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Preface
The Scheme Circular has four Parts: - Part A, Part B, Part C and Part D. You should read each part before voting on 
the Scheme. 

Part A provides an overview of our proposal and explains how our proposed change would affect you. It highlights 
the main features of the proposal, including the potential benefits to you as well as the risks of the proposal, but does 
not cover all aspects. 

Part B provides greater details on the proposal, particularly:

• information on the reasons for the proposal;

• who has reviewed the proposal and what they say about it; and

• the voting and legal processes. 

Part A and Part B together form the Explanatory Statement. 

Part C contains the Scheme.

Part D contains the formal notice of the Scheme Meeting.

Terms used in this booklet are defined in the ‘Definitions’ section in Part B.

Phoenix & London Assurance Limited
(Registered in England and Wales with No.894616. Registered Office: 1 Wythall Green Way, 
Wythall, Birmingham, B47 6WG)
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Customer Helpline
If you have any general questions about the contents of the Decision Pack, please phone our Customer Helpline on 
0845 601 0029. Lines are open Monday to Friday 9am to 5pm. Low call rates apply although costs vary between 
telecom providers. If you are phoning from overseas, please call +44 (0)151 2555107. Calls may be monitored or 
recorded. Our Customer Helpline operators cannot provide financial advice.

You can write to us at:

LM09 Phoenix 
PO Box 30 
Liverpool 
L69 3HS.

You should consider getting financial advice about our proposed change and how it might affect your Policy. If you need 
financial advice and do not have a financial adviser, phone our helpline who can arrange to put you in touch with one. 

Important notes
Please note that when we refer to you ‘retiring’ in this booklet, we mean when you start to take the proceeds of 
your pension policy. You do not necessarily have to give up working to do this. Also, except where it says otherwise, 
everything in this booklet assumes that you will retire at the date stated in your policy.

The statements, information and opinions set out in the Decision Pack replace the information, statements and 
opinions contained in the Consultation Documents, and any other information, statements or opinions made by us, 
or on our behalf, before we issued the Decision Pack. So, you should only rely on the information, statements and 
opinions in the Decision Pack.

The Board has not authorised any person to give any statements, information or opinions that are inconsistent with 
the Decision Pack. 

We have based the Decision Pack on information available to us as at 1 September 2009. We cannot guarantee that 
such information has not changed since.
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Explanatory Statement 
In compliance with Section 897 of the Companies Act 2006 in relation to a proposal to be affected by a scheme  
of arrangement

between

Phoenix & London Assurance Limited

and its

Included Policyholders 
(as defined in this Explanatory Statement)
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  Please note that certain words and expressions 
used in this Explanatory Statement are defined in 
the ‘Definitions’ at the end of this booklet. To assist 
you to identify these definitions, they are capitalised 
(e.g. Included Policyholder).

1.1 What is the Company’s background? 

 The Company was formerly known as Sun Alliance 
and London Assurance Company Limited. It was 
formed in 1966 from the life insurance businesses of 
Alliance Insurance, London Assurance and Beacon 
Assurance. Its ultimate owner was Sun Alliance 
Insurance Group, which became the Royal & Sun 
Alliance Group in 1996.

 The Company ceased to write new with profits 
Policies in 2000. The Company closed to new 
business altogether in 2002, although it continues 
to issue Policies under options on existing Policies, 
including the acceptance of new members to 
existing pensions arrangements and the issue of 
immediate annuities in respect of vesting pensions 
(including those written at guaranteed rates).

 The Company was acquired by Resolution Life 
Group on 30 September 2004 and changed its 
name to Phoenix & London Assurance Limited in 
April 2005.

 The Company was subsequently acquired by Pearl 
Group on 1 May 2008, and is now a wholly owned 
subsidiary of the Pearl Group.

 Subject to receiving the necessary regulatory 
approvals, it is anticipated that Liberty Acquisition 
Holdings (International) Company will shortly 
acquire a majority interest in the Pearl Group.

 The Company has written a range of non-profit, 
traditional with profits and unitised with profits 
business within its long term insurance fund.

 For a brief description of the types of with profits 
Policies that the Company has written, please see 
section 1.3 of this booklet.

1.2  How does the Company’s With Profits  
Fund work? 

 The premium payments you make into your With 
Profits Policy go into the With Profits Fund. Your 

money is pooled together with the premiums of  
the other Policyholders who invest in the With 
Profits Fund. 

 The Company uses the With Profits Fund to pay the 
With Profits Policy benefits to Policyholders who 
have paid premiums into the With Profits Fund. The 
Company also pays its running costs and tax from 
the With Profits Fund and an amount each year to 
its Shareholder. 

 The Company invests the With Profits Fund in a 
variety of different types of investments. The profits 
and losses from these investments increase or 
reduce the value of the With Profits Fund. 

 As described at section 1.13 of the booklet 
‘Outlining our Scheme’, our ‘Principles and 
Practices of Financial Management’ (‘PPFM’) 
document sets out in detail how the Company 
manages the With Profits Fund.

1.3   What is the range of with profits products 
and what are their key features?

 There are two main types of with profits business, 
namely ‘traditional’ and ‘unitised’.

 Traditional With Profits Policies usually provide 
a Guaranteed Basic Sum, which is guaranteed 
to be paid at maturity or retirement, and in some 
instances on death, as long as premiums are paid 
in full when due. We may increase the Guaranteed 
Basic Sum by adding Annual Bonuses each year, 
and we may also add a further amount (a Final 
Bonus) when the With Profits Policy ends.

 Unitised With Profits Policies use a proportion of 
the premium paid to buy with-profit units. The price 
of these units may increase in line with the Annual 
Bonus rate. A Final Bonus may also be added when 
the With Profits Policy ends. At certain times we 
may also reduce the Policy’s value if it is cashed in 
by means of a market value reduction.

 The Company has written a number of different with 
profits products of each type, consisting mainly of:

	 •	 Traditional	endowment	and	whole	life	policies;	

	 •	 	Traditional	pension	policies,	which	provide	a	cash	
sum at retirement, often with a GPR for buying a 

1 Explaining the background to the Company and its with profits business
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pension. These may be policies for individuals, 
or for trustees of pensions schemes to provide 
retirement	benefits	to	members;

	 •	 	Traditional	pension	deferred	annuity	policies,	
which	provide	an	annuity	at	retirement;	

	 •	 	Unitised	with	profits	endowment	and	whole	life	
policies;

	 •	 	Unitised	with	profits	pension	policies,	which	
provide a cash sum at retirement, but do 
not have a GPR. These may be policies for 
individuals, or for trustees of pensions schemes 
to	provide	retirement	benefits	to	members;	and

	 •	 Unitised	with	profit	single	premium	bonds.

 In addition, the Company has written a number of 
non profit Policies, consisting mainly of

	 •	 Endowments	and	whole	life	policies;

	 •	 Term	assurances;

	 •	 Critical	illness	policies;

	 •	 Income	protection	policies;

	 •	 Unit-linked	pensions	policies;	and

	 •	 Immediate	and	deferred	annuities.

1.4   How many and what value of with profits 
products are included in the Scheme?

 The Policies included in the Scheme are certain 
individual pension With Profits Policies with GPRs, 
written under English law and that have Stated 
Retirement Dates on or after 1 January 2020 (a 
complete list of the eligibility criteria is set out at 
section 4 of this booklet).

 We identify below the types of eligible With Profits 
Policies in force at 31 December 2008 by name and 
the numbers of each type of Policy which could be 
included in the Scheme:

Name of With 
Profits Policy

Number which 
could be 
included in the 
Scheme

Approximate 
Guaranteed 
Minimum 
Retirement 
Fund (£million)

Traditional with 
profits Section 
226 Pension 
Policies

6,822 140 

Traditional with 
profits Personal 
Pension Plan 
Policies

41,170 1,480 

Traditional 
with profits 
Freestanding 
AVC Policies

597 9 

Section 32 
Transfer Plan 
Policies

2,931 98 

Total 51,520 1,727

 As these figures are as at 31 December 2008, the 
actual number of GPR Policyholders may be lower 
as some GPR Policyholders may have terminated 
their GPR Policies since that date. In addition, these 
figures make no allowance for GPR Policyholders 
who may opt out of the Scheme.
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1.5   How many and what value of with profits 
products are not included in the Scheme?

 Each of the headings below sets out a reason 
why certain Policies have been excluded from the 
Scheme. Under each heading are the numbers of 
Policies held with the Company at 31 December 
2008 which have been excluded for that reason. For 
further information on why certain Policies have been 
excluded, please see section 4.5 of this booklet. 

  The Policy has a GPR but is excluded because the 
Stated Retirement Date in the Policy is before  
1 January 2020

Name of With 
Profits Policy

Number which 
are excluded

Approximate 
Guaranteed 
Minimum 
Retirement 
Fund (£million)

Traditional with 
profits Section 
226 Pension 
Policies

14,876 322

Traditional with 
profits Personal 
Pension Plan 
Policies

22,402 661

Traditional 
with profits 
Freestanding 
AVC Policies

1,156 18

Section 32 
Transfer Plan 
Policies

5,582 226

Total 44,016 1,227

  

  The Policy has a GPR but is excluded because the 
Policy is a Group Scheme or former Group Scheme

Type of With 
Profits Policy

Number which 
are excluded

Approximate 
Guaranteed 
Minimum 
Retirement 
Fund (£million)

Traditional with 
profits Policies 
in a Group 
Scheme

4,313 212

Traditional with 
profits Policies 
for former 
members of 
Group Schemes

6,378 162

Total 10,691 374

  The Policy is excluded because it does not  
have a GPR

Type of With 
Profits Policy

Number which 
are excluded

Approximate 
Guaranteed 
Minimum 
Retirement 
Fund (£million)

Traditional 
with profits 
endowment 
and whole life 
policies

115,717 2,058 

Traditional with 
profits deferred 
annuity policies

7,151 24 (per annum)*

Unitised with 
profits pension 
policies

9,766 120 

Unitised with 
profits life 
policies

5,348 161 

Unitised with 
profits bonds

3,408 67 

Total 141,390
2,406 (plus 24 
per annum)

  *For these Policies the guaranteed benefit is expressed as 

a minimum amount of annuity per annum, rather than as a 

Guaranteed Minimum Retirement Fund. The figure shown here  

is therefore the amount of the annuity.
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 The categories of Policies in the tables opposite 
include a small number of Policies which are also 
excluded because they are overseas Policies. 
Additionally, a small number of Policies (15) are 
excluded on the sole basis that they are overseas 
Policies. There are also 147,872 non profit Policies 
which are not included in the Scheme. 

1.6  Background to our GPR Policies

 Between 1981 and 1994, the Company sold a 
large number of traditional pension With Profits 
Policies, most of them containing a GPR. The 
Company stopped selling Policies with a GPR to 
new Policyholders in 1994, but continued to offer 
Increments to existing Policies with a GPR for 
certain periods after that date (see section 5.1 of 
this booklet for more detail on Increments and how 
they affect different Policies). 

 Policies with a GPR offered valuable guarantees, 
both in terms of the amount guaranteed in the 
Retirement Fund at the Stated Retirement Date,  
and the GPR (the rate at which a pension could  
be purchased using the Retirement Fund).

 In recent years, returns on our investments have 
fallen from the high levels experienced in the 
1980s and early 1990s and people are living even 
longer than we previously expected. This means 
that these guarantees are more valuable now, 
and subsequently cost more to provide than we 
previously expected, such that we have had to  
set aside a large amount of money (£1.5bn at  
31 December 2008) to ensure that we can be 
confident of being able to pay them in the future.

 

 In turn, this means that we have to invest prudently 
(in, for example, fixed interest stocks), so that the 
return from our investments is, to a large extent, 
guaranteed, and we can therefore meet the 
guarantees contained in Policies with a GPR such 
as yours (please also see section 1.6 of the booklet 
‘Outlining our Scheme’).

 This restriction on investments means that, for 
most Policies with a GPR, we currently expect only 
to be able to provide the Guaranteed Minimum 
Retirement Fund, and little or no Final Bonus.

 We have therefore developed a proposal which 
we think will improve your retirement benefits. 
We would be able to free up some of the £1.5bn 
referred to above, since we would no longer need to 
provide GPRs on many of our pension With Profits 
Policies. In return, we would provide an increase to 
your Current Fund Value and we would also be able 
to invest more in company shares and commercial 
property (which we expect to result in increased 
returns on your GPR Policy).
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2.1  The Consultation Process 

 In October 2008, as part of our consultation 
process, we wrote to you along with other 
Policyholders to seek your views on the proposed 
change. The Consultation Documents that we sent 
you comprised:

	 •	 a	letter	from	our	Managing	Director;	

	 •	 a	booklet	entitled Questions answered; and 

	 •	 	a	personal	illustration,	which	showed	how	the	
changes suggested by us might affect you.

 These documents set out the background to our 
proposed change to Included Policies. Comments 
were sought from GPR Policyholders on whether 
they favoured the proposed change and also the 
method of putting the change into practice. We 
received very positive feedback about our proposal 
so it was decided to go ahead with the legal 
process required to make the change a reality. 

 Whilst most people who responded were in 
favour of our proposal, certain GPR Policyholders 
would prefer us not to make any change to their 
GPR Policy. As a result, we decided to offer GPR 
Policyholders the choice to ‘opt out’ of the Scheme 
if they so wish. Please see section 1.20 of the 
booklet ‘Outlining our Scheme’ for more information 
on the small changes we have made to the Scheme 
since we last wrote to you.

2.2 The Notification Process 

 We wrote to Policyholders between 29 May 2009 
and 19 June 2009 explaining:

 (i)  that a decision had been taken to formally 
propose	the	Scheme;

 (ii)  the benefit which the Scheme is designed to 
achieve;	and

 (iii)  the composition of the Scheme Meeting to 
be convened for the purpose of voting on the 
Scheme. 

 This letter was referred to as the ‘Notification 
Mailing’ as one of its purposes was to inform 
Policyholders about the decision to ask the Court 
for permission to convene a special meeting, the 
Scheme Meeting. 

 The Notification Mailing also gave Policyholders 
details about the Court Hearing and informed them 
that they were free to attend this hearing and, if 
they so chose, make representations to the Court 
regarding the proposed Scheme. 

 At the hearing, which was held on 29 July 2009, the 
Court agreed that the Company could convene the 
Scheme Meeting, which is why this document has 
been sent to you now.

2 What has the process been for the change so far?
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3.1   What is a scheme of arrangement and how 
does it become binding? 

 The proposed Scheme is a scheme of arrangement. 
This is a legally binding compromise or 
arrangement provided for in Section 899 of the 
Companies Act between the Company and its 
members or creditors, or any class of its members 
or creditors. 

 As a GPR Policyholder you are a creditor of the 
Company. The Scheme will only affect your rights 
as a creditor of the Company. The Scheme will 
become effective and binding on the Company 
and all of those GPR Policyholders who do not 
opt out of the Scheme (referred to as ‘Included 
Policyholders’) if: 

 (i)  a majority in number representing at least  
three-quarters in value of those present 
and voting, either in person or by proxy, 
at the Scheme Meeting on 11 November 
2009 convened by the Court, agrees to the 
compromise	or	arrangement;	and

 (ii)  the compromise or arrangement is sanctioned 
by order of the Court and a copy of the 
Court Order is delivered to the Registrar of 
Companies for registration. 

 If it becomes effective, the Scheme will bind all 
Included Policyholders who did not vote, or voted 
against the Scheme. 

 Remember, as a GPR Policyholder you may opt out 
of the Scheme. This can be achieved by completing 
the opt out part of your Decision Form enclosed in 
the Decision Pack. Once you opt out you will not  
be bound by the Scheme if it becomes effective 
and you will retain your GPR, but neither will you  
be allowed to vote on the Scheme.

3.2  What is the Scheme Meeting? 

 Section 899 of the Companies Act requires an 
application to be made by the Company to the Court 
for permission to convene the Scheme Meeting to 
consider, and, if thought fit, to approve the Scheme. 
The Company has made such an application. 

 

 The Explanatory Statement is being sent out to 
GPR Policyholders and the Scheme Meeting is 
being convened pursuant to an order dated  
29 July 2009 made by the Court on that application.

 For the reasons stated in section 11.1 of this 
booklet, one Scheme Meeting will take place.

 The Scheme Meeting will be held on 11 November 
2009 commencing at 10.00am at Barber-Surgeons’ 
Hall, Monkwell Square, Wood Street, London  
EC2Y 5BL. 

3.3   What would happen if the Scheme is not 
approved by Included Policyholders or the 
Court? 

 If the Scheme is not approved by the requisite 
majorities of Included Policyholders or the Court, 
then Policy provisions and the investment strategy 
underpinning these Policies would remain as they 
are now. You would still have a GPR, but you would 
not have the advantage of the changes which we 
consider have a good chance of giving you a higher 
Pension Income when you retire. 

 However, if the Scheme is approved by Included 
Policyholders, the Company will seek an order 
from the Court sanctioning the Scheme. Included 
Policyholders will be able to attend the Court 
Hearing and, if they wish, make representations to 
the Court. The key matters the Court will consider 
when deciding whether to sanction the Scheme are 
set out in section 13.4 of this booklet. If the Court 
decided not to sanction the Scheme, then Policy 
terms and the underpinning investment strategy 
would remain as they are now.

 The date of the Court Hearing will be advertised  
on the Company’s website  
www.phoenixlifegroup.co.uk/individual.

3.4  What is my Voting Value? 

 For further information on your Voting Value, please 
see section 12 of this booklet. 

3 What is a Scheme?
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4.1  Introduction

 If the Scheme becomes effective, it will remove 
the GPRs in GPR Policies held by Policyholders 
(referred to as ‘GPR Policyholders’) who do not opt 
out of the Scheme. Such GPR Policies are referred 
to as ‘Included Policies’.

 Consequently, the persons included in the Scheme 
(and who are therefore entitled to vote on it) are 
GPR Policyholders who do not opt out of the 
Scheme. Those who do not opt out of the Scheme 
are referred to as ‘Included Policyholders’.

4.2  What is a GPR Policy? 

 As mentioned, a GPR Policyholder is the holder of a 
GPR Policy. As eligibility is based on holding a GPR 
Policy, it is important to identify what is a GPR Policy.

 A GPR Policy is an individual pension With Profits 
Policy with the Company which satisfies all of the 
following:

 (a) the Policy or part of the Policy has a GPR1;	and

 (b)  the Stated Retirement Date stated in any part of 
that Policy is on or after 1 January 20202;	and

 (c)  that Policy is governed by English law (i.e. it was 
not	sold	by	an	overseas	branch);	and

 (d)  that Policy is still in existence at the date the 
Scheme becomes effective (i.e. the Policyholder 
is still alive and the Policy has not been 
transferred or been put into payment).

 Please note that this means that in some cases 
not all parts of a GPR Policy or GPR Policies will 
be included in the Scheme. For example, part of a 
GPR Policy may not have a GPR or might have a 
Stated Retirement Date before 1 January 2020. In 
either case, the holder of a GPR Policy would only 
be entitled to vote in relation to that part which is 
included. That part which is not included would be 
treated as if it was an Excluded Policy (on which 
see below).

 The Stated Retirement Date for the purposes of the 
eligibility of a Policy under the Scheme will be that 
which we have in our records for each Policy as at 
31 July 2009. 

 For an explanation as to why parts of your Policy 
may be included, but others excluded, please see 
section 5 of this booklet.

4.3  Are all GPR Policyholders included in  
the Scheme? 

 All GPR Policyholders (i.e. those who hold an 
eligible GPR Policy as described above) are 
included in the Scheme and are invited to vote on 
it. However, a GPR Policyholder can opt out of the 
Scheme. In these circumstances, it will only be the 
Included Policyholders who are entitled to vote 
on the Scheme in relation to their GPR Policies (or 
relevant included parts of their GPR Policies) held 
by them. If the Scheme becomes effective, their 
Included Policies will be changed. 

 Those GPR Policyholders who opt out will not be 
included in the Scheme and will not be eligible to vote 
on the Scheme. Please see section 7 of the booklet 
‘Outlining our Scheme’, for details of the right to opt 
out and for further information on how their GPR 
Policy or GPR Policies will then be affected. 

 For the purposes of the Scheme, members of the 
Freestanding AVC Policy, known as the Pensions 
Reserve Plan, shall be treated as if they were 
policyholders of their own Freestanding AVC 
Policy. If the above conditions in section 4.2 of this 
booklet are satisfied in relation to that member’s 
Freestanding AVC Policy, then that member’s 
interest in the Freestanding AVC Policy, and their 
GPR, will be included in the Scheme. The position 
of members of the Freestanding AVC Policy in 
relation to voting and opting out is described further 
in sections 11.5 and 11.6 of this booklet.

4 Who is included in the Scheme?

1 Any With Profits parts of a Policy without a GPR will remain unchanged (except for the small changes which will affect Excluded Policies which are With 
Profits Policies generally explained in section 6 of this booklet).

2 Any With Profits parts of a Policy with Stated Retirement Dates before 1 January 2020, with or without a GPR, will remain unchanged (except for the small 
changes which will affect Excluded Policies which are With Profits Policies generally explained in section 6 of this booklet).
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4.4  Which Policies are not included in the 
Scheme? 

 The following Policies are not included in the 
Scheme: 

 (a)  Policies without a GPR (whether they are With 
Profits	Policies	or	non	profit	Policies);	or

 (b)  individual With Profits Policies with a GPR 
where the Stated Retirement Date in all parts  
of	the	Policy	is	before	1	January	2020;	or

 (c)  With Profits Policies which are part of an 
Occupational Pension Scheme, or which 
used to form part of an Occupational Pension 
Scheme (for example, those With Profits 
Policies which arose as a result of the winding 
up of a pension scheme and are held by the 
former	members);	or

 (d)  With Profits Policies which are not governed by 
English	law;	or

	 (e)	 non	profit	Policies	with	a	GPR;	or

 (f)  GPR Policies where the GPR Policyholder has 
exercised his right to opt out. 

 Policies which are not included in the Scheme are 
referred to as Excluded Policies.

 If you hold at least one GPR Policy and you do 
not opt out of the Scheme, you are an Included 
Policyholder and will be entitled to vote on the 
Scheme in relation to your Included Policy (or 
relevant part thereof), even if you also hold one or 
more Excluded Policies. However, you will not be 
entitled to vote in relation to any excluded part of  
a GPR Policy or an Excluded Policy.

 A Policyholder who only holds Excluded Policies will 
not be entitled to vote on the Scheme at all (as such 
a Policyholder does not hold any GPR Policies) and is 
referred to as an Excluded Policyholder. The Scheme 
will not materially affect any Excluded Policy held by 
a GPR Policyholder or an Excluded Policyholder, see 
section 6.2 of this booklet for further details. 

 For an explanation as to why parts of your Policy 
may be included, but other parts excluded, please 
see section 5 of this booklet.

4.5  Why are the following Policies excluded? 

  (i) Non-GPR Policies 

   A Policy must have a GPR to be included in the 
Scheme. 

 (ii)  Policies with a GPR and a retirement date 
before 1 January 2020

   Policies with a GPR and a Stated Retirement 
Date before 1 January 2020 are excluded from 
the Scheme. Our reasoning for excluding such 
Policies is that we consider that our proposal will 
only offer a sufficiently high chance of improving 
retirement benefits if the changed investment 
approach has at least 10 years to run. 

 (iii)  Occupational Pension Schemes and 
wound-up policies

    With Profits Occupational Pension Schemes 
(or ‘Group Schemes’), and With Profits Policies 
which used to form part of a Group Scheme 
(i.e. those which were provided to members 
after their Group Scheme was wound up), are 
excluded from the Scheme for several reasons. 

   First, we administer what are a relatively small 
number of Occupational Pension Schemes on 
a different computer system to our individual 
Policies. We are not able to make the necessary 
changes to this system to enable them to be 
included in the same timescale as for individual 
Policies at an acceptable cost. 

   Second, our calculations showed the inclusion 
of Occupational Pension Schemes, despite their 
small number, had the potential to make the 
change as a whole too expensive for us to be 
able to proceed with it. 

   Finally, in order to implement our proposal we 
need to communicate with the legal creditors 
of the Policies that would be affected by the 
change - for Group Schemes, this means the 
trustee(s). However, the nature of the Scheme 
(giving up guaranteed rights in exchange for 
other benefits) would mean that trustees are 
likely to want to communicate with those 
members who would be affected directly in 
addition to communicating with us. This would 
be to inform them of the impact of the change 
on them and to find out how those members 
want the trustee(s) to respond on their behalf. 
This would be a time consuming and possibly 
costly process for trustees (and likely to require 
some external legal support and advice) and 
one which we did not feel was appropriate to 
impose on trustees. 
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 (iv) Overseas Policies

   The Scheme is governed by English law and is 
being effected through the English Courts. Any 
GPR Policies which are not subject to English law 
fall outside the scope of the Scheme. If the Policy 
was issued outside the United Kingdom it will not 
be subject to English law and so would not attract 
a vote under the Scheme. For example, Policies 
governed by Isle of Man, Jersey or Guernsey law 
are not included in the Scheme. 

   However, if the GPR Policy was issued in the 
United Kingdom, and the GPR Policyholder 
has subsequently moved abroad, the GPR 
Policy will still be included in the Scheme and 
these GPR Policyholders will be eligible to 
vote on the Scheme.

 (v) Non profit Policies 

   The Scheme only extends to With Profits 
Policies. If you have a GPR in respect of a non 
profit Policy, this is excluded from the Scheme.

 (vi)  Policies held by GPR Policyholders who  
‘opt out’

   If a GPR Policyholder has decided to opt out of 
the Scheme by completing and returning the opt 
out part of the Decision Form as appropriate, all 
of their GPR Policies will not be included in the 
Scheme and the GPR Policyholder will not be 
eligible to vote on the Scheme. 

4.6 Opting Out

  GPR Policyholders who opt out of the Scheme 
will not be included in and bound by the Scheme 
if it becomes effective. This means that these 
Policyholders will keep their GPR, there will be no 
change to the Current Fund Value of these Policies 
and the Scheme will not change the way in which 
assets underlying these Policies are invested 
(although such Policies will be subject to minor 
changes in the way they are managed). See section 
7.3 of the booklet ‘Outlining our Scheme’ and 
section 6.2 of this booklet for further information.

 4.7   What is the effect on Included Policyholders 
if other GPR Policyholders opt out of the 
Scheme?

 If the estimated number of GPR Policyholders 
choose to opt out of the Scheme, this will not 
reduce the benefits of the Scheme to the remaining 
Included Policyholders. Please see section 7.4 of 
the booklet ‘Outlining our Scheme’ for the effect if 
more than the expected number choose to opt out.

 

 GPR Policyholders who opt out of the Scheme 
retain their GPR and, like other Policyholders who 
have With Profits Policies, will continue to meet 
the cost of guarantees. As stated in section 2.10 
of the booklet ‘Outlining our Scheme’, Included 
Policies will not be subject to the guarantee charge 
or cost of capital charge should the Scheme be 
implemented. These charges may, however, be 
reintroduced where there is a Regulatory Agreement 
(such agreement is likely to be sought if there were 
extreme circumstances which might require such 
action to ensure that the Company continues to 
meet its regulatory capital requirements). In these 
circumstances, Included Policies may indirectly 
meet some of the cost of guarantees of other 
With Profits Policies including those of Excluded 
Policyholders who opted out of the Scheme.  
Please see section 7.4 of this booklet for  
further information. 

 4.8   What is the effect on Included 
Policyholders of some Policyholders with 
GPRs being excluded from the Scheme?

  It would not be possible to satisfy the Fairness Tests 
if the Scheme included all Policyholders with GPRs. 
This is because it would be necessary to provide a 
very large uplift to Policies with less than 10 years 
to run to retirement if the benefits of the Scheme 
were to outweigh the short term risks of the revised 
investment strategy. 

 In exceptional circumstances it may be necessary 
to reintroduce the guarantee charge, cost of capital 
charge and/or change the investment strategy 
for Included Policies. We could only do this with 
Regulatory Agreement (see section 7.4 and 7.5 of 
this booklet). This may occur if, for example, the 
cost of providing guarantees for Excluded Policies, 
particularly those which have GPRs, increases by 
much more than we currently expect.
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5.1  Will all of my GPR Policy be included in the 
Scheme?

 The general eligibility criteria as to whether a GPR 
Policy is included or excluded from the Scheme are 
set out in section 4 of this booklet. 

 If you have more than one Policy with the Company, 
the criteria will be applied to each Policy separately. 
Similarly, a GPR Policy may have individual ‘parts’, 
some parts of that GPR Policy may be included in 
the Scheme and other parts may be excluded from 
the Scheme. 

 For example, the terms of your Policy set out how 
much premium you need to pay. However, it is open 
to you to pay additional amounts of premium over 
and above that agreed to be paid under the terms 
of the Policy or to pay additional one-off single 
premiums. These additional amounts are known  
as ‘Increments’. 

 Up until 30 November 1998 (or up until 31 July 1999 
for Section 32 Transfer Plan Policies) any Increment 
that was paid into a GPR Policy had a GPR. Save 
for two exceptions, since this date, Increments 
have not had a GPR. The two exceptions are (i) 
Increments paid into a GPR Policy resulting from a 
National Insurance contribution rebate. Increments 
paid from these rebates until 1 July 1999 had a 
GPR;	(ii)	Policyholders	who	purchased	a	Section	
226 Pension Policy (which were issued between 
February 1981 and June 1988). 

 Increments paid into a Section 226 Pension Policy 
with a GPR have continued to have a GPR and 
therefore the Scheme will apply to all parts of such 
a GPR Policy. For the way in which the Scheme 
affects future Increments to Section 226 Pension 
Policies, please see sections 5.6 and 5.7 of  
this booklet. 

 Your GPR Policy may therefore have a part 
attracting the GPR and a part without a GPR. 
Clearly the part without a GPR is not included in the 
Scheme. Whether the part with a GPR is included 
in the Scheme depends on whether it satisfies the 
criteria set out in section 4.2 of this booklet. 

 For the purposes of the Scheme and the application 
of the increases to Current Fund Values under 
the Scheme, each Increment or ‘part’ of a Policy 
is treated as if it were a separate Policy. Thus 
Increments which do not attract a GPR would not 
be treated as a GPR Policy under the terms of the 
Scheme and no increase to that Increment’s Current 
Fund Value would occur. 

 5.2   Will the Scheme ‘increases’ and changes to 
the Investment Mix be applied to all of my  
GPR Policy?

  When this document refers to ‘increases’ being 
applied, it is to the increase to Current Fund Values 
which will follow if the Scheme becomes effective. 

 Since the Scheme can only apply to parts of a With 
Profits Policy that satisfy the eligibility criteria, if 
only part of a With Profits Policy attracts a GPR, the 
increase can only apply to that part and only that part 
will be subject to the changed Investment Mix. So, if 
60% of your GPR Policy has a GPR entitlement, you 
would receive enhancements on that 60% of your 
GPR Policy, but not the remaining 40%. 

 Any part (calculated on the Effective Date) of a 
Freestanding AVC Policy (in relation to which a 
GPR Right is exercisable) allocated to any scheme 
member in relation to whom a Stated Retirement 
Date before 1 January 2020 has been specified will 
not be included in the Scheme.

5.3   What happens to the part of my GPR Policy 
which is not included in the Scheme? 

 Those parts of a With Profits Policy which are 
not included in the Scheme will be treated as an 
Excluded Policy and will be subject to the small 
changes which will affect Excluded Policies which 
are With Profits Policies generally, as explained in 
section 6.2 of this booklet.

