
 

 

 

 
 

With-profits policy performance – your questions answered 
 

PHOENIX LIFE ASSURANCE LIMITED           January 2017 

NATIONAL PROVIDENT LIFE WITH-PROFITS FUND  

ENDOWMENTS 
 
This leaflet aims to answer questions that are often asked about the performance of former National 
Provident Life Limited with-profits endowment policies like yours, which are invested in the Phoenix Life 
Assurance Limited National Provident Life With-Profits Fund (‘the fund’). 
 
1 How does my with-profits policy work? 
 
We have produced a guide to explain this.  It is called the ‘How We Manage the Phoenix Life Assurance 
Limited National Provident Life With-Profits Fund: A guide for policyholders with traditional with-profits 
policies invested in this fund’’.  We refer to this as ‘the Guide’.  The Guide is available here or you can 
ask us for a copy.   
 
We recommend that you read the Guide before reading the rest of this leaflet, as it will help you 
understand some of the terms we use. 
 
 
2 How do you work out bonus rates? 
 
We answer this question in the Guide.  However, you may find the following explanation helpful. 
 
 
Figure 1 shows how the money paid to 
us less our expenses grow with 
investment returns (this is the ‘build up 
of premiums’). The build up of 
premiums would grow to the sum 
assured if we only earned a low 
investment return. 

 

 

http://www.phoenixlife.co.uk/~/media/Files/T/The-Phoenix-Life/pdf/with-profits-guides/NPLL/Guide_NPL_TWP.pdf
http://www.phoenixlife.co.uk/~/media/Files/T/The-Phoenix-Life/pdf/with-profits-guides/NPLL/Guide_NPL_TWP.pdf
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If we earn a higher investment return, 
then the build up of premiums will grow 
to a value higher than the sum 
assured.  If this happens we would 
normally add annual bonuses to the 
policy to give the policy its share of this 
extra return (Figure 2). 
 
All policies of the same type receive 
the same rates of annual bonus and we 
use sample policies of average size to 
calculate the bonus rates. 
 
Once added, we cannot take these 
bonuses away and they are 
guaranteed to be paid at the end date 
of the policy or earlier on death, 
together with the sum assured.   
 

 

 
We expect to earn a higher return by investing in higher risk investments such as equities (company 
shares) and property.  However, as the returns from these are not guaranteed, we cannot be sure that 
our investments will not fall in value before the end date of your policy. 
 

We aim to add annual bonuses at a lower rate 
than the actual returns received. This makes it 
less likely that any fall in the value of our 
investments will cause the build-up of premiums 
to be worth less at the end date of the policy 
than the value of the sum assured and the 
annual bonuses already added.  
 
If, at the end date of your policy, the build-up of 
your premiums grows to more than the value of 
your sum assured and the bonuses already 
added, we will normally add a final bonus to your 
payout.  Figure 3 illustrates this.  

 

 
3 Why is my annual bonus rate zero? 
 
Annual bonus rates have been zero for the last few years because the benefits already guaranteed 
under most policies (sums assured and annual bonuses already added) are high relative to the 
investment returns and other profits which we have been able to earn.  
 
Figure 4 is similar to Figure 3 but shows the position of an actual 25-year policy maturing in 2017.  This 
lets you compare the build-up of premiums (lower, red line) with the sum assured and annual bonuses 
actually added (upper, green line).  
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As you can see, there is a substantial 
gap between the two lines, because 
the build-up of premiums is well below 
the level of the sum assured and 
annual bonus.  As this is the case for 
most policies, we do not expect to be 
able to declare any annual bonus for 
the foreseeable future.  Where we 
have earned profits in excess of those 
needed to pay the sum assured and 
annual bonuses, we will normally pass 
them on to policyholders by way of a 
final bonus.  

 
 
4 What return has been earned on the investments underlying policies in the past? What do 

you expect to earn in the future? 
 
Figure 5 shows the returns earned in the last seven years for endowment policies.  
 
These investment returns are not the 
same as the rate of annual bonus 
added to policies in each year.  Please 
see the examples in question 2 to see 
how we work out bonus rates.  
 
No one can say with certainty in 
advance which types of investments 
will do better than others.  Our view is 
that the future will be one of continuing 
low inflation and low investment 
returns.   

