backing this business plus or minus a smoothing 
adjustment. 
 
To protect the financial position of the fund it may be deemed necessary to 
change the interim annual bonus rate for DA and CA business at any time, and to 
reduce the interim annual bonus rate, possibly to zero, and to declare at the year-
end a rate different from the interim rate. 
 
As the fund is closed to new business, it is not expected that any new series of 
bonus rates will be necessary. 
 
 

 
Practices 
 
9.5.1 Annual bonus rates and interim annual bonus rates for the following year are normally 

declared annually at 31 December, but interim annual bonus rates may be changed 
at any time. 

 
9.5.2 Annual bonus rates on DA and CA business would not normally be expected to 

change by more than 1.5% per annum, but may change by more, in particular if the 
With-Profits Committee deems it necessary to protect the financial position of the 
fund. 

 
9.5.3 For DA and CA business the interim annual bonus rate is set at the start of each 

calendar year at a level consistent with the expected return on the underlying assets 
minus the annual management charge, plus or minus an adjustment designed to 
bring the nominal value of the business more closely into line with the asset shares.  
In normal circumstances, the rate of annual bonus declared at the year-end would be 
the same as this interim rate. 
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Principle  
9.6 Final Bonus Rates 

 
  

The With-Profits Committee sets final bonus rates with the intention of distributing 
equitably all the assets of the fund including all future surplus arising in the fund, 
to the extent this is not needed to meet the cost of guarantees, but excluding any 
capital support provided to the fund 
 
For maturities and retirements under traditional life, PSA and UWP business, and 
deaths and transfers under PSA and UWP business, final bonuses are normally 
set so that the total payout is targeted on asset share, subject to smoothing (see 
section 9.7 below), plus any distribution of the estate.  The policyholder will 
receive not less than the value of the guaranteed benefits under the relevant 
policy. 
 
No final bonus is normally payable on DA and CA business. 
 
 

 
 
 
Practices 
 
9.6.1 Final bonuses are normally reviewed and set every six months such that the final 

payout targets 100% of unsmoothed asset share over time subject to guarantees, 
smoothing and the requirement to protect the financial position of the fund.  
However, final bonuses may be changed without notice at any time that PLAL 
determines.  Such an interim change would normally either be because economic 
conditions have changed leading to a larger than expected gap between the levels 
of payouts and the underlying asset shares, or if deemed necessary to protect the 
financial position of the fund. 

  
9.6.2 For each class of policy, final bonus rates and MVRs, if applicable, would normally 

be the same for each final bonus period whatever the cause of claim (e.g. 
retirement, death, transfer, switch), except where the policy conditions guarantee a 
benefit higher than that based on asset share for certain claim types.  For UWP 
and CA business, MVRs do not apply on some claims (e.g. deaths, some 
retirements) as specified in the policy conditions. 

 
9.6.3 For UWP business, for each final bonus period, either an MVR or a final bonus will 

apply.  There will not be both at the same time. 
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Principle  
9.7 Smoothing 

 
 Payouts are usually smoothed so as to avoid excessive differences in payouts on 

similar policies over short periods of time. 
 
It is intended that smoothing will be cost neutral over time.  If necessary, payouts 
will be amended to help ensure that the cost of smoothing does tend towards 
zero, and any outstanding smoothing account balances can reasonably be 
expected to be reduced to zero within a limited period. 
 
Phoenix Life Assurance Limited may change the way payouts are smoothed at 
any time or may cease to smooth payouts if the With-Profits Committee deems it 
necessary to protect the financial position of the fund.  In such circumstances, it 
may also adopt a different approach to smoothing by claim type.  

 
 

 
Practices 
 
9.7.1 For business where final bonus changes are normally made twice a year, 

smoothing is applied to maturity or retirement values by limiting the change in final 
bonus rates.  Normally the change in final bonus rates for a specimen policy will 
be limited so that the increase or reduction in total maturity or retirement payout 
compared to a position where bonus rates are not changed is not more than 7.5% 
at each six monthly review. 

 
9.7.2 For traditional business, surrender value bases are normally reviewed twice a 

year, and smoothing is applied by limiting the change in immediate surrender 
value for policies.  Normally the surrender value for specimen model policies will 
not change by more than 10% at each six monthly review.  Surrender values may 
change in between reviews because in many cases the surrender values are 
calculated using formulae that depend on factors such as term remaining which 
change over time. 

 
9.7.3 However, if it is necessary to enable the fund to continue to meet the objectives 

set out in the guiding principles in section 5 sometimes larger changes are made 
in final bonus rates and surrender values. 

 
 If there has been a significant change in premium rates then larger changes than 

those described above may be made so that final bonus rates and surrender 
bases remain consistent with the premium rates on which the business was 
generally written.  Where premium rates were revised with the intention of 
changing payouts, then smoothing will not be applied, so that the change in 
payouts intended by the premium rate changes does occur. 

 
 Also where there have been significant changes in methodologies and practices, 

the impact may not be managed within the normal smoothing rules. 
 
9.7.4 A smoothing account is maintained to which the difference between the payouts 

(excluding any increase due to payment of guaranteed benefits) and the asset 
shares is credited (if positive) or debited (if negative).  This smoothing account will 
be reduced (increased) towards zero by reducing (increasing) the investment 
return credited to asset shares and crediting (debiting) the smoothing account with 
the resultant change in asset shares.  The smoothing account is accumulated 
each year at the same rate of return as earned on the assets backing the estate. 
 

9.7.5 The reductions (increases) in investment return each year are generally calculated 
to cover one half of the then current smoothing account balance but a higher 
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fraction may be used if the With-Profits Committee deems it necessary to protect 
the financial position of the fund. 

 
9.7.6 For traditional life, PSA and UWP business, payouts are normally determined 

using asset shares under which the investment return credited is only calculated 
approximately during the course of the year (by use of the appropriate indices) and 
is updated after the end of each year to reflect the actual performance earned.  
This applies to all generations of policyholders.  
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Principle  
9.8 Surrender Values 

 
 Surrender values will be set with reference to the policy’s asset share, they may 

be subject to smoothing, and may vary considerably in line with movement in 
asset shares. Surrender values as determined will be subject to guaranteed 
minimums, where provided by the contract terms.  
 
MVRs for UWP and CA business are based on asset shares (and, for UWP, result 
from the same calculation methods as final bonuses), and thus reflect changes in 
underlying asset values.  
 
The basis for surrender values of traditional life business is reviewed from time to 
time so that surrender values remain broadly consistent with the targeted level of 
payouts. 
 
 

 
Practices 
 
9.8.1  Except where payment of a contractual benefit results in a higher amount, and 

except where the amount cannot be reasonably compared with a calculated asset 
share, the target ranges for policy claim payouts are 80% to 120% of unsmoothed 
asset share in respect of UWP, traditional life, PSA and CA business. 

 
9.8.2 The range applies to both maturity payments and surrender payments for these 

classes of business.  It is expected that at least 90% of cases would fall within 
these target ranges.  