5.4  How might the Stated Retirement Date 
affect different parts of my GPR Policy?

 The Scheme only applies to GPR Policies with a 
Stated Retirement Date 10 or more years ahead, so 
the retirement date stated in your GPR Policy (as 

5 What part of my GPR Policy is included in the Scheme?
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per our records at 31 July 2009) would need to be 1 
January 2020 or later in order for your GPR Policy to 
be included. 

 Similarly, if your GPR Policy can be split into 
parts (for the reasons explained above), these 
parts can have different Stated Retirement Dates. 
Whether each part of the GPR Policy is included 
in the Scheme will depend on whether the Stated 
Retirement Date on each individual part (or 
Increment) is on or after 1 January 2020. 

 If, for example, you have a GPR Policy under which 
one part is subject to a Stated Retirement Date 
before 1 January 2020 and another part which is 
subject to a later Stated Retirement Date then, in 
accordance with the eligibility criteria in section 4.2 
of this booklet, only the part of your GPR Policy 
which is subject to a Stated Retirement Date on or 
after 1 January 2020 will be included in the Scheme. 
If you vote, you will be voting in relation to that part 
only (and if the Scheme becomes effective, it will 
only affect that part). 

5.5  What if I transfer funds out of my GPR 
Policy or retire before the Scheme becomes 
effective?

 For you to receive the benefits under the Scheme, 
your GPR Policy needs to be in force as at the date 
the Scheme is implemented in accordance with its 
terms (referred to as the Effective Date, expected to 
be 23:59 hours on 31 December 2009).

 Further, if you terminate part of your GPR Policy 
before the Effective Date by transferring out, 
switching out or retiring, then you will only benefit 
from an increase on the proportion of your Current 
Fund Value which remains with us. 

 If you are considering transferring or switching out 
of your GPR Policy before 1 January 2010 then 
you should be aware that you will not receive the 
immediate increase to your Current Fund Value 
if the proposal is implemented. This also applies 
if you retire before 1 January 2010, although you 
may still be able to use your Retirement Fund 
to buy a pension from us at a guaranteed rate if 
allowed under your Policy. Any GPR can continue 
to be exercised prior to the Effective Date (if the 
GPR Policy allows) and any such guaranteed 
pension then acquired will not be affected by the 
Scheme. If you are considering doing any of the 
above, we recommend that you seek independent 
financial advice.

 

 Your entitlement to vote will be determined as at the 
date of the Scheme Meeting so if your GPR Policy 
(or the part of your GPR Policy that contains the 
GPR Rights) has been terminated on or before the 
Scheme Meeting, you will not be entitled to vote in 
relation to that GPR Policy and the Scheme will not 
affect any GPR which you may have taken before 
then (if your GPR Policy permits). This may happen, 
for example, if you transfer out or switch out your 
GPR Policy (or that part of your Policy that contains 
GPR Rights) or retire under that GPR Policy. 

 If you decide to transfer some or all of your Current 
Fund Value to another company after the Effective 
Date then you will benefit from an increase in 
Current Fund Value to all included parts of your 
Included Policy.

 Please see section 7.3.4 of this booklet for the impact 
of transferring out, switching out or retiring under 
your Included Policy (or where it otherwise ceases 
to be in force, for example, on death) before the final 
calculations are applied.

5.6  What if I increase my GPR Policy 
contributions before the Scheme becomes 
effective?

 As stated in section 5.1 of this booklet, Increments 
generally do not attract a GPR. Therefore, in respect 
of most GPR Policies, increasing your contributions 
over and above that agreed to be paid under the 
GPR Policy or paying additional one-off single 
premiums from the dates referred to in section 5.1 
of this booklet will not increase the uplift to your 
Current Fund Value under the Scheme.

 Increments to Section 226 Pension Policies do 
still attract a GPR. However, the Company has, 
since April 2007, charged an additional premium 
which reflects the full cost of the GPR at the 
commencement date of the Increment. Therefore, 
whilst a larger uplift will apply to any Section 226 
Pension Policy which has an Increment before the 
Scheme becomes effective, it will have, in effect, 
been bought by the additional premium payable for 
the remainder of the Policy’s term.

5.7  What will happen under the Scheme to the 
right to a GPR on future Increments on my 
Section 226 Pension Policy? 

 As mentioned in section 5.6 of this booklet, the cost 
of the GPR on Increments to Section 226 Pension 
Policies has to be paid for by an additional premium 
charge. This means that the right to a GPR on future 
Increments effectively has no value because the full 
expected cost of the additional benefit arising will 
have to be paid for whenever the right is exercised. 
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 Very few Policyholders now choose to exercise this 
right and pay the substantial additional premium. To 
simplify the future administration of these Policies, 
the Scheme will remove the right to a GPR on any 
future Increments on Section 226 Pension Policies 
which are Included Policies. 

5.8  What if I decrease my GPR Policy 
contributions before the Scheme becomes 
effective?

 If you decrease the contributions which you are 
contracted to make under the terms of your GPR 
Policy (your regular premiums) prior to the Effective 
Date then the value of your GPR for the purposes 
of calculating the increase to your Current Fund 
Value under the Scheme will be less than it would 
otherwise have been at the Effective Date if you had 
continued to pay your full regular premiums. 

5.9  If I make changes to my GPR Policy, will 
these be reflected in the Scheme?

 Your Stated Retirement Date, based on those in our 
records as at 31 July 2009, is used to determine 
whether your Policy is included in the Scheme. 
Changes to your Stated Retirement Date after 31 
July 2009 will not be reflected under the Scheme 
for the purposes of determining whether your Policy 
is included in or excluded from the Scheme. If you 
intend to retire at a date other than your Stated 
Retirement Date, please see sections 5.5 and 7.8 of 
this booklet for more information. 

 The calculation of any uplift under the Scheme will be 
based on your Stated Retirement Date. Changes to 
your Stated Retirement Date may affect your uplift.

 Other than the matters discussed here or in sections 
5.5 to 5.8 above, any other change to your GPR 
Policy will not be taken account of for the purposes 
of the Scheme.
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6.1  How does the Scheme affect the Company 
and its Shareholder? 

  The Scheme is designed so that it is expected to 
be neither positive nor materially negative for the 
Company’s Shareholder. The motive behind the 
Scheme is not gain for the other Policyholders or 
the Shareholder, but to give as many as possible of 
our GPR Policyholders a good chance of improved 
pensions benefits. 

 A condition of the Scheme is that it does not 
improve the Shareholder’s expected benefits. The 
Company has appointed an Independent Actuary 
to review the fairness of the Scheme and part of 
the Independent Actuary’s role is to report to the 
Court on whether the Scheme indeed achieves the 
above condition. The Independent Actuary assesses 
the impact on the Shareholder by reference to the 
Company’s Embedded Value (‘EV’). As noted in the 
summary of the Independent Actuary’s Initial Report 
at section 9 of this booklet, the Scheme is not 
expected to increase the EV for the Shareholder. 

 When calculating its EV, the Company makes what 
it considers to be conservative assumptions about 
the future cost of GPRs. However, if the Scheme 
is implemented and this turns out to have been 
an underestimate, the Shareholder will gain the 
additional advantage of having to use less of its 
money to assist the Company to provide pensions 
at GPRs than it currently expects to do. On the 
other hand, if it turns out that the Company is 
currently overestimating the cost of providing 
pensions on the GPRs and the Scheme  
is implemented, the Shareholder would actually  
be giving up the chance to benefit following  
the Scheme. 

 The Shareholder is entitled to receive 10 percent of 
the value of bonuses added to With Profits Policies. 
If the Scheme is approved, the Shareholder would 
expect to receive more from this source. This is 
because future bonuses would be highly likely to 
be larger due to the increases to Policy values and 
the revised investment approach. The Shareholder 
will also have to hold less capital in respect of the 
Company, as the risk associated with GPRs and 

other guarantees will have reduced. The calculation 
of changes to the EV places values on both of 
these, and any other, advantages to  
the Shareholder.

 The actual calculation of EV will be made after 
the Scheme has been implemented, based on 
the actual economic circumstances and other 
assumptions at 31 December 2009. The final uplifts 
to Policies will be set so that, provided the other 
Fairness Tests are met, the Scheme will not increase 
EV for the Shareholder. If it is necessary for there 
to be higher uplifts for the other Fairness Tests to 
be met, then the Scheme will reduce the EV of the 
Company (although the Scheme would terminate 
if this would cause the Company to fail to meet its 
regulatory capital requirements).

 The temporary uplifts which will apply until (at 
the latest) 31 December 2010 and upon which 
the Personal Illustrations are based have been 
determined on a basis which is not likely to increase 
the EV based on more recent economic conditions 
as at 30 June 2009. The Independent Actuary notes 
in his Initial Report that the results of our sensitivity 
testing indicate that the temporary uplifts do not 
improve the Shareholder’s expected benefits if this 
is assessed by reference to more recent economic 
conditions as at 30 June 2009.

 If the Scheme is not approved or sanctioned by the 
Court, the costs of the process will be borne entirely 
by the Shareholder. If the Scheme is approved, the 
costs of the process will be allocated to the With 
Profits Fund and this allocation will be taken into 
account in assessing whether the Scheme increases 
benefits to the Shareholder.

 The Independent Actuary has also looked at the 
possible effect of the Scheme on the Company’s 
financial strength generally, please see section 9 of 
this booklet for further information.

6 Who else is affected by the Scheme?
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6.2  How does the Scheme affect holders of 
Excluded Policies?

 This section explains how the Scheme affects 
holders of Excluded Policies which are With Profits 
Policies. Such holders may include holders of GPR 
Policies for which part is not included in the Scheme 
(see section 5 of this booklet), holders of GPR 
Policies who also hold Excluded Policies which are 
With Profits Policies or holders of GPR Policies who 
opt out of the Scheme.

 Guarantee charge

 Currently, most With Profits Policies in the 
Company’s With Profits Fund contribute to the costs 
of meeting Policy guarantees. This includes With 
Profits Policies without GPRs having to contribute 
towards the cost of these guarantees. 

 The contribution to the cost of guarantees is 
made up of several elements. There is an annual 
deduction from the investment return credited to 
Policies. This deduction varies depending on the 
past and expected future cost of guarantees. It is 
currently 1.5% of the value of Policies each year 
for most Policies. For With Profits Policies which 
come to an end before 1 January 2015, a further 
deduction from investment return is made at the 
end date. There is also a deduction from the value 
of With Profits Policies terminated early. 

 At present, the annual and final deductions from 
investment return are ‘capped’ at their current level. 
This means that the Company will not normally 
increase them further in the future even if the cost 
of guarantees goes up. However, if there is a very 
large increase in the cost of guarantees, we might 
increase the deductions beyond their current ‘cap’.

 If our proposal goes ahead, the Company will split 
its With Profits Policies into two groups. The future 
annual and final deductions from investment return 
for the cost of guarantees on any Policies (or parts 
of Policies) which have given up their GPRs will be 
reduced to nil as part of the exchange for giving up 
the GPR. Thereafter, the future deductions on this 
group of Policies will only be reintroduced subject 
to Regulatory Agreement (such agreement is likely 
to be sought if there were extreme circumstances 
which might require such action to ensure that the 
Company continues to meet its regulatory capital 
requirements).

 The deduction for the cost of guarantees on 
Excluded Policies which are With Profits Policies  
(or parts of Excluded Policies which are With Profits 
Policies), including GPR Policies held by GPR 
Policyholders who opt out of the Scheme,  

will continue to be calculated as it is at present, with 
the following differences:

 (i)  in future we will only vary the deduction if the 
future guarantee costs of Excluded Policies  
(and not Included Policies) which are With 
Profits	Policies	changes;	and

 (ii)  there will be a fixed cost equal to the cost of 
guarantees on Included Policies immediately 
before the Scheme becomes effective (i.e. 
at 31 December 2009), reduced if necessary 
to maintain fairness in the way in which 
future deductions would change in different 
circumstances. 

 Cost of capital charge

 Any cost of capital provided by the Shareholder of 
the Company or any external source to enable the 
Company to continue to meet its obligations can be 
deducted from the investment return credited to the 
With Profits Policies each year. 

 As mentioned above, if our proposal goes ahead, 
the Company will split its With Profits Policies into 
two groups. The future annual and final deductions 
from investment return for the cost of capital on 
any Policies (or parts of Policies) which have given 
up their GPRs will be reduced to nil as part of the 
exchange for giving up the GPR. Thereafter, the 
future deductions on this group of Policies will only 
be reintroduced subject to Regulatory Agreement.

 Any future cost of capital charge applied to 
Excluded Policies will be applied in such a way so 
as not to cause any material change to the way in 
which such charges would have been applied to 
Excluded Policies prior to the Scheme becoming 
effective, so as to ensure that the Scheme does not 
cause any material adverse effect on those Policies 
in relation to the application of such charges. 

 Matters relevant to both guarantee charge and 
cost of capital charge.

 The above changes to the guarantee charge and 
cost of capital charge will be reflected in changes to 
the Company’s PPFM.

 Excluded Policies which are With Profits Policies 
are not adversely affected by the removal of the 
guarantee charge and cost of capital charge for 
Included Policies. This is because most Included 
Policies currently do not in effect pay such charges 
as they can only reasonably expect to receive 
their guaranteed benefits irrespective of the level 
of investment return credited to them each year. 
So Excluded Policies (in fact, mainly just those 
Excluded Policies without a GPR) are already paying 
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most of the guarantee charges anyway (and such 
Policies would therefore pay most of the cost of 
capital charge if one were applied in the absence of 
the Scheme). Also, the cost of providing Guaranteed 
Minimum Retirement Funds on Included Policies 
after the Scheme has become effective has been 
taken into account when calculating the increase to 
Current Fund Values and the increases are lower by 
the expected cost of the guarantees.

 Therefore, the way in which Excluded Policies which 
are With Profits Policies will be managed is not 
expected to make a material difference to holders 
of such Policies. In addition, the Scheme will not 
change the way in which we invest the assets 
underlying Excluded Policies.

 For both Included Policies and Excluded Policies 
which are With Profits Policies, a deduction will 
continue to be made in the event that a Policy 
terminates before its normal end date, although this 
will be at a lower level for Included Policies, again as 
part of the exchange for giving up their GPR.

 The above changes will not apply to Excluded 
Policies which are non profit Policies or to Excluded 
Policies for which the Stated Retirement Date will 
have already passed prior to the Effective Date. 
These will remain completely unaffected. 

 If you opt out of the Scheme, all of your GPR 
Policies will be affected in the same way as 
Excluded Policies which are With Profits Policies, 
as will any parts of Included Policies which do not 
themselves have a GPR.

 The Independent Actuary has also considered the 
impact of the Scheme on the position of Excluded 
Policies, please see section 9 of this booklet for 
further information.

 Business Profits and Losses

 Any future business profits and losses will be 
determined separately for each group of Included 
Policies and Excluded Policies and this will not be 
changed without Regulatory Agreement (see section 
7.7 of this booklet for more information).
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  In order to explain the principles underlying the 
Scheme, it is necessary to explain the key features 
of your With Profits Policy and how the Scheme 
affects it in greater detail than that set out in the 
booklet entitled ‘Outlining our Scheme’. This more 
detailed explanation is provided below. You may 
find it beneficial to read this section before reading 
the Scheme itself (which is included at Part C of 
this booklet).

7.1  Description of how the With Profits Fund 
currently works

  Please refer to the leaflet entitled ‘Your pension 
policy explained’ and to section 1.4 of the booklet 
‘Outlining our Scheme’ for a summary of how 
a With Profits Policy works and how your GPR 
works. Greater detail on this and how the With 
Profits Fund works is set out in this section below.

7.1.1  How does a With Profits Policy like mine 
work?

  A With Profits Policy will share in the profits of the 
Company in two ways:

	 •	 	as	Annual	Bonuses	-	these	increase	the	
Guaranteed	Minimum	Retirement	Fund;	and

	 •	 	as	a	Final	Bonus	-	a	Final	Bonus	may	be	
added if your fair share of the profits the 
Company has earned whilst your With Profits 
Policy has been in force are more than the 
Annual Bonuses already added. 

  Your Guaranteed Minimum Retirement Fund is the 
Guaranteed Basic Sum plus the Annual Bonuses 
added to date. Your Retirement Fund will be at 
least this amount when you retire at your Stated 
Retirement Date together with any Final Bonus 
which may be added. 

7.1.2 How are Final Bonuses determined?

  Final Bonus rates generally vary between different 
types of With Profits Policy, and also according to 
how long a With Profits Policy has been in force. In 
order to work out these rates, we look at a number 
of specimen policies. 

  Specimen policies are chosen so that they 
represent all Policies which share certain features. 
For example, we may choose one specimen GPR 
Policy (a ‘Relevant Specimen GPR Policy’) which, 
on average, represents all single premium pension 
policies of a particular type which started in 1993 
and will retire in 2025. There is normally a single 
Final Bonus scale for each major product line and 
premium type (regular or single), but such bonus 
scales do not differentiate by policy size, sex or 
retirement age.

  For each of these specimen policies we then 
calculate the Asset Share, which we use as a guide 
to determine the appropriate Final Bonus rates. 

  From the Effective Date of the Scheme, any 
changes to the Relevant Specimen GPR Policies 
we use for Included Policies will need the approval 
of the With Profits Actuary.

7.1.3 How is an Asset Share calculated?

  We calculate the Asset Share for a specimen 
policy by considering the effect over the life of that 
With Profits Policy of the following elements:

	 •	 premiums	paid

	 •	 returns	on	investments

	 •	 expenses	and	commission

	 •	 tax	charges	and	reliefs

	 •	 mortality	costs

	 •	 profits	or	losses	from	early	terminations

	 •	 charges	for	guarantees	and	costs	of	capital

	 •	 payments	to	the	Shareholder

	 •	 	profits	and	losses	from	other	Policies	in	the	
With Profits Fund

7 How does the Scheme affect my GPR Policy?
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  The way in which the Company currently 
calculates Asset Shares is described in much 
more detail in our PPFM, which is available from 
our website at www.phoenixlifegroup.co.uk/
individual. However, the current PPFM will, from 
the Effective Date of the Scheme, reflect the 
changes which are described in the remainder of 
this section. The details of the changes can be 
found in clause 4 of the Scheme, which forms  
Part C of this Decision Pack. A draft of the 
modified PPFM can be found on our website at 
www.phoenixlifegroup.co.uk/individual. Please 
see the Appendix of this booklet on how to obtain 
copies of the current PPFM and the draft of the 
modified PPFM. 

7.1.4  How do Asset Shares relate to  
Final Bonuses?

   For each Relevant Specimen GPR Policy, 
we determine the Asset Share at the Stated 
Retirement Date and compare it with the 
Guaranteed Minimum Retirement Fund (the total 
of the Guaranteed Basic Sum and Annual Bonuses 
already added).

  If the Asset Share is the higher amount, then we 
would calculate a Final Bonus rate as the excess 
of the Asset Share over the Guaranteed Minimum 
Retirement Fund, expressed, currently, as a 
percentage of the Guaranteed Basic Sum. 

  We may also smooth the Final Bonus rates 
calculated, so that the proceeds of similar Policies 
do not change by too much over short periods 
of time. The Company aims to avoid very large 
differences in with profits maturity payouts over 
relatively short periods of time. Smoothing means 
that we may sometimes pay more or less than the 
underlying value of With Profits Policies. 

  We may change our Final Bonus rates at any time. 
We usually review them at least twice a year, and 
may also review them more frequently when, for 
example, the values of our assets are changing 
suddenly, or by large amounts. 

7.2  How will the Scheme change this? 

   If the Scheme is approved by the Court, the 
Company will, on the Effective Date, remove  
the GPR from your GPR Policy (provided you  
have not opted out of the Scheme) and other 
Included Policies. 

  At the same time, the Company will change the 
way in which it calculates Final Bonus rates for 
Included Policies, as follows:

	 •	 	for	each	Relevant	Specimen	GPR	Policy,	the	
Company will increase the investment return 
percentage credited to Asset Share in respect 

of the year 2009 by the Additional Rate of 
Return. This rate will be calculated (separately 
for each Relevant Specimen GPR Policy) 
as being equal to the sum of the Primary 
Uplift and Secondary Uplift divided by the 
Asset Share at the Effective Date. These two 
increases are described in the next  
two	sections;

	 •	 	the	Company	will	reduce	the	future	deductions	
for the cost of guarantees and the cost of 
capital from the Asset Share of the Relevant 
Specimen GPR Policies in future years 
or at maturity to nil, although this may be 
reintroduced with Regulatory Agreement (see 
section	7.4	of	this	booklet);	

	 •	 	the	Company	will	attribute	investment	return	
in future years to Relevant Specimen GPR 
Policies in accordance with the changed 
investment strategy. These changes are 
discussed further in section 3.3 of the booklet 
‘Outlining our Scheme’ and section 7.5 of  
this	booklet;

	 •	 	the	Company	will	make	changes	to	the	way	
Current Fund Values and Final Bonus rates 
for Relevant Specimen GPR Policies are 
calculated	(see	section	7.6	of	this	booklet);	and

	 •	 	the	Company	will	make	changes	to	the	
way future business profits and losses are 
attributed to Relevant Specimen GPR Policies 
(see section 7.7 of this booklet). 

  The first of these changes will have the effect 
of increasing the Asset Share of each Relevant 
Specimen GPR Policy. The Additional Rate of 
Return will, once credited, not be removed or 
amended afterwards. However, the future rate of 
return earned on the Asset Share of any Policy 
(following the application of the Additional Rate of 
Return) will not be guaranteed. The Scheme does 
not confer any minimum entitlement to future rates 
of return that will be calculated for or earned on 
any Policy or Relevant Specimen GPR Policy or 
on the level of Policy Proceeds after the Additional 
Rate of Return has been credited.

  The Company considers that there is a high 
likelihood that these changes will mean that 
Final Bonus rates will be higher and hence the 
Retirement Fund for Included Policies will be 
larger, and that this, in turn, will give a good 
chance of a higher Pension Income than if we had 
not made these changes, despite the pension now 
having to be bought on non-guaranteed rates.

  Each part of these changes is explained in further 
detail in the next four sections.
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7.3  What are the Uplifts?

 When we talk about increases to the Current Fund 
Value in this document, we are referring to the 
increases that will be applied in accordance with 
the Scheme’s provisions, in return for the removal 
of the GPR. The Primary Uplift and Secondary 
Uplift (each described below) have the effect 
of increasing the Asset Shares of the Relevant 
Specimen GPR Policies. 

  The Relevant Specimen GPR Policies are in turn 
used to calculate the Current Fund Values of each 
Included Policy, by matching the most closely 
resembling Relevant Specimen GPR Policy to the 
Included Policy, taking into account policy type, 
Premium Type, year of commencement and Stated 
Retirement Date (based on the Company’s records 
at the time the Current Fund Value is calculated for 
each Included Policy).

  As these increases are applied to the Asset Shares 
of the Relevant Specimen GPR Policies, to the 
extent that the value of the GPR being given 
up under the Scheme varies by retirement age 
and sex, this will be pooled and averaged out 
as the Relevant Specimen GPR Policies do not 
differentiate by these factors. 

7.3.1  What is the Primary Uplift?

   In many cases at present, the Company does not 
expect to pay any Final Bonuses. This is because, 
for many specimen policies, the Guaranteed 
Minimum Retirement Fund is expected to be 
higher than the Asset Share at retirement.

  For these Relevant Specimen GPR Policies, the 
Primary Uplift aims to increase Asset Share so 
that it will be at least as great as the Guaranteed 
Minimum Retirement Fund by the Stated 
Retirement Date. We calculate the Primary Uplift 
as follows:

	 •	 	we	conservatively	estimate	the	Asset	Share	at	
the Stated Retirement Date, by assuming that:

	 	 (a)	 premiums	continue	to	be	paid	when	due;

  (b)  the future investment return over the 
period to retirement is broadly the 
same as the return available on the UK 
government fixed interest stock of the 
same	term;	and

  (c)  other factors are in line with our current 
expectations;	and

 

	 •	 	we	determine	the	Guaranteed	Minimum	
Retirement Fund as being the Guaranteed 
Minimum Retirement Fund at the Effective 
Date, assuming that no further Annual 
Bonuses will be added. 

  If the estimated Asset Share at the Stated 
Retirement Date is larger than the Guaranteed 
Minimum Retirement Fund at the Stated 
Retirement Date then the Primary Uplift is zero. 

  If, on the other hand, the Guaranteed Minimum 
Retirement Fund at the Stated Retirement Date 
is larger than the estimated Asset Share at the 
Stated Retirement Date then the Primary Uplift is 
the amount which, if added to the Asset Share at 
the Effective Date, will make the Asset Share at the 
Stated Retirement Date equal to the Guaranteed 
Minimum Retirement Fund, using the assumptions 
described above.

  To estimate the future investment return described 
above, we use a Risk Free Yield Curve consistent 
with that used in our reporting to the FSA for the 
purposes of determining realistic reserves at the 
Effective Date.

7.3.2  What is the Secondary Uplift?

   Once the Primary Uplift, if any, has been 
determined, we calculate a further amount, the 
Secondary Uplift, for each Relevant Specimen 
GPR Policy, calculated so that certain conditions 
will be met as at the Effective Date. These 
conditions are that:

	 •	 	there	is	at	least	a	90%	chance	that	the	
projected pension at retirement after the 
Scheme takes effect (the ‘Relevant Pension’) 
will be 95% (or more) of the projected pension 
before the Scheme takes effect (the ‘Original 
Relevant	Pension’)	(‘Condition	1’);	

	 •	 	there	is	no	increase	to	the	‘Value	to	
Shareholders’	of	the	Company	(‘Condition	2’);	
and 

	 •	 	the	Independent	Actuary	is	satisfied	that,	in	his	
opinion, the increases are fair to all Included 
Policyholders (‘Condition 3’).

  The determination to be made by the Company  
in respect of Conditions 1, 2 and 3 above shall  
be assessed as at the Effective Date only and  
not subsequently and the Company shall not  
be required to reassess its determination by 
reference to any matter arising after the Effective 
Date which might otherwise change the outcome 
of that determination.
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  To the extent that the Company exercises its 
residual discretion in determining the Secondary 
Uplifts, it will do so in as similar manner as 
possible to that which has been used in setting the 
percentages of the Temporary Secondary Uplifts. 

  Note that, for protected rights Policies (resulting 
from the receipt of National Insurance rebates 
- see section 5.8 of the booklet ‘Outlining our 
Scheme’), the Secondary Uplift factors are 
generally lower than those for other single 
premium GPR Policies. 

  This is because, if you have a protected rights 
Policy, and you are married or in a civil partnership 
at the time you retire, you must use part of your 
Retirement Fund to buy a pension which would 
be paid to your spouse or civil partner after you 
die. This pension must be at least half the size of 
your own Pension Income. There is no GPR for 
this Pension Income, which means that your GPR 
is less valuable than for other Policies. The uplifts 
for protected rights Policies under the Scheme 
assume that you will retire at age 65 (for men) 
and 60 (for women) and be married or in a civil 
partnership at that time. 

  Not all Included Policyholders have exactly the 
same type of GPR. For example, some GPRs 
apply to pensions which continue to a dependent, 
some to pensions taken before or after the Stated 
Retirement Date and some to parts of Retirement 
Funds bought by future increases in premium 
(at additional cost to the GPR Policyholder). 
Moreover, GPRs will have different values at 
different retirement ages and depending on 
whether you are male or female. We do not 
consider these differences to be material for the 
purposes of calculating the Secondary Uplifts. 

  The Independent Actuary has considered the 
above in determining whether the increases are 
fair to Included Policyholders under Condition 3.

7.3.3   How will we meet the above conditions in 
respect of the ‘uplifts’?

 Condition 1 

  In order to meet the above conditions in respect of 
the increases, we consider two amounts:

	 •	 	A	-	the	Original	Relevant	Pension,	i.e.	the	
pension before the Scheme takes effect which 
is calculated as the (pre-Scheme projected 
Retirement Fund at the Stated Retirement Date 
MINUS Tax-free Cash at the Stated Retirement 
Date) multiplied by the higher of the GPR rate 
and	the	projected	standard	pension	rate;	and

	 •	 	B	-	the	Relevant	Pension,	i.e.	the	pension	after	
the Scheme takes effect which is calculated as 
the (post-Scheme projected Retirement Fund 
at the Stated Retirement Date MINUS Tax-free 
Cash at the Stated Retirement Date) multiplied 
by the projected standard pension rate.

  In the calculation of both A and B above, we 
assume that the Tax-free Cash is 25% of the  
pre-Scheme projected Retirement Fund.

  We do not know with any certainty what any of 
these amounts or rates will be, except the GPR 
which is fixed. The other items will vary depending 
on future investment conditions and expectations 
about how long people will live.

  Therefore, in order to assess what these amounts 
might turn out to be in future, we use what is 
known as ‘stochastic modelling’ (referred to in the 
Scheme as the ‘Stochastic Model’). This involves 
using past investment market behaviour and rates 
of change in life expectancy in a statistical model 
to generate a large number of possible future 
outcomes (or ‘scenarios’) as to investment returns 
and life expectancies. 

  We then calculate the projected funds and 
pension rates referred to above in each of the 
future scenarios. The range of results produced 
is intended to represent fairly the possible future 
range of outcomes and allows us to assess the 
probability that the actual outcome will fall into any 
particular range. 

  We meet Condition 1 if, in fewer than 1 in 10 
scenarios, B is less than 95% of A, as  
calculated above. 

 This means that B must be at least 95% of A in at 
least 9 out of 10 scenarios (in other words there 
will be at least a 90% chance that B will not be 
more than 5% lower than A). This is a minimum 
requirement and in many cases B will be 95% or 
more of A in more than 9 out of 10 scenarios. 
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  What this will be in your own case can be seen 
from your Personal Illustration. This shows three 
different possible outcomes (labelled ‘Low’, 
‘Mid’ and ‘High’) for your Retirement Fund and 
Pension Income. We estimate, based on our 
economic model, that there is a 90% chance that 
the actual outcome is equal to or better than the 
‘Low’ illustrated outcome. Please see section 
4.2 of the booklet ‘Outlining Our Scheme’ for a 
further explanation of how we have produced your 
Personal Illustration. 

 The generation of the scenarios used in these 
calculations involves a measured degree of 
estimation and forecasting. To do this, we 
have used a firm of actuarial consultants with 
significant expertise and experience in this field. 
In addition, the Independent Actuary has reviewed 
the methodology and assumptions applied in 
calculating the future funds and pensions, and 
he confirms that these are reasonable. Please 
see section 9 of this booklet for a summary 
of the Independent Actuary’s conclusions on 
the outcomes produced by the model and its 
suitability for the purposes of the Scheme.

  The Scheme does not require Condition 1 to be 
satisfied by every Included Policy but only for each 
Relevant Specimen GPR Policy.

 Condition 2

  In order to demonstrate that our Shareholder is 
not benefiting from the Scheme at the expense of 
Policyholders, we measure what is referred to as 
the ‘Value to Shareholders’. 