 

5 What is happening to the premiums I have paid this year? 
 

The example in Figure 1 shows that all of the premiums you pay and some of the investment return we 
earn go to provide the guaranteed sum assured and to meet our expenses.  Only if we earn a higher 
investment return can we add an annual bonus.  We aim to add annual bonuses at a lower rate than the 
actual returns received. This makes it less likely that any fall in the value of our investments will cause 
the build-up of premiums to be worth less at the end date of the policy than the value of the sum assured 
and the annual bonuses already added.  
 
If premiums do build up to more than the sum assured and the bonuses already added, we will add a 
final bonus to payouts. 
  

 Your premiums are simply being used as always intended, to provide you with the basic benefits 
guaranteed under the policy. 

 
 Annual bonuses are zero because our investment return and other profits are lower than was expected 

when the sums assured under most of our policies were set. 
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6 Will I get any final bonus when my policy pays out? 
 
As we explain in the Guide, we aim to pay you a fair share of the profits the with-profits fund has earned 
over the time you have had your policy.  If this fair share allows us to pay more than the value of 
guaranteed benefits (sum assured and annual bonuses already added), a final bonus will normally be 
added when your policy pays out.  The examples in question 2 and question 3 illustrate this. 
 
Currently only policies which have been in force for many years are receiving a final bonus.  Whether or 
not you will receive a final bonus depends on when you took your policy out and when it is due to end.  
Current rates of final bonus are not a good guide to future rates, as some rates are likely to reduce 
further even if we earn the level of investment returns we expect in the future. 
 
7 What can I realistically expect to receive from my policy? 
 
If you continue to pay premiums for the full duration of your policy, we will pay (as a minimum) the sum 
assured and all annual bonuses, including any more annual bonuses that may be added in future.  We 
may also add a final bonus at the end date of your policy. 
 
If your policy is an endowment that was taken out to repay a mortgage, then your most recent illustration 
(projection) provides an estimate of what you might expect to receive.  This amount includes our 
estimate of any final bonus we may add.  However, it is important to remember that this final bonus is 
only an estimate. What you ultimately receive will depend on what profits the fund actually earns. 
 
If you would like an up-to-date illustration of what you might expect to receive when your policy reaches 
its end date, please contact us.   
 
If you die, the final bonus rate that applies (if any), will be the same as for a maturing policy taken out in 
the same year. 
 
If you decide to surrender (cash in) your policy early (before its end date) then the level of benefits you 
can expect will be lower.  See the Guide, and also question 12, for more information.  
 
8 The amount I can expect to receive is a lot less than I expected when the policy started.  

Why is this? 
 
When the majority of our with-profits policies were sold, investment returns had for many years been 
much higher than they are now.  This was partly a consequence of the high rates of inflation in the 1970s 
and 1980s.  The projected payouts on policies that were sold at that time assumed that these high rates 
of inflation and investment returns would continue. 
 
More recently, it has become clear that inflation will remain low, at least for the time being.  Interest rates 
and the expected returns from other investments have fallen and we do not think that they will rise again 
in the next few years at least. 
 
This means that actual payouts will be lower than were projected when policies began, sometimes even 
lower than the projection using the lowest future investment return shown in previous illustrations 
provided to you.  Also, projections we give now on policies still to pay out are generally lower than 
before, as not only do we take into account the recent lower earned returns, we also anticipate lower 
returns in future.  
 
9 What is my policy invested in? 
 
Your policy invests in the fund, which in turn invests in a range of assets with the aim of meeting all the 
guaranteed benefits over the medium to long term.  We invest your premiums mainly in fixed interest 
securities, some property and cash.  The current investment mix for with-profits endowment policies is 
mainly fixed interest securities (95%) with some investment in cash assets (5%).   
 

http://www.phoenixlife.co.uk/~/media/Files/T/The-Phoenix-Life/pdf/with-profits-guides/NPLL/Guide_NPL_TWP.pdf
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The fund may use derivatives (for example, the right to buy or sell securities at a pre-agreed price on a 
specific date) as this is an efficient way of quickly changing the investments in the fund and/or to reduce 
risks.   
 
We review our investment strategy regularly as market conditions can change quickly.  The fund’s main 
investment objective, apart from maximising return where possible, is to protect the security of 
policyholders’ existing guaranteed benefits. 
 

 
10 You are now holding no equities whereas a large proportion of the fund was in equities in 

the past.  Why is this? 
 
In the 1980s and 1990s, it was thought that holding a large proportion of equities (company shares) 
would produce the highest return for policyholders.  At that time, there was a reasonable excess of 
money in the with-profits fund over the amount we then thought would be needed to pay fair benefits to 
policyholders.  This allowed the holding of a high proportion of equities, as some of the excess money 
could be used to make up any shortfall. 
 