 
9.8.3 For traditional life business, the surrender basis approximates on average to asset 

share, so the amount payable on any particular policy may be more or less than 
the amount targeted. 

 
9.8.4 For With-Profits Endowment Assurance and With-Profits Whole Life Assurance 

policies, there is no separate scale of final bonus for surrenders, but the surrender 
value includes a proportion of the final bonus that would be payable were the 
policy then maturing. 

 
9.8.5 MVRs for UWP are calculated in the same way as rates of final bonus and 

rounded similarly. This is generally to the nearest 0.1%.  MVRs for CA business 
are calculated using asset shares determined as described above for UWP 
business. 

 
9.8.6 MVRs do not apply to payments by way of regular income payments under 

policies such as With-Profits Bonds and Flexible Income Plans.  Any resulting 
costs in excess of asset shares form part of the guarantee costs. 

 
9.8.7 For With-Profits Endowment Assurance and With-Profits Whole Life Assurance 

policies, the surrender basis is intended to pay on average the same percentage 
of asset shares as for maturity claims.  The same scale of final bonus applies to 
surrender as to maturity claims, but only a proportion depending on sex, age 
attained and outstanding term is included in the surrender value. 
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Principle  
9.9 Investment Strategy 

 
 The investment strategy for all the assets in the fund takes into account the 

liabilities of the fund under its policies and other liabilities.  The primary 
requirement is to maintain the financial position of the fund at a level agreed by 
the Board and protect existing guaranteed benefits.  The need to meet, as far as 
possible, policyholders’ reasonable expectations on levels of payouts in excess of 
guaranteed benefits is secondary to this. 
 
Derivatives may be used to implement investment policy ahead of physical sales 
and purchases of assets. Derivatives are also used to match certain policy 
liabilities or to provide protection against increases in policy liabilities. 
 
The maximum counterparty risk is that agreed with the investment manager from 
time to time, as authorised by the Investment Committee. 
 
The investment policy in respect of any assets provided as capital support to the 
fund in accordance with the capital policy is determined by the Board.  
 
The investment policy for assets in the fund shall be set on the basis that no 
support will be provided to the fund other than such support as is provided in 
accordance with the capital policy. 
 

 
Practices 
 
9.9.1 The investment strategy for the fund is reviewed formally at least once a year, 

taking account of a variety of considerations, including our approach to 
responsible investment.  The With-Profits Committee sets the investment strategy 
for the fund, excluding those assets provided as capital support under the capital 
policy, and approves the investment mandate.  The Board sets the investment 
strategy for the assets provided as capital support under the capital policy. 

 
9.9.2 The investment mandate sets out any limits on matters such as: 

 The types of investment that may be held. 

 The maximum amount that can be invested in any single currency. 

 The maximum amount that can be invested in any single asset class / 

investment sector / country. 

 The maximum extent to which the manager might hold assets which are 

different to the benchmark (guideline) portfolio in order to enhance returns 

(these include restrictions in terms of credit quality, term / duration and 

amounts of individual holdings). 

 The minimum credit rating quality of assets (as specified by the main 

rating agencies such as Standard & Poor’s and Moody’s). 

 The maximum amount of gearing within the fund (that is, the maximum 
amount of borrowing the fund may undertake to invest in new assets). 

 Exposure to sectors or companies that do not align with our approach to 
responsible investment, for example Tobacco. 

 
9.9.3 The investments are selected to provide a reasonably close match to the liabilities 

on a realistic basis, but also having regard to the financial position of the fund. 
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9.9.4 For non-governmental fixed interest investments (other than bonds held as part of 

the property portfolio), the minimum acceptable credit rating at the date of 
purchase is A-.  If the credit rating subsequently falls below this level, the holding 
would, subject to the investment managers’ advice, normally be sold. 

 
9.9.5 The fund may lend its assets in return for a fee, subject to receipt of appropriate 

collateral as security.  Any stock lending is subject to documented agreements 
between the fund, its investment managers and its lending agents.  The 
Investment Committee advises the Board on the terms under which stock lending 
takes place and oversees the operation of stock lending arrangements to ensure 
that they are in accordance with the agreements. 

 
 Asset Mix  
 
9.9.6 The assets within the fund are separated into different asset pools.  This 

separation may be either physical (where the investment managers run a 
separately identifiable asset pool) or notional (where rather than holding separate 
assets, we internally apportion the returns within the fund as if separate asset 
pools were held).  
 

 Asset Shares 
 
9.9.7 One set of assets is held backing all asset shares, but there is some 

hypothecation of returns to: 

 DA and CA business 

 0GB business 

 Other with-profits business 

The overall asset mix of the fund is the result of combining the assets in each of 
the underlying asset pools. 

  
9.9.8  The guideline asset mix range for asset shares is: 
   

 

DA and 
      CA Business 

0GB 
      Business 

O       Other With- 
Profits 

              Business 

Fixed  Fixed Interest and cash     70 - 80%           45 - 55% 100% 

Equities and Properties     20 - 30%           45 - 55% 0% 

 
9.9.9 From time to time the actual asset mix will be different from the above percentages 

due, for example, to market movements, and active management decisions taken 
by the investment managers or the Investment Committee.  The asset mix may 
also be altered in circumstances where there is an unacceptably high risk that 
regulatory capital requirements may be breached, that guarantees may not be 
met, or that it will not be possible to apply the stated smoothing policy. 

 
9.9.10 The equity shares will be held in a mix of UK and overseas companies, the 

majority of which are listed and traded on the major stock exchanges.  The equity 
shares may also include a proportion of private equity investments which are less 
liquid and may take longer to sell, should the fund wish to 
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9.9.11 Any property investments may be in both UK and overseas properties, and may be 
held directly, or through specialist funds.   

 
9.9.12 The fixed interest assets backing asset shares may include derivative contracts 

aimed to alter the effective term of some of the physical assets. 
 
9.9.13 The investments may be direct or via collective investment schemes such as unit 

trusts or derivatives.    
 
 
 Liabilities for Policy Options and Guarantees 
 
9.9.14 The assets comprising the estate are mostly required to cover reserves that are 

necessary over and above the asset share to ensure that guaranteed benefits can 
be met, and are invested to match those liabilities.  They are invested in fixed 
interest securities, short term deposits and alternative assets.  They may also be 
invested in derivatives, and take a short position if this will result in the value of the 
assets changing more in line with changes in the cost of guarantees.  Selection 
and management of the alternative assets will be subject to particularly detailed 
and continuous assessment in order to minimise adverse investment effects.    

 
 Liabilities for Non-profit policies and other liabilities 
 
9.9.15 Assets backing the liabilities for non-profit policies are invested in fixed interest 

securities chosen to broadly match the duration and amount of the liabilities.   
 