  The Value to Shareholders is the value that 
our Shareholder places on the Company. It is 
calculated regularly and independently reviewed 
by our auditors. It consists primarily of:

	 •	 the	capital	held	by	the	Company;

	 •	 the	cost	of	holding	the	required	capital;

	 •	 	the	expected	value	of	10%	of	the	future	
bonuses	from	the	policies	currently	in	force;	

	 •	 	the	average	expected	Shareholder	contribution	
to meeting guarantees and options in adverse 
scenarios;	and

	 •	 	changes	in	the	value	of	any	derivative	
protections purchased in 2009 to limit the impact 
of further economic changes on the Scheme. 

  The Value to Shareholders will be calculated in 
accordance with the table and equation opposite 
(using actual figures approved by the Independent 
Actuary and the With Profits Actuary):

Value Variable

Net Shareholder assets A

Present value of Shareholder’s 
share of future profits on With 
Profits Policies

B

Average expected future 
Shareholder contribution to policy 
payouts in adverse economic 
scenarios 

C

Average expected future 
Shareholder contribution to 
policy payouts in other adverse 
scenarios

D

Cost of capital E

Change in value of derivative 
protection (this may be a positive 
or negative figure)

F

Other (this may be a positive or 
negative figure)

G

Value to Shareholders = A+B-C-D-E+F+G

  As at the Effective Date, we will calculate the 
Value to Shareholders taking into account that the 
Scheme has come into force. We will also calculate 
what the Value to Shareholders would have been 
as at that date had the Scheme not come into 
force. These calculations will be subject to audit. 
We will then ensure that the Secondary Uplift 
amounts are such that the Value to Shareholders 
has not increased as a result of the Scheme. The 
Independent Actuary will review our calculations 
and must be satisfied with our conclusion before 
this condition can be deemed to be met.

  So that we can be reasonably certain that we will 
be able to meet Conditions 1 and 3 without the 
Value to Shareholders falling by a material amount, 
we may purchase some protection through the 
derivatives market which we expect would last 
until the intended Effective Date. Any change in 
the value of this protection, whether up or down 
would generally be accompanied by an opposite 
direction change in the effect that the Scheme 
will have on the Value to Shareholders, although 
there would also be some reduction as time 
passes. The change in value of the protection 
whether positive or negative, would be taken into 
account in assessing whether Condition 2 has 
been met. The Independent Actuary will review 
the derivative protection and report further on this 
in his Supplemental Report. We will not purchase 
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any derivative protection unless the Independent 
Actuary is satisfied that it is fair and appropriate 
for us to do so.

 Condition 3

  The Independent Actuary has been asked to 
express a view on the overall reasonableness and 
fairness of the Scheme between the Company and 
the Included Policyholders, including the overall 
reasonableness and fairness of benefits provided 
to the Included Policyholders in exchange for their 
GPRs. He has also been asked to express a view on 
the range of Excluded Policies and the effect of the 
Scheme on holders of Excluded Policies. He uses a 
number of subjective and objective criteria to draw 
his conclusions, including Conditions 1 and 2 above 
and other conditions of his own design. That the 
Secondary Uplifts will be determined such that they 
meet all these criteria is Condition 3. A summary of 
the Independent Actuary’s criteria and conclusions 
can be found in section 9 of this booklet.

  In the assessment of the value of the GPR 
given up, it is necessary to consider average 
assumptions about policy behaviour such as 
lapse rates, GPR take up rates and the type of 
GPR taken. This means that equivalent value may 
be assigned to different Policyholders who might 
be intending to take quite different actions. It is 
not possible to calculate increases on individual 
expectations. GPR Policyholders who do not 
wish to accept the basis on which the Scheme 
has been structured and the basis on which the 
Fairness Tests have and will be carried out by 
the Independent Actuary are able to opt out in 
accordance with the process described at  
section 7 of the booklet ‘Outlining our Scheme’.

7.3.4  When will the uplifts be applied?

  It is proposed that the Scheme will be 
implemented as of 23:59 on 31 December 2009 
(the intended ‘Effective Date’). This means that the 
GPR will be removed from your GPR Policy, and 
the other changes described above will take effect 
from that date.

  The various conditions described above are 
intended to be calculated using economic and other 
conditions prevailing at 31 December 2009. We 
cannot know what these will be in advance, and 
this means that we cannot state with any certainty 
what the Primary Uplifts and the Secondary Uplifts 
will be. Furthermore, because of the complexity 
of the calculations, and the requirement for the 
Independent Actuary to report on the fairness of the 
outcome, the final uplifts will not be known for some 
months after the Effective Date. 

  The Scheme requires the Primary and Secondary 
Uplifts to be calculated not later than 1 January 
2011. Therefore, for any calculations of benefits 
which are required to be made before 1 January 
2011, we intend to use a set of ‘temporary uplifts’. 
See section 7.3.5 below for further information on 
how the temporary uplifts are calculated. 

  We have also used these ‘temporary uplifts’ in 
calculating the projected benefits in your  
Personal Illustration.

  Not later than 1 January 2011, the Company  
will stop using these temporary uplifts, and move 
to using the final uplifts calculated as at  
31 December 2009. 

  The temporary and final uplifts shall each be 
implemented once and not on a continuous or 
rolling basis. 

  If you transfer out, switch out or retire under your 
Included Policy or it otherwise ceases to be in 
force (for example on death) before the final uplifts 
are calculated, the increase to your Current Fund 
Value will be based on the temporary uplifts (also 
to be applied once only) and no further adjustment 
will be made when the final uplifts are calculated. 
This applies equally to ‘part’ transfers out, 
switches out or retirement under your Included 
Policy before the final uplifts are applied - in 
the event of which, the temporary uplifts will be 
applied to the parts that have terminated and 
the final uplifts will be applied to the parts of the 
Included Policy that remain in the With Profits 
Fund. The Independent Actuary considers that this 
is an appropriate approach to take.

  If you decrease or cease to pay the contributions 
which you are contracted to make under the terms 
of your GPR Policy after the temporary uplifts have 
been applied but before the final uplifts have been 
applied, this may reduce the level of final uplifts 
to be applied, irrespective of the fact that higher 
temporary uplifts may have been applied initially. 

  The implementation of the uplifts is subject to the 
termination of the Scheme. Please see section 
7.12 of this booklet for details on how the Scheme 
may be terminated.

7.3.5   How has the Company calculated the 
temporary uplifts?

 Temporary Primary Uplift

  We calculate this in exactly the same way as the 
Primary Uplift described in section 7.3.1 of this 
booklet above, but using figures generated at 31 
December 2008, rather than at the Effective Date.
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 Temporary Secondary Uplift

  We calculate this in exactly the same way as the 
Secondary Uplift described in section 7.3.2 of this 
booklet, but at 31 December 2008, rather than at 
the Effective Date, and using economic scenarios 
and other parameters generated at that date.

  However, because of changes in economic 
circumstances between 31 December 2008 and 30 
June 2009 (chiefly the increase in long-term interest 
rates), we now anticipate that the Secondary Uplift 
factors at 31 December 2009 will be lower than 
those derived using the method described above at 
31 December 2008.

  We have therefore reduced the factors which 
will be used as the Temporary Secondary Uplift 
factors such that, while still satisfying Conditions 
1 and 3 as described in section 7.3.3 above, they 
will not satisfy Condition 2 at 31 December 2008. 
However, the Independent Actuary notes in his 
Initial Report that the results of the sensitivity 
testing conducted by the Company indicate 
that the Condition 2 test would be satisfied by 
the temporary uplifts if the test was adjusted to 
reflect the more recent economic conditions as 
at 30 June 2009. The calculations of the Value 
to Shareholder at 31 December 2008 used in 
the Condition 2 test are being reviewed by our 
auditors who have not identified any significant 
inaccuracies to date. The Independent Actuary 
concludes that, subject to the outcome of this 
review, he is satisfied with the temporary uplifts 
being used on a temporary basis from the 
Effective Date. He will report on any issues arising 
out of the auditors’ review as necessary in his 
Supplemental Report.

  The Temporary Secondary Uplift factors vary 
according to:

	 •	 type	of	product

	 •	 premium	type	(regular,	single	or	NI	rebate)	

	 •	 year	of	commencement

	 •	 year	of	retirement

  The factors are expressed as a percentage of the 
GPR Rights Value. This is essentially the value of 
the guaranteed pension for the Relevant Specimen 
GPR Policy in question (that is, the value of the 
GPR being removed). Please see section 7.3.7 of 
this booklet for details of how your GPR Rights 
Value is calculated. 

  Tables containing the Temporary Secondary Uplift 
factors can be found in Part D of Schedule B of 
the Scheme in Part C of this Decision Pack.

  Your Voting Value will be based on the GPR 
Rights Value calculated for your Included Policy  
or Included Policies. Please see section 12.3 of 
this booklet for further information about your 
Voting Value.

7.3.6  What is the impact of changes to my 
GPR Policy before the Scheme becomes 
effective?

   Please note that changes to your GPR Policy made 
before the Scheme becomes effective may affect 
the calculation of the uplift to your Current Fund 
Value. Please see sections 5.5 to 5.9 of this booklet 
for further information. 

7.3.7 How is the GPR Rights Value calculated?

  The GPR Rights Value is calculated using the 
method and assumptions that we use to calculate 
our realistic reserves for guaranteed rates 
(guaranteed annuity options), as reported in our 
annual returns to the FSA at 31 December 2008. 
A copy of these annual returns can be obtained 
from our website at www.phoenixlifegroup.co.uk/
individual. Please see the Appendix of this booklet 
on how to obtain a copy of the returns. 

  This realistic reserve represents the amount of 
money we need to set aside for each GPR Policy, 
in excess of the amount we would set aside if 
there were no GPR.

  We use Relevant Specimen GPR Policies as a 
basis in order to assess this reserve and then we 
make a number of assumptions about the future, 
including:

	 •	 future	investment	returns;

	 •	 how	long	people	are	expected	to	live;	

	 •	 	what	standard	pension	rates	will	be	when	
people	retire;

	 •	 	the	average	proportion	of	the	Retirement	
Fund taken as Tax-free Cash, and the average 
proportion	used	to	buy	a	pension;	and

	 •	 	the	proportion	of	Policyholders	who	transfer	to	
another pension provider before they retire, or 
who retire early.

  The assumptions we have used are set out in 
Appendix 9.4A of the Company’s FSA return. We 
calculate the reserves using stochastic modelling, 
which assesses the results using a wide range of 
different assumptions about these matters.
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7.3.8  What is the role of the Independent 
Actuary in determining the Scheme uplifts? 

  The role of the Independent Actuary is to report 
on the overall reasonableness and fairness of 
the Scheme to all parties involved and to act 
independently in doing so. In particular, however, 
the Independent Actuary is responsible for 
determining the appropriate Fairness Tests which 
the temporary and final uplifts must satisfy before 
they can be applied (see section 7.3.3 of  
this booklet).

  The Independent Actuary will produce a report at 
three stages in the Scheme process:

	 •	 	an	initial	report	on	the	Scheme	(the	‘Initial	
Report’) has already been produced covering 
the temporary uplifts and satisfaction of the 
Fairness Tests based on assumptions and 
data available as at 31 December 2008 or 
subsequently and this report is summarised at 
section	9	of	this	booklet;	

	 •	 	a	supplemental	letter	or	report	will	be	
produced for the benefit of the Court at 
the Court Hearing if, in the Independent 
Actuary’s opinion, he considers it necessary 
to supplement matters referred to in his Initial 
Report (the ‘Supplemental Report’). Any such 
Supplemental Report will be made available 
online at our website at www.phoenixlifegroup.
co.uk/individual	prior	to	the	Court	Hearing;	and

	 •	 	a	final	report	will	be	produced	following	the	
calculation of the Additional Rate of Return 
after the Effective Date to assess whether  
the Company carried out the calculations  
in accordance with the Fairness Tests as  
at 31 December 2009 (the ‘Final Report’). 
If changes in economic conditions and 
assumptions mean that we cannot implement 
the uplifts in accordance with the Fairness 
Tests without breaching our regulatory 
capital requirements then we may terminate 
the Scheme (please see section 7.12 of this 
booklet for more detail on the circumstances in 
which we may terminate the Scheme and how). 

  Please see section 8.4 of this booklet for a 
detailed description of the role of the Independent 
Actuary under the Scheme and section 9 of this 
booklet for a summary of the Initial Report.

7.4  How will the guarantee and cost of capital 
charge change and can it be varied after 
the Scheme becomes effective?

  Please see section 2.10 of the booklet ‘Outlining 
our Scheme’ for a description of how the guarantee 

charge and cost of capital charge would be 
changed for Included Policies and section 6.2 of this 
booklet for how this would affect Excluded Policies.

  The changes to the way in which the charge 
for guarantees and cost of capital charge is 
calculated after the Scheme has come into force 
will be reflected in our PPFM. Further changes will 
not be made after the Effective Date except with 
Regulatory Agreement (such agreement is likely 
to be sought if there were extreme circumstances 
which might require such action to ensure that  
the Company continues to meet its regulatory 
capital requirements).

7.5  How will the investment strategy change 
and can it be varied after the Scheme  
becomes effective?

  Please see section 3.3 of the booklet ‘Outlining 
our Scheme’ for how our investment strategy 
for Included Policies would change under the 
Scheme. Please also see section 3.7 of that 
booklet which describes how we would choose 
fixed interest stock investments. The terms of 
such fixed interest stocks would be changed 
to reflect the calendar years during which we 
estimate a pension (i.e. annuity) bought with the 
proceeds of an Included Policy would be paid.

  The changes to our investment strategy under the 
Scheme will be reflected in our PPFM and will be 
implemented as soon as is reasonably practicable 
after the Effective Date subject to the discretion of 
the Company as to the timing of all or part of any 
of those changes on the advice of its Investment 
Manager and with the approval of the With Profits 
Actuary. The actual proportions of different assets 
held will vary slightly from the specified asset mix 
as asset values change, although the specified 
asset mix will be restored at least annually.

  Please see section 3.8 of the booklet ‘Outlining 
our Scheme’ for a brief summary of the ways 
in which we could vary our investment strategy 
(including the Investment Mix and the term of fixed 
interest stock investments) after the changes have 
been implemented. 

  Specifically, our Investment Mix (including the 
proportion of assets to be held or the nature of 
the assets to be held) for Included Policies would 
only be varied with either Regulatory Agreement 
or on the advice of our Investment Manager for 
the purposes of increasing the expected return for 
Included Policies subject to approval by the With 
Profits Actuary.

 We would not be able to vary the term of our 
fixed interest stock investments for Included 
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Policies from that set out in the Scheme except 
with Regulatory Agreement or in the case that 
legislative change makes it appropriate to assume 
that the majority of Included Policyholders will no 
longer take benefits predominantly in pension form 
and provided such change in assumption is also 
approved by the With Profits Actuary.

7.6  How will the Scheme affect Current Fund 
Values and Final Bonus rates?

 Current Fund Value

  The Current Fund Value is the amount you can 
transfer from your GPR Policy with us to another 
provider, or if your GPR Policy allows, retire early on.

  Our practice at present is to calculate Current 
Fund Values such that we pay, on average, around 
95% of Asset Share for pension With Profits 
Policies with more than 10 years to run until 
their Stated Retirement Date. This percentage 
then gradually increases up to 100% at their 
Stated Retirement Date. The amount we ‘save’ 
by not paying 100% is one part of the way in 
which Policies contribute to meeting the cost of 
guarantees. However, we also take into account 
your Guaranteed Minimum Retirement Fund and 
smooth your Current Fund Value into that as the 
retirement date stated in your Policy gets closer. 
This means that in some cases we pay more than 
100% of Asset Share. In other cases, because of 
the way in which we currently calculate transfer 
values, we pay less than our target average 
percentage of Asset Share. 

  We actually use Relevant Specimen GPR Policies 
to determine the various parameters that are used 
in the Current Fund Value calculation. 

  The increase (taking account of the Primary 
Uplifts and Secondary Uplifts) to Asset Shares 
described above means that Current Fund Values 
will also increase. In addition, we will increase 
the target percentage of Asset Share for Included 
Policies payable from 95% to 97% as part of 
the Scheme (and we will not change this without 
Regulatory Agreement). We will also continue to 
smooth transfer values for Included Policies into 
Guaranteed Minimum Retirement Funds, although 
this will be less likely to be necessary post 
Scheme because of the uplifts.

  These changes will be reflected in revisions to  
our PPFM.

  We will also improve the way in which we calculate 
transfer values, so that Included Policies are much 
more likely to have transfer values which are 

close to our target average percentages of Asset 
Share. The effect of improving the way in which 
we calculate transfer values is reflected in your 
Personal Illustrations and may result in transfer 
values increasing by more or less than the  
uplifts added.

  The increase in your Current Fund Value which 
would have occurred if the Scheme had been 
implemented on 31 December 2008 using the 
temporary uplifts is shown on your Personal 
Illustration (please refer to section 4 of the booklet 
‘Outlining our Scheme’ for guidance). The eventual 
actual increase will be different from this as it  
will be calculated as at the Effective Date,  
31 December 2009.

  You will be able to transfer your benefits to another 
provider or, if your Policy allows, retire early, using 
your increased Current Fund Value at any time 
after the Effective Date, (see also section 5.2 of the 
booklet ‘Outlining our Scheme’). Note that Current 
Fund Values may change at any time to reflect 
changes in the values of underlying investments 
and other factors.

 Final Bonus rates

  For Included Policies we will, in future, calculate 
Final Bonus rates by expressing the excess 
of Asset Share over the Guaranteed Minimum 
Retirement Fund as a percentage of the 
Guaranteed Minimum Retirement Fund, rather 
than as a percentage of Guaranteed Basic Sum 
(our current practice described in section 7.1.4 of 
this booklet). This manner of calculation will not be 
changed except with Regulatory Agreement. 

  This change will be reflected in revisions to  
our PPFM.

  In most cases this change will have no effect 
on your Retirement Fund, although if you have 
a Policy on which you have stopped paying 
regular premiums, this change will lead to a higher 
Retirement Fund than would otherwise be the case. 

7.7  Business profits and losses

  When we work out the asset shares of specimen 
policies, certain business profits or losses may be 
added or deducted for each year. After the Scheme 
becomes effective, only those business profits or 
losses arising from Included Policies will be added 
or deducted for future years when we work out the 
Asset Shares of Relevant Specimen GPR Policies 
(and such business profits or losses arising from 
Included Policies will only be capable of being 
added to or deducted for future years from the 
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Asset Shares of Relevant Specimen GPR Policies). 
Also, no greater amount of business profits or 
losses will be added or deducted when we work 
out the asset shares of specimen policies used to 
determine the benefits payable on Excluded Policies 
than would have been added or deducted had 
the Scheme not been implemented. This way of 
attributing the business profits and losses will not be 
changed except with Regulatory Agreement.

  This change will be reflected in revisions to  
our PPFM.

7.8  What is the relevance of my Stated 
Retirement Date?

  Your Stated Retirement Date, as shown in our 
records at 31 July 2009, is one of the criteria which 
determine whether your GPR Policy comes within 
the Scheme (see section 4.2 of this booklet for the 
full criteria). If your Stated Retirement Date is on or 
after 1 January 2020, your GPR Policy is included 
in the Scheme. If your Stated Retirement Date is 
before 1 January 2020, your Policy is excluded 
from the Scheme. Section 5.4 of this booklet 
explains the impact of the Stated Retirement Date 
on the inclusion or exclusion of parts of your GPR 
Policy from the Scheme.

  Further, the value of the increase to your Current 
Fund Value is dependent on your selected Stated 
Retirement Date, as described at section 7.3 of 
this booklet. If you intend to retire at a date which 
is earlier than your Stated Retirement Date you 
should consider opting out of the Scheme,  
for example for the reasons given in section  
5.5 of the booklet ‘Outlining our Scheme’. To do 
this you need to complete the opt out part of your 
Decision Form and return the entire form.

  If you intend to retire at a date which is later 
than your Stated Retirement Date, you may also 
want to consider opting out of the Scheme for 
the reasons given in section 5.6 of the booklet 
‘Outlining our Scheme’.

  The calculation of any uplift under the Scheme 
will be based on your Stated Retirement Date. 
Changes to your Stated Retirement Date may 
affect your uplift.

7.9  How would the Scheme affect Included 
Policyholders with small Retirement 
Funds?

  Following the removal of the GPR by the Scheme, 
Included Policyholders retiring with small 
Retirement Funds may find that they are unable 
to buy a pension on the open market (i.e. with 

other pension providers other than us), due to 
other pension providers applying fixed annuity 
charges (which would use up the Retirement 
Fund otherwise available to buy a pension) or not 
wishing to deal with pensions below a certain 
value. The GPR, on the other hand, would have 
been applied without such charges. 

  In order to ensure that such Policyholders are 
not prejudiced by the application of any annuity 
charge which may be levied at a fixed sum 
irrespective of the level of the pension to be 
bought, the Scheme will require the Company 
to offer to all Included Policyholders a pension 
subject only to a charge which is proportionate 
to the amount of the pension to be taken. Lower 
value pensions will therefore be subject to a lower 
charge, ensuring that lower Retirement Funds can 
still be used to buy a pension. Further, the rate of 
the proportionate charge applied by the Company 
will have to be the same for all pensions provided 
to such Included Policyholders at the same time, 
thereby ensuring that the rates do not differ 
among different levels of pension provided at the 
same time. 

  The effect of the proportionate charge has been 
reflected in your Personal Illustration. It has also 
been considered by the Independent Actuary in 
his Initial Report and will be considered in his  
Final Report. 

7.10 PPFM

  Section 1.13 of the booklet ‘Outlining our Scheme’ 
explains what the PPFM is. As mentioned, the 
Scheme will require a number of changes to be 
made to both our ‘Principles’ and ‘Practices’  
set out in our PPFM.

  The key changes to the PPFM resulting from the 
Scheme and which affect Included Policies are 
described in sections 7.4, 7.5 , 7.6 and 7.7 of  
this booklet.

  These changes will not be capable of future 
change unless certain conditions are met (see 
the descriptions in the above sections for further 
information).

  The full details of the changes to be made as 
a result of the Scheme which affect Included 
Policies can be found in clause 4 of the Scheme, 
which forms Part C of this Decision Pack.

  The PPFM will also be changed to reflect the small 
changes to the way in which we manage Excluded 
Policies. Please see section 6.2 of this booklet for 
more information.
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  A draft of the modified PPFM can be found on our 
website at www.phoenixlifegroup.co.uk/individual.

  Both the PPFM and the ‘consumer friendly’ 
version of it (the ‘CFPPFM’) are publicly available 
documents and can be found on our website at 
www.phoenixlifegroup.co.uk/individual. Please 
see the Appendix of this booklet on how to obtain 
copies of the CFPPFM, the current PPFM and 
the draft of the modified PPFM. If you have any 
queries regarding the PPFM, please contact us.

 7.11   How was my Personal Illustration derived 
and how will it relate to the actual benefits  
to be received?

  Please see section 4.2 of the booklet ‘Outlining 
our Scheme’ for a discussion of how we have 
produced your Personal Illustration.

  In addition, please read the ‘Important notes’ 
provided on your Personal Illustration.

  You should be aware that we have produced your 
Personal Illustration assuming that the Scheme 
had been implemented at 31 December 2008 
using the temporary uplifts, in order to illustrate 
its possible effect to you. It therefore takes no 
account of any changes you have made since 
then to your GPR Policy (other than to your Stated 
Retirement Date which will be based on that in 
our records as at 31 July 2009), or of any changes 
we have made to the way in which we calculate 
Current Fund Values.

  Your Current Fund Value, and the impact of the 
Scheme on it, is very likely to have changed by 
the time the Scheme is implemented. Please see 
section 4.6 of the booklet ‘Outlining our Scheme’ 
for further information.

  The Independent Actuary has reviewed the basis 
on which the Personal Illustrations have been 
prepared, please see section 9 of this booklet for 
further information.

7.12   Can the Scheme be abandoned or 
terminated?

 Before the Effective Date

  If it becomes apparent to us that it is no longer 
appropriate to implement the Scheme, where,  
for example:

 (i)  we consider that we will not be able to satisfy 
the Conditions for the uplifts (including 
the Fairness Tests - see section 7.3.8 of 
this booklet for details of the role of the 
Independent Actuary in conducting the 
Fairness Tests and the stages at which he 
will do so) without breaching our regulatory 

capital requirements or where the cost to the 
Shareholder of meeting the Conditions, is 
thought	to	be	too	high;	or

 (ii)  the number of GPR Policyholders opting 
out of the Scheme is so great that the cost 
of the Scheme for the benefit of a small 
number of Included Policyholders becomes 
disproportionate (see section 7.4 of the 
booklet ‘Outlining our Scheme’),

  then we are not obliged to make the Scheme 
effective, and may abandon it before the 
Effective Date even if the Scheme has already 
been sanctioned by the Court. In coming to any 
such decision, PALAL will consider, amongst 
other things, whether it is in the interests of 
Policyholders and treats Policyholders fairly to 
make the Scheme effective or, if the Scheme has 
already been sanctioned by the Court, to abandon 
it before the Effective Date. If this happens 
then the costs incurred will be borne by the 
Shareholder. (Please see section 13 of this  
booklet for information on the process for sanction 
of the Scheme and how the Scheme would 
become effective.) 

  If we did decide not to make the Scheme effective, 
we would write to all Included Policyholders 
for whom we have address details as soon as 
reasonably practicable. 

 After the Effective Date

  In certain circumstances, we may also terminate 
the Scheme after it has become effective. 

  If at any time between the Effective Date and  
1 January 2011 (or such later date as the Court 
may allow) we determine that the three conditions 
described in section 7.3 of this booklet (for 
calculation of the Secondary Uplifts) cannot 
be satisfied without breaching the Company’s 
regulatory capital requirements then we may 
decide to terminate the Scheme. 

  If we decide to terminate the Scheme after it has 
become effective then we will record the decision 
immediately and the Scheme will terminate and 
no longer have effect from that date. We will send 
notice of termination of the Scheme and the date 
on which it occurred, in writing to all Included 
Policyholders for whom we have address details, 
as soon as reasonably practicable. 

  In the event of termination of the Scheme after 
it has become effective, any Asset Share Uplift 
applied to a Relevant Specimen GPR Policy shall 
be reversed and disapplied as if it had never been 
applied. However, any payment made in respect 
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of an Included Policy (including any annuity or 
pension purchased from the payment) between 
the Effective Date and the date on which the 
Scheme terminates would not be reduced or 
recovered. To the extent that such payment was 
larger than the payment that would have been 
made had the Scheme not become effective,  
this will not affect the benefits of the  
other Policyholders. 

7.13  What would be the impact of the Scheme 
upon an insolvency of the Company?

  We are required by the FSA to meet certain 
solvency requirements. We consider that the 
Scheme will decrease the possibility of the 
Company breaching its regulatory solvency 
requirements (and consequently of it becoming 
insolvent). This is because the removal of GPRs 
from some GPR Policies reduces the risk of a 
situation occurring in which guarantees cannot be 
met and also, as described in section 1.6 of the 
booklet ‘Outlining our Scheme’, allows us greater 
flexibility in the manner in which we invest the 
monies freed-up by the removal of GPRs, which  
in turn is expected to produce higher returns  
than the current investment strategy does on 
these monies.

  The Independent Actuary agrees that the Scheme 
is expected to result in the Company being able 
to satisfy its regulatory capital requirements and 
its own capital policy by a greater margin than 
prior to the Scheme. Please see section 9 of this 
booklet for more information.

  If the Company became (or was about to become) 
insolvent, the potential outcomes would be 
complex and difficult to predict with accuracy. 
One possible approach we might take would be 
to propose a second scheme to reduce or remove 
GPRs from all other Policies with GPRs and/or to 
reduce or remove other guarantees from these 
or other types of Policy. If that was not possible 
or it did not restore the Company’s solvency, 
then there are also certain protections in place 
for policyholders (creditors of the Company) 
in the form of assistance to the Company or 
compensation for policyholders from the Financial 
Services Compensation Scheme (the ‘FSCS’). The 
role of the FSCS is to protect policyholders and it 
is the UK’s compensation fund for customers of 
financial services firms, such as ours, which are 
authorised by the FSA.

  The FSCS might first seek to secure continuity of 
insurance cover (such as by a transfer of some of 
the business to other insurers) or otherwise provide 
financial assistance to the Company if appropriate 
(that is, cost effective and practical). If securing 
continuity of insurance is not possible, it can pay 
compensation to cover policyholders’ losses. 
However, there are limitations on the amount of 
protection that the FSCS is obliged to ensure for 
policyholders under any arrangements it makes 
and/or on the amount of compensation that it is 
obliged to pay. The amount of compensation which 
the FSCS would be obliged to pay to policyholders 
is currently set at 100% of the first £2,000 of the 
value of the policy and then at least 90% of the 
remaining value of that policy. From 1 January 
2010, this limit will change to being at least 90%  
of the entire value of the policy.

  The FSCS will calculate the liability of the 
Company under a Policy’s terms as valued in a 
liquidation of the Company. However, the precise 
manner in which a Policy such as yours would be 
valued is untested and uncertain. It is possible, 
for example, that the value of any Policy for 
compensation would not include any Final Bonus 
on the Policy because such a bonus is not part of 
the guaranteed value of the Policy. 

  Therefore, it is possible that after the Scheme 
became effective, Included Policies (those which 
no longer have GPR(s)) may have lower values 
for the purposes of claims to the FSCS for 
compensation than they might have had if the 
Scheme had not been implemented. 

  Policyholders with multiple Policies should 
note that Policies will be considered together 
for the purposes of claims to the FSCS so that 
the initial £2,000 of value which receives 100% 
compensation applies once only and not in 
relation to each Policy separately.
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 The Scheme is designed so as to be:

	 •	 fair	to	all	Included	Policyholders;

	 •	 	fair	between	the	Included	Policyholders	and	
other	Policyholders;	and

	 •	 	fair	between	all	Policyholders	and	the	
Shareholder.

8.1 The Financial Services Authority 

 The Company is authorised and regulated by the 
Financial Services Authority (FSA). We have ensured 
that the FSA has been kept fully informed of the 
Scheme as it has been developed and have given 
the FSA copies of all relevant documents to review. 
The FSA’s review has been directed at deciding 
whether there are any features of the Scheme which 
should lead it to exercise its powers to prevent the 
Scheme being put to GPR Policyholders. As at July 
2009, on the basis of the information available to it, 
the FSA considers there are no such features, and 
has no objection to the Scheme proceeding to a 
vote of GPR Policyholders.

 The Company expects the FSA to continue to 
monitor the progress of the Scheme and to take 
account of any matters raised by Policyholders, and 
to give its final opinion on the Scheme to the Court 
if the vote is successful and the Company moves to 
obtain sanction from the Court. 

8.2 With Profits Committee 

 The With Profits Committee advises the Company’s 
board of directors on matters concerning fairness in 
relation to Policyholders. The members of the With 
Profits Committee are, in the majority, non-executive 
directors of the Company. There is also one member 
who is neither an employee nor a director of the 
Company (nor of any company in the Pearl Group). 
The With Profits Committee, in reaching its decision 
regarding the fairness of the Scheme, will take advice 
from the Company’s With Profits Actuary (see below). 
The With Profits Actuary has reviewed the Scheme 
and considers that its detailed terms and design, 
including the tests applied and the assumptions 
used, are fair and balanced. The With Profits 
Committee has carefully considered the Scheme in 
the light of the advice received from the With Profits 

Actuary and has advised the Board that it does not 
object to the Scheme going ahead.