As we explain in question 9, the investment outlook then changed.  In the late 1990s, it became clear 
that inflation would remain low, at least for the time being.  Interest rates and the returns from other 
investments fell.  Our view is that the future will be one of continuing low inflation and low investment 
returns. 
 
A considerable amount of the excess money the with-profits fund had, has now had to be set aside to 
meet guarantees on policies and cover losses in the with-profits fund.  As noted in question 4 we have 
had to set money aside to pay the guaranteed sums assured and past annual bonuses which were, with 
hindsight, not always justified by the profits earned.  We have also had to set money aside to pay 
pensions for longer than expected as our pensioner policyholders are living longer than originally 
expected. 
 
As a result of the reduction in excess money held by the fund, it was necessary, from 2000 onwards, to 
reduce the proportion of equities held in the with-profits fund, and in 2003 the fund had to sell all its 
equity holdings.  This has helped ensure that the fund would be able to continue to pay all amounts 
already guaranteed to policyholders. 
 
11 I see that payouts on policies are still getting progressively lower each year.  Why is this? 
  
Payouts on with-profits policies reflect the profits (including investment performance, and other profits 
and losses) made by the with-profits fund over the lifetime of the policy.  Policies of the same duration 
but different start dates have shared in the profits of different years and this is why payouts differ.  For 
most policies of longer duration, comparable payouts from one year to the next are falling, as in general 
the profits earned in the earlier years were higher than those in more recent years.  
 
Payouts cannot be less than the sum assured and annual bonuses already added.   As annual bonus 
rates have fallen, polices taken out more recently have had lower annual bonuses added, which has 
resulted in lower payouts. 
 
12 Why is my payout lower than was previously projected? 
 
Projections of future benefits by their nature have to use a number of assumptions, including future rates 
of investment returns.  The resulting figures are only examples of what you might get back and are not 
guaranteed. 
 
Where the investment return earned for a policy has been less than the assumed return used for 
projecting benefits, payouts will be correspondingly lower than that shown in projections. A major 
contributor to this has been the need to set money aside to ensure that we can pay the benefits already 
guaranteed under our policies. This has restricted the amount we have been able to invest in higher risk 
investments which potentially provide higher returns. 
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Projections currently given on policies still to pay out, are now generally lower than those provided in the 
past, as not only do we take into account the lower returns earned in the past, we also anticipate lower 
returns in the future. 
 
13 What does Phoenix Group get from my policy? 
 
Phoenix Life Assurance Limited is one of the life companies within the Phoenix Group of companies 
(Phoenix Group).  Shareholders do not receive any share of the cost of bonuses distributed to 
policyholders.  
 
Other companies in the Phoenix Group administer our policies.  If they can carry out their responsibilities 
for less than the fees we pay them, this could result in profit for those companies. 
 
14 My policy was taken out to repay my mortgage.  Will it still do so? 
 
Each year we send you an illustration of what the payout might be on your policy at the end date.  You 
can also request one from us at any time. 
 
If your current guaranteed benefits (sum assured and annual bonuses already added) are higher than 
your mortgage then, if you continue to pay premiums throughout the lifetime of the policy, your payout 
will be more than sufficient to repay your mortgage. 
 
If your current guaranteed benefits are lower than the target amount for your policy, then you need to 
refer to your most recent illustration.  This will give an estimate of what your policy will pay out on various 
assumptions about the future investment returns we might earn and you can compare this with your 
mortgage. 
 
If your policy is unlikely to be sufficient to repay your mortgage, we would strongly suggest you consider 
taking action to make sure you will be able to repay your mortgage.  Please refer to your most recent 
illustration for more information. 
 
15 How do I obtain further information? 
 

Versions of this leaflet may be available for other types of with-profits policy and for the policies of other 
life companies within the group. 
 
If this leaflet has not answered your questions we will be happy to help you further.  Please contact us 
here. 
 
You can also find the latest information such as final bonus rates and how these are calculated, how the 
fund is invested and investment returns here. 
 
The information in this leaflet is correct as at 1 January 2017. 
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http://www.phoenixlife.co.uk/customer-centre/PeterboroughNPLL/contact-us.aspx
http://www.phoenixlife.co.uk/~/media/Files/T/The-Phoenix-Life/pdf/with-profits-info-sheets/NPLL/Info_NPL_TWP.pdf