9.9.16 The With-Profits Committee and Board has to approve any new or novel form of 

investment in the fund, that does not form part of the capital support provided in 
accordance with the capital policy.  The Board has to approve any new or novel 
form of investment for the capital support provided in accordance with the capital 
policy. 
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Principle 
9.10 Business Risks 

 
 The fund is closed to new business other than increments or new members to 

group schemes or policies coming into force as a result of options contained in 
existing policies.  Most increments to existing policies or new members to group 
schemes written on or after 1 January 2000 are reassured to Phoenix Life Limited 
on terms which prevent strain arising in the fund.  There is therefore very limited 
risk to the fund from acquiring new business. 
 
Annuities in payment arising as a result of policies vesting, including those policies 
with Guaranteed Annuity Options, are set up in the Non-Profit Fund. 
 
The fund has a number of reassurance arrangements in force with companies 
both inside and outside the Phoenix group of companies.  There is a business risk 
that any of the reassurers could fail and the reassurance become worth less than 
expected, resulting in the fund having to meet more policy payments than 
expected. 
 
The fund actively seeks to avoid taking on new risks and is managed in such a 
way as to minimise the existing risks.  The Phoenix group of companies has 
comprehensive processes at managerial and Board level for identifying, reporting, 
monitoring and managing risks. 
 
The costs of servicing any financing arrangements that the fund has in force could 
form part of the non-policy costs. 
 
Any compensation costs arising from mis-selling of policies allocated to the fund 
shall be met by the Non-Profit Fund or the Shareholders' Fund. 
 

 
Practices 

 
9.10.1 It is not expected that the fund will take on any further business risks.  The more 

significant business risks are outlined below. 
 
9.10.2   Any profit or loss of any amount arising from business risk would form part of the 

non-policy costs.  
 
9.10.3   Investment management services have been outsourced to the investment 

managers and administration services have been outsourced to Pearl Group 
Services Limited (PGS).  There is a risk that the investment managers and / or 
PGS fail to provide an adequate service or cease to trade.  Should PGS be unable 
to meet any of its obligations to provide services then Phoenix Life Assurance 
Limited would request that Phoenix Group, as owners of PGS step in to restore 
the position.  Should Phoenix Group not do this, then Phoenix Life Assurance 
Limited would attribute any losses to the Shareholder Fund or Non-Profit Fund, 
and the fund would only be affected if the Shareholder Fund or Non-Profit Fund 
had insufficient excess assets to bear the losses. 

 
9.10.4 There is a risk that the charges for investment management fees and 

administration fees could vary.  This could result in reduced payouts to 
policyholders. 

 
9.10.5 Many of the in-force policies contain options for new policies, options over the date 

when benefits are payable, and the format of the benefits.  There is therefore a 
risk that the options could be exercised in a way that increases guarantee costs.  
There is also a risk that many policies will surrender or transfer away, reducing the 
expected value of future profits on those policies to the estate and potentially 
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reducing the fund at a rate that may give rise to liquidity issues.  There is also a 
risk that policies with valuable guarantees lapse at a lower rate than expected, 
thus increasing guarantee costs.  These risks are monitored so that action may be 
taken, where appropriate and practical, to minimise the risk to the fund. 

 
9.10.6 There is a risk that the level of outgoings from the fund exceeded the income at a 

time when the sale of assets was not practical.  This could mean that the fund 
would be unable to meet its payments to policyholders as they fall due. 

 
9.10.7 The investment in fixed interest securities carries a risk of default by the issuers of 

those assets. 

 
9.10.8 There is a risk that mortality of assured lives increases substantially resulting in 

more payments of death benefits than expected. 
 
9.10.9 There are currently no financing arrangements giving rise to non-policy costs. 

 
In addition for the Portfolio Bond: 

 
9.10.10 The Portfolio Bond business is exposed to certain business risks of the Pearl With-

Profits Fund.  However, as Portfolio Bond business is not normally exposed to the 
profits or losses arising from the Pearl With-Profits Fund’s direct written business, 
it is mainly the investment-related business risks (and the risks to the Pearl With-
Profits Fund’s solvency position) that are relevant for Portfolio bonds. 

 
9.10.11 In the event that the fund were to become insolvent, Portfolio Bond policyholders 

would share in any reduction in policy payouts along with other policyholders of 
the fund – the reassurance to the Pearl With-Profits fund is an asset of the fund, 
and is not directly attributable to the Portfolio Bond policyholders. 
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Principle  
9.11 Expenses and Charges 
 Portfolio Bonds 

 
Portfolio Bond per policy expenses charged by PGS for policy administration were 
agreed with PGS at the date of introduction of Portfolio Bonds and were 
subsequently increased each year. 
 
Portfolio Bond expenses are not directly applied to policies – policies are subject 
to charges as set out in product terms, and the equivalent of an annual 
management charge is deducted from asset shares.  Those charges are expected 
to at least cover the total costs, including commission, of all aspects of 
administering the business.  The equivalent annual management charges are 
inclusive of the investment management fees. 
 
It is not expected that the equivalent annual management charge would change 
unless: 
(a) The policy administration expenses and/or investment management fees 
increased to the extent that they were greater than the amount of income 
generated by the policy charges, including the annual management charges, less 
the normal commission payable. 
(b) The policies became unprofitable for any other reason. 
Any such change would not be applied retrospectively. 
 
All direct costs of investment are borne by the Pearl With-Profits Fund and act to 
reduce the investment return.   
 
All other business 
 
Under the terms of the 2015 Scheme, subject to applicable laws and regulations 
from time to time (including any regulations made by the regulators regarding the 
allocation of costs and charges to with-profits funds): 
(a) the per policy administration expenses attributable to the fund were determined 
from the level set out in that Scheme increased each year by RPI plus 1%.  The 
Board may (and shall, where so requested by the With-Profits Committee) review 
and amend the amount and application of the per policy expenses subject to the 
approval of the With-Profits Committee, having obtained appropriate actuarial 
advice.  Increases to the per policy expenses and charges for investment 
management are determined by the Board, subject to the approval of the With-
Profits Committee. 
(b) investment management fees attributable to the fund are determined by the 
Board subject to the approval of the With-Profits Committee. 
 
The charges and expenses attributable to the fund, other than the per policy 
administration and investment expenses, form part of the non-policy costs. 
 
For traditional life business, asset shares allow for the expenses of administration, 
plus the commission payable under the fund’s normal terms.  The investment 
return credited to traditional life business is reduced by the investment 
management fee.  For DA, UWP, PSA and CA business, asset shares are debited 
with charges in the form of an annual management charge which includes the 
investment management fee. 
  
It is not expected that the levels of annual management charge made for DA, 
UWP, PSA and CA business will change unless:  

 The policy administration expenses and / or investment management fees 
increased significantly, particularly if they increased to the extent that they 
were greater than the amount of income generated by the annual 
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management charges; or 

 The estate was exhausted.  

 Any such change would only be prospective. 
 
All direct costs of investment are borne by the fund and act to reduce the 
investment return. 
 

  

 
Practices 
 
9.11.1 Any apportionment of charges and expenses between with-profits and other 

business is normally only in respect of policies which are invested partially in with-
profits and partially in non-profit and/or unit linked investments.  Any such 
apportionment will normally be made on the basis of the value of the policy held in 
those investments or the amounts of premium to be invested in the various funds.   