8.3 With Profits Actuary

 Like all life assurance companies based in the 
UK that have issued with profits Policies, we are 
required to appoint an actuary commonly known 
as the ‘With Profits Actuary’. The With Profits 
Actuary of the Company is Andrew Burke and he 
is an employee of a sister company, Pearl Group 
Management Services Limited. 

 The role of the With Profits Actuary is to advise 
the Company’s management on the key aspects 
of discretion which it exercises as to the With 
Profits Fund (including, for example, aspects of the 
application of, or changes to, the PPFM, investment 
policy or calculation of bonuses) and to advise 
the Company whenever it is preparing to use its 
discretion to make a material change to the With 
Profits Fund. 

 Each year, the With Profits Actuary must also 
provide a written report to the Company and 
to Policyholders on whether the Company has 
complied with its PPFM and has taken the interests 
of With Profits Policyholders into account in a fair 
way when exercising its discretion over matters 
which affect them during the period covered by  
the report.

 The With Profits Actuary has prepared a report in 
relation to the Scheme. A summary of the With Profits 
Actuary’s Report and its main conclusions is set out 
at section 10 of this booklet. A copy of the full With 
Profits Actuary’s Report can be obtained from our 
website at www.phoenixlifegroup.co.uk/individual. 
Please see the Appendix of this booklet on how to 
obtain a copy of the full report.

 Additionally, certain provisions of the Scheme require 
the approval of the With Profits Actuary before 
implementation (see sections 7.1.2 and 7.5 of this 
booklet). Where under any provision of the Scheme 
the approval of the With Profits Actuary is to be 
sought, the With Profits Actuary shall only give such 
approval if he is satisfied that the effect of giving the 
approval is unlikely to have a material adverse effect 
on the interests of the Included Policyholders. 

8 Who considers the fairness of the Scheme?
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 Finally, in relation to the Scheme specifically, we 
shall procure that the With Profits Actuary provides 
an annual report to the Company (covering the 
calendar year up to each anniversary of the Effective 
Date) not later than six months after the end of each 
relevant calendar year and that the report confirms 
for that year:

	 •	 	the	grounds	on	which	any	approval	required	to	
be sought from the With Profits Actuary under 
any provision of the Scheme has been sought 
and the reasons such approval has been given 
or	denied;	and

	 •	 	the	Company’s	compliance	with	the	Scheme	
and the PPFM, amended in accordance with the 
Scheme, as it affects Included Policies, setting 
out his reasons for his confirmation.

 If, in such annual report, the With Profits Actuary 
reports that the Company has not complied with 
the Scheme and the PPFM as referred to above, the 
Company shall take all reasonable steps to ensure 
compliance as soon as practicable and the With 
Profits Actuary shall then produce a subsequent 
report confirming the Company’s compliance with 
the Scheme and the PPFM as referred to above.

 Each such annual report provided by the  
With Profits Actuary will be made available on 
our website until it is replaced by the relevant 
subsequent report by the With Profits Actuary.

8.4 Independent Actuary 

 A partner at a leading firm of professional actuaries 
and consultants, Deloitte LLP, has been appointed 
as an Independent Actuary to review the Company’s 
proposal in detail and considered whether the 
Scheme is fair to Included Policyholders and 
does not materially adversely affect Excluded 
Policyholders. 

 There is no legal requirement for the Scheme 
to have a report from an independent actuary. 
However, the Company considers that it is of great 
assistance to the Court and Included Policyholders 
for an independent actuary to be involved in the 
Scheme. The Independent Actuary appointed in 
relation to the Scheme is David Murray. The terms of 
reference of the Independent Actuary are detailed in 
his Initial Report. The appointment of David Murray 
has been approved by the FSA.

 His role is principally to report on the actuarial 
work performed by the Company in relation to the 
compromise with Included Policyholders and to give 
his assessment on the overall reasonableness and 
fairness of the Scheme between the Company and 
the Included Policyholders. 

 The overriding duty of the Independent Actuary 
in preparing his reports on the Scheme is to act 
independently and his primary duty is owed to the 
Court. His Initial Report will be produced to the 
Court. It is not the role of the Independent Actuary 
to recommend the Scheme or to give advice to 
individual Included Policyholders. It should also 
be noted that the Independent Actuary is only 
responsible and liable to the Company and owes a 
duty of care only to the Company.

 The Independent Actuary has produced a report 
which sets out his independent expert opinion on 
various matters including:

 (i)  taking account of those matters referred 
to in sub-paragraphs (a) to (i) below, the 
overall reasonableness and fairness of the 
Scheme between the Company and the 
Included Policyholders, including the overall 
reasonableness and fairness of benefits 
provided to the Included Policyholders in 
exchange	for	their	GPR	Rights;

  (a)  the Scheme’s expected effect on the 
Value to Shareholders of the Company 
(see section 6.1 of this booklet) and the 
Company’s financial strength, as at the 
date	the	Scheme	is	implemented;

  (b)  the applicable Fairness Tests for assessing 
the calculation of the temporary uplifts, 
Temporary Additional Rate of Return and in 
due course the final uplifts and Additional 
Rate	of	Return;

  (c)  the fairness of the calculations to be 
carried out after the Effective Date in order 
to determine the final uplifts and Additional 
Rate	of	Return;

  (d)  whether the modelling used by the 
Company is appropriate for the purposes of 
the Scheme and for providing Personalised 
Illustrations	to	relevant	policyholders;

  (e)  the extent to which the temporary uplifts 
and Temporary Additional Rate of Return 
satisfy the requirements of the Scheme 
and the Fairness Tests and whether it 
is appropriate for these to be used for 
providing Personalised Illustrations to 
relevant policyholders and on a temporary 
basis from the Effective Date for the 
purposes	of	the	Scheme;

  (f)  the key assumptions and methodology 
applied in producing Personalised 
Illustrations	for	relevant	policyholders;

  (g)  other changes to be made as a result of the 
Scheme generally (including, but not limited 
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to, the Investment Mix and changes to 
guarantee charges and charges for cost  
of	capital);	

  (h)  whether the Scheme contains 
appropriate safeguards that prevent the 
Scheme benefits presented to Included 
Policyholders from being lost or unfairly 
eroded	in	the	future;	and

  (i)  whether the risks associated with 
participating in the Scheme are 
explained to policyholders in relevant 
communications;

 (ii)  the range of Excluded Policies and the effect of 
the	Scheme	on	the	holders	of	Excluded	Policies;	
and

 (iii)  the reasonableness and appropriateness of the 
actuarial assumptions and methodologies used 
by the Company for determining the value of 
Included Policyholders’ votes at the Scheme 
Meeting and the use of a single class for  
voting purposes.

 A summary of this Initial Report is set out at section 
9 of this booklet below. A copy of the full Initial 
Report can be obtained from our website at  
www.phoenixlifegroup.co.uk/individual. Please see 
the Appendix of this booklet on how to obtain a 
copy of the full report. 

 The Independent Actuary will provide a further two 
reports (in addition to the Initial Report described 
above), as mentioned at section 7.3.8 of this 
booklet. A Supplemental Report (in the form of a 
letter or full report, as appropriate) will be produced 
for the benefit of the Court at the Court Hearing if 
the Independent Actuary considers it necessary to 
supplement the matters in his Initial Report. A Final 
Report will be produced following the calculation 
of the Additional Rate of Return after the Effective 
Date. The Final Report will apply the same criteria 
as set out in the Initial Report (and any others he 
may consider necessary at the time) in assessing 
the calculation of the Additional Rate of Return to 
ensure that this calculation satisfies the Fairness 
Tests. If the Fairness Tests cannot been met without 
the Company failing to meet its regulatory capital 
requirements then the Scheme may be terminated by 
the Company and none of the changes would then 
be implemented (see section 7.12 of this booklet). 

 

 We will make the Initial Report, the Supplemental 
Report and the Final Report available on our 
website for a period of one year from the date of 
publication of that report (the Final Report to be 
published no later than 1 January 2011) and each 
report can also then be obtained by contacting us at 
our normal business address.

8.5 The Court 

 If the vote at the Scheme Meeting is successful, 
the Company will then ask the Court to sanction 
the Scheme. At this stage, the Court will consider 
whether the Included Policyholders could 
reasonably have approved the Scheme. In reaching 
its decision, the Court will apply a number of legal 
tests including whether all steps have been taken 
correctly and whether the Scheme is one which an 
intelligent and honest Included Policyholder might 
consider to be beneficial to them. 

 The Court Hearing also provides an opportunity 
for any Policyholder who opposes the Scheme 
to make representations to the Court about the 
reasonableness and fairness of the Scheme. 
However, if the Policyholder is objecting to our 
decision to have only one voting class of Included 
Policyholders, the Court is likely to expect those 
who object to show why they did not object to this 
point at the earlier Court hearing in July 2009. 

 The Court will be concerned to establish that the 
Scheme constitutes a genuine compromise, that 
is, the Scheme is not removing the GPR without 
compensating the Included Policyholders. 

 If the Court is satisfied in relation to the matters  
set out above, the Court is likely to approve  
the Scheme.

 The Court may, in sanctioning the Scheme, impose 
modifications, additions or conditions on it. In such 
circumstances, the Company may consent to such 
conditions on behalf of all parties concerned.

 Further information on the legal process following 
the Scheme Meeting is at section 13 of this booklet.

8.6 The Company 

 Subject to provisions requiring approval by the 
With Profits Actuary, where, under any provision 
of the Scheme, a matter is to be determined or 
decided by the Company, it shall be determined by 
the Board in its absolute discretion in such manner 
as it considers fair and reasonable and its decision 
shall be final and binding in so far as the law allows.
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 The following is a summary prepared by the 
Independent Actuary of his Initial Report. A copy 
of the full Initial Report can be obtained from our 
website at www.phoenixlifegroup.co.uk/individual. 
Please see the Appendix of this booklet on how to 
obtain a copy of the full report.

 Introduction to PALAL

 1.  Phoenix & London Assurance Limited 
(“PALAL” or the “Company”) is one of a 
group of authorised life assurance companies 
collectively known as the Phoenix Group which 
is owned by Pearl Group Limited. PALAL was 
previously known as Sun Alliance and London 
Assurance Company Limited and was renamed 
in April 2005.

 2.  PALAL is closed to new business although  
it still accepts increments on existing policies 
and vesting pensions. The business in PALAL 
includes with-profits business and non-profit 
business, all of which is located in its With-
Profits Fund. At least 90% of distributable 
profits arising in the With-Profits Fund are paid 
to with-profits policyholders and the balance to 
PALAL’s shareholder fund.

 3.  A number of with-profits policies in the  
With-Profits Fund contain guarantees and 
financial options. These include guarantees 
that policy proceeds at maturity (or a stated 
retirement date) will not be lower than a 
specified amount, and guaranteed pension 
rates (GPRs) applicable at retirement of the 
policyholder. A GPR provides a policyholder 
with a right to purchase a pension income at an 
applicable date, or age, at a guaranteed rate. 
The guaranteed rates applicable in PALAL were 
determined many years ago when pension 
income rates were generally more favourable 
than in recent times, and accordingly they are 
valuable to policyholders who have them.

 4.  GPRs were provided by PALAL on policies sold 
under some product types at varying dates 
in the period between 1981 and 1999, and 

generally also applied to premium increases  
(or additional single premiums) paid up to 
certain dates depending on product type. In the 
case of one particular product type, the Section 
226 Pension Plan, premium increases (or 
additional single premiums) continue to attract a 
GPR. However, PALAL applies a large charge to 
such increases and additional premiums based 
on the value of GPR obtained. To a large extent, 
this mitigates the attractiveness of being able 
to secure a GPR on premium increases and 
additional single premiums so I understand very 
few policyholders make use of this facility.

 5.  In market conditions in late July 2009, open 
market pension income rates were generally 
30% to 50% less favourable than the GPRs. 
In order to ensure that the Company can still 
meet its obligations to policyholders as they fall 
due, it is necessary for the With-Profits Fund to 
make provisions, or recognise liabilities, for the 
future costs associated with policyholders who 
will exercise their right to a GPR at retirement. 
Market conditions in recent years have increased 
these liabilities and this, combined with the 
impact of poor conditions in investment markets, 
has weakened the With-Profits Fund such that it 
is reliant on support from the shareholder fund. 
As a result, while the Company as a whole is 
sufficiently capitalised to meet its regulatory 
capital requirements, the With-Profits Fund is not 
able to do so without support.

 6.  The weak financial position of the With-Profits 
Fund has led to PALAL following a generally 
conservative investment strategy in relation to 
with-profits policies. In many cases, especially 
with-profits pension policies with GPRs, it 
is unlikely that the policyholder will receive 
anything more than their minimum level of 
guaranteed benefits when their policy matures. 
Many of these policyholders are expected to be 
a considerable number of years from retirement. 
While they may have a valuable GPR in relation 
to their with-profits policy, they have very  
little potential upside in relation to their 
retirement benefits.

9 Summary of the Independent Actuary’s Report
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 Overview of the Scheme

 7.  PALAL has therefore proposed a Scheme by 
which some policyholders will be able to give 
up their right to a GPR on policies included in 
the Scheme (“Included Policies”) in exchange 
for potentially increased future benefits (the 
“Compromise”). Policyholders who participate 
(“Included Policyholders”) will receive uplifts, 
on the Effective Date of the Scheme, to the 
level of the retirement funds on their Included 
Policies. Future guarantee charges and charges 
for cost of capital will no longer be applied to 
their policies, which will also have increased 
proportional investment in assets that have 
potential to provide higher long tem returns, 
although subject to higher risk.

 8.  If the Scheme is sanctioned by the Court,  
then it is intended to be made effective from 
31 December 2009. PALAL has proposed that 
the financial terms of the Scheme should be 
determined by reference to a set of minimum 
requirements measured as at the Effective Date. 
These requirements aim to ensure that the 
uplifts provided to Included Policyholders are 
sufficiently favourable to limit the risk of their 
retirement benefits being adversely affected, and 
to ensure that PALAL shareholders do not benefit 
from the Scheme at the expense of policyholders 
(i.e. “Shareholder Value” does not increase as a 
result of the Scheme). Financial conditions at the 
Effective Date cannot be known in advance and 
therefore PALAL will need to perform a number 
of calculations in 2010 to determine the financial 
terms of the Scheme (the “Final Financial 
Terms”). The two key requirements contemplated 
by PALAL in relation to the Final Financial Terms 
are as follows:

  (1)  The Company’s Shareholder Value, as 
measured according to a defined formula, 
should not increase as measured at the 
Effective Date as a result of the Scheme 
becoming effective (referred to as the 
“Shareholder Value Test”).

  (2)  There will be at least a 90% chance, as 
calculated by a model (referred to as the 
“Stochastic Model”), that the pension 
income benefit obtained at the stated 
retirement date of relevant specimen policies 
amounts to at least 95% of the pension 
income benefit that would have been 
obtained in the absence of the Scheme 
(referred to as the “Minimum Uplifts Test”). 
The relevant specimen policies referred to in 
this requirement are those that will be used 

to determine benefits in future for Included 
Policies (referred to as “Relevant Specimen 
GPR Policies”).

 9.  In relation to the Shareholder Value Test, the 
methodology proposed by the Company 
reflects the impact of the Scheme on the 
value of shareholder assets including the 
shareholder’s share of higher expected future 
bonuses, repayment of financial support 
previously provided to the With-Profits Fund, 
the likely reduction in the value of further 
financial support to the With-Profits Fund in 
future, the likely reduction in regulatory capital 
requirements as a result of the Scheme and 
hence lower frictional costs associated with 
holding capital, and the change in value of 
any derivative instrument purchased by the 
Company’s shareholder fund for the purpose 
stated below. 

 10.  A derivative instrument will potentially be 
purchased by the Company to protect against 
the risk of the Scheme becoming adverse 
for shareholders due to potential changes in 
economic conditions in the latter half of 2009. 
I understand that the derivative instrument 
being considered by the Company would 
likely consist of financial options and therefore 
bear limited downside risk for shareholders 
and policyholders, while potential increases 
in value would be unlimited. The Company 
has indicated that it would not transact the 
derivative instrument without having first 
satisfied me that it is fair and appropriate. I 
intend to review any proposals prior to the 
sanction hearing and will report further on this 
matter in my Supplemental Report. 

 11.  In relation to the Minimum Uplifts Test, the 
methodology proposed by the Company is 
based on a number of assumptions relating to 
future economic, financial and demographic 
factors. The Stochastic Model will compare the 
impact of the Scheme on policyholder benefits 
under a large number of potential future 
outcomes (or “Simulations”). The Simulations 
will reflect potential performance of financial 
markets and changes in future open market 
pension income rates. It will also be necessary 
for the Company to make certain assumptions 
regarding policyholder behaviour, particularly in 
relation to the following areas:

  (1)  All policyholders will be assumed to 
purchase a pension income at their stated 
retirement dates.
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  (2)  It will be assumed that policyholders do not 
transfer their Included Policies to any other 
life insurance company or die prior to their 
stated retirement dates.

  (3)  All policyholders with active regular 
contractual premium policies will be 
assumed to pay their premiums as they  
fall due.

  (4)  The amount of tax-free cash that 
policyholders elect to take from their policy 
proceeds at retirement will be assumed 
to be unaffected by the Scheme, with 
the remainder being used to purchase a 
pension income. It will be assumed that 
the amount of tax-free cash policyholders 
take will be the maximum amount available 
(being 25% of policy proceeds) in the 
absence of the Scheme. 

 12.  It will not be possible for the Stochastic Model 
to reflect all foreseeable factors that could 
potentially impact policyholder benefits. This 
is partly because some factors will depend on 
broader financial developments that cannot be 
incorporated into a model which only projects 
economic factors such as inflation and interest 
rates, and the performance of financial markets. 
This is also because it would significantly 
complicate the test to cover every scenario 
in which a policyholder might access their 
retirement benefits. 

 13.  In addition to the minimum requirements 
proposed by PALAL, the financial terms of  
the Scheme will need to be determined in  
such a way that they are considered fair by  
the Independent Actuary who will provide a 
Final Report on the Scheme no later than  
1 January 2011, which will be made available 
to policyholders. As Independent Actuary  
I will impose my own criteria against which the 
financial terms of the Scheme will be assessed 
(the “Fairness Criteria”).

 14.  The Scheme proposed by PALAL identifies a 
large group of pension policies which have GPRs 
as being eligible to participate (“Eligible Policies”). 
For reasons associated with the costs of such 
a Scheme, the Company has only made some 
product types eligible to participate. Further, 
PALAL has only made policies with stated 
retirement dates beyond 1 January 2020 eligible 
to participate. This is because the Scheme 
will expose policyholders who participate to 
increased risk and volatility in addition to the 
increased potential for high investment returns, 
and therefore may not be in the best interests of 
policyholders near to retirement.

 15.  PALAL has previously issued an appetite 
mailing targeting holders of Eligible Policies. The 
purpose of this was to communicate the idea 
of the Scheme as well as the likely benefits and 
risks. Included in this mailing was a personalised 
illustration which enabled the relevant 
policyholders to see how their retirement 
benefits could be impacted by the Scheme. The 
feedback PALAL received from this appetite 
mailing was generally positive and indicated that 
the majority of relevant policyholders were likely 
to be in favour of participating.

 16.  In order for the Scheme to proceed PALAL 
will need to arrange a Scheme Meeting for 
relevant policyholders to vote as required under 
the Act. In order to recognise that different 
policyholders are likely to have different 
preferences, participation in the Scheme will 
not be compulsory and any holder of an Eligible 
Policy will be able elect to exclude themselves 
(or “opt out”) prior to the Scheme Meeting. 
Policyholders who opt out will have no right to 
vote at the Scheme Meeting. In order to assist 
holders of Eligible Policies through the decision 
making process, the Company will prepare a 
pack of information in relation to the Scheme 
which will be mailed to policyholders along 
with other relevant information, including a 
personalised illustration of the potential effect of 
the Scheme on their retirement benefits. 

 17.  PALAL has determined what the financial 
terms of the Scheme would have been had the 
Scheme been made effective on 31 December 
2008, and has conducted sensitivity testing 
of the financial terms to changes in economic 
conditions. PALAL has used the sensitivity 
test results to adjust the financial terms that 
would have applied as at 31 December 2008 
to reflect more recent economic conditions as 
at 30 June 2009. The adjusted financial terms 
(the “Temporary Financial Terms”) will be used 
by PALAL for providing illustrative information 
to holders of Eligible Policies, and will be used 
on an interim basis by the Company from the 
Effective Date until the Final Financial Terms 
have been determined. 

 18.  In order to determine the Temporary Financial 
Terms, PALAL and its advisors have produced 
a set of Simulations based on financial 
information as at 31 December 2008 (the 
“Illustrative Simulations”), which I have reviewed 
against a specific set of standards. When the 
Final Financial Terms are determined in 2010,  
I will review the relevant Simulations against the 
same set of standards.
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 19.  Notwithstanding that the outcome of voting 
at the Scheme Meeting might be in favour of 
the Scheme and that the Court may sanction 
the Scheme, the Scheme will only legally take 
effect from the Effective Date after PALAL 
delivers a copy of the Court Order sanctioning 
the Scheme to the Registrar of Companies (the 
“Registrar”). If PALAL does not deliver the Court 
Order prior to the Effective Date, the Scheme 
will not take effect. While I understand this to 
be purely a matter of legal process, it means 
that PALAL can decide not to implement the 
Scheme right up to delivery of the Court Order 
to the Registrar.

 20.  I understand the Pearl Group and its life 
insurance companies are undergoing a change 
of control process with a third party and are in 
relevant discussions with the FSA. It is not clear 
at this stage whether this will be completed 
by the Effective Date. Such a change of 
control might affect the Company’s decision 
on whether to proceed with the Scheme as 
the new owners of the group might view the 
Scheme differently from the current owners. 
However, regardless of whether a change of 
control has occurred at the Effective Date, the 
Scheme has been designed to ensure that 
PALAL shareholders (whoever they might be) 
do not benefit from the Scheme at the expense 
of policyholders, and that the terms offered to 
policyholders satisfy the Fairness Criteria.

 Main considerations of the 
Independent Actuary

 21.  As the Independent Actuary in relation to the 
Scheme, I have been asked to consider and 
report on the following matters in this Report:

  (1)  Taking account of the matters referred to in 
(a) to (i) below, the overall reasonableness 
and fairness of the Scheme between the 
Company and the Included Policyholders, 
including the overall reasonableness 
and fairness of benefits provided to the 
Included Policyholders in exchange for their 
GPR Rights. 

   a.  The Scheme’s expected effect on the 
Shareholder Value and the Company’s 
financial strength, as at the date the 
Scheme is implemented.

   b.  The applicable Fairness Criteria for 
assessing the Temporary Financial 
Terms, and in due course the Final 
Financial Terms.

   

   c.  The fairness of the calculations to be 
carried out after the Effective Date in 
order to determine the Final Financial 
Terms of the Scheme. 

   d.  Whether the Illustrative Simulations 
are appropriate for the purposes of the 
Scheme and for providing personalised 
illustrations to relevant policyholders.

   e.  The extent to which the Temporary 
Financial Terms satisfy the requirements 
of the Scheme and Fairness Criteria, 
and whether it is appropriate for these 
to be used for providing personalised 
illustrations to relevant policyholders 
and on a temporary basis from the 
Effective Date for the purposes of  
the Scheme.

   f.  The key assumptions and methodology 
applied in producing personalised 
illustrations for relevant policyholders.

   g.  Other changes to be made as a result 
of the Scheme generally (including, 
but not limited to, investment strategy 
and changes to guarantee charges and 
charges for cost of capital).

   h.  Whether the Scheme contains 
appropriate safeguards that prevent the 
Scheme benefits presented to Included 
Policyholders from being lost or unfairly 
eroded in the future. 

   i.  Whether the risks associated with 
participating in the Scheme are 
explained to policyholders in relevant 
communications.

  (2)  The range of Excluded Policies and 
the effect of the Scheme on holders of 
Excluded Policies.

  (3)  The reasonableness and appropriateness 
of the actuarial assumptions and 
methodologies used by the Company 
for determining the value of Included 
Policyholders’ votes at the Scheme 
Meeting, and the use of a single voting 
class for voting purposes.

 22.  As indicated by the list of items above, in my 
role as Independent Actuary I have separately 
considered the effect of the Scheme on 
different groups of policyholders, covering both 
Included Policyholders and holders of Excluded 
Policies. In considering holders of Excluded 
Policies I have given specific consideration to 
policyholders who are able to participate in the 
Scheme but decide to opt out.
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 23.  I have seen drafts of the Company’s documents 
to be provided to policyholders as part of the 
Voting Mailing. In my role as Independent 
Actuary I have reviewed these to assess 
whether the risks of the Scheme are explained 
to policyholders. I have also reviewed the 
Scheme document.

 Conclusions

 24.  The Scheme is likely to affect Included 
Policyholders in a number of different ways, 
some of which are potentially favourable and 
others potentially unfavourable. It is generally 
not possible to design a scheme that is 
favourable to policyholders in all respects and 
is in no way unfavourable. Fundamentally, 
the Scheme provides Included Policyholders 
with the potential to obtain increased future 
benefits, subject to their bearing increased 
future risk associated with those benefits. It is 
possible, though not likely, that future benefits 
may be lower as a result of the Scheme. The 
documentation to be provided to policyholders 
will explain this, and will set out the various 
potential benefits and foreseeable risks. 

 25.  Personalised illustrations will help policyholders 
to understand the risks and benefits associated 
with increased exposure to investments that are 
likely to provide higher long tem returns subject 
to higher risk. The illustrations will also reflect 
the potential impact that changing pension 
income rates could have on policyholder 
benefits at retirement. Where other foreseeable 
risks have been identified that are not reflected 
in the personalised illustrations, such as the risk 
that Included Policyholders could be adversely 
affected if PALAL became subject to insolvency 
proceedings in future, these will be explained to 
policyholders in the mailing prior to the Scheme 
Meeting to assist them in making their decisions 
in relation to the Scheme. 

 Effect of the Scheme on Shareholder Value 
and PALAL

 26.  The Scheme explicitly requires that Shareholder 
Value should not be increased as a result of the 
Compromise. In order to satisfy this requirement 
the Company needs to ensure that the financial 
terms of the Scheme are sufficiently favourable 
for Included Policyholders. The calculation 
of Shareholder Value will be independently 
reviewed in 2010 and subject to the relevant 
component calculations being performed to a 
sufficient degree of accuracy I am satisfied that 
the methodology proposed by the Company  
for measuring Shareholder Value is fair  
and reasonable.

 27.  The results of the Company’s work indicate that 
Shareholder Value would not have increased 
as at 31 December 2008 had the Scheme been 
implemented then, provided that the financial 
terms in Appendix 4 of my Report applied. 
The Temporary Financial Terms, included 
in the Scheme Document and Appendix 6 
of my Report, would not have satisfied this 
requirement as at 31 December 2008 but would 
have satisfied it under more recent economic 
conditions as at 30 June 2009 - as discussed in 
paragraph 42 below.

 28.  As a UK life insurance company that is 
regulated by the FSA, PALAL is required to hold 
sufficient capital to satisfy certain regulatory 
requirements. In addition, PALAL applies an 
internal capital policy which requires an excess 
capital buffer to be held in addition to the 
minimum regulatory requirements.

 29.  PALAL is expected to be sufficiently capitalised 
to satisfy its regulatory capital requirements 
and internal capital policy at 31 December 
2009. The Scheme is expected to result in 
PALAL being able to satisfy its regulatory 
capital requirements and capital policy by a 
greater margin than prior to the Scheme. As 
the Scheme is expected to reduce the risk of 
the With-Profits Fund requiring further financial 
support in future, this is likely to be beneficial 
for the security of all policyholders’ benefits.

 Determination of the Final Financial Terms of 
the Scheme

 30.  The Company has proposed that the Minimum 
Uplifts Test be used to set the Final Financial 
Terms of the Scheme, measured as at the 
Effective Date. This test has been designed by 
the Company as it wishes to limit the risk of 
policyholder benefits being adversely affected 
as a result of the Scheme. The Stochastic 
Model will include a set of simulations of future 
economic and demographic scenarios, which 
I will review in my role as Independent Actuary. 
There are limitations associated with this 
test as the Stochastic Model cannot reliably 
incorporate all foreseeable factors that might 
impact policyholder benefits. 

 31.  The financial terms of the Scheme determined 
by reference to 31 December 2008 indicate 
that, had the Scheme been implemented on 
31 December 2008, the Minimum Uplifts Test 
would have been satisfied.
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 Application of the Fairness Criteria

 32.  The Fairness Criteria represent an additional set 
of tests specified by the Independent Actuary, 
which will be applied in assessing the Final 
Financial Terms of the Scheme. These tests will 
aim to assess whether the financial terms of 
the Scheme are fair to Included Policyholders. 
The tests consider the financial terms of the 
Scheme from a number of perspectives, 
including:

  (1)  The extent to which policyholders might be 
better off based on a reasonable balance of 
probability.

  (2)  The extent to which policyholders might 
be worse off in reasonably foreseeable 
adverse circumstances.

  (3)  The extent to which policyholders might 
be worse off in more extreme adverse 
circumstances.

  (4)  The extent to which the value of 
policyholder benefits is affected by the 
Scheme when measured on the same basis 
that is used by the Company for reporting 
to the FSA for regulatory purposes.

 33.  The financial terms of the Scheme determined 
by reference to 31 December 2008 indicate that 
the tests contemplated by the Fairness Criteria 
would have been satisfied.

 34.  In reporting on the Scheme after the Effective 
Date, I will consider whether the Final Financial 
Terms satisfy the Fairness Criteria and will 
require that these are met. If necessary, at 
that stage I will impose any further criteria 
which I consider necessary in order to satisfy 
myself that the Scheme is fair to Included 
Policyholders. However, I do not anticipate 
imposing any further criteria unless there are 
significant changes in economic or other factors 
up to the Effective Date that would significantly 
affect my conclusions.

 Independent Actuary’s review of the Illustrative 
Simulations

 35.  The Illustrative Simulations have been used by 
the Company to determine the Temporary 
Financial Terms of the Scheme. In performing 
my review of the Illustrative Simulations,  
I recognise that the effect of the Scheme will be 
to expose Included Policyholders to increased 
risk associated with their retirement benefits. 
This risk will arise primarily from the removal  
of their GPRs and increased exposure to riskier 
investments such as company shares, 

commercial property and corporate bonds,  
and the insurance market’s view of pensioner 
mortality and longevity. The Scheme will only 
apply to policyholders who expect to retire 
more than ten years after the Effective Date. 
Accordingly, my review focuses on these 
relevant aspects of the Illustrative Simulations 
and, in due course, will do so for the 
Simulations used to determine the Final 
Financial Terms.

 36.  Having reviewed the Illustrative Simulations and 
considering the findings and results described 
in section 6 of my Report, I am satisfied that 
the Illustrative Simulations meet the standards 
I have set out. I consider that the relevant 
features of the Illustrative Simulations fall within 
a range that could generally be considered 
reasonable and conclude that they are suitable 
for the purposes of the Scheme and for 
providing illustrations to relevant policyholders 
as part of the Scheme voting process. 

  The Temporary Financial Terms

 37.  The Company has determined the Temporary 
Financial Terms which will be used to provide 
illustrative information to policyholders and 
will be used on a temporary basis from 
the Effective Date until the Final Financial 
Terms have been determined. These have 
been determined by reference to data and 
information as at 31 December 2008, but 
have been adjusted, on the basis of sensitivity 
testing, to reflect more recent economic 
conditions as at 30 June 2009. 

 38.  The effect of economic conditions in 2009 
has generally been to make the financial 
terms of the Scheme less favourable for both 
policyholders and shareholders and this has 
been reflected in the adjustments to determine 
the Temporary Financial Terms. 

 39.  Due to time constraints, it has not been 
possible for the Company to update all of the 
policy data and inputs to the Stochastic Model 
to fully reflect financial circumstances as at 
30 June 2009. However, in order to satisfy 
itself that the Temporary Financial Terms are 
appropriate, the Company has repeated its 
relevant exercises and tests to demonstrate that 
the Temporary Financial Terms still satisfy the 
requirements of the Scheme and the Fairness 
Criteria as at 31 December 2008, except in 
relation to the Shareholder Value Test.
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 40.  The Shareholder Value Test would not be 
satisfied as at 31 December 2008 by the 
Temporary Financial Terms as those terms are 
generally lower than those which prevailed 
prior to the adjustment to reflect economic 
conditions as at 30 June 2009. The results of 
the Company’s sensitivity testing indicate that 
the Shareholder Value Test would be satisfied 
by the Temporary Financial Terms if the test 
was itself adjusted to reflect the more recent 
economic conditions as at 30 June 2009.

 41.  I understand that the Company has 
commissioned a review by its auditors of the 
results of the Shareholder Value Test on the 
pro-forma basis as at 31 December 2008, 
and that the outcome of this review will be 
made available to me once it is completed. 
I understand that the review, while still in 
progress, has not identified any significant 
inaccuracies in the results that I have 
considered. Once the review is finalised I will 
take account of any matters that arise and these 
will be addressed in my Supplementary Report.

 42.  I have reviewed the Company’s approach to 
determining the Temporary Financial Terms, 
taking account of data and information as at 31 
December 2008 and subject to the adjustment 
to reflect more recent economic conditions as 
at 30 June 2009. Subject to the outcome of the 
review discussed in paragraph 41 above, having 
considered the extent to which the Temporary 
Financial Terms satisfy the requirements of 
the Scheme and the Fairness Criteria, and 
considering the Company’s reasons for adopting 
the proposed approach, I am satisfied with the 
Temporary Financial Terms being used by the 
Company for the purpose of providing illustrative 
information to policyholders.

 43.  As all Included Policyholders have stated 
retirement dates on or after 1 January 2020,  
it is unlikely that any will access the proceeds of 
their Included Policies before the Final Financial 
Terms have been determined. Therefore, in the 
vast majority of cases the Temporary Financial 
Terms should not affect policyholder benefits. 

 44.  As the personalised illustrations provided to 
holders of Eligible Policies will be based on 
the Temporary Financial Terms which will be 
included in the Scheme, and because they 
have been determined by reference to the 
requirements of the Scheme and Fairness 
Criteria as discussed above, I am satisfied 
with these being used by the Company on a 
temporary basis from the Effective Date until the 

Final Financial Terms have been determined. 
I am satisfied that it will be appropriate to 
apply the Temporary Financial Terms during 
this temporary period for Included Policies or 
parts thereof that transfer to another insurance 
company, for Included Policyholders who elect 
to purchase a pension income using proceeds 
from their Included Policies, or for regular 
premium Included Policies or parts thereof 
which are made paid-up.

 Key assumptions and methodology applied in 
calculating personalised projections 

 45.  I have reviewed the assumptions and 
methodology proposed by the Company for 
the purpose of producing the policyholder 
illustrations and I am satisfied that these  
are reasonable.

 46.  I conclude that the Illustrative Simulations are 
suitable for the purposes of the Scheme and for 
providing illustrations to relevant policyholders 
as part of the Scheme voting process. In 
reaching this conclusion I recognise that it is not 
possible to accurately incorporate all factors into 
an illustration that could potentially affect 
policyholder benefits in future. Where there are 
factors that are not reflected in the policyholder 
illustrations which represent foreseeable risks for 
Included Policyholders, these will be explained 
in the notes accompanying individual 
policyholder illustrations, or in the Scheme 
Explanatory Statement. Accordingly, I am 
satisfied with the Company’s proposed 
approach to producing policyholder illustrations 
for the purposes of the Scheme.

 Other changes in relation to Included Policies

 47.  The Company has contemplated various terms 
which have been included in the Scheme and 
are relevant to the ongoing management of 
Included Policies. These terms include the 
removal of future guarantee charges and 
charges for cost of capital applicable to 
Included Policies, changes to the manner  
in which business profits and losses of the  
With-Profits Fund are allocated to Included 
Policies, increased proportional investment  
in commercial property and company shares,  
an increase in surrender values, a change to 
the manner in which Final Bonus rates are 
applied to Included Policies, and increasing  
the term of fixed interest investments 
purchased in relation to Included Policies. 

 48.  These features of the Scheme will be 
communicated and explained to policyholders 
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in the mailing pack. The removal of guarantee 
charges is a necessary feature to mitigate a risk 
to other policyholders of mass termination by 
Included Policies soon after the Scheme.  
The increased proportional investment in 
company shares and commercial property will 
provide Included Policyholders with increased 
potential future benefits and risk associated 
with those benefits. Charges associated with 
cost of capital will be removed and the manner 
in which business profits and losses are 
allocated will be changed in order to prevent 
the benefits of the Scheme being unduly 
eroded. The change to the manner in which 
Final Bonus rates are applied is necessary 
in order for the benefits of the Scheme to 
be fairly allocated between regular premium 
paying policies and paid-up policies. Having 
considered the reasons for these changes,  
I am satisfied they are fair and reasonable. 

 Application of the Scheme to policyholder benefits

 49.  In determining benefits in relation to with-profits 
policies the Company applies an approach 
whereby benefits are determined by reference 
to a range of specimen policies rather than 
each policy individually. This approach is 
characteristic of the way in which the Company 
operates its business and prevails regardless of 
whether the Scheme proceeds. Accordingly, in 
determining the financial terms of the Scheme 
for Included Policies the Company recognises 
that it will ultimately apply the same percentage 
uplifts to all Included Policies which are linked 
to the same specimen policy. As a result, some 
Included Policyholders could benefit more 
than others as the uplifts they receive might 
be a relatively higher proportion of the value of 
their GPR Right. These differences in treatment 
will arise partly because of differences in 
policyholders’ intended retirement ages and 
gender. The Company has performed an 
exercise to assess whether this effect is adverse 
for any individual policyholder, based on a large 
number of simulations, and the results indicate 
that all policyholders are expected to be better 
off on an even balance of probability. Further 
the results of this exercise indicate that, even 
in adverse outcomes (determined from the 
10th percentile of the simulated outcomes), 
assuming that Included Policyholders intend to 
take 25% of their policy proceeds at retirement 
as tax-free cash and provided they purchase a 
pension income at their stated retirement date, 
no Included Policyholder would be more than 
11% worse off.

 50.  The Company will seek to allocate the benefits  
of the Scheme between groups of Included 
Policies based on factors such as product 
type, premium type, inception year and stated 
retirement date. These factors are the same as 
those identified by the Company’s specimen 
policy approach and will explicitly reflect 
differences in the value of GPR Rights arising 
from these factors. In relation to Protected 
Personal Pension Plan Policies eligible to be 
included in the Scheme, the Company has 
sought to recognise that the extent of GPR Rights 
on these policies is reduced by the requirement 
to purchase a pension income for a spouse or 
civil partner at retirement (if applicable) which is 
not subject to a GPR. Therefore these policies 
tend to attract lower uplifts under the terms of the 
Scheme. The reason for this different treatment of 
Protected Personal Pension Plan Policies will be 
explained in policyholder correspondence.  
I am satisfied that PALAL’s proposed approach 
of providing lower uplifts to Protected Personal 
Pension Plan Policies is reasonable.

 Protections for Included Policyholders

 51.  A number of measures have been included in 
the Scheme to protect the continuing interests 
of Included Policyholders. These include 
requirements for the With-Profits Actuary to 
approve various changes in relation to Included 
Policies, requirements for the Company to obtain 
regulatory agreement before proceeding with 
various changes in relation to Included Policies, 
and a requirement for the With-Profits Actuary to 
report annually to Included Policyholders on the 
Company’s compliance with the Scheme and 
other matters relating to the ongoing management 
of Included Policies. In addition, the Scheme 
includes a requirement relating to charges 
applied to future pension income purchased 
using proceeds from Included Policies. This is 
intended to protect holders of smaller Included 
Policies from paying disproportionately high 
charges when purchasing a pension income at 
retirement. Accordingly, I am satisfied that the 
Scheme confers a good degree of protection 
on Included Policyholders which should prevent 
the benefits of the Scheme being unfairly 
eroded in future and the increased investment 
freedom in relation to Included Policies being 
arbitrarily or unreasonably reduced.

 52.  It is possible, although unlikely, that extreme 
market movements might adversely impact the 
Company’s regulatory capital position before 
1 January 2011 such that the Company would 
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be unable to implement the Scheme without 
breaching its regulatory capital requirements. 
The Scheme includes a mechanism that allows 
for it to be terminated in such circumstances. 
This aims to protect the security of benefits for 
all policyholders of PALAL.

 Impact of policyholders who opt out of the Scheme

 53.  Policyholders who opt out of the Scheme  
will not be part of the Compromise and there 
will be no changes in relation to their policies 
or the manner in which their benefits are 
determined. I include these policyholders in  
my consideration of Excluded Policies.

 54.  After the Scheme the Company will determine 
benefits in relation to Included Policies by 
referencing different specimen policies from 
those used in relation to policies that opt out 
of the Scheme. Benefits in relation to Included 
Policies will be calculated by reference to the 
specimen policies that will be protected by  
the Scheme. 

 55.  If a substantial proportion of holders of Eligible 
Policies decide to opt out of the Scheme, then 
the Scheme would not be viable for PALAL.  
In addition, the Scheme would not substantially 
improve the capital position of PALAL and 
the risk of Included Policyholders’ benefits 
being eroded by a reintroduction of guarantee 
charges could increase. However, the Company 
has indicated that it would not be likely to 
proceed with the Scheme if only a minority of 
policyholders participated. Further, the results 
of the Appetite Mailing indicated that the 
proportion of policyholders likely to participate 
in the Scheme should be high. Taking account 
of the above points, I am satisfied that Included 
Policyholders will not be adversely affected  
by policyholders who elect to opt out of  
the Scheme. 

 Overall reasonableness and fairness of the 
Scheme between the Company and the Included 
Policyholders

 56.  The Compromise has been designed to give 
Included Policyholders potential for increased 
future retirement benefits. This will arise largely 
from uplifts to asset shares and increased 
proportional investment in assets which are 
expected to provide higher returns although 
subject to higher risk and volatility. In order 
to limit the risk of Included Policyholders’ 
retirement benefits being adversely affected, 
the Scheme contemplates a set of minimum 
requirements that will be applied in determining 

the uplifts at the Effective Date (or Final 
Financial Terms). These minimum requirements 
aim to limit the amount of additional risk for 
Included Policyholders arising as a result of the 
Compromise. In addition, the Scheme requires 
the Final Financial Terms to satisfy the Fairness 
Criteria specified by the Independent Actuary.

 57.  While the minimum requirements and Fairness 
Criteria should act to limit the extent to which 
Included Policyholders’ retirement benefits can 
be adversely affected by the Scheme, they 
cannot eliminate this risk. Any policyholder who 
is uncomfortable with the balance of risk and 
reward offered by the Scheme, or who prefers 
the security of having a GPR Right, can retain 
their existing benefits by choosing to opt out of 
the Scheme.

 58.  The minimum requirements and tests 
contemplated by the Fairness Criteria 
necessarily make assumptions regarding 
future policyholder behaviour (as discussed 
in paragraph 11 for the Minimum Uplifts Test), 
since it is not possible to test every conceivable 
circumstance under which policyholders 
will access the proceeds from their pension 
policies. Where these assumptions do 
not reflect an individual policyholder’s 
circumstances, for example where a 
policyholder intends to retire significantly in 
advance of their stated retirement date, the risk 
of retirement benefits being adversely affected 
by the Compromise could be higher. In such 
cases policyholders will be advised that they 
have the choice to opt out of the Scheme  
and will be able to do so by duly notifying  
the Company. 

 59.  Having considered the above factors relevant 
to holders of Included Policies and taking 
account of the points below, I am satisfied 
that the proposed Scheme should be fair 
and reasonable between the Company and 
Included Policyholders, and that the benefits 
exchanged for GPR Rights are likely to be fair 
and reasonable.

  (1)  I am satisfied that the Scheme will not 
benefit the Company’s shareholders at the 
expense of policyholders.

  (2)  I am satisfied that the security of all 
policyholders’ benefits is likely to be 
improved by the Scheme.

  (3)  I am satisfied that the calculation of the 
Final Financial Terms after the Effective 
Date will be fair as these will be calculated 
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by reference to the minimum requirements 
contemplated by the Scheme and will need 
to satisfy the Fairness Criteria and any 
other necessary criteria that I determine in 
my role as Independent Actuary. 

  (4)  Having regard to the standards I have set 
out and the purpose for which they are to 
be used, I am satisfied that the Illustrative 
Simulations proposed by PALAL are 
suitable for the purposes of the Scheme 
and for providing illustrations to relevant 
policyholders as part of the Scheme  
voting process.

  (5)  Having regard to the extent to which the 
Temporary Financial Terms satisfy the 
requirements contemplated by the Scheme 
and the Fairness Criteria, I am satisfied 
that these are suitable for providing 
personalised illustrations to relevant 
policyholders and for being used on a 
temporary basis from the Effective Date.

  (6)  I am satisfied with the key assumptions 
and methodology applied in producing 
personalised illustrations for relevant 
policyholders.

  (7)  I am satisfied that the benefits of the 
Scheme will be applied in a manner such 
that all Included Policyholders will have  
a good chance of being better off with 
limited risk of retirement benefits being 
adversely affected.

  (8)  Having regard to the changes to be 
effected by the Scheme in relation to 
Included Policies and the reasons for  
those changes, I am satisfied these are  
fair and reasonable. 

  (9)  I am satisfied that the level of protection 
conferred by the Scheme on Included 
Policyholders should prevent the benefits 
of the Scheme being lost or unfairly eroded 
in future.

  (10)  On the basis of relevant draft 
communication documents and the results 
of consumer testing that I have seen,  
I am satisfied that the risks associated 
with participating in the Scheme will be 
explained to Included Policyholders.

 Determination of voting values for Included 
Policyholders

 60.  The Company has proposed to determine 
Included Policyholders’ voting values for the 
Scheme Meeting based on the methodology 

and assumptions applied in calculating 
its realistic reserves for GPR Rights for 
the purpose of reporting to the FSA (such 
assumptions being set out in paragraph 6 of 
Appendix 9.4A of PALAL’s published returns)  
as at 31 December 2008. 

 61.  Due to the nature of the GPR Rights, there is no 
single correct approach to determining voting 
values for the purposes of the Scheme. I have 
considered the Company’s proposed approach 
which will be based on an actuarial valuation. 
As with any actuarial valuation, there will be 
necessary assumptions which reflect expected 
future policyholder behaviour and prevailing 
economic factors. These assumptions are 
typically updated annually by the Company  
to reflect new experience and economic factors 
as they emerge and to anticipate foreseeable 
changes in likely policyholder behaviour.  
It is possible that significant changes in these 
assumptions from 31 December 2008 could 
change the relative value of GPR Rights 
between Included Policyholders. 

 62.  Provided that no changes occur in 2009  
which significantly change the relative value  
of Included Policyholders’ GPR Rights, I am 
satisfied that this approach to determining 
voting values is fair and reasonable. If significant 
changes do occur in 2009, the Company would 
consider this impact when disclosing the vote 
outcome to the Court as part of the sanction 
hearing and if necessary recalculate the voting 
values based on a more recent date and more 
recent information. If necessary, I would review 
the calculation basis and results in my 
Supplementary Report.

 63.  As noted above, the calculation of voting values 
will include assumptions that relate to future 
policyholder behaviour. Some policyholders 
may feel that such assumptions are not in 
accordance with their specific intentions. Any 
such policyholder who felt strongly that the 
use of such assumptions did not reflect their 
intentions or who felt that they would prefer to 
keep their GPR Right would be able to opt out 
of the Scheme. 

 Use of a single voting class for the Scheme Meeting

 64.  The GPR Rights of each Included Policyholder 
provide them with the option to purchase a 
pension income at retirement on guaranteed 
rates. These guaranteed rates are similar for 
all Included Policyholders, although there are 
subtle variations applicable to different groups 
of policyholders. Where these variations arise 
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as a result of differences in GPRs applicable 
to different product types, there is no material 
difference between their actuarial value 
under PALAL’s valuation methodology. Where 
differences arise due to features associated 
with individual policyholders or their policies, 
these effects can only be allowed for on 
average at a group level. Therefore, from an 
actuarial perspective, I am satisfied that the 
differences between the GPR Rights of Included 
Policyholders are not sufficiently different to 
require multiple voting classes for the purposes 
of the Scheme Meeting.

 65.  I conclude above that the proposed Scheme 
should be fair to Included Policyholders. On 
this basis, and limiting my option to actuarial 
matters only, it should not be possible for one 
policyholder (or group of policyholders) to 
disadvantage another policyholder (or group of 
policyholders) by voting in favour of (or against) 
the Scheme. Further, any policyholder who 
believes that they are being treated unfairly by 
the Scheme can elect to be excluded by opting 
out. Accordingly, from an actuarial perspective  
I am satisfied that the use of a single voting 
class for the purposes of the Scheme Meeting 
is fair and reasonable.

 Effect of the Scheme on Excluded Policies

 66.  I am satisfied that the Scheme will not materially 
adversely affect the reasonable benefit 
expectations of holders of Excluded Policies. In 
forming my opinion I have taken account of the 
following:

  (1)  There are not expected to be any changes 
to the benefit calculation methodology, 
amount of benefits, application of charges, 
or investment strategy for the majority of 
Excluded Policies. However, the manner 
in which charges for cost of capital and 
business profits and losses of the With-
Profits Fund are attributed to Included 
Policies will be changed under the Scheme. 
The Company will therefore amend its 
practices for attributing charges for cost 
of capital and business profits and losses 
to Excluded With-Profits Policies in such 
a manner that these policies are not 
adversely affected. I am satisfied that this 
change is fair and not materially adverse for 
holders of Excluded With-Profits Policies.

  

  (2)  In future, benefit calculations for Eligible 
Policies that opt out, or are excluded on 
the basis that they are governed by foreign 
laws, will be based on separate specimen 
policies from those used for Included 
Policies. This change is only required to 
give effect to the Scheme for Included 
Policies and is not expected to result in any 
adverse changes to the ultimate benefits 
paid to the holders of such policies.

  (3)  There is expected to be a general 
reduction in risk associated with  
variations in the cost of guarantees in  
the With-Profits Fund. Therefore, there is 
expected to be a reduction in the extent  
to which costs associated with guarantees 
can impact on benefits for holders of 
Excluded With-Profits Policies. Further, 
the Company will apply a beneficial 
adjustment under the approach to 
calculating guarantee charges for Excluded 
With-Profits Policies after the Scheme to 
ensure that the likelihood of guarantee 
charges reducing in future does not fall 
as a result of the Scheme. In my role as 
Independent Actuary, I will review the 
adjustment determined as at the Effective 
Date. However, having considered the 
Company’s proposed approach to deriving 
this adjustment, as described in the report 
of the With-Profits Actuary, I am satisfied 
that the intended beneficial adjustment 
should be fair to holders of Excluded With-
Profits Policies.

  (4)  The Company’s administrative and 
investment management arrangements 
for Excluded Policies are not expected to 
change as a result of the Scheme.

 67.  I am satisfied that the Scheme will not materially 
adversely affect the security of benefits for 
holders of Excluded Policies. In forming my 
opinion I have taken account of the following:

  (1)  While there is expected to be a general 
increase in investment risk in the  
With-Profits Fund due to increased 
investment in company shares and 
commercial property (which are relatively 
risky investments), the additional risk 
introduced by these investments will be 
borne by Included Policyholders. To the 
extent that the value of these investments 
increases or reduces, this will be offset 
by an increase or reduction in the value of 
Included Policyholders retirement benefits. 
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  (2)  There will still be risk associated with  
the cost of providing guarantees in the 
With-Profits Fund, however this is expected 
to reduce substantially as a result of  
the Scheme.

  (3)  The Scheme is expected to result in an 
overall improvement in the relative financial 
strength of the Company at the  
Effective Date.

 David Murray FIA

 Independent Actuary
Deloitte LLP
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 The following is a summary prepared by the  
With Profits Actuary of his With Profits Actuary’s 
Report. A copy of the full With Profits Actuary’s 
Report can be obtained from our website at  
www.phoenixlifegroup.co.uk/individual. Please see 
the Appendix of this booklet on how to obtain a 
copy of the full report.

 Introduction

 I have prepared a report on the proposed Scheme 
of Arrangement (the “Scheme”) under Part 26  
of the Companies Act 2006. This is a summary  
of that report.

 I am a Fellow of the Institute of Actuaries. I was 
appointed to the with profits actuary function of 
PALAL on 1st January 2005. I am an employee 
of Pearl Group Management Services Ltd, which 
is another company in the Pearl Group. I am not 
a Director of PALAL or any other Pearl Group 
company. I am not a policyholder of PALAL 
although I do have a non-profit policy issued on 
standard terms by another life insurance company 
in the Pearl Group. I do not have any interest in the 
shares of PALAL or any other Pearl company.

 The purpose of my report is to provide my advice 
to the board of PALAL on the key aspects of the 
Scheme as it affects policyholders. In the report, 
I have assessed the risks and benefits of the 
proposed Scheme to policyholders. The report 
also explains the actuarial work underpinning the 
calculation of the proposed uplifts to the asset 
shares of Included Policyholders and comments 
on the fairness of PALAL’s approach to such 
calculations. I have also considered in the report 
the information needs of policyholders and the 
extent to which the communications they receive in 
connection with the Scheme may be regarded as 
clear, fair and not misleading. 

 

 Background to the Scheme

 The Scheme is expected to take effect from 31st 
December 2009. There will be a policyholder vote 
on whether the Scheme should proceed. Only 
Included Policyholders have been asked to vote 
as they are the only group for which the Scheme 
changes their policy terms.

 For the Scheme to proceed it will be necessary for 
a majority of voting policyholders by number, and 
75% by value, to be in favour of the Scheme.

 The Scheme is being offered because it is 
considered likely that it will prove attractive and 
beneficial to the GPR Policyholders. The Scheme 
also reduces the risks to shareholders and other 
policyholders of extreme events beyond those 
contemplated in the regulatory solvency tests.  
An opt-out is being offered for GPR Policyholders 
who wish to retain their current benefits. 

 The Scheme has been designed so that the 
embedded value of PALAL does not increase as  
a result of the Scheme.

 Included Policies

 Policies which are potentially included in the 
Scheme are individual policies with GPRs that have 
a stated retirement date of 1st January 2020 or 
later and which are currently still in force (the GPR 
Policies). Included Policies are GPR Policies that do 
not opt out of the Scheme and are still in force at 
the date the Scheme becomes effective.

 Group policies with GPRs issued to the trustees of 
occupational pension schemes are excluded, as are 
individual policies resulting from such schemes that 
have been wound up. Policies with GPRs which 
are governed by Isle of Man, Guernsey or Jersey 
law or any other law other than English law are also 
excluded. GPR Policies held by a policyholder who 
opts out are also excluded.

 

Summary of the With Profits Actuary’s Report10
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 Key Scheme Features

 The asset shares for GPR Policies are mostly 
invested in fixed interest investments so that 
PALAL can be as sure as possible that the with 
profits fund is able to provide the guaranteed 
minimum retirement fund whatever happens to 
investment markets in the future. Although the 
GPR policyholders benefit from significant levels of 
guaranteed benefits, they have minimal prospects 
of any future bonuses. Whilst their guarantees are 
high relative to the premiums paid, many of the 
policies are small in absolute terms and the real 
purchasing power of the benefits will be reduced 
further by any future inflation. 

 Under the Scheme the owners of each Included 
Policy will give up their GPR and in return will receive 
an uplift to the underlying asset share, and a change 
in the investment mix backing the policy with a higher 
exposure to growth investments such as equities 
and commercial property. There will be no change 
to the guaranteed minimum retirement fund if the 
policyholder retires on the stated retirement date. 
The future charges for guarantees and costs of 
capital that currently apply will be reduced to nil for 
Included Policies (and will only be reintroduced with 
regulatory agreement). The uplifts applied will reflect 
that the future guarantee charge is being removed for 
Included Policyholders. After the Scheme effective 
date, any further business profits or losses attributed 
to the asset shares of Included Policies will only 
be those business profits or losses which arise in 
respect of Included Policies.

 The asset share is the underlying fair share of the 
long term business fund used to guide the bonus 
rates, if any, to be added to policies and the transfer 
values payable on early termination. Asset shares 
are calculated for typical specimen policies for 
these purposes.

 As a result of the uplifts to asset shares there will 
be an immediate increase in the transfer value that 
would be available for policyholders who wished to 
transfer to another provider. 

 The uplifts to asset share will vary by policy type, 
premium type, year of commencement and year of 
retirement. The uplifts will be designed to achieve 
several tests as follows:

  (i)  there will be a 90% or greater chance that 
pension benefits (assuming the same amount 
of tax free cash is taken) obtained at the stated 
retirement date will be at least 95% of pre 
Scheme levels for a series of specimen average 
policies chosen to represent the GPR Policies 
(this	test	is	known	as	the	“Condition	1	test”);

  (ii)  there will be no increase in the embedded value 
of PALAL. The embedded value is a measure 
of the shareholder value of PALAL (this test is 
known	as	the	“Condition	2	test”);	

  (iii)  all specimen policies should be better off at 
their median projection assuming that the 
amount of the retirement fund at the stated 
retirement date taken in the form of tax free 
cash is either 0% or 25%, depending on which 
assumption makes the test more onerous (this 
test	is	known	as	the	“Condition	3	median	test”);	
and

  (iv)  there will be no reduction in the value of policy 
benefits for at least 95% of specimen policies, 
and with any reductions being no more than 
5% (this test is known as “the Condition 3 
policy benefits value test”). This test will be 
will be carried out on a range of specimen 
average policies, chosen to represent the GPR 
Policies using the assumptions used by PALAL 
for producing its market consistent realistic 
balance sheet in its returns to FSA. 

 These latter two tests are not formally set out in  
the Scheme. However the Scheme refers to fairness 
criteria stipulated by the Independent Actuary and 
PALAL will be performing these tests under  
those auspices.

 The Current Fund Value is the amount that a 
policyholder can transfer from their GPR policy  
with PALAL to another provider, or if their GPR 
policy allows, retire early on. PALAL’s current 
practice is to calculate the value of Current Fund 
Values such that it pays, on average, around 95% 
of asset share for pension with profits Policies 
with more than ten years to run until their stated 
retirement date. This percentage then gradually 
increases up to 100% at the stated retirement  
date. A minimum underpin based on the  
discounted value of the guaranteed retirement 
fund is also currently applied. PALAL will increase 
the target percentage of asset share for Included 
Policies payable on early surrender from 95% to 
97% as part of the Scheme and will not change  
this without regulatory agreement. 

 The GPR is valuable because it protects the 
policyholder against future adverse changes in 
available annuity rates, which are driven primarily 
by interest rates on suitable matching assets such 
as corporate bonds and government securities, and 
by expectations of annuitant mortality. The GPR 
provides a minimum amount of annual pension 
income that each £1 of retirement fund will purchase.
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 In current conditions, for a policyholder in 
reasonable health, the GPR is expected to provide a 
higher level of pension income per £1 of retirement 
fund than could be purchased in the open market 
(typically about 40% higher at the time of writing 
for a male aged 65). For this to reverse, longer term 
interest rates would have to increase significantly, 
or expected future pensioner death rates would 
have to increase markedly. 

 In addition to the valuable GPR, the majority of the 
GPR Policies also have a high guaranteed minimum 
retirement fund to which the GPR can be applied. 
PALAL operates a hypothecated investment 
policy under which policies with high guarantees 
have a lower exposure (often nil) to equity and 
property investments, and a higher exposure to 
fixed interest investments. For the majority of 
GPR Policies, which are invested solely in fixed 
interest investments, there is virtually no prospect 
of any future bonuses. For the policies which do 
have some exposure to equities and property, 
the prospects for any material amounts of future 
bonus are poor. Consequently, in many cases, 
policyholders are expected to receive no more than 
the benefits they are already guaranteed.

 At 31st December 2008 £270m of shareholder loan 
support had been provided to PALAL to enable it 
to cover its regulatory capital requirements, plus 
a margin. This amount had all been transferred 
into the long term business fund and the fund was 
relying on £165m of this loan to cover its liabilities, 
with the balance being available for transfer back 
to the shareholder fund although, in practice, it 
is PALAL’s current policy to retain a margin over 
liabilities of at least £25m in the long term fund. 

 After the Scheme, the Included Policies will have 
an increased asset share with a higher exposure to 
growth investments (such as equities and commercial 
property). These investments are expected to 
produce a higher long-term return than fixed interest 
investments, although there is a risk that they will 
not. Overall it is calculated that the combination of 
an enhanced asset share, and the opportunity for 
better investment growth means that there is a high 
likelihood of a larger retirement fund as a result of the 
Scheme. Separate annual and final bonus scales will 
be implemented for the Included Policies to facilitate 
this. A new final bonus scale will be introduced 
for included DSS policies, currently these receive 
bonuses according to the single premium scale (a 
DSS policy is a policy used for contracting out of the 
state second pension scheme). 

 After the Scheme, the Included Policyholders will 
have to use their retirement fund to buy a pension 

income at the rates available in the market when 
they retire. Such rates are currently significantly 
worse than the guaranteed rate and still could be 
when the retirement date is reached. However it is 
calculated that there is a good chance of obtaining 
a higher pension than would be received if the 
GPR was retained as the best estimate is that the 
increase in the retirement fund will more than offset 
the absence of a guaranteed pension rate.

 The owners of GPR Policies will be given the 
opportunity to opt out of the Scheme. For 
individuals who opt out, their policies will be left 
unchanged although there will be minor changes to 
the way PALAL manages these policies.

 The owners of Included Policies will be given the 
opportunity to vote on whether the Scheme should 
proceed. Where the owner of a GPR Policy does 
not opt out or does not vote or votes “no”, then the 
policy will be changed and bound by the Scheme 
if the relevant majorities of Included Policyholders 
vote in favour and the Scheme is sanctioned by  
the Court. 

 In order to ensure that the outcomes intended 
by the Scheme are delivered, a number of formal 
safeguards have been built into the Scheme, 
including restrictions on changes to the specimen 
policies and/or investments for Included Policies 
without the approval of the With Profits Actuary. 

 Excluded policies

 Policies that are not Included Policies (“Excluded 
Policies”) are excluded from the Scheme. Opt outs 
are also treated as Excluded Policies. It is expected 
that the Scheme will not have any material impact 
on the Excluded Policies although there will be 
minor changes to the way PALAL manages these 
policies. 

 The investment strategy will not change for 
Excluded Policies, and nor will the methods for 
determining bonus rates and transfer values. 

 PALAL currently applies charges for guarantees  
to the assets shares of its with profits Policies. 
These charges are determined according to a 
formula which, in broad terms, equates the cost  
of past and future guarantees to the value of past 
and future guarantee charges.