 
9.11.2 The outsourcing agreements with Pearl Group Services Limited currently apply a 

charging arrangement whereby per policy expenses rise each year by RPI plus 
1%.  The agreements may be terminated at any time by them subject to one year’s 
notice or by Phoenix Life Assurance Limited, subject to three months’ notice.  The 
agreements may also be terminated in the event of either party becoming 
insolvent or wound up.  Similar arrangements apply to agreements with the 
investment managers, although the time periods may vary. 

 
9.11.3 The current level of annual management charge applicable to asset shares for DA, 

UWP, and CA business is generally 1.0% per annum, but charges applicable to 
some policies are different.  For PSA business, the annual management charge is 
currently 0.85% per annum. Higher charges apply to initial units.  The difference 
between the charges made to asset shares for DA, UWP, PSA and CA business 
and the expenses charged to the company by its investment managers and Pearl 
Group Services Limited are dealt with as non-policy costs. 

 
9.11.4 For Portfolio Bonds, the per policy expenses charged by PGS for policy 

administration are increased each year at RPI plus 1%.  Investment management 
fees are agreed by the Board with its investment managers from time to time. 

  
9.11.5 For Portfolio Bonds, any apportionment of charges and expenses between with-

profits and other business is normally only in respect of policies which are invested 
partially in with-profits and partially in unit linked investments.  Any such 
apportionment will normally be made on the basis of funds held. 
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Principle  
9.12 Estate Management 

 
 As a consequence of NPI’s demutualisation, the distributable estate is to be 

applied solely and exclusively in the provision of benefits to the eligible with-profits 
policyholders.  The distributable estate is to be distributed to the eligible with-
profits policyholders in an equitable manner, subject to the distribution being 
prudent and with the intention that all of the distributable estate will be distributed.  
It is unlikely there will be any distributable estate for the foreseeable future. 
 
The estate may be used to meet any losses incurred by the company as a result 
of business risk, to provide a buffer against adverse experience, to pay for the NPI 
Promise, to meet guarantee costs as they arise and to meet any other costs 
necessary to ensure that payouts meet the reasonable expectations of 
policyholders.  
 
Portfolio Bond policyholders have no rights to share in the distributable estate of 
either the fund or the Pearl With-Profits Fund. 
 

 
Practices 
 
9.12.1 There is no distribution of the estate at present nor is there likely to be for the 

foreseeable future since it is likely that all of it will be needed to meet future 
guarantee costs and other costs for which it is liable. 
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Principle  
9.13 New Business  

 
 The fund only accepts new business in the form of increments to existing policies, 

new policies arising out of rights under existing policies, and new members to 
existing group schemes.  Most incremental business is reassured to Phoenix Life 
Limited on terms which prevent strain arising in the fund. 
  

 
Practices 
 
9.13.1 The amount of new business being accepted is minimal.  The only incremental 

business accepted which is not reassured to Phoenix Life Limited is investments in 
PSA under Executive Pension Plans.  
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Principle  
9.14 Equity Between the Fund and Shareholders 

 
 As a consequence of NPI’s demutualisation, NPI’s business as a mutual company 

was transferred into National Provident Life Limited and then as part of the 2015 
Scheme transferred into Phoenix Life Assurance Limited.  The terms of the 2015 
Scheme are such that the fund continues to operate as if it were a mutual 
company and the eligible with-profits policyholders remain entitled to 100% of the 
profits and losses arising on the business in the fund.  Any changes to the terms 
of the 2015 Scheme would require the approval of the High Court. 
 

 
Practices 
 
9.14.1 The terms of the reassurance of incremental business provide for all profits or 

losses arising on that business to emerge in Phoenix Life Limited, and not in the 
fund.  There are no shareholder profit transfers from the fund. 

 
9.14.2 Subject to certain minimum requirements being satisfied regarding the financial 

position of the fund, the capital support provided under the capital policy is 
repayable to the Non-Profit Fund and the Shareholder Fund as appropriate.  
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10. With-Profits Governance Arrangements 
 
10.1 The Board is the governing body of Phoenix Life Assurance Limited with the final 

authority in decision making. 
 

The Board may consist of executive and non-executive directors.  The various 
funds of Phoenix Life Assurance Limited are the direct responsibility of the Board. 
   
The Board is responsible for managing the with-profits business in each of its with-
profits funds.  For all the with-profits funds, except the National Provident Life 
With-Profits fund, the Board is responsible for investment and bonus policy.   The 
With-Profits Committee is responsible for the investment policy and the bonus 
policy for the National Provident Life With-Profits Fund only.   
 

10.2 Phoenix Life Assurance Limited has established a With-Profits Committee which 
has a majority of non-executive members, one of whom acts as chairman and at 
least one of whom is an actuarial member.  The committee normally meets around 
six times a year.  The committee’s role includes: 

 reviewing bonus recommendations; 

 reviewing ongoing compliance with the Principles and Practices of Financial 
Management; and 

 considering issues that may have an impact on treating customers fairly.   
  
10.3 The Board produces a report (or separate reports for each of the with-profits 

funds) addressed to with-profits policyholders each year within six months of the 
financial year end.  This report covers compliance with the Principles and 
Practices of Financial Management and significant issues where discretion has 
been exercised, in particular where such issues relate to the competing or 
conflicting interests of policyholders and shareholders.  Policyholders will normally 
be advised of the report as part of their regular bonus mailing.  The report is 
available on the www.phoenixlife.co.uk internet site and is available to 
policyholders on request. 
 
In respect of the National Provident Life With-Profits Fund the Board also provides 
the With-Profits Committee with an annual certificate setting out whether they 
consider that the terms of the 2015 Scheme have been complied with. 

 
10.4 Phoenix Life Assurance Limited has appointed a With-Profits Actuary for each of 

its with-profits funds.  The With-Profits Actuary provides advice to Phoenix Life 
Assurance Limited on the implications of certain matters for with-profits 
policyholders.  The With-Profits Actuary for each fund produces a report each year 
for the Board on key aspects of the discretion exercised in respect of that fund 
(including the application of the Principles and Practices of Financial 
Management).   
 
In addition, in respect of the National Provident With-Profits Fund, the With-Profits 
Actuary will provide a certificate to the Board and With-Profits Committee setting 
out whether, in his opinion, the provisions of the 2015 Scheme relating to actuarial 
matters have been complied with and whether the investment and bonus policy 
have been consistent with the requirements of the 2015 Scheme.  The With-Profits 
Actuary is also required to notify the Board and With-Profits Committee if he 
considers the National Provident Life With-Profits Fund is being operated in a way 
which means that he will be unable to provide this certificate.

http://www.phoenixlifegroup.co/
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Appendix 1  Glossary  
 
Glossary of Terms 
 
2012 Scheme The Scheme in 2012 under which policies formerly written in the long-

term business funds of London Life Limited were transferred to Phoenix 
Life Assurance Limited on 30 September 2012.  See section 3.2.   
 