 After the Scheme, the charges for guarantees for 
Excluded Policies will continue to be determined in a 
manner consistent with the existing formula. However 
guarantee costs and charges for Included Policies will 
no longer be part of the guarantee formula after the 
Scheme effective date. The guarantee formula will be 
amended to ensure that there will be no change to 
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the calculated rate of charge for Excluded Policies as 
a result of the Scheme at the Scheme effective date, 
apart from the adjustment described below. 

 After the Scheme effective date Excluded Policies 
will not be exposed to future changes in guarantee 
costs on Included Policies that are converted by  
the Scheme. Only the experience in respect of 
Excluded Policies will affect the guarantee charges 
for Excluded Policies after the Scheme effective 
date. This means that the potential for future 
reductions in guarantee costs for Excluded Policies 
resulting from possible future reductions in 
guarantee costs on Included Policies is lost.  
To ensure fairness, a reduction will be made  
to the guarantee costs in the guarantee formula.  
This amount has been provisionally estimated  
at around £30m based on financial conditions  
at 31 December 2008 but will be recalculated  
at the Scheme effective date. It is considered  
to represent fair compensation for the Excluded 
Policies in respect of the potential impact on the 
guarantee account of a favourable event in respect 
of the Included Policies. 

 PALAL is currently applying a guarantee charge to 
policies that is considerably lower than that indicated 
by the guarantee formula. Even in the event of 
favourable future experience, it is considered very 
unlikely that the formula will result in a charge that is 
lower than that currently being applied. 

 After the Scheme effective date PALAL will change 
its practices so that the amount charged to the 
asset shares of Excluded Policies for costs of 
capital do not increase as a result of such charges 
no longer being applied to the Included Policies. 

 PALAL currently applies business profits and losses 
to the asset shares of its with-profits policies. After 
the Scheme effective date such profits or losses 
will not be charged to the asset shares of Included 
Policies. In order to protect the Excluded Policies, 
PALAL will change its practices so after the Scheme 
effective date the Excluded Policies will not be 
exposed to any profits or losses on the Included 
Policies, and any other profits or losses are scaled 
down to reflect that, had the Scheme not occurred, 
then some of these would have been attributed to 
the Included Policies. 

 Excluded Policies will not be offered a vote on the 
Scheme.

 Summary of conclusions on the key 
aspects of the Scheme

 I have considered the detailed terms and design 
of the Scheme including the tests applied and the 
assumptions used and consider that they are fair 

and balanced. It is therefore my opinion that it is fair 
for PALAL to offer the Scheme to policyholders and 
to give them the choice of whether to participate or 
to opt out.

 A summary of the key findings of my report are set 
out in paragraphs 1 to 20 below.

1.  Allocation of costs

 If the Scheme is approved and proceeds, the 
significant costs of developing and implementing 
the Scheme will be allocated to the long-term fund, 
and this allocation will be taken into account in 
assessing whether the Scheme increases benefits to 
the shareholder. If the Scheme does not proceed the 
costs will be met by the shareholder fund. 

2.  Treatment of non respondents

 By limiting the voting rights to Included Policyholders 
who by definition have not opted out, the design of 
the Scheme makes it very likely that the vote will be in 
favour of the Scheme. This is because any owners of 
GPR Policies who would otherwise have voted “no” 
are expected to opt-out instead.

 Policyholders who do not respond will be treated in 
line with the Scheme vote. Consequently it is very 
likely that non-respondents will each have their 
GPR Policy amended in line with the Scheme and 
their GPR removed. They will have been given an 
opportunity to opt-out, but will have not acted on 
that offer. Reminders will be issued to ensure that 
policyholders do not simply forget to respond.

 PALAL has made considerable efforts to locate 
policyholders so that they can be notified of the 
Scheme and has explained the steps taken to 
the Court at the convening hearing when seeking 
directions to proceed with the Scheme meeting. 
It is expected that PALAL will be unable to trace 
around 6,230 GPR policyholders which is about 
12% of the total.

 An alternative Scheme design whereby  
non-respondents are treated as opting-out was 
not considered viable by PALAL. This is because 
there would have been significant costs involved 
in developing and implementing such a Scheme 
which would have been unacceptable to PALAL 
if there was a low conversion rate. PALAL is 
promoting the Scheme on the basis that it 
represents a fair offer that has a good chance of 
benefiting policyholders and it is therefore fair that 
non-respondents also have the chance to benefit. 

 It is my opinion that the treatment of  
non-respondents is fair in the context of a Scheme 
that is expected to offer a good chance of higher 
benefits for Included Policies, and which provides 
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an opportunity for GPR Policyholders to opt out  
of the proposed Scheme.

3.  The Condition 1 test and Condition 3 test

 The likelihood of the Scheme being of benefit to 
the GPR Policyholders has been assessed using 
a financial model that anticipates that equities and 
commercial property will produce higher future 
returns on average than low risk fixed interest 
investments.

 The model also allows that the returns from equities 
and property can be volatile and can be lower or 
higher than the average expected. In addition the 
model allows that the terms on which a pension 
can be purchased at retirement age can vary due to 
changes in pensioner life expectancy and changes 
in interest rates.

 The probability assessment in the Condition 1 
test (a 90% or greater chance of pension benefits 
(assuming the same amount of tax free cash is 
taken) obtained at the stated retirement date being 
at least 95% of pre Scheme levels) is therefore very 
dependent upon the inherent assumptions within 
the financial model.

 Generally speaking, the higher the assumed future 
return on equities and property (relative to returns 
on low risk fixed interest investments), and the 
lower the assumed volatility of returns on equities 
and property, the higher will be the modelled 
chance of a policyholder being better off as a result 
of the Scheme. Similarly, the lower the assumed 
correlations between the returns on the different 
asset classes, the higher will be the modelled 
chance of a policyholder being better off as a result 
of the Scheme. 

 It is not therefore possible to judge that the Scheme 
proposition is fair without first making a judgement 
on whether the outputs from the financial model are 
a fair and reasonable representation of the potential 
rewards and risks. 

 This is a difficult area because there is no generally 
accepted view on the precise calibration of a model 
of investment returns and pensioner longevity. Whilst 
there is past data available as a guide, the choice 
of different historic periods would indicate different 
calibrations and there will be a range of opinions on 
how this should be used. The PALAL project team 
have adopted a model and calibration that they 
consider to be reasonable and appropriate. In my 
opinion the outputs derived from this model and 
used for the Condition 1 test and for providing the 
Personal Illustrations to policyholders fall within a 
reasonable range. 

 However, because of this inherent uncertainty, 
the supplementary Condition 3 policy benefits 
value test that the market consistent value of GPR 
Policyholder benefits, allowing for expected future 
lapse and GPR take up rates, should not decrease 
(subject to the limits set out in paragraph (iv) of 
the Section headed “Key Scheme Features” of 
this summary) as a result of the Scheme for any 
group of Included Policies is a valuable additional 
safeguard. This test indicates that the value of 
policyholder benefits is being materially preserved, 
even if the form is being altered. The expected 
future outperformance of equities and property has 
no inherent value today as it is the corollary of the 
additional risk being taken. It is therefore important 
that policyholders are not sacrificing value in return 
for nothing more than an exposure to risk.

 It is my opinion that the tests being carried out are 
fair and sufficient.

4.  Choice of no shareholder EV benefit  
(Condition 2) as the aggregate financial target

 PALAL will be exposed to less risk as a result of the 
Scheme. The risk of the shareholder assets being 
used to cover additional liabilities resulting from lower 
than expected lapse rates, higher than expected GPR 
take up rates or higher than expected pensioner life 
expectancies will be reduced. 

 The PALAL long term fund is currently relying on 
support from the shareholder to cover part of 
its realistic liabilities, and to cover the regulatory 
capital requirements. Hence the risks to shareholder 
assets are very real and immediate.

 The Scheme has been designed so that the 
embedded value to the shareholder does not 
increase as a result of the Scheme. The approach 
used is a market consistent framework that makes 
allowance for both financial and non-financial risk.  
It attempts to capture all of the interactions between 
policyholder and shareholder including the future 
shareholder share of bonus, the cost of capital and 
that the shareholder interest in the long-term fund 
is 10% of the value of bonuses added in favourable 
scenarios, but 100% of the losses in adverse 
scenarios where it is necessary to use shareholder 
assets to cover policy liabilities. The embedded 
value calculation assesses the value of these effects 
on the shareholder across a market consistent 
distribution of favourable and unfavourable 
scenarios, and averages them to arrive at a value. 

 Should the Scheme be implemented:

  (i)  under the embedded value test, there should be 
no increase in the overall shareholder value in 
PALAL;	and
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  (ii)  the capital requirements of PALAL will be 
reduced due to the risks being transferred to 
the Included Policyholders. The capital which is 
no longer required to be held by PALAL will be 
split between its policyholders and shareholder. 
The policyholders will receive the reduction in 
the cost of holding capital as calculated using 
the embedded value basis. The shareholder will 
receive the balance of the reduction in capital.

 In my opinion, the use of such a market consistent 
test for calculating shareholder value is fair for the 
purposes of the Scheme. 

5.  Treatment of Excluded Policies

 Excluded Policyholders will not be asked to vote on 
the Scheme. Excluded Policies comprise of both 
with-profits and non-profit business. 

 The Scheme is not expected to have any adverse 
impact on the overall capital position of PALAL and 
so there should be no reduction in the security of 
benefits for the Excluded Policyholders. 

 It is not intended to make any changes to the way the 
assets backing the Excluded Policies are invested. 

 Although the Scheme will involve some small 
changes to the way the Excluded Policies are 
managed, this is not expected to have any material 
adverse impact.

 After the Scheme effective date, the charges for 
guarantees for Excluded Policies will continue to be 
determined in a manner consistent with the existing 
formula. However guarantee costs and charges 
for Included Policies will no longer be part of the 
guarantee formula after the Scheme effective date. 
The guarantee formula will be amended to ensure 
that there will be no change to the calculated rate 
of charge for Excluded Policies as a result of the 
Scheme at the Scheme effective date, apart from the 
adjustment described below. A credit will be made 
to the guarantee account to compensate Excluded 
Policyholders for the loss of potential future favourable 
experience in respect of the guarantee costs on the 
Included Policies. The amount will be calculated at the 
Scheme effective date. Consequently the Scheme is 
not expected to materially reduce the probability of 
the charges reducing in the future. PALAL is currently 
making guarantee charges at a lower rate than 
indicated by the guarantee formula and, although this 
may change in future, it will not change as a result of 
the Scheme. 

 

 After the Scheme effective date PALAL will change 
its practices so that the amount charged to the 
asset shares of Excluded Policies for costs of  
capital do not increase as a result of such charges 
no longer being applied to the Included Policies.

 After the Scheme effective date PALAL will change 
its practices so that the amount applied to the 
asset shares of Excluded Policies in respect of 
business profits and losses will not be materially 
different compared to a position had the Scheme 
not taken place. 

 As no material adverse impacts have been 
identified for Excluded Policyholders, either in terms 
of the security of their benefits or the way their 
policies operate, and the guarantee formula is being 
adjusted to compensate Excluded Policyholders for 
the loss of potential future favourable experience 
in respect of the guarantee costs on the Included 
Policies, it is my opinion that the treatment of 
Excluded Policies is fair. 

6.  There will be one voting class for Included 
Policyholders 

 The Scheme has been designed on the basis that 
there will be a single voting class for the Included 
Policyholders. Whilst there are differences in GPRs 
and hence different changes in value between 
different policies, the fundamental decision to 
be made by the Included Policyholders who do 
not	opt	out	of	the	Scheme	is	the	same;	that	is	to	
exchange their GPR for an increased assets share 
and a higher exposure to investments in shares 
and property. In my opinion it is fair that there is 
one voting class. Ultimately the constitution of the 
voting classes will be decided by the Court. 

7.  The 2020 cut off

 GPR Policies with a stated retirement date before 
2020 will be excluded from the Scheme. The 
increased exposure to company shares and 
commercial property in the new investment strategy 
for Included Policies is a longer term strategy that 
should be given time to have its effect. 

 Also in designing the Scheme, it was not found 
to be possible to simultaneously satisfy all the 
Condition 1, 2 and 3 tests if the Scheme included 
all policyholders with GPRs. This is because it 
would be necessary to provide a very large uplift to 
policies with less than ten years to run to retirement 
if the benefits of the Scheme were to outweigh the 
short term risks of the revised investment strategy.

 Having taken into account these factors, it is my 
opinion that the 10-year cut-off period to 2020 is a 
reasonable choice. 
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8.  Group Policies and Isle of Man/Jersey/Guernsey 
Policies with GPRs are excluded

 Group policies with GPRs are Excluded Policies 
under the Scheme. Group policies are similar to 
the individual policies, except they are issued to 
the trustees of occupational pension schemes. 
PALAL only has a contractual relationship with the 
Trustee, and not the underlying members. Some 
occupational pension schemes will have many 
members, some of whom are due to retire before 
2020, and others after, and some who have left 
employment. In each case PALAL would be reliant 
on the Trustee for deciding what information on the 
Scheme to distribute to its underlying members, 
and for deciding how to vote on behalf of its 
members. Consequently it would be complex to 
arrange a Scheme involving these policies and 
there would be additional costs in developing the 
separate mailing packs and systems that would be 
required.

 Individual policies issued to former members of 
such group policies are also excluded as they are 
on the same administration systems.

 There are a small number of individual policies 
with GPRs that are not governed by English law. 
These policies are excluded as it is not practical 
or cost effective to progress separate schemes in 
other territories such the Isle of Man, Guernsey and 
Jersey.

 The Scheme is not expected to have any material 
adverse impact on Excluded Policies and in the 
light of the potential additional complexities and 
costs, it is my opinion that it is fair to exclude the 
occupational pension schemes, former members of 
occupational schemes and Isle of Man, Guernsey 
and Jersey policies from the Scheme. 

9.  Content and extent of Policyholder 
Communications

 The Scheme and the underlying proposition to GPR 
Policyholders is complex. In order to ensure that 
policyholders are fully informed a comprehensive 
programme of communication and research has 
been undertaken by PALAL.

 As well as providing a comprehensive description of 
the Scheme, the policyholder information includes 
personalised illustrations prepared on a stochastic 
basis so that reasonably adverse scenarios are 
illustrated, as well as benign and favourable 
scenarios. These illustrations show the policy 
benefits before and after the Scheme. An illustration 
of the immediate transfer value before and after the 
Scheme is also shown.

 The PALAL project team has invested significant 
resources in the design of the mailing and voting 
packs, including research to test customer 
understanding. 

10.  The use of specimen policies

 The Scheme has been designed using specimen 
average policies to represent the business.

 In general this is consistent with the way that the 
with profits business in PALAL is operated. Bonus 
rates and transfer values are calculated using 
specimen average policies and there is normally a 
single final bonus scale for each major product line 
and premium type (regular or single). The bonus 
rates on the GPR Policies do not differentiate by 
policy size, sex or retirement age.

 For each policy type, to the extent that the value of 
the GPRs being given up under the Scheme vary 
by retirement age and sex, this will be pooled and 
averaged out by the Scheme as the uplifts and 
bonus scales do not differentiate by these factors. 
The Condition 1 and Condition 3 tests are also 
being carried out at specimen policy level. It would 
be more costly and complex to design a scheme 
which involved additional bonus scales reflecting 
features that are not currently differentiated in the 
current bonus scales.

 The individual illustrations given to policyholders 
will reflect the actual GPR and other features of 
their particular policy and so although the Scheme 
has been designed using specimen average policy 
metrics, the policyholders can see the expected 
impact on their particular policy and make their 
decision on that basis. 

 There is also a potential impact in relation to small 
policies because open market pension rates normally 
include fixed loadings for expenses that impact 
disproportionately on small policies. For small 
policies, PALAL is undertaking within the Scheme to 
offer in future a market based annuity rate based on 
an average expense loading so that small policies do 
not suffer the effects of fixed policy charges in market 
annuity pricing. The personal illustrations prepared for 
policyholders have been prepared on this basis.

 In my opinion the use of specimen policies to 
design a practical and workable scheme is fair.

11.  The use of average assumptions

 The Condition 3 policy benefits value test has 
been performed using average assumptions about 
policy behaviour such as lapse rates, GPR take 
up rates, and the type of GPR chosen. These 
assumptions are those used by PALAL to prepare 
its realistic balance sheet in its annual returns 



56 57

to FSA. The realistic balance sheet in the FSA 
returns is prepared according to FSA rules and is 
audited. The assumptions are based upon past 
experience about such matters as the proportion 
of policyholders expected to take up their GPR, 
the proportion taking different forms of GPR (level, 
escalating, with or without spouses pension), 
the proportion of policyholders expected to live 
to the selected retirement date, the proportion 
of policyholders expected to transfer their policy 
before the selected retirement date or make it paid 
up, the likely variability in market interest rates and 
how long pensioners are expected to live. The key 
assumptions are set out in the FSA returns of  
PALAL (which can be found on PALAL’s website at  
www.phoenixlifegroup.co.uk/individual). 

 The use of average assumptions means 
that equivalent value is assigned to different 
policyholders who might be intending to take quite 
different actions. Equivalent value is also assigned 
to policyholders in good health and poor health, 
even though the value of the GPR may be of 
potential more value to the former. PALAL is unable 
to identify the health prospects of its policyholders. 

 Such effects are an inevitable consequence of a 
Scheme of this type. It is not possible to offer a 
Scheme based on individual expectations. Indeed 
many policyholders may not know what action they 
will take in the future. 

 However the opt-out does provide a safeguard 
for those policyholders who feel strongly that 
the existing benefit structure gives them the 
opportunity to extract more value by staying in the 
fund and exercising their GPR. It is therefore my 
opinion that the use of average assumptions to 
design a practical and workable Scheme is fair, and 
that the use of realistic balance sheet assumptions 
is an appropriate and reasonable basis on which 
to value the GPR rights being given up under the 
Scheme.

12.  Paid up policies

 Paid up policies receive the same rate of final bonus 
as regular premium paying policies of equivalent 
term. 

 Past practice in PALAL has been that, when a 
policy is made paid up, the sum assured is reduced 
to reflect the non payment of future premiums. 
However any attaching annual bonus already 
added is left unchanged. This means that a paid up 
policy has a different ratio of sum assured to total 
guaranteed benefits than an in force policy. 

 In PALAL the final bonuses are currently declared as 
a proportion of the sum assured. However the GPR 

which will be removed under the Scheme will apply 
to both the sum assured and attaching bonus. 
Consequently it would not be possible for a single 
final bonus scale based on sum assured to reflect 
the different impacts on paid up and premium 
paying policies.

 To mitigate this, PALAL will amend the future final 
bonus scales for Included Policies so that they 
apply to both the sum assured and the attaching 
annual bonus and will not change this without 
regulatory agreement. This will have no impact on 
the expected payouts on in-force policies (except 
that they will be expressed differently), but is 
intended to produce a more reasonable outcome 
for the paid-up policies. 

 Using 31 December 2008 data it is calculated that, 
as a result of the Scheme, PALAL’s market consistent 
liability for paid up Included Policies will increase 
by a proportionately similar amount as its market 
consistent liability for the Included Policies as a 
whole. This indicates that Included Policies that are 
paid up are not being treated materially differently 
in aggregate under the Scheme from other Included 
Policies and, as a result, the rights of paid-up 
Included Policyholders would not seem so dissimilar 
from the rights of other Included Policyholders 
that they would need to form a separate class for 
purposes of voting on the Scheme. I therefore 
consider that the treatment of paid-up policies under 
the Scheme is fair.

13.  PPFM changes

 Certain changes are required to the PPFM to give 
effect to the Scheme. There will be three changes 
to the Principles in the PPFM. None of these 
changes are considered fundamental in nature, 
rather they flow naturally from the proposals being 
communicated to policyholders under the Scheme. 

14.  Other Aspects

 Policies are written to a stated retirement date. 
In most cases this date was selected by the 
policyholder at the outset of the policy. In the case 
of a policy used to contract out of the state second 
pension scheme, the policies will have been written 
to age 65 for males and 60 for females. The stated 
retirement date held on PALAL’s administration 
systems at 31st July 2009 will be used to determine 
eligibility for the Scheme.

 The personalised illustrations to be issued to 
policyholders will be based on data and financial 
conditions prevailing at 31st December 2008 (other 
than stated retirement dates which will be based on 
those in PALAL’s records at 31st July 2009), save 
that the factors that will be used as the temporary 
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uplifts (referred to below) will be reduced such  
that they satisfy the Condition 1 and 3 tests as  
at 31 December 2008 and the estimated Condition 2 
test in June 2009 (see section 17 below).

 The proposed voting values for each Included 
Policyholder will be based on the value of their 
GPR rights as calculated on PALAL’s realistic 
balance sheet at 31st December 2008 (other 
than stated retirement dates which will be based 
on those in PALAL’s records at 31st July 2009). 
Consequently the determination of voting values 
will reasonably reflect the actuarial present value  
of the GPR rights of Included Policyholders.

 During 2010, it will be necessary to use temporary 
uplifts for settling claims on Included Policies  
whilst the final Scheme calculations based on  
31st December 2009 information are being 
calculated. 

 It will not be practical to implement the changes 
to the investment strategy for Included Policies 
immediately on the effective date of the Scheme. 
The changes will be made as soon as possible but 
subject to discretion as to the timing based on the 
advice of the investment manager and the approval 
of the With Profits Actuary.

 These aspects are considered in more detail 
in my report and are largely driven by practical 
considerations. However I am satisfied that the 
approach being taken is fair. 

15.  Future Safeguards

 The Scheme contains safeguards that PALAL cannot:

  (i)  as from the Scheme effective date, make any 
further changes to the guarantee charges and/
or cost of capital charges (and/or amounts 
thereof)	except	with	regulatory	agreement;	 
and/or

  (ii) subsequently change:

   (a)  the target ranges for the asset mix and/
or the nature of assets in the asset mix 
except: 

	 		 	 (aa)	 with	regulatory	agreement;or

    (bb)  on the advice of the Investment 
Manager for the purposes of 
increasing the expected return for the 
specimen policies and the approval 
of	the	With	Profits	Actuary;	and/or

   

   (b)  the term of the fixed interest securities 
except:

	 		 	 (aa)	 with	regulatory	agreement;	or

    (bb)  if legislative change makes it 
appropriate to assume that the 
majority of Included Policyholders 
who retire under their policies will no 
longer take benefits predominantly 
in pension form and such change in 
assumption is approved by the With 
Profits	Actuary;	and/or

   (c)  the specimen policies used for the 
purposes of determining bonus rates on the 
Included Policies except with the approval 
of	the	With	Profits	Actuary;	and/or

   (d)  the minimum target proportion of asset 
share (increased to 97% as part of the 
Scheme) on early surrender for Included 
Policies	except	with	regulatory	agreement;

   (e)  the structure of final bonuses to be applied 
to Included Policies (structured as from the 
Scheme effective date so that they apply to 
both the sum assured and attaching bonus) 
except	with	regulatory	agreement;	and/or

   (f)  the manner in which the business profits 
and losses will be attributed to the Included 
Policies except with regulatory agreement.

 Where the approval of the With Profits Actuary 
is required in relation to any of the safeguards 
listed in Paragraphs (i) and (ii) above, the With 
Profits Actuary shall only give such approval if he 
is satisfied that the effect of giving the approval is 
unlikely to have a material adverse effect on the 
interests of Included Policyholders.

 Each year the With Profits Actuary must also 
provide a written report to PALAL and to 
policyholders confirming (or otherwise) whether 
PALAL has complied with the Scheme and the 
PPFM (as amended in accordance with the 
Scheme) as it affects Included Policies and setting 
out the With Profit Actuary’s reasons for his 
confirmation.

16.  Outcomes in the event of potential future 
insolvency 

 The Scheme will remove the GPR from the Included 
Policies and the uplifts will increase the asset shares 
relative to the guaranteed minimum retirement fund. 
If PALAL was to experience financial difficulty in 
the future then it is possible that guarantees would 
take precedence in any wind up or restructuring 
process. It is not possible to say with certainty 
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now, how a future insolvency would be dealt with. 
However to the extent that guarantees are given 
precedence, the potential for adverse impact on the 
Included Policies will be increased as a result of the 
Scheme. This is a feature of the Scheme that cannot 
be mitigated. It is not possible to design a scheme 
within PALAL’s resources that simultaneously 
preserves guarantees whilst offering a higher 
exposure to equity and property investments. PALAL 
is capitalised to withstand 1 in 200 year adverse 
events (as required by FSA rules) plus a margin and 
so the likelihood of insolvency is low. The Scheme 
does not guarantee that the Included Policyholders 
will be better off in all scenarios. Indeed it is made 
clear that there are adverse scenarios where 
policyholders will lose out as a result of the Scheme. 
Insolvency is one such low probability adverse 
scenario. It would seem appropriate to attach most 
weight to the more likely policyholder outcomes 
under a scenario where PALAL remains solvent. In 
my opinion it is appropriate that this low probability 
risk of insolvency is disclosed, but should not 
preclude the Scheme proceeding.

17.  Update Resulting from the change in financial 
conditions in 2009

 Save as set out below, the results and conclusions 
set out in this summary report are based on 
financial conditions at 31 December 2008. PALAL 
retains the right to not proceed with the Scheme 
at any point up to its implementation e.g. where 
it is possible that adverse events in 2009 make it 
impossible for PALAL to simultaneously satisfy the 
Condition 1, 2 and 3 tests.

 In the first half of 2009 market conditions changed 
in a way that is expected to have an effect on 
the EV, and hence the Condition 2 test. This is 
principally due to rising yields at longer durations.

 Additional calculations have been made which 
indicate that reductions can be made to the uplifts 
calculated at 31 December 2008 which would 
still enable the Condition 1 and Condition 3 tests 
to be passed at 31 December 2008, and the 
Condition 2 test to be passed in current conditions 
(late June 2009). The Condition 2 test results in 
current conditions have been estimated based on 
calculations of how the 31 December 2008 results 
would change in different financial conditions. 

 This suggests that, whilst the Scheme is still 
expected to be viable, using uplifts calculated 
without regard to changes in conditions since  
31 December 2008 could result in projections being 
given to policyholders that are more favourable than 
currently expected, given the change in financial 
conditions during 2009.

 It is therefore proposed that the policyholder 
illustrations will be based on the reduced uplifts 
described above. In my opinion this is a fair 
approach to take, as the information upon which 
policyholders make their decisions will reflect 
more recent information, and will avoid presenting 
a position that may no longer be sustainable. 
Additionally the reduced uplifts described above will 
be used as the temporary uplifts for settling claims 
on Included Policies before the final calculations at 
the Scheme effective date have been completed. 
Again I consider it fair that these temporary uplifts 
should reflect the more recent financial conditions.

 PALAL is considering the purchase of an interest 
rate derivative that will protect against the risk of 
adverse changes in market interest rates. Such 
a derivative would be most likely an option that 
would have a limited downside, but a potentially 
unlimited upside. PALAL has indicated that it 
will not enter into such a transaction without first 
satisfying the Independent Actuary that it is fair 
and appropriate. Although there would be costs 
associated with such a transaction, and potential 
limited investment losses, it should reduce the risk 
for both policyholders and shareholders of adverse 
market movements making the Scheme unviable.

18.  Scheme structure in relation to guarantee 
charges and business profits and losses

 The proposed Scheme has been structured so 
that the uplift to be applied to the asset share of 
the Included Policyholders reflects that, should 
the Scheme proceed, then no further guarantee 
charges will be applied to the Included Policies 
after the Scheme effective date, subject to 
reintroduction only with regulatory agreement. 

 It would have been possible to design an alternative 
structure under which the Included Policies 
received a higher uplift to asset share, but with 
these higher asset shares then being depleted by 
future guarantee charges, with the net value of the 
two approaches being the same. 

 The proposed Scheme structure was chosen because:

  (i)  the net effect in terms of value is the same but 
it should be more open and transparent from a 
presentational	perspective;

  (ii)  although the current guarantee charges apply 
to the Included Policies they have little practical 
effect. This is because the guaranteed benefits 
are all that is expected to be paid on most of the 
Included Policies. The current practice of levying 
a guarantee charge on the asset shares of the 
Included Policies simply increases the cost of the 
guarantee and the benefits paid to the 
policyholder	(the	guarantee)	are	unaffected;



60 61

  (iii)  because of the position in (ii) above, the 
alternative structure would simply result in 
artificially high uplifts which would then be 
clawed	back	by	a	future	charge;

  (iv)  if the alternative structure was used there would 
be an additional risk introduced, namely that 
the Included Policyholders might subsequently 
transfer out their retirement fund without the 
necessary	charges	being	recouped;	and

  (v)  it ensures that the Included Policyholders do 
not become exposed to risks of guarantee 
charges effects that they are not currently 
exposed to. 

 Similarly, although business profits and losses are 
currently applied to the asset shares of the Included 
Policies they have little practical effect. This is 
because the guaranteed benefits are all that is 
expected to be paid on most of the Included Policies. 
Applying a business profit or loss, which is generally 
a relatively small percentage of asset share simply 
reduces or increases the cost of the guarantee whilst 
the benefits paid to the policyholder (the guarantee) 
are unaffected. Consequently, not applying business 
profits and losses to the Included Policies after the 
Scheme effective date is consistent with the current 
position where such profits or losses have no material 
impact on the Included Policies. After the Scheme it 
is proposed that any profits or losses arising that can 
be identified as specifically relating to the Included 
Policies may be attributed the asset shares of those 
policies. Any other profits or losses may not be 
charged to the asset shares of the Included Policies. 
There is currently no reason to expect that any future 
profits or losses arising on the Included Policies will 
be large, or to expect that they are more likely to be 
losses than profits. After the Scheme the business 
profits and losses applied to Excluded Policies will be 
adjusted as described in the section “Background to 
the Scheme” above so that the impact of such profits 
and losses will not be materially different compared 
to a position had the Scheme not taken place. 

 In my opinion the structure chosen achieves a fair 
outcome between the different groups of with profits 
policyholders.

19.  Personal Illustrations

 The illustrations being provided to policyholders 
are being based on a series of stochastic economic 
simulations from a proprietary economic scenario 
generator. These are combined with a series 
of simulations of expected pensioner mortality 
improvement rates to give a combined set of 
simulations, known as the illustrative simulations.

 

 The Condition 1 test will also be completed using 
these simulations.

 It is important that the simulations are a fair and 
reasonable representation of the potential rewards 
and risks. In particular it is important that:

  (i)  the likelihood of the Scheme benefiting 
policyholders	is	not	overstated;	and

  (ii)  the downside risks shown in the policyholder 
illustrations are not understated.

 In conclusion, whilst there is no single correct 
calibration of an economic scenario generator, 
in my opinion the illustrative scenarios fall within 
a reasonable range, and are suitable for the 
purposes of carrying out the Condition 1 test and 
for providing personal illustrations to policyholders 
for the purposes of the Scheme voting and opt out 
process. I also consider that the method by which 
the scenarios have been applied to generate the 
individual policy illustrations at the 10th, 50th and 
90th percentiles is reasonable.

20.  Conclusion

 A proposition is being put to certain GPR 
Policyholders that would result in a change to their 
contractual benefits. Only those policyholders 
whose benefits are materially impacted will be 
asked to vote on the Scheme.