2015 Scheme The Scheme in 2015 under which policies formerly written in the long 
term business fund of National Provident Life Limited were transferred to 
Phoenix Life Assurance Limited on 30 March 2015. See section 3.3 
 

Accumulation units The units that are allocated to a unitised with-profits policy, which usually 
has a set level of annual management charge.  Sometimes called 
‘ordinary units’.  Other types of unit, such as ‘capital units’ and ‘initial 
units’, which may sometimes be allocated in the first one or two years of 
the policy, tend to have extra charges 

Actively Managed 
Asset Shares 

Investments will be managed with the intention of achieving returns in 
excess of benchmark returns. 
 

Alternative assets Investments that are typically made with the aim of enhancing returns 
whilst reducing overall investment risk and fluctuations in overall returns. 
Before investing in new types of investment the Board will obtain the 
advice of the Chief Actuary and the investment managers on the 
benefits and risks of the proposition.  This would include an analysis of 
the nature and proportion of future outcomes in which the instrument 
would prove materially disadvantageous relative to more traditional 
investments.  If the instrument is to be held in material amounts in 
respect of with-profits policies, the Board will also seek the opinion of the 
With-Profits Actuary and the With-Profits Committee. 
 

Annual Bonus A bonus which may be added to a with-profits policy which increases the 
guaranteed benefits.  Once added, annual bonuses cannot be taken 
away.  Sometimes referred to as a regular or a reversionary bonus and 
interest additions.   
 

Asset Class Different types of asset exposure.  Asset classes include equities, 
property, fixed interest securities, alternative assets, and cash or short 
term deposits. 
 

Asset Share Retrospective accumulation of premiums paid at the rates of investment 
return earned, after allowing for charges, such as expenses, mortality 
costs, guarantee costs, tax and other charges.  It is described more fully 
in section 4.3.   
 

Asset Share Fund For the SERP Fund, the total of the individual policy asset shares and 
the smoothing account. 
 

Board The governing body of Phoenix Life Assurance Limited with the final 
authority in decision making.  It may consist of executive and non-
executive directors.  The various funds of Phoenix Life Assurance 
Limited are the direct responsibility of the Board.  In practice the Board 
may delegate some of its day to day decision making capabilities to 
nominated individuals, although the Board will still remain responsible for 
those decisions 
 

Capital units Units that can be allocated to a unitised with-profits policy in the first two 
years (typically).  There are extra charges for these units to cover the 
selling and set up costs for the policy.  Sometimes called ‘initial units’. 
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Credit Spread The excess of the yield on a fixed interest security not issued by the UK 
government over the yield on a fixed interest security of the same term 
issued by the UK Government (may be negative). 
 

Distributable Estate That part of the estate that the Board declares to be distributable to with-
profits policyholders, taking into account the amount of the estate and all 
likely costs, charges and other debits to it and the need to meet 
regulatory capital requirements. 
 

 
Eligible With-Profits 
Policyholder 

 
The holder of a with-profits policy written by NPI that was in force (or 
was treated by NPI as having been in force) continuously from prior to 2 
October 1998 until 1 January 2000. 

 
 
Estate 

 
The estimated realistic value of the assets less the estimated realistic 
value of the liabilities.  It is calculated using realistic assumptions and 
generally accepted methodologies on a basis determined by the Board.   
 

Final Bonus A bonus which may be payable when a with-profits policy becomes a 
claim such as on death or maturity, and paid in addition to the 
guaranteed benefits and any interim bonus.   
 

Final bonus period A final bonus period is generally a calendar year in which a traditional 
with-profits policy commenced or an investment in PSA, UWP or CA was 
made but may be a shorter period and is mostly a quarter year in 
respect of with-profits bonds. 
 

Growth Investments These are investments that have higher risk than other investments 
(such as cash and bonds) but are expected to produce a higher long-
term return.  The value of growth investments may therefore be more 
volatile.  Growth investments will normally consist of equity shares 
(including private equity) commercial property and hedge funds.  
However the investment managers may also choose to hold other types 
of investment within the growth investment category. 
 

Guaranteed Benefits These are benefits promised at, usually maturity or normal retirement 
increased by annual bonuses added to date.  They are usually 
guaranteed provided that all contractual obligations are met. 
 

Guarantee Costs The amount(s) by which the value of the guaranteed benefits under any 
policy which becomes a claim exceeds the value of the payout that 
would have been made had the benefit not been guaranteed. 
 

Chief Actuary 
 

The actuary who provides guidance to the Board on actuarial matters.   

Incremental 
Business 

Any new policy, increment to an existing policy or new member to a 
group scheme in the National Provident Life With-Profits Fund written on 
or after 1 January 2000. 
 

Individual Capital 
Assessment (ICA) 

An annual determination of the capital required by Phoenix Life 
Assurance Limited to ensure it can meet its obligations in all reasonably 
foreseeable future circumstances.  This assessment is not published but 
is submitted to the PRA.  This, together with any Individual Capital 
Guidance, is referred to as the Pillar 2 basis.   
 

Individual Capital 
Guidance (ICG) 

Private guidance provided by the PRA on the amount of capital, if any, 
which it considers appropriate for Phoenix Life Assurance Limited to 
have in excess of the Individual Capital Assessment.   
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Initial units Units that can be allocated to a unitised with-profits policy in the first two 
years (typically).  There are extra charges for these units to cover the 
selling and set up costs for the policy.  Sometimes called ‘capital units’. 
 

Interim Bonus 
 

A bonus which may be payable when a with-profits policy becomes a 
claim.  It is paid in addition to the guaranteed benefits, allowing for the 
accrual of annual bonus since the previous annual bonus declaration.   
 

Investment 
Committee 

A sub-committee of the Board set up on set up to review and consider 
investment related matters. 
 

Investment Managers The firms or persons appointed from time to time to manage the 
investments of a fund.   
 

Long Position 
 

Where an investor purchases investments in excess of those which it 
strictly needs; often using the proceeds of a short position in a different 
type of investment to give a combined effect which may be suitable for 
matching liabilities for policy guarantees. 
 

Long-Term Business 
Fund 

In the context of Phoenix Life Assurance Limited, this consists of the 
Non-Profit Fund, the Pearl With-Profits Fund, the SERP Fund, and the 
London Life With-Profits Fund.  
 

Market Value 
Reduction (MVR) 

A percentage reduction to the value of units on a unitised policy which 
applies on encashment except in certain circumstances specified in the 
policy document.  Sometimes referred to as a market value adjuster.   
 

Mathematical 
Reserves 

The value of guaranteed sums assured and existing annual bonus, less 
the value of future annual premiums, calculated in accordance with the 
rules of section 1.2 of the PRA Prudential Sourcebook for Insurers.   
 

Maturity (Date)  
 

 for a traditional endowment policy, the date on which the sum 
assured and bonuses will be paid;  

 for a traditional  pensions policy, the selected retirement age; 

 for a unitised pension policy, the period around the selected 

retirement age during which the value of units may be used to provide 
retirement benefits without the application of a market value reduction 
or with the application of a restricted market value reduction; or  

 for a unitised endowment or bond, the date on which the value of 
units will or can be taken in full without the application of a market 
value reduction or with the application of a restricted market value 
reduction.   
 

Non-Policy Costs Non-policy costs are those costs which the National Provident Life With-
Profits Fund bears including all amounts that would be expected to be 
covered by surplus assets to the extent that the expected costs exceed 
surplus assets but excluding: 

 

 the amounts charged by Pearl Group Services Limited and its 
investment managers under National Provident Life With-Profits 
Fund’s service agreements with those companies; and 

 any guarantee costs. 

Non-Protected Exits 
 
 
 
 
 

Claims occurring at other than a protected date.  Policy benefits to be 
paid are not generally guaranteed.  These are typically surrenders or 
withdrawals, other than at a guarantee date, transfers for pensions 
business and early retirements.  Also refers to policies becoming paid 
up. 
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NPI Promise This applies only to certain mortgage endowment policyholders who 
have been notified of their eligibility for this Promise.  The Promise 
states:  

 “NP Life promises that the maturity proceeds (of the 
mortgage endowment policy) 

 will not be less than the target amount that the mortgage 
endowment policy was originally intended to repay provided that the 
average investment return achieved on the underlying assets 
between 1 April 2001 and the maturity date of your policy 
compounded annually and after allowing for investment expenses 
and tax is at least 6%. In the event that the fund return averages 
less than 6% per annum over the relevant period, National Provident 
Life With-Profits Fund will pay the amount that would have been 
payable had the investment returns averaged exactly 6% per 
annum, but no more than the shortfall”. 

 
The NPI Promise is subject to certain conditions being met, principally 
that the policy continues in force unaltered to its maturity date and all 
premiums are paid when due. 
 

Ordinary units The units that are allocated to a unitised with-profits policy, which usually 
has a set level of annual management charge.  Sometimes called 
‘accumulation units’.  Other types of unit, such as ‘capital units’ and 
‘initial units’, which may sometimes be allocated in the first one or two 
years of the policy, tend to have extra charges. 
 

Open Market Option The cash value payable to another insurance provider as an alternative 
to the pension benefits payable under the policy. 
 

Original Terms 
 

A reinsurance contact where the reinsurer offers the same terms to the 
insurer as the insurer offers to the individual policyholder. 
 

Own funds 
Own funds comprise of basic own funds and ancillary own funds. 

Basic own funds comprise of excess assets over liabilities and 
subordinated liabilities. 

Ancillary own funds consist of items other than basic own funds which 
can be called up to avoid losses. 
 

Participation Pools These are aggregations of with-profits policies for the purpose of 
determining bonuses. 
 

Passively Managed 
Asset Shares 

Investments may be managed so that the timing of proceeds broadly 
matches the timing of claims plus expenses plus premiums.  The 
investments held could themselves be actively managed. 
 

Payout The total amount paid in the event of a claim including bonuses, both 
annual bonuses and final bonuses and any market value reduction 
(where applied).   
 

Payout Ratio The amount paid in the event of a claim (policy payout) as a percentage 
of asset share. 
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Regulator From April 2013 we are regulated by both the Prudential Regulation 
Authority (PRA) and the Financial Conduct Authority (FCA). Prior to this 
we were regulated by the Financial Services Authority (FSA). 
References in this document to our regulator, and the rules set by our 
regulator, refer to the PRA or FCA as appropriate. 
 

Responsible 
Investment 

Our practice of incorporating Environmental, Social and Governance 
(ESG) factors into investment decisions. 
 

Risk Profile The profile of total risk chosen by the Board for the with-profits fund 
including investment risk and operational risk. 
 

Scheme capital 
policy 

The Company's capital policy (under which the Company intends to hold 
amounts of capital in excess of liabilities) as set out in Schedule 4 of the 
2012 Scheme (as amended or adjusted from time to time in accordance 
with the terms of the 2012 Scheme); 

Shareholder Fund 
 

This fund is not part of the long-term business fund of Phoenix Life 
Assurance Limited and consists of assets owned by the shareholders of 
Phoenix Life Assurance Limited.  Phoenix Life Assurance Limited is 
ultimately owned by Phoenix Group Holdings.   
 

Short Position Where shares or other assets are sold which the investor does not own 
(but has, for example, borrowed). 
 

Smoothing Process applied to reduce the volatility of payouts for with-profits 
business.  Typically, but not restricted to, the smoothing of the effects of 
volatile investment returns.   
  

Smoothing Account An account which is credited (debited) with the difference between the 
payouts (excluding any increase due to the payment of guaranteed 
benefits) and the asset shares. 
 

Solvency capital 
requirement 

A solvency capital requirement is the amount of funds that European 
Union insurance companies are required to hold.   

Surrender Value 
 

This includes all non-protected exits where premiums cease or the policy 
is surrendered except on protected dates.   
 

Swaps 
 

Contracts to exchange fixed interest rates for variable interest rates for 
specified period or vice versa 
 

Threshold amount The amount of with-profits assets necessary to meet a with-profits fund’s 
regulatory and capital policy. 

Traditional (With-
Profits) Policy 

A with-profits policy under which guaranteed policy benefits are fixed 
when the policies are taken out in return for payment of either a single 
premium or annual premiums over the term of the policies.  The 
guaranteed policy benefits are typically expressed as a sum assured or 
an annuity.  Bonuses may be added.  Sometimes referred to as a 
conventional (with-profits) policy.  See section 4.2.   
 

Unitised (With-
Profits) Policy  

A with-profits policy under which each premium purchases a number of 
‘units’ and either: 

 the price of the units increases daily at the daily equivalent of the 
current annual bonus rate (but subject to any rounding in the unit 
prices); or 

 the price remains constant and annual bonuses purchase additional 
units.   

 
On encashment, the value of the units at the then price is paid (possibly 
subject to a market value reduction).  See section 4.2.   
 



 

PLAL PPFM  Page 135  January 2023 

  

Volatility  A measure of the past or expected future rate of change in asset prices.  
It is an important parameter in the pricing of financial options and in the 
market-consistent valuation of liabilities. 
 

With-Profits Actuary An actuary who is appointed by the Board and who under PRA rules is 
required to provide advice to Phoenix Life Assurance Limited on the 
implications of certain matters for with-profits policyholders.   
 

With-profits asset 
value 

The value of the assets held in a with-profits fund (including support) and 
valued in accordance with the with-profits regulatory requirements. 

With-Profits 
Committee 
 

Phoenix Life Assurance Limited has established a With-Profits 
Committee which comprises a majority of non-executive members.  The 
chairman of the committee is a non-executive member.  The Chief 
Executive of Phoenix Life Assurance Limited also attends.  The 
committee normally meets around six times a year. The committee’s role 
includes: 

 reviewing bonus recommendations; 

 reviewing ongoing compliance with the Principles and Practices of 
Financial Management; and 

 considering issues that may have an impact on treating customers 
fairly.   