 No value is being created or eliminated by the 
proposed Scheme, other than the Scheme costs 
which are being incurred. The Scheme does however 
result in a different set of contractual claims on the 
resources of the fund to those currently applying. 
Reserves for guarantees are converted into additional 
asset shares. The reduction in guarantees creates 
more scope to invest in risky assets but this does not 
create value in itself. It simply creates the opportunity 
to invest a higher proportion in risky assets which are 
expected, but not guaranteed, to produce a better 
long term return for Included Policyholders. There is a 
chance that additional risky assets will not perform as 
well as expected.

 A series of tests are being performed to ensure that 
the resulting proposition is balanced. Policyholders 
who feel they would be better served by the existing 
benefit structure are being offered the opportunity to 
opt out from the Scheme. 
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 The Condition 1 test and the Condition 3 policy 
benefits value test have been applied at specimen 
policy level, which is consistent with the way that 
bonus rates and transfer values are determined, 
both before and after the Scheme. The existing 
averaging within the operation of the business 
(e.g. between large and small policies) is therefore 
preserved. Any differential in the expected value of 
GPR by retirement age or sex is also pooled as a 
result of the Scheme. The personalised illustrations 
to be provided to policyholders allow for these 
effects.

 An aggregate check using an embedded value 
approach is being used to ensure that there is no 
increase in shareholder value as a result of the 
Scheme. 

  GPR Policyholders will be able to opt out from the 
Scheme if they so wish. GPR Policyholders who 
do not respond will have their policies amended 
according to the Scheme if a majority in number 
(representing three-quarters in value) of Included 
Policyholders who vote approve the Scheme at the 
Scheme meeting and it is sanctioned by the Court.

 In summary, it is my opinion that:

  (i)  The detailed terms and design of the Scheme, 
and the tests applied to check Included 
Policyholder outcomes are appropriate 
and fair. There is no single correct Scheme 
design. Nor is there a single correct set of 
tests, or calibration of the models used for the 
tests. However, the design and assumptions 
chosen for the Scheme and the tests fall 
within a range which I would consider to be 
reasonable. 

  (ii)  The policyholder mailings and the 
accompanying illustrations are clear and fair 
and give policyholders sufficient information 
to assess the proposal and set out the likely 
risks and benefits of the Scheme. 

  (iii)  In the absence of a reply from non-respondents 
it is reasonable and proportionate to amend 
their policy terms in line with the Scheme as 
the Condition 1 test and the Condition 3 policy 
benefits value test will have been applied –  
this is a pragmatic approach to create a  
viable Scheme that is likely to benefit the 
Included Policyholders. 

  (iv)  There is no material adverse impact on 
the benefit expectations of the Excluded 
Policyholders.

  

 (v)  The Scheme is expected to result in a 
stronger solvency position for PALAL as 
a whole, to the benefit of all with profits 
policyholders.

  (vi)  It is reasonable to assess the treatment of 
policyholders who are excluded against 
their existing situation, and not against the 
treatment of the Included Policyholders.

  (vii)  Appropriate safeguards exist for Included 
Policyholders including, amongst other things, 
restrictions on arbitrary future changes to 
the asset mix for Included Policies and the 
duration of the fixed interest investments for 
Included Policies, and the role of the With 
Profits Actuary in approving changes.

  (viii)  It would be fair to proceed with the Scheme 
and offer the GPR Policyholders the chance 
to participate in the new arrangements, or to 
opt-out if they so wish.

 Andrew Burke FIA

 With Profits Actuary
Phoenix & London Assurance Limited
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11.1   Why is there just one class of GPR 
Policyholder voting at the Scheme Meeting? 

  If the rights of the Policyholders who might be 
affected by the Scheme are so different or the 
treatment of their rights under the Scheme is so 
different as to make it impossible for them to vote 
together in their common interest, they must be 
divided into groups (called classes) as appropriate. 
Each of these classes would then vote separately at 
the Scheme Meeting.

 As detailed in the Notification Mailing sent to you 
between 29 May 2009 and 19 June 2009, at the 
Court hearing in July 2009 the Company asked the 
Court to agree that there only needs to be one class 
of Policyholder voting on the Scheme, the Included 
Policyholders.

 The rationale behind only seeking a single meeting 
of Included Policyholders to vote on the Scheme 
is that all Included Policyholders have the same or 
substantially similar rights as each other affected 
by the Scheme. The right being affected is the 
Included Policyholder’s right to a GPR, which 
the Scheme proposes to remove in exchange for 
an increase to the Current Fund Value of these 
Included Policies, and a change in the Company’s 
future investment strategy. 

 Not all Included Policyholders have exactly the 
same type of GPR. For example, some GPRs 
apply to pensions which continue to a dependent, 
some to pensions taken before or after the Stated 
Retirement Date and some to parts of Retirement 
Funds bought by future increases in premium  
(at additional cost to the GPR Policyholder). 
Moreover, GPRs will have different values at 
different retirement ages and depending on whether 
you are male or female. We do not consider these 
differences are so great that Included Policyholders 
cannot vote in a single class. 

 The Independent Actuary has also considered 
these differences and the effect that the Scheme 
has on such rights and is satisfied, from an 
actuarial perspective, that the use of a single voting 
class for the purposes of the Scheme Meeting is 
fair and reasonable, see section 9 of this booklet for 
further information.

 At the Court hearing in July 2009, the Court agreed 
with the Company’s request and ordered that 
a single meeting of Included Policyholders be 
convened for the purposes of considering and,  
if thought appropriate, approving the Scheme.

11.2  Who gets to vote on the Scheme?

 Only Included Policyholders may vote on the 
Scheme (as described in sections 3.1 and 4 of this 
booklet). For information on who is and who is not 
an Included Policyholder, please also see section 4 
of this booklet.

 For the purposes of the Scheme, members of the 
Freestanding AVC Policy, known as the Pensions 
Reserve Plan, shall be treated as holding their own 
GPR Policy. If the above conditions are satisfied 
in relation to that Policy, then that Policy will be 
included in the Scheme. The position of members 
of the Freestanding AVC Policy in relation to voting 
and opting out is described further in sections  
11.5 and 11.6 of this booklet. 

 As mentioned previously, the GPR Policyholders 
who satisfy these criteria, and who do not opt out, 
are referred to as Included Policyholders. Those 
GPR Policyholders who opt out will not be included 
in the Scheme and will not be eligible to vote on 
the Scheme. Please see section 7 of the booklet 
‘Outlining our Scheme’ for details of the right to  
opt out. 

 Your entitlement to vote will be determined as at 
the date of the Scheme Meeting so if your GPR 
Policy (or the part of your GPR Policy that contains 
the GPR Rights) has terminated on or before the 
Scheme Meeting, you will not be entitled to vote 
in relation to that Policy. This may happen, for 
example, if you transfer the benefits of your GPR 
Policy (or that part of your Policy that contains GPR 
Rights) to another pensions arrangement or retire 
under that GPR Policy. 

 

11 Who Votes on the Scheme, Why and How?
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11.3  Why don’t Policyholders who hold Excluded 
Policies have a vote in relation to their  
Excluded Policies?

 Further information on the reason for the exclusion 
of certain Policies is set out at section 4.5 of this 
booklet. 

 The Company considers that the proposal will: 

 (i)  only have a small impact on Excluded Policies 
which are With Profits Policies (the change only 
affects the manner in which those With Profits 
Policies	are	managed;	it	does	not	involve	them	
giving	up	GPRs);	and

 (ii)  only materially affect Included Policyholders 
giving up their GPR so it is fairest for them to 
decide the matter rather than a much larger 
group of Policyholders.

 Further information on the Scheme’s effect on 
Excluded Policies is explained at section 6.2 of 
this booklet. The Scheme will have no effect on 
Excluded Policies which are non profit Policies. 
These will remain completely unaffected.

 As such, the Company does not believe that 
Policyholders who hold Excluded Policies which are 
With Profits Policies or non profit Policies should 
constitute a separate class for voting purposes or 
be eligible to vote on the Scheme in relation to such 
Excluded Policies. 

 Also, as there are only around 50,000 Included 
Policies, holders for some of which may decide  
to ‘opt out’ but about 350,000 Excluded Policies,  
it would significantly add to the cost of the Scheme 
if the Company had to manage a vote across the 
larger group.

 The Company asked the Court to agree that only 
Included Policyholders should be able to vote on 
the Scheme. The Court approved this request at the 
Court hearing in July.

11.4   How does a GPR Policyholder vote on  
the Scheme?

 The voting process is addressed in section 8 of the 
booklet ‘Outlining our Scheme’.

 11.5   Position of Members of the Freestanding 
AVC Policy (the Phoenix (SA) Freestanding 
Additional Voluntary Contribution Scheme)

 The Company’s Freestanding AVC Policy (known 
as the Pensions Reserve Plan) is held on trust 
(it is referred to in the Scheme as the Umbrella 
Freestanding AVC Policy). The trustee is the 
Company. As such, its members are beneficiaries 
of the trust and it is the trustee that is the creditor 

of the Company. Strictly speaking, this means that 
beneficiaries do not get a vote on the Scheme but 
rather it is the trustee who can vote. The trust deed 
has been amended to allow eligible members to 
direct the trustee which way to vote by completing 
the voting part of the Decision Form in the usual 
way. You may also attend the Scheme Meeting and 
vote in person if you wish. You may also opt out by 
completing the opt out part of the Decision Form in 
the same way as other GPR Policyholders.

11.6  What is the voting process if I have a 
Freestanding AVC Policy?

 For the purposes of the Scheme, members of the 
Umbrella Freestanding AVC Policy, known as the 
Pensions Reserve Plan, will be treated as holding 
their own Freestanding AVC Policy.

 Technically, if you are member of the Umbrella 
Freestanding AVC Policy and your Freestanding AVC 
Policy is included in the Scheme, then your vote will 
be a direction to the trustee of that Policy (the legal 
creditor of the Company in respect of the Policy) as 
to which way to vote at the Scheme Meeting.

 The terms of the trust deed have been amended 
to require the trustee to be directed purely by 
votes of members of the Policy. This will ensure 
that the trustee acts purely in accordance with the 
members’ wishes. 

 If at least one member votes for the Scheme and 
at least one votes against, the trustee will be 
allowed two votes, one of which it will cast for the 
Scheme and one against. This will effectively cancel 
out its vote when counted on the ‘by numbers’ 
basis. However, it will split the value of each vote 
according to the total Voting Value (see section 12 
of this booklet on the meaning of Voting Values) of 
the members who instruct it to vote in each way. 
The ‘by value’ votes of members who vote will 
therefore be counted towards the overall vote result. 

 If any member of the Umbrella Freestanding AVC 
Policy, who has not already opted out of the 
Scheme and who is eligible to vote, does not vote, 
then the trustee will abstain from voting the Voting 
Value of that member.

 If the Scheme is approved then the parts of the 
Umbrella Freestanding AVC Policy which relate 
to the Freestanding AVC Policies of non-voting 
members or members who vote against the 
Scheme, and who have not opted out of the 
Scheme, will be bound by the Scheme.

 If you are a member of the Umbrella Freestanding 
AVC Policy and you decide to opt out of the 
Scheme, you will be treated in the same way as 
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a with profits Excluded Policyholder under the 
Scheme (see section 7.3 of the booklet ‘Outlining 
our Scheme’ for the impact of the Scheme on your 
Freestanding AVC Policy if you opt out).

11.7 Voting by trustees/assignees 

  It is the legal owner of an Included Policy who is 
the Included Policyholder and is therefore eligible to 
attend and vote at the Scheme Meeting in relation 
to that Included Policy. Where a GPR Policy has 
been legally assigned and the Company has been 
given notice of the assignment, the legal owner will 
be the person to whom the GPR Policy has been 
assigned (and will be an Included Policyholder for 
the purposes of the Scheme Meeting if they do not 
opt out). For example, legal assignment of Included 
Policies may have occurred:

	 •	 	where	the	grantee	of	the	GPR	Policy	has	
assigned the GPR Policy to a mortgagee by way 
of security as part of a home loan transaction 
(an equitable charge would not amount to a 
legal	assignment);	and

	 •	 	where	the	grantee	has	declared	a	trust	in	
relation to the GPR Policy and appointed 
trustees to hold it.

 If you are the legal assignee or trustee of a GPR 
Policy and wish to vote or opt out, you may do so. 

 If you need any further information or assistance 
on voting or opting out (for example, if you are the 
assignee or trustee of multiple GPR Policies and 
you have received multiple Decision Packs), then 
please call our Customer Helpline.

11.8  Other persons who may have an interest in 
your Included Policy

 Other persons may have an interest in your 
Included Policy (for example, joint holders, legal 
assignees, trustees or co-trustees, receivers 
and, if appropriate, trustees in bankruptcy or 
sequestration). Former spouses or partners who 
benefit from an earmarking order may also have an 
interest in your Included Policy. 

 It is possible that such persons may legally be 
the creditor of the Company in respect of your 
Policy rather than or as well as you, in which case 
it is likely that they may be entitled, either solely 
or jointly with you, to vote on the Scheme and to 
decide whether to opt the Policy out of the Scheme 
or not. If you think that this may be the case, please 
draw any such person’s attention to the contents of 
the Decision Pack, further copies of which may be 
obtained from our website at www.phoenixlifegroup.
co.uk/individual or by contacting us. If you are 
uncertain whether others may have an interest in 
your Policy, please contact us.
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   Your Voting Value, which is shown on your Decision 
Form, is based on data available and economic 
circumstances and assumptions at 31 December 
2008 and therefore will not reflect any changes 
affecting the value of your GPR Policy occurring 
after that date (other than Stated Retirement Dates 
which will be based on those in our records as at 
31 July 2009). 

  It is important to note, however, that you will 
need to have an Included Policy at the date of the 
Scheme Meeting in order to be eligible to vote on 
the Scheme. If you transfer your benefits to another 
pensions arrangement or retire at any point prior to 
the Scheme Meeting, then you will not be eligible  
to vote.

  If you think that your eligibility to vote may have 
changed or is likely to change before the Scheme 
Meeting please contact us for advice.

  Remember, also, that regardless of your eligibility to 
vote at the Scheme Meeting, your Included Policy 
will still need to be in force at the Effective Date 
to be included in the Scheme if it goes ahead. If, 
for example, you have transferred your benefits or 
retired at any point prior to the Effective Date (even 
if you do so after the Scheme Meeting), then your 
Policy will not be included in the Scheme. 

12.1  Where is my statement of Voting Value?

   Included Policyholders will find a statement of their 
Voting Value on their Decision Form. 

  Please also refer to the notes on the reverse of the 
Decision Form.

12.2  Why has my vote been valued?

  A valuation of each Included Policyholder’s vote 
must be made in order to determine whether 
the Scheme has been approved by the requisite 
statutory majorities of Included Policyholders. 

  As stated at section 3.1 of this booklet, a scheme 
must be supported by a majority in number who 
represent at least three-quarters in value of those 
present and voting (either in person or by proxy).

  GPR Policies have different values, mainly because 
different amounts have been paid into them at 
different times, so each GPR Policy is assigned a 
Voting Value, for the purposes of assessing the total 
vote by value. 

  Only Included Policies will carry a Voting Value 
(and only in respect of included parts). For further 
information on which Policies are included in the 
Scheme and why certain parts only may be included, 
please see sections 4 and 5 of this booklet.

  If you hold more than one Included Policy, although 
you will still only have one vote, your Voting Value 
will reflect the total aggregate value of all your 
Included Policies (or included parts thereof) set out 
in your Decision Form. 

12.3 How was my Voting Value calculated?

  The Voting Value is intended to fairly represent the 
value of the GPR being given up. The Voting Value 
of individual Included Policies or parts of Included 
Policies is calculated in a similar manner to the 
calculation of the ‘GPR Rights Value’ (see section 
7.3.7 of this booklet for an explanation of how the 
GPR Rights Value is calculated). 

  The Independent Actuary has reviewed our 
proposed method of calculating the Voting Value, 
and, provided that no changes occur in 2009 which 
significantly change the relative value of Included 
Policyholders’ GPR Rights, is satisfied that this 
approach is fair and reasonable. Please see section 
12.5 of this booklet for more information.

  The Court made directions at the Court hearing in 
July 2009 that the votes of Included Policyholders 
should be valued as described above. 

12.4  Why does my Voting Value differ from the 
change in my Current Fund Value in my  
Personal Illustration?

  You might think that the increase in your Current 
Fund Value as shown in your Personal Illustration 
should be the same as the value of the GPR you are 
giving up, so that it should be equal to your Voting 
Value (which is equal to the value of the GPR you 
are giving up).

12 Explaining your Voting Value



66 67

  However, in practice this will not be so in most 
cases. This is because:

	 •	 	the	Temporary	Secondary	Uplifts	are,	and	
the Secondary Uplifts will be, in most cases, 
less than 100% of the value of your GPR 
Rights Value. This is because the balance of 
the expected improvement in your eventual 
retirement benefits comes from our Temporary 
Primary Uplifts (and Primary Uplifts) and our 
changed	investment	strategy;	and

	 •	 	the	increase	in	Current	Fund	Value	takes	
account of some other changes we are making 
to Current Fund Values, as described in section 
7.6 of this booklet, in particular increasing the 
target percentage of Asset Share payable, 
and improving the way in which we calculate 
Current Fund Values to bring them closer to our 
target percentages.

12.5 When is my Voting Value Calculated?

   Voting Values will be calculated as at 31 December 
2008 (other than in respect of Stated Retirement 
Dates which will be based on those in our records 
as at 31 July 2009). We only calculate the GPR 
Rights Value twice a year (at the end of December 
and June) and it takes us several months from those 
dates to ensure that our calculations are correct 
for use at the Scheme Meeting and appropriately 
reflected in the personal statements of Voting  
Value we have sent in this Decision Pack.  
So, 31 December 2008 is the latest date we  
can practically use.

  If significant changes do occur in 2009 up to the 
date of the Scheme Meeting which might have an 
impact on the use of 31 December 2008 data for 
voting purposes, we would be required to disclose 
the impact of such changes when disclosing the 
vote outcome to the Court as part of the Court 
Hearing. If necessary, we would recalculate the 
Voting Values based on a more recent date and 
more recent information. As stated in his Initial 
Report, the Independent Actuary would review the 
calculation basis and results in his Supplemental 
Report if necessary.
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13.1 When will the vote outcome be announced?

  The results of the vote are expected to be 
announced shortly after the Scheme Meeting.

  The vote result will also be published on our website 
at www.phoenixlifegroup.co.uk/individual.

13.2  What happens after the Scheme Meeting? 

   Provided that the requisite majorities are obtained 
at the Scheme Meeting, the Chairman of the 
Scheme Meeting will prepare a detailed report to 
the Court stating the results of the Scheme Meeting, 
any difficulties concerning the voting and any 
substantive issues raised by Included Policyholders 
during the Scheme Meeting. An application will then 
be made to the Court to sanction the Scheme.  
If the requisite majorities have not been obtained  
at the Scheme Meeting, the Company will not 
proceed with the Scheme. 

13.3 Will the voting process be monitored?

  The vote counting process will be undertaken on 
an independent basis by Computershare, who are 
specialists in conducting corporate ballots. 

13.4 Sanction by the Court

  If the Scheme is approved by the requisite majorities 
of Included Policyholders, the Company will seek  
an order from the Court sanctioning the Scheme. 
The Company currently expects this Court Hearing 
to take place on 9 December 2009. We will post  
the date of the Court Hearing on our website at 
www.phoenixlifegroup.co.uk/individual.

  Included Policyholders (and any other interested 
persons) will be able to attend the Court Hearing 
and, if they wish, make representations to the 
Court (either supporting or opposing the Scheme). 
However, we (and the Court) would expect you to 
raise your concerns with us in writing first. 

  If you want more information about the Court 
Hearing, please call our Customer Helpline on 
0845 601 0029. Lines are open Monday to Friday 
9am to 5pm. Low call rates apply although costs 
can vary between telecom providers. Calls may 
be monitored or recorded. If you are calling 
from overseas please call +44 (0)151 255 5107. 

Alternatively you can contact us at LM09 Phoenix, 
PO Box 30, Liverpool, L69 3HS or visit our website 
for more information www.phoenixlifegroup.co.uk/
individual. Please remember to check our website 
in case of changes to the scheduled date for the 
Court Hearing.

  The key matters that will be taken into account by 
the Court when considering whether the Scheme 
should be sanctioned are:

	 •	 	whether	all	relevant	statutory	conditions	have	
been	satisfied;

	 •	 	whether	the	class	summoned	to	the	Scheme	
Meeting was fairly represented by those who 
attended	(voting	in	person	or	by	proxy);

	 •	 	whether	the	majority	voting	at	the	Scheme	
Meeting	acted	in	good	faith;	and

	 •	 	generally,	whether	an	intelligent	and	honest	
man, acting in his own interest, might 
reasonably approve of the compromise 
contained in the Scheme.

  As mentioned above, the Court will be concerned 
to establish that the Scheme constitutes a genuine 
compromise between the Company and its 
Included Policyholders, there being some element 
of accommodation on each side and is not merely 
the expropriation of rights of Included Policyholders 
without compensation.

  The date of this Court Hearing will also be published 
on the Company’s website: www.phoenixlifegroup.
co.uk/individual.

13.5  If the Scheme is approved, when will it  
go ahead? 

  If the Court sanctions the Scheme, an office copy 
of the Court Order sanctioning the Scheme will be 
filed with the Registrar of Companies for registration 
whereupon the Scheme will become effective 
in accordance with its terms and will become 
binding in law on the Company and all Included 
Policyholders. Under its terms, the Scheme will 
become legally effective at 23:59 on 31 December 
2009. This date is referred to as the Effective Date.

  

13 What happens after the Scheme Meeting?
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  Please also see the Scheme timetable on page 2 of 
the booklet ‘Outlining our Scheme’.

   As mentioned at section 7.12 of this booklet, we are 
not obliged to make the Scheme effective, and may 
abandon it before the Effective Date. However, if the 
Scheme does not become effective by 1 January 
2011 (or any later date specified by the Company 
and allowed by the Court) then it will never become 
effective. Please see section 7.3.4 of this booklet for 
an explanation of the reason behind our deadline. 

13.6  How will I know if the Scheme has been 
sanctioned by the Court and become 
effective? 

  The result of the Court Hearing will be published 
on the Company’s website: www.phoenixlifegroup.
co.uk/individual.

  During 2010, Included Policyholders will be advised 
that the Scheme has become effective and will  
be sent an endorsement recording the removal  
of their GPR Rights from their Included Policies. 
The Scheme is, however, effective on your Included 
Policies whether or not we have sent or you have 
received your endorsement.

13.7  When will the increase to Current Fund 
Values occur? 

  The increases to the Current Fund Values for 
Included Policies will take place on the Effective 
Date. You will still need to have an Included Policy 
with the Company on the Effective Date in order to 
benefit from this increase.

  Please see sections 1.10 and 4.6 of the booklet 
‘Outlining our Scheme’ and section 7.3.4 of this 
booklet for further information.

13.8 Notices to and from the Company

  All delivery of notices or other documents under 
the Scheme shall be effected by post in a pre-paid 
envelope addressed to the relevant Policyholder 
at their address as it appears in the records of the 
Company (or, in the case of Policyholders who 
appear to the Company to be joint holders, the 
address of the joint holder whose name appears 
first in the records of the Company under the joint 
holding) or to such other address (if any) as the 
Policyholder may have previously directed in writing. 
Delivery shall be effected if posted up to (and 
including) the latest practicable date prior to the 
required date of dispatch.

  

  The Company shall not be responsible for any loss or 
delay in the transmission of any notices or documents 
posted by or to any Policyholder - these shall be 
posted at the risk of the Policyholder. The Scheme 
shall not be conditional on any despatch of any notice 
or document by the Company or actual receipt of any 
notice or document sent by the Company.

  Please note that the address and delivery 
requirements set out in section 8 of the booklet 
‘Outlining our Scheme’ relate only to return of the 
Decision Form and do not apply to the service of any 
proceedings or other documents in any legal action.

13.9 Governing law and disputes

   The Scheme is governed by English law and is 
being effected through the English Courts. 

  Therefore, GPR Policyholders who do not opt out of 
the Scheme submit to the exclusive jurisdiction of 
the English Court and the Court shall have exclusive 
jurisdiction to hear and determine any action or 
proceeding and to settle any claim, dispute or 
matter or difference which may arise out of the 
Explanatory Statement or any provision of the 
Scheme or out of any action taken or omitted to be 
taken under the Scheme or in connection with the 
administration of the Scheme.
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14.1  Most recent Report and Audited Accounts of the Company 

  As required by of the Companies Act 2006, the Company publishes its accounts in an annual report each year. 
Copies of the full annual report for 2008 are available on our website at www.phoenixlifegroup.co.uk/individual. 
Please see the Appendix of this booklet on how to obtain a copy of the accounts. We have extracted from this 
annual report the Company’s profit and loss account for the year ended 31 December 2008 as well as its balance 
sheet as at 31 December 2008, and set these out below. 

 Profit and loss account  
 for the year ended 31 December 2008

14 Financial Information on the Company

Technical account - long term business 2008 2007
    £m £m

Earned premiums, net of reinsurance   
Gross premiums written 264.7 245.1
Outward reinsurance premiums (38.1) (52.6)
Net earned premiums 226.6 192.5
Investment income 428.8 298.7
Other technical income 69.3 -

Claims incurred, net of reinsurance 
 Claims paid
  Gross amount (796.0) (703.2)
  Reinsurers’ share 210.0 147.5
    (586.0) (555.7)

 Change in the provision for claims   
  Gross amount 13.2 (13.1)
  Reinsurers’ share (2.0) -
    11.2 (13.1)
Net claims incurred (574.8) (568.8)

Change in long term business provision   
  Gross amount 189.8 531.4
  Reinsurers’ share (223.3) (133.0)
Net change in long term business provision (33.5) 398.4

Change in technical provision for linked liabilities   
  Gross amount 245.3 14.1
  Reinsurers’ share (244.3) (13.4)
Net change in technical provision for linked liabilities 1.0 0.7

Net operating expenses (22.5) (18.4)
Investment expenses and charges (26.6) (18.6)
Unrealised losses on investments (72.8) (299.2)
Taxation attributable to long term business (34.1) 45.3
Transfers from / (to) the fund for future appropriations 41.7 (27.5)

Balance on technical account – long term business 3.1 3.1
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Balance sheet

at 31 December 2008

Non-technical account 2008 2007
    £m £m

Balance on the long term business technical account 3.1 3.1
Tax credit attributable to balance on the long term business technical account 1.2 1.3
    4.3 4.4

Investment income 40.2 30.7
Unrealised (losses) / gains on investments (69.1) 5.0
Investment expenses and charges (17.1) (15.4)
Net operating expenses (5.4) (4.1)
(Loss) / profit on ordinary activities before taxation (47.1) 20.6

Taxation on (loss) / profit on ordinary activities (6.0) (6.5)

(Loss) / profit on ordinary activities after taxation (53.1) 14.1

    2008 2007
    £m £m

Assets   

Investments   
 Investments in group undertakings and participating interests 188.3 243.4 
 Other financial investments 6,582.7 5,958.5
    6,771.0 6,201.9

Assets held to cover linked liabilities 1.8 2.8

Reinsurers’ share of technical provisions   
 Long term business provision 350.8 574.0
 Claims outstanding - 2.0
 Technical provision for linked liabilities 695.9 940.2
    1,046.7 1,516.2

Debtors   
 Debtors arising out of direct insurance operations 5.2 1.8
 Debtors arising out of reinsurance operations 1.0 0.7
 Other debtors 47.5 77.9
    53.7 80.4

Other assets
 Cash at bank and in hand 59.9 53.5

Prepayments and accrued income 78.9 73.3

Total assets 8,012.0 7,928.1
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14.2  Financial information of the Company at 31 December 2008 (before the Scheme  
becomes effective)

  The Company also submits annual returns (prepared in accordance with Chapter 9 of IPRU (INS) of the FSA 
Handbook) to the FSA. The returns for the year ended 31 December 2008 show that the Company had at that  
date sufficient capital to enable it to meet regulatory capital requirements (these requirements are set out in 
Chapters 1 and 2 of GENPRU of the FSA Handbook). Copies of the full returns are available on our website at  
www.phoenixlifegroup.co.uk/individual. Please see the Appendix of this booklet on how to obtain a copy of the 
returns. The tables below, extracted from the 2008 annual returns, show key items establishing the Company’s 
sufficiency of capital.

Form 2 Statement of solvency- 
long term insurance business

£000s

1 Capital resources arising within the 
long-term insurance fund

252,613

2 Capital resources allocated towards 
long-term insurance business arising 
outside the long-term insurance fund

410,196

3 Long-term insurance capital 
requirement

239,598

4 With-profits insurance capital 
component

56,976

5 Excess of available capital 
resources to cover long-term 
insurance business (1+2-3-4)

366,235

Form 19 Realistic Balance sheet £000s

1 Realistic value of assets of fund 5,290,022

2 With-profits benefits reserve 3,224,029

3 Planned deductions for the cost of 
guarantees, options and smoothing 
from with-profits benefits reserve

 
279,320

4 Future costs of contractual 
guarantees (other than financial 
options)

670,253

5 Future cost of financial options 803,301

6 Future costs of smoothing 5,012

7 Other liabilities 58,997

8 Realistic current liabilities 807,750

Realistic liabilities of fund 
(2+4+5+6+7+8-3)

5,290,022

  The realistic value of assets and liabilities in the long-term fund are equal. This is because the ‘realistic current 
liabilities’ include as a liability only so much of a loan from the shareholder fund to the long-term fund as is required 
to achieve equality.
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Form 19 Realistic 
Balance sheet

£000s
Change 

from 14.2

1 Realistic value of assets 
of fund

5,265,366 (24,656)

2 With profits benefits 
reserve

3,746,010  521,981

3 Planned deductions for 
the cost of guarantees,  
options and smoothing 
from with profits 
benefits reserve

193,966 (85,354)

4 Future costs of 
contractual guarantees  
(other than financial 
options)

466,175 (204,078)

5 Future cost of financial 
options

399,744 (403,557)

6 Future costs of 
smoothing

5,012 0

7 Other liabilities 58,997 0

8 Realistic current 
liabilities

783,395 (24,355)

Realistic liabilities of 
fund (2+4+5+6+7+8-3)

5,265,366 (24,656)

Form 2 Statement of 
solvency - long term  
insurance business

£000s
Change 

from 14.2

1 Capital resources 
arising within the long-
term insurance fund

640,406 387,793

2 Capital resources 
allocated towards long-
term insurance business 
arising outside the long-
term insurance fund

410,196 0

3 Long-term insurance 
capital requirement

223,100 (16,498)

4 With profits insurance 
capital component

406,627 349,651

5 Excess of available 
capital resources 
to cover long-term 
insurance business 
(1+2-3-4)

420,875 54,640

14.3  Pro forma financial information of the Company at 31 December 2008 (as if the Scheme had been 
implemented at 31 December 2008)

  To demonstrate the effect that the Scheme will have on the Company’s capital position, in the tables below we have 
adjusted the figures set out in section 14.2 of this booklet above to reflect the position as if the Scheme had been 
implemented at 31 December 2008. Where necessary, we have used the same assumptions as have been used 
in producing the Personal Illustration(s) in this Decision Pack. For a reminder of these assumptions, please see 
section 4. of the booklet ‘Outlining our Scheme’.