 
With-Profits Funds In the context of Phoenix Life Assurance Limited, these consist of the 

Pearl With-Profits Fund, the SERP Fund, the London Life With-Profits 
Fund, and the National Provident Life With-Profits Fund.   
 

 
 



 

PLAL PPFM  Page 136  January 2023 

  

Abbreviations Used 
 
FCA Financial Conduct Authority 
IB Industrial Branch 
LTICR Long-Term Insurance Capital Requirement 
MVR Market Value Reduction 
NAE National Average Earnings 
OB Ordinary Branch 
PGS Pearl Group Services 
PLAL Phoenix Life Assurance Limited 
PPFM Principles and Practices of Financial Management 
PRA Prudential Regulation Authority 
RPI Retail Prices Index 
RPIX Retail Prices Index excluding Mortgage Interest Payments 
SCR Solvency Capital Requirement 
SONIA Sterling Overnight Index Average 
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Appendix 2 History of Principles and Practices of Financial Management for  
  Phoenix Life Assurance Limited since September 2012 
 
The first version of the Principles and Practices of Financial Management for Phoenix Life 
Assurance Limited following the funds merger under the 2012 Scheme was applicable from 
September 2012. 
 
For historical information, in respect of the Pearl With-Profits fund, the SERP Fund and the 
London Life With-Profits Fund, before September 2012 refer to the Principles and Practices of 
Financial Management of the previous companies.  
 
1. The Principles and Practices of Financial Management have been republished to 

reflect changes in Phoenix Life Assurance Limited's circumstances and the 
business environment. 

 
1.1 The Principles and Practices of Financial Management was republished in January 

2013.  The main changes to the practices were due to: 

 Changing the timing of the final bonus review for London Life With-Profits 
Fund. 

 Harmonising practices across the funds for target payout ranges. 

 Other minor amendments. 
 
1.2 The Principles and Practices of Financial Management was republished in July 

2013.  The main changes were: 

 Updating references to the Financial Services Authority (FSA) to reflect that 
the FSA has become two regulatory authorities, the Financial Conduct 
Authority (FCA) and the Prudential Regulation Authority (PRA). 

 
The other main changes to the practices were due to: 

 Updating the investment practices for the Pearl With-Profits Fund to update 
the guideline asset mix ranges for asset shares. 

 Clarifying the assets representing the estate in the investment practices for 
the Pearl With-Profits Fund. 
 

1.3 The Principles and Practices of Financial Management was republished in 
September 2013.  The main changes were: 

 Updating the capital policy. 
 
1.4 The Principles and Practices of Financial Management was republished in January 

2014.  The main changes were: 
 

 Updating the significant arrangement section 3.6 to reflect the latest 
outsourced service provider arrangements. 

 
 The main changes to practices were: 

 Updating the investment strategy practices for the London Life With-Profits 
Fund to reflect the allocations to emerging market debt. 

 Updating the final bonus practices for the SERP Fund to reflect that the gilt 
index used where returns have to be estimated is now the UK FTSE Actuaries 
5-10 year gilt index. 

 Updating the business risks practices for all funds to reflect the outsourced 
service provider risks. 

 
1.5 The Principles and Practices of Financial Management was republished in July 

2014.  The main changes were: 
 

 Updating the Glossary of terms to reflect the latest composition of the With-
Profits Committee.  
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 Updating the main intra group arrangement section 3.6 to reflect the latest 
investment managers’ arrangements. 

 
  The main changes to practices were: 

 Updating the investment practices for the Pearl With-Profits Fund to reflect the 
Investment Committee’s role in active management decisions. 

 Updating the final bonus practices for the Pearl With-Profits Fund to reflect the 
timing of some unitised with-profits final bonus reviews. 

 Updating the smoothing practices for the SERP Fund to remove reference to 
specific gilt index. 
 

1.6 The Principles and Practices of Financial Management was republished in January 
2015.  The main changes were: 

 

 Updating the Glossary of terms to define alternative assets.  

 Updating the main intra group arrangements section 3.5 and section 3.6 other 
significant arrangements to reflect the sale of Ignis to Standard Life. 

 
  The main changes to practices were: 

 Updating practices to reflect the sale of Ignis to Standard Life. 

 Updating the investment strategy practices for the Pearl With-Profits Fund as 
a stock lending program has closed. 

 Updating the annual bonus practices for the Pearl With-Profits Fund and the 
London Life With-Profits Fund to reflect the standardised Phoenix approach. 

 Updating the final bonus and surrender value practices for reinsured business 
in the Pearl With-Profits Fund. 

 Updating the business risks practices for the London Life With-Profits Fund. 

 Updating the expenses and charges practices for the London Life With-Profits 
Fund for Henderson Global Investors Ltd investment management. 

 Updating the investment strategy practices for the SERP Fund and the 
London Life With-Profits Fund to include alternative assets. 

 Updating the final bonus practices for the London Life With-Profits Fund the 
charge for the guaranteed annuity option is no longer compared with the price 
of financial options.  

 Including in the investment strategy practices for the SERP Fund and London 
Life With-Profits Fund an explanation of stock lending. 

 Other minor amendments. 
 
For historical information, in respect of the National Provident Life Limited With-Profits Fund, 
before July 2015 refer to the Principles and Practices of Financial Management of the 
previous company.  
 
1.7 The Principles and Practices of Financial Management was republished in July 

2015 following the transfer of business from National Provident Life Limited to 
Phoenix Life Assurance Limited.  The main change was to include a new chapter 
covering the principles and practices relating to the National Provident With-Profits 
Fund.  The other main changes were: 

 Updating the background to the principles and practices section 2 to reflect 
that a single With-Profits Actuary report is prepared for all of the with-profits 
funds in the company.  

 
The main changes to practices were: 

 Updating the amounts payable under a with-profits policy practices for 
London Life With-Profits Fund. 

 Updating the smoothing practices for London Life With-Profits Fund. 

 Updating the business risks for London Life With-Profits Fund. 

 Introducing a new investment strategy practice for London Life With-Profits 
Fund. 

 Updating the smoothing practices for Pearl With-Profits Fund. 
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1.8 The Principles and Practices of Financial Management was republished in January 

2016.  The main changes were: 
 

 Updating the Group Structure section 3.1 to allow for the sale of Scottish 
Mutual International (SMI). 

 Updating the Capital Policy section 3.4 as a result of Solvency II.  The section 
has been split into Capital Policy section 3.4 and a new Capital Support 
section 3.5.  And also updating the Capital Support to the Fund sections for all 
funds. 

 
As a result of Solvency II changes to the principles and practices wording were 
required in the following practices: 

 

 the investment strategy practices for the Pearl With-Profits Fund, SERP Fund 
London Life With-Profits Fund and National Provident Life With-Profits Fund. 

 the annual bonus rates practices for the London Life With-Profits Fund. 
 
 To reflect the impact of Solvency II on the cost of bonuses there were changes 

required to the equity between the fund and the shareholders practices and also 
the amounts payable under a with-profits policy practices for the Pearl With-Profits 
Fund. 

 
 To reflect the investment changes made in anticipation of Solvency II there were 

changes to the investment strategy practices in the London Life With-Profits Fund. 
 
 There were also the following changes to practices: 
 

 Updating the investment strategy practices for the National Provident Life 
With-Profits Fund to describe the arrangements for stock lending and to 
include a guideline asset mix range for asset shares. 

 Updating the annual bonus practices for the London Life With-Profits Fund to 
reflect that the fund now follows the standardised Phoenix methodology. 

 Updating the amounts payable under a with-profits policy practices for the 
National Provident Life With-Profits Fund to remove outdated references to the 
asset share fund. 

 Updating the annual bonus practices for the Pearl With-Profits Fund and the 
London Life With-Profits Funds to reflect the position for weak funds. 

 Updating the investment strategy practices for the London Life With-Profits 
Fund to reflect the current asset mix ranges for asset shares. 

 Other minor amendments. 
 

1.9 The Principles and Practices of Financial Management was republished in July 
2016.  The main changes were: 

 

 Updating the Capital Policy section 3.4 to reflect the new regulatory 
terminology post Solvency II. 

 Updating the Legal Requirements Principle section 5.1 to reflect the new 
regulatory terminology post Solvency II. 

 Updating the Basic Fund Concepts Principle section 5.2 to make explicit the 
protections for the with-profits funds in relation to the default or termination of 
the agreement with PGS to provide management services to the with-profits 
funds. 

 
 There were also the following changes to practices: 

 Updating the amounts payable under a with-profits policy practices and 
surrender value practices for the Pearl With-Profits Fund to reflect that 
surrender penalties are no longer applied.  
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 Updating the annual bonus practices for the Pearl With-Profits Fund and 
SERP Fund to clarify the maximum expected change in annual bonus. 

 Updating the final bonus practices for the London Life With-Profits Fund to 
clarify that life cash policies’ final bonuses are set with reference to 
endowments. 

 Updating the investment strategy practices for London Life With-Profits Fund 
to show the latest guideline asset mix ranges. 

 Adding new smoothing practices for the National Provident Life With-Profits 
Fund to provide details on smoothing of surrender values.   

 Other minor amendments. 
 

1.10 The Principles and Practices of Financial Management was republished in January 
2017.  The main changes were: 

 

 Updating the Capital Policy and Capital Support sections, 3.4 and 3.5 
respectively, following feedback from our regulators. 

  
 

1.11 The Principles and Practices of Financial Management was republished in July 
2017.  The main changes to practices were: 

 

 Updating the Amounts payable under a with-profits policy practices for London 
Life With-Profits Fund and National Provident Life With-Profits Fund. 

 Updating the Investment strategy practices for National Provident Life With-
Profits Fund. 

 

1.12 The Principles and Practices of Financial Management was republished in January 
2018.  The main changes were: 

 

 Updating the Capital Policy section 3.4 to reflect the latest SCR. 

 Updating the Main inter fund arrangements section 3.6 to reflect the latest 
reassurance arrangements between the PLAL with-profits funds and also PLL 
with-profits funds. 

 
To reflect the expiry of the 2012 Scheme restrictions on expenses for London Life 
With-Profits Fund we updated the Expense and charges principle and  
practices and also the Amounts payable under a with-profits policy practices. 

 
1.13 The Principles and Practices of Financial Management was republished in July 

2018.  The main changes to practices were: 
 

 Updating the Expenses and charges practices for Pearl With-Profits Fund. 
 
1.14 The Principles and Practices of Financial Management was republished in January 

2019.  The main changes were: 
 

 Updating the Capital Policy section 3.4 to reflect the latest SCR. 
 
1.15 The Principles and Practices of Financial Management was republished in July 

2019.  The main changes to practices were: 
 

 Updating the smoothing practices for SERP Fund 

 Updating the final bonus and smoothing practices for London Life With-Profits 
Fund 

 Updating the amounts payable under a with-profits policy for National 
Provident Life With-Profits Fund 

 
1.16 The Principles and Practices of Financial Management was republished in January 

2020.  The main changes were: 
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 Updating the Capital Policy section 3.4 to reflect the latest SCR percentages 
and additional liquidity amount. 

 Updating the asset share methodology section 4.3 to clarify mortality charges. 
 

 The main changes to practices were: 
 

 Updating the Amounts payable under a with-profits policy and the Estate 
management practices for the Pearl With-Profits Fund to better reflect 
management actions. 

 Updating the investment strategy practices for the Pearl With-Profits Fund as a 
result of introducing hypothecation.  

 
 
1.17 The Principles and Practices of Financial Management was republished in January 

2021.  The main changes were: 
 

 Updating the Capital Policy section 3.4 to reflect the latest SCR percentages 
and additional liquidity amount. 

 The other significant arrangements section 3.8 has been updated to reflect the 
use of collective investment structures.  

 
 The main changes to practices were: 
 

 Updating the investment strategy practices for the Pearl With-Profits Fund to 
remove out of date wording and to better reflect how the assets backing the 
estate are invested.  

 Updating the Fund History section and the amounts payable under a with-
profits policy practices for National Provident Life With-Profits Fund as no 
further charges for the cost of guarantees will be taken. 

 Updating the business risks practices for the National Provident Life With-
Profits Fund as there are no longer any financing arrangements giving rise to 
non-policy costs.  

 
1.18 The Principles and Practices of Financial Management was republished in January 

2022.  The main changes were: 
 

 Updating the Capital Policy section 3.4 to reflect the latest SCR percentages 
and additional liquidity amount. 

 Replacing references to LIBOR with SONIA as a result of the discontinuance 
of LIBOR at the end of 2021.  

 

 There were also the following changes to practices: 
 

 Updating the investment strategy practices for all the with-profits funds to 
reflect our commitment to responsible investment. 

 Updating the investment strategy practices for Pearl With-Profits Fund to 
explain how the emerging market debt returns are allocated. 

 
1.19 The Principles and Practices of Financial Management was republished in January 

2023.  The main changes were: 
 

 Updating the capital policy section 3.4 to reflect the latest SCR percentages 
and additional liquidity amount. 

 A new guiding practice has been introduced in section 5.2 to reflect that the 
Board may choose to limit the expenses allocated to asset shares where this 
is appropriate. 
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There were also the following changes to practices: 
 

 For the London Life With-Profits Fund we have removed out of date Amounts 
payable under a with-profits policy and Expenses and charges practices.  

 
 
 

Phoenix Life Limited No.1016269 and Phoenix Life Assurance Limited No.1419 are authorised by the Prudential 
Regulation Authority and regulated by the Financial Conduct Authority and the Prudential Regulation Authority.  Both 
companies are registered in England and have their registered office at: 1 Wythall Green Way, Wythall, Birmingham, 

B47 6WG. 

 