  As with the figures set out in the tables in 14.2, the realistic values of the assets and liabilities assuming the Scheme 
was implemented at 31 December 2008 remain equal. However, in order to achieve this result, £46m less of the loan 
from the shareholder fund to the long-term fund is recognised as a liability.
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  In addition, as explained in Condition 2 at section 7.3 of this booklet, a key test of the fairness of the Scheme is that 
it should not benefit the Shareholder at the expense of Policyholders (by increasing the value of the Company to its 
Shareholder). The table below shows the actual calculation of the value of the Company at 31 December 2008 and 
a pro-forma calculation assuming that the Scheme had been implemented at that date. 

£m Actual 
Pro-

forma

Net shareholder assets 414,196 414,196

Present value of shareholder’s 
share of future profits on  
with-profits policies

17,128 41,329

Average expected future 
shareholder contribution to 
policy payouts in adverse 
economic scenarios 

(50,870) (91,127)

Average expected future 
shareholder contribution 
to policy payouts in other 
adverse scenarios

(32,666) (26,292)

Cost of capital (74,315) (55,710)

Other 10,024 17,090

Total shareholder value 283,497 299,486

   The table above shows that the total shareholder value would have increased at 31 December 2008 if we had 
implemented the Scheme at that date. This will not be possible at the Effective Date, and the Secondary Uplifts 
will be increased if necessary to prevent it. It has arisen because economic conditions in the first half of 2009 
have reduced the level of uplifts that the Company can afford. To avoid overstating the potential benefits of the 
Scheme to Included Policyholders, the Temporary Secondary Uplifts have been reduced to reflect conditions as at 
30	June	2009.	Applying	these	lower	values	has	increased	shareholder	value	as	at	31	December	2008;	in	practice	
higher uplifts would have been possible at that date, eliminating any increase. As described in section 7.3.5 of this 
booklet, we have also considered the shareholder value at 30 June 2009. At the time of writing we estimate that 
shareholder value would have reduced by around £35m if we had implemented the Scheme at that date. 

14.4 Material changes since 31 December 2008 

  There have been no material adverse changes in the financial position of the Company since 31 December 2008, 
being the date to which its most recent accounts were made up.
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15.1 Who are the Board? 

 The directors of the Company are:

15 Information on the directors of the Company 

  It is anticipated that upon completion of the acquisition by Liberty Acquisition Holdings (International) 
Company (as mentioned in section 1.1 of this booklet) and prior to the Scheme Meeting, Mr William Raymond 
Treen will be appointed as a non-executive director to the Board. 

15.2  What are the directors’ interests in With Profits Policies? 

  None of the directors, nor Mr William Raymond Treen, have interests in With Profit Policies.

15.3  What is the directors’ remuneration in relation to the Scheme? 

  Although the Pearl Group operates a bonus scheme which includes a corporate element (related to the 
performance of the Pearl Group as a whole), none of the directors, nor Mr William Raymond Treen, have been 
or are specifically remunerated and/or incentivised in relation to the Scheme.

15.4  What are the directors’ other relevant interests? 

  None of the directors, nor Mr William Raymond Treen, hold shares in the Company or the Company’s 
Shareholder, Pearl Life Holdings Limited.

   Save for the below, none of the directors, nor Mr William Raymond Treen, hold shares in any companies with 
direct or indirect shareholdings in Pearl Life Holdings Limited.

  John Simon Bertie Smith holds shares in various companies with indirect shareholdings in Pearl Life Holdings 
Limited. These shareholdings are de minimis in value and do not have voting rights attached. It is anticipated 
that upon completion of the acquisition by Liberty Acquisition Holdings (International) Company and prior to 
the Scheme Meeting, he will exchange these shares for a de minimis shareholding in that company. 

Name of Director Position

Mr Anthony Davidson Non-Executive Director

Mr Duncan Ferguson Non-Executive Chairman

Mr Kerr Luscombe Director

Mr Michael Merrick Chief Executive

Mr Michael Ross Non-Executive Director

Mr John Simon Bertie Smith Director
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Appendix
List of Documents available on the Company’s website
Copies of the following documents are available now on our website at www.phoenixlifegroup.co.uk/individual:

(i)	 the	Initial	Report	prepared	by	the	Independent	Actuary;

(ii)	 the	With	Profits	Actuary’s	Report;

(iii)	 the	version	of	the	PPFM	currently	in	force;

(iv)	 a	draft	of	the	modified	PPFM	(referred	to	in	section	7.10	of	this	booklet);

(v)  the guide entitled ‘How we manage the Phoenix & London Assurance Limited With Profits Fund’ (the 
CFPPFM)	currently	in	force	(referred	to	in	sections	1.4	and	1.13	of	the	booklet	‘Outlining	our	Scheme’);

(vi)	 a	draft	of	the	modified	CFPPFM;

(vii)	 	the	Company’s	FSA	returns	as	at	31	December	2008	(referred	to	in	sections	7.3.7	and	14.2	of	this	booklet);		
and

(viii)  the annual accounts and report of the Company for the year ended 31 December 2008 (referred to in 
section 14.1 of this booklet).

Copies of the above documents may also be obtained by telephoning the Customer Helpline on 0845 601 0029.  
If you are calling from overseas please call +44 (0)151 2555107.
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Definitions
Certain words and expressions used in the booklet entitled ‘Outlining our Scheme’ and in this booklet have defined meanings 
and they are set out below. Some of these words and expressions are also defined in the Scheme (as set out in Part C of this 
booklet). When reading the Scheme please use only the definitions found at clause 1.1 of the Scheme on pages 86 to 90.  
In the event of any conflict between the Scheme and the Explanatory Statement the Scheme will prevail. You are encouraged 
to read the Scheme. 

‘Additional Rate of Return’  means for a Relevant Specimen GPR Policy the rate (expressed as a 
percentage, rounded to the nearest decimal place) calculated by adding 
together the Primary Uplift, if any, and the Secondary Uplift and dividing 
the	result	by	the	Pre-Scheme	Asset	Share;

‘Annual Bonus’  means any bonus which has been or is declared and added to a Policy to 
increase	the	benefits	guaranteed	under	the	terms	of	the	Policy;

‘Asset Share’  means the amount of the Company’s assets notionally attributed by the 
Company from time to time to a Relevant Specimen GPR Policy excluding 
any assets which represent reserves for guarantees (including reserves for 
GPR	Rights)	calculated	in	accordance	with	the	Asset	Share	Methodology;

‘Asset Share Methodology’  means the methodology for determining the Asset Share, as described in 
section	7	of	the	‘Scheme	in	detail’	booklet;	

‘Board’  means the board of directors of the Company or any duly constituted 
committee	thereof;

‘Company’  means Phoenix & London Assurance Limited incorporated in England with 
the company number 894616 with its registered office at 1 Wythall Green 
Way,	Wythall,	Birmingham	B47	6WG;

‘Companies Act’	 means	the	Companies	Act	2006,	as	amended;

‘Condition 1’  means the first of three conditions in accordance with which the 
Secondary Uplift is calculated as described in section 7.3 of the ‘Scheme 
in	detail’	booklet;

‘Condition 2’  means the second of three conditions in accordance with which the 
Secondary Uplift is calculated as described in section 7.3 of the ‘Scheme 
in	detail’	booklet;

‘Condition 3’  means the third of three conditions in accordance with which the 
Secondary Uplift is calculated as described in section 7.3 of the ‘Scheme 
in	detail’	booklet;

‘Consultation Documents’   means the documents published by the Company and sent out in early 
October 2008 setting out possible changes to Policies with a GPR and a 
Stated	Retirement	Date	after	31	December	2019;

‘Court’	 means	the	High	Court	of	Justice	in	England	and	Wales;

‘Court Hearing’   means the hearing of the Court to sanction the Scheme (and any 
adjournment	thereof);

‘Court Order’	 means	the	order	sanctioning	the	Scheme;

‘Current Fund Value’  means the amount of money that can be transferred by a Policyholder 
now to another pension policy or scheme, or, if over 50 years old and if the 
Policy allows, retire on (a further explanation can be found in the glossary 
to	the	booklet	entitled	‘Your	pension	policy	explained’);

‘Decision Form’  means the combined form enclosed with the Decision Pack, allowing each 
GPR Policyholder the choice to either:

	 •	 opt	out	of	the	Scheme;	or

	 •	 	vote	either	in	favour	of	or	against	the	Scheme	at	the	Scheme	Meeting;

‘Decision Pack’ 	 means	this	document	and	the	documents	accompanying	it;
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‘Effective Date’  means 23:59 hours on 31 December 2009 or such later time as the Court 
shall	order;

‘Excepted GPR Policy’ means:

	 •	 	any	GPR	Policy	in	respect	of	which	is	specified	a	Stated	Retirement	
Date	on	or	before	31	December	2019;	or

	 •	 	any	With	Profits	Policy	which	contains	a	GPR	Right	and	is	governed	
by	the	laws	of	Guernsey	or	Jersey	or	the	Isle	of	Man;

‘Excluded Policy’ means a Policy that is not an Included Policy:

‘Excluded Policyholder’	 means	the	holder	of	an	Excluded	Policy;

‘Explanatory Statement’  means the statement relating to the Scheme prepared by the Company 
pursuant to Section 897 of the Companies Act 2006 and which is made up 
of	this	booklet	and	the	booklet	entitled	‘Outlining	our	Scheme’;

‘Fairness Tests’  means the fairness criteria used for assessing the fairness of the Scheme 
as	set	out	by	the	Independent	Actuary	in	his	Initial	Report;

‘Final Bonus’  means a bonus addition to the benefits guaranteed under the terms of a 
With Profits Policy which may, or may not, be added when such a Policy 
terminates and which is not, for the avoidance of doubt, an Annual Bonus 
or	Interim	Bonus;

‘Final Report’  means the final report of the Independent Actuary as described in section 
7.3.8	of	the	‘Scheme	in	detail’	booklet;

‘Freestanding AVC Policy’  means a notional With Profits Policy which for the purposes of the Scheme 
is deemed to be held separately by an individual who is a member of 
the Umbrella Freestanding AVC Policy in relation to their interest in that 
Umbrella	Freestanding	AVC	Policy;	

‘FSA’	 means	the	Financial	Services	Authority;	

‘FSA Handbook’  means the FSA’s rules made under powers given to the FSA under the 
Financial	Services	and	Markets	Act	2000;

‘GPR’   means a guaranteed pension rate (a further explanation can be found in 
the	glossary	to	the	booklet	entitled	‘Your	pension	policy	explained’);

‘GPR Policy’  means a With Profits Policy issued by the Company which immediately 
before the Effective Date contains or is treated as containing a GPR Right 
and which matches the descriptions of any of the following policies:

	 •	 	Personal	Pension	Plan	Policies	which	were	principally	issued	by	the	
Company between 1 July 1988 and 31 December 1994 (although 
some	may	have	been	issued	outside	this	date	range);

	 •	 	Section	32	Transfer	Plan	Policies	which	were	principally	issued	by	
the Company between 1 March 1986 and 31 July 1999 (although 
some	may	have	been	issued	outside	this	date	range);

	 •	 	Section	226	Pension	Policies	which	were	principally	issued	by	the	
Company between 1 February 1981 and 30 June 1988 (although 
some	may	have	been	issued	outside	this	date	range);

	 •	 	Freestanding	AVC	Policies	which	were	principally	issued	by	the	
Company between 1 July 1990 and 31 December 1994 (although 
some may have been issued outside this date range), 

	 and	in	all	cases	the	Policy	is	not	an	Excepted	GPR	Policy;

‘GPR Policyholder’	 means	the	holder	of	a	GPR	Policy;
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‘GPR Right’ means:

 (i)  in respect of a With Profits Policy, a right conferred under its terms 
to secure an annuity of no less than a specified annual amount with 
each	£1,000	of	proceeds	from	such	Policy;	or	

 (ii)  in respect of a With Profits Policy, a right to secure an annuity from 
the proceeds from such Policy on a specified date using annuity 
rates no less favourable than those agreed by the Company at the 
time	that	that	With	Profits	Policy	was	effected;	or

 (iii)  in respect of a Policy issued after the Effective Date the terms of 
which entitle the policyholder to participate in the profits of the 
Company,	a	right	analogous	to	(i)	or	(ii)	above;

‘GPR Rights Value’  means the value attributed by the Company of GPR Rights attaching to a 
Relevant Specimen GPR Policy calculated as described in section 7.3.7 of 
the	‘Scheme	in	detail’	booklet;	

‘Group Schemes’  means schemes which are included in the definition of Occupational 
Pension	Schemes;

‘Guaranteed Basic Sum’  means the sum shown in a With Profits Policy that the Company has 
agreed	to	pay	on	the	Stated	Retirement	Date	excluding	any	bonus;

‘Guaranteed Minimum Retirement Fund’  means the total of the Guaranteed Basic Sum and any Annual Bonuses 
and Interim Bonus (if any) but excluding the value of any GPR Rights and 
any Final Bonus (a further explanation can be found in the glossary to the 
booklet	entitled	‘Your	pension	policy	explained’);

‘Included Policy’  means an individual With Profits Policy written by the Company which 
satisfies the following criteria:

	 (i)	 the	Policy	is	a	GPR	Policy;	and

	 (ii)	 the	GPR	Policy	is	held	by	an	Included	Policyholder;

‘Included Policyholder’  means a GPR Policyholder who has not delivered notice of opt out (via 
completion of the opt out part of the Decision Form and return of the form) 
to the Company in accordance with the requirements explained in sections 
7.2	and	8.2.1	of	the	booklet	‘Outlining	our	Scheme’;	

‘Increment(s)’  means additional amount(s) of premium paid into a Policy by a 
Policyholder, over and above the amounts agreed to be paid by the 
Policyholder under the terms of the Policy (as described at section 5.1 
of	the	‘Scheme	in	detail’	booklet);

‘Independent Actuary’  means a person who is an actuary appointed by the Company for the 
purpose of advising on the Scheme and reporting to the Court and to 
Policyholders on the fairness of the Scheme, the first such person being 
David Murray of Deloitte LLP and in the event that such office is vacated, 
such other person as the Company may select with the approval of  
the	FSA;

‘Initial Report’  means the initial report of the Independent Actuary dated on 
28 August 2009 as described in section 7.3.8 of the ‘Scheme in  
detail’	booklet;

‘Interim Bonus’  means the amount of bonus covering the period between the last addition 
of	Annual	Bonus	and	the	Stated	Retirement	Date;

‘Investment Manager’  means such person or persons who provide investment advice to the 
Company	in	relation	to	the	investments	of	the	With	Profits	Fund;

‘Investment Mix’  means the differing types of investments in which the With Profits Fund is 
invested;

‘Occupational Pension Scheme’  means an occupational pension scheme as defined in the Pension 
Schemes	Act	1993;
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‘Original Relevant Pension’  means the pension (i.e. annuity) which, if acquired by the exercise of 
the GPR Right in relation to the Included Policy, could be purchased by 
75% of the proceeds of a Relevant Specimen GPR Policy at its Stated 
Retirement Date (assuming that the amount of the proceeds taken in cash 
form is equal to 25% of the proceeds which would have been available 
from that Relevant Specimen GPR Policy), assuming in both cases that the 
Scheme	had	not	become	effective;

‘Personal Illustration’  means an illustration of the likely effects of the Scheme on your GPR 
Policy calculated as described in section 4 of the booklet ‘Outlining our 
Scheme’	and	included	within	the	Decision	Pack;

‘Pension Income’  means, upon retirement, the amount of annual income (or annuity) which a 
Policyholder may buy with their Retirement Fund (less any Tax-free Cash 
taken) (a further explanation can be found in the glossary to the booklet 
entitled	‘Your	pension	policy	explained’);

‘Personal Pension Plan Policy’  means a With Profits Policy issued in accordance with the terms of a deed 
poll	and	governed	by	the	rules	of	a	Personal	Pension	Scheme;

‘Personal Pension Scheme’  means a Registered Pension Scheme as defined in the Finance Act 2004 
that is a personal pension scheme as defined in the Pension Schemes Act 
1993;

‘Policy’  means a contract of assurance written by the Company as amended from 
time	to	time;	where	such	a	contract	of	assurance	has	been	amended	
since it was effected by way of payment of additional single premium 
or any increase to regular premiums or transfer from other sources the 
acceptance of each such additional single premium, any increase to 
regular premiums or transfer will be deemed to be a separate contract of 
assurance	for	the	purposes	of	this	Scheme;

‘Policyholder’	 means	the	holder	of	a	With	Profits	Policy;

‘Policy Proceeds’  means the proceeds of an Included Policy that an Included Policyholder 
or Relevant Beneficiary is entitled to apply under the terms of an Included 
Policy;

‘Pre-Scheme Asset Share’  means the Asset Share calculated immediately before the Effective 
Date and, for the avoidance of doubt, without any modification to the 
calculation of Asset Share set out in the Asset Share Methodology which is 
stated	to	be	effective	on	the	Effective	Date;

‘Premium Type’ means either:

	 (i)	single	premium;	

	 (ii)	regular	premium;	or

	 (iii)	National	Insurance	contribution	rebate;

	 and	each	premium	type	above	being	a	separate	Premium	Type;

‘Primary Uplift’  means for any Relevant Specimen GPR Policy, the amount calculated as 
described	in	section	7.3.1	of	the	‘Scheme	in	detail’	booklet;

‘PPFM’  means the Principles and Practices of Financial Management which are 
required to be published pursuant to the rules and guidance promulgated 
by	the	FSA;

‘Registrar of Companies’	 means	the	Registrar	of	Companies	in	England	and	Wales;

‘Regulatory Agreement’	 means	any	approval,	consent	or	agreement	granted	by	the	FSA;

‘Relevant Beneficiary’  means a person who is a beneficiary of or a person who is otherwise 
interested in an Included Policy held on trust other than the Included 
Policyholder;
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‘Relevant Pension’  means the pension (i.e. annuity) which could be purchased by the 
proceeds of a Relevant Specimen GPR Policy at its Stated Retirement 
Date assuming the Scheme becomes effective and that the amount of the 
proceeds taken in cash form is equal to 25% of the proceeds which would 
have been available from that Relevant Specimen GPR Policy assuming 
the	Scheme	had	not	become	effective;

‘Relevant Specimen GPR Policy’  means a specimen GPR Policy selected from time to time by the 
Company at its discretion for its characteristics as to type of Policy, year of 
commencement, nature or source of Premium Type and Stated Retirement 
Year for the purpose of determining Policy Proceeds in respect of Included 
Policies with similar characteristics and which shall not be varied except 
with	the	approval	of	the	With	Profits	Actuary;

‘Retirement Fund’  means your fund at retirement, consisting of the Guaranteed Minimum 
Retirement Fund plus any Final Bonus, and from which you can take Tax-
free Cash and use to buy an annual pension income (a further explanation 
can be found in the glossary to the booklet entitled ‘Your pension policy 
explained’);	

‘Risk Free Yield Curve’  means the table (as approved by the Independent Actuary) which sets 
out, over each time period in years, from 1 to 40, the rate of interest which 
the Company deems to be risk-free and uses in its calculation of realistic 
reserves for the purposes of the Company’s return to the FSA as at the 
Effective	Date;	

‘Scheme’  means the scheme of arrangement set out in Part C of this Decision Pack 
with or subject to any modification addition or condition approved or 
imposed	by	the	Court;

‘Scheme Meeting’  means a meeting of Included Policyholders convened by the Court for the 
purpose of considering, and if thought appropriate, approving the Scheme, 
to be held at 10.00am on 11 November 2009 at Barber-Surgeons’ Hall, 
Monkwell Square, Wood Street, London, EC2Y 5BL or such other time as 
the	Court	may	direct;

‘Secondary Uplift’  means for any Relevant Specimen GPR Policy, the amount calculated as 
described	in	section	7.3.2	of	the	‘Scheme	in	detail’	booklet;

‘Section 32 Transfer Plan Policy’  means a With Profits Policy which is a defined annuity policy to which the 
trustees of an Occupational Pension Scheme have transferred retirement 
benefits in respect of a member and to which the member’s retirement 
benefits under that Occupational Pension Scheme could lawfully be 
transferred	without	his	consent	under	the	Pension	Schemes	Act	1993;

‘Section 226 Pension Policy’  means a With Profits Policy that formed a retirement annuity contract 
under section 226 of the Taxes Act 1970 or subsequent tax legislation and 
was	purchased	up	to	1	July	1998;

‘Shareholder’  means Pearl Life Holdings Limited incorporated in England with the 
company number 4560778 with its registered office at 1 Wythall Green 
Way,	Wythall,	Birmingham	B47	6WG;

‘Stated Retirement Date’ means:

 (a)  in respect of a Section 32 Transfer Plan Policy, a Personal Pension 
Plan Policy, and a Section 226 Pension Policy, the date specified 
in respect of the relevant With Profits Policy as the retirement date 
(which may be referred to as the normal retirement date, selected 
retirement	date	or	benefit	date);	and

 (b)  in respect of a Freestanding AVC Policy, the retirement date (which 
may be referred to as the normal retirement date, selected retirement 
date or benefit date) stated in the rules of the Occupational Pension 
Scheme in relation to which the Freestanding AVC Policy was 
purchased.
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  In determining the Stated Retirement Date, the Company shall use the 
policyholder’s or the member’s retirement date (which may be referred to 
as the normal retirement date, selected retirement date or benefit date) 
specified in respect of that With Profits Policy held on the Company’s 
records from time to time except where the Stated Retirement Date is used 
for the purposes of:

 (i)  determining whether a GPR Policy is an Excepted GPR Policy (and 
therefore	whether	it	is	included	in	the	Scheme);

	 (ii)	 the	Personal	Illustrations;	or

	 (iii)	 calculating	the	Voting	Value;

  in which case, the Company shall use the data held on the Company’s 
records as at 31 July 2009. 

  In relation to the Stated Retirement Date for a Relevant Specimen GPR 
Policy, the Company shall use the retirement date specified for that 
Relevant Specimen GPR Policy.

  A further explanation can be found in the glossary to the booklet entitled 
‘Your	pension	policy	explained’;

‘Stated Retirement Year’	 	means	the	calendar	year	in	which	a	Stated	Retirement	Date	occurs;

‘Stochastic Model’  means the statistical model and associated spreadsheets which the 
Company uses to calculate: 

	 (i)	 the	Relevant	Pension;	and

	 (ii)	 the	Original	Relevant	Pension;

  for each Relevant Specimen GPR Policy and which uses a large number 
of different possible future economic and demographic assumptions (and 
other assumptions relevant to the calculation of future Policy Proceeds 
and pensions (i.e. annuities)) to represent fairly the range and probability 
of different future economic and demographic events, such model and 
associated spreadsheets as considered by the Independent Actuary as 
applicable for these purposes in the Initial Report and the Final Report as 
described	in	section	8.4	of	the	‘Scheme	in	detail’	booklet;

‘Subsisting’  means has not been put into payment, terminated or surrendered or 
otherwise	ceased	to	be	in	force	as	at	the	Effective	Date;

‘Supplemental Report’  means the supplementary report of the Independent Actuary as described 
in	section	7.3.8	of	the	‘Scheme	in	detail’	booklet;

‘Tax-free Cash’  means money which can be taken in cash, tax-free by a Policyholder from 
their Retirement Fund upon retirement under current pension law (a further 
explanation can be found in the glossary to the booklet entitled ‘Your 
pension	policy	explained’);

‘Temporary Additional Rate of Return’  means for a Relevant Specimen GPR Policy the rate (expressed as 
a percentage, rounded to the nearest decimal place) calculated by 
adding together the Temporary Primary Uplift, if any, and the Temporary 
Secondary Uplift and dividing the result by the Temporary Pre-Scheme 
Asset	Share;

‘Temporary Pre-Scheme Asset Share’  means the Asset Share calculated as at 23:59 on 31 December 2008 and, 
for the avoidance of doubt, without any modification to the calculation of 
Asset Share set out in the Asset Share Methodology which is stated to be 
effective	on	the	Effective	Date;

‘Temporary Primary Uplift’  means for any Relevant Specimen GPR Policy, the amount calculated as 
described	in	section	7.3.5	of	the	‘Scheme	in	detail’	booklet;

‘Temporary Secondary Uplift’  means for any Relevant Specimen GPR Policy, the amount calculated as 
described	in	section	7.3.5	of	the	‘Scheme	in	detail’	booklet;
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‘Umbrella Freestanding AVC Policy’  means a With Profits Policy held by a trustee related to the scheme 
sponsor to provide retirement benefits on a money purchase basis to one 
or more individuals in respect of additional voluntary contributions paid by 
those	individuals	into	the	scheme;

‘Value to Shareholders’  has the meaning given to it under Condition 2 described in section 7.3.3 of 
the	‘Scheme	in	detail’	booklet;

‘Voting Value’  means the value of an Included Policyholder’s vote at the Scheme Meeting 
calculated	as	described	in	section	12.3	of	the	‘Scheme	in	detail’	booklet;

‘With Profits Actuary’  means a person who is an actuary appointed by the Company not being a 
director of the Company who is required by the FSA to provide advice to 
the Company on the implication of certain matters for Policyholders and 
the functions of which are described more fully at SUP 4.3.16AR and SUP 
10.7.17AR	of	the	FSA	Handbook;

‘With Profits Actuary’s Report’ 	 means	the	report	of	the	With	Profits	Actuary	dated	28	August	2009;

‘With Profits Committee’  means the committee that advises the Board on matters of fairness 
relating to the With Profits Fund and as described in section 8.2 of the 
‘Scheme	in	detail’	booklet;

‘With Profits Fund’	 means	the	With	Profits	Fund	of	the	Company;	and

‘With Profits Policy’  means a Subsisting Policy the terms of which entitle the Policyholder to 
participate in the profits of the Company.

In this Explanatory Statement and its appendices, unless inconsistent with the subject or context:

(i) references to Sections, Parts and Appendices are to be construed as references to Sections, Parts and Appendices 
respectively	of	and	to	this	Explanatory	Statement;

(ii) words incorporating the plural shall include the singular and vice versa and words incorporating one gender shall 
include	all	genders;	and

references to any enactment shall be deemed to include references to such enactment as amended, re-enacted  
or consolidated.
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Part C - The Scheme
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IN THE HIGH COURT OF JUSTICE No. 15811/09

CHANCERY DIVISION

COMPANIES COURT

IN THE MATTER OF:

PHOENIX & LONDON ASSURANCE LIMITED
(FORMERLY KNOWN AS SUN ALLIANCE AND LONDON ASSURANCE  

COMPANY LIMITED)

SCHEME OF ARRANGEMENT
(PURSUANT TO PART 26 OF THE COMPANIES ACT 2006)

BETWEEN
PHOENIX & LONDON ASSURANCE LIMITED

AND ITS
INCLUDED POLICYHOLDERS (AS DEFINED IN THE SCHEME)
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PART I - PRELIMINARY

1. DEFINITION AND INTERPRETATION

1.1  In this Scheme, unless inconsistent with the subject or context the following expressions bear the following meanings:

“Additional Rate of Return”  means for a Relevant Specimen GPR Policy the rate (expressed as a 
percentage, rounded to the nearer one decimal place) calculated by 
adding together the monetary amounts of the Primary Uplift, if any, for that 
Relevant Specimen GPR Policy and the Secondary Uplift for that Relevant 
Specimen GPR Policy and dividing the result by the Pre-Scheme Asset 
Share	of	that	Relevant	Specimen	GPR	Policy;

“Annual Bonus”  means any bonus which has been or is declared and allocated to a GPR 
Policy to increase the benefits guaranteed under the terms of such GPR 
Policy	as	approved	by	the	Company	from	time	to	time;

“Asset Share”  means the amount (the value of which is not and shall not be guaranteed) 
of the Company’s assets notionally attributed by the Company from time 
to time to a Relevant Specimen GPR Policy excluding any assets which 
represent reserves for Guarantees (including reserves for GPR Rights) 
calculated	in	accordance	with	the	Asset	Share	Methodology;

“Asset Share Methodology”	 means	the	methodology	set	out	at	Schedule	C;

“Asset Share Uplift”  means the increase in an Asset Share to be effected in accordance with 
clause	4.1(b);

“Board”  means the board of directors of the Company or any duly constituted 
committee	thereof;

“Business Day”	 means	a	day	(other	than	a	Saturday,	Sunday	or	public	holiday	in	England);

“Company”  means Phoenix & London Assurance Limited incorporated in England with 
company number 894616 with its registered office at 1 Wythall Green Way, 
Wythall,	Birmingham	B47	6WG;

“Cost of Capital”  means the cost of capital provided by the shareholder (or if more than one, 
any shareholder) of the Company or by any external source or sources to 
enable	the	Company	to	continue	to	meet	its	obligations;

“Court”	 means	the	High	Court	of	Justice	in	England	and	Wales;

“Court Order”	 means	the	order	sanctioning	the	Scheme;

“Decision Form”  means the voting and opt out form accompanying the Explanatory 
Statement	made	available	to	GPR	Policyholders;	

“Effective Date”  means 23:59 hours on 31 December 2009 or such later time as the Court 
shall	order;	

“Excepted GPR Policy”	 means	a	GPR	Policy	of	a	description	set	out	in	Part	2	of	Schedule	A;

“Explanatory Statement”  means the statement relating to the Scheme prepared by the Company 
pursuant	to	Section	897	of	the	Companies	Act	2006;

“Final Bonus”  means a bonus addition to the benefits guaranteed under the terms of a 
With Profits Policy which may, or may not, be added when such a Policy 
terminates and which is not, for the avoidance of doubt, an Annual Bonus 
or	Interim	Bonus;

“Final Report”  means the final report by the Independent Actuary as described in 
clause	5.1;

“Freestanding AVC Policy”	 has	the	meaning	given	to	it	in	clause	1.3(f);

“FSA”	 means	the	Financial	Services	Authority;	
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“FSA Handbook”  means the FSA’s rules made under powers given to the FSA under the 
Financial	Services	and	Markets	Act	2000;

“GPR Policy”  means a With Profits Policy issued by the Company which immediately 
before the Effective Date contains or is treated as containing a GPR Right 
and which matches the descriptions of any of the policies set out in Part 1 
of	Schedule	A	and	in	all	cases	the	Policy	is	not	an	Excepted	GPR	Policy;

“GPR Policy Endorsement”  means an endorsement to an Included Policy made to reflect changes 
to the terms and conditions of such an Included Policy resulting from 
the Scheme to be issued by the Company to each Included Policyholder 
subject	to	and	following	this	Scheme	having	become	operational;

“GPR Policyholder”	 means	the	holder	of	a	GPR	Policy;

“GPR Right” means:

 (i)  in respect of a With Profits Policy, a right conferred under its terms 
to secure an annuity of no less than a specified annual amount with 
each	£1000	of	proceeds	from	such	Policy;	or	

 (ii)  in respect of a With Profits Policy, a right to secure an annuity from 
the proceeds from such Policy on a specified date using annuity 
rates no less favourable than those agreed by the Company at the 
time	that	that	With	Profits	Policy	was	effected;	or

 (iii)  in respect of a Policy issued after the Effective Date the terms of 
which entitle the policyholder to participate in the profits of the 
Company,	a	right	analogous	to	(i)	or	(ii)	above;	

“GPR Rights Value”  means the value attributed by the Company of GPR Rights attaching to 
a Relevant Specimen GPR Policy calculated in accordance with the GPR 
Rights	Value	Methodology;

“GPR Rights Value Methodology”	 means	the	methodology	set	out	at	Schedule	D;	

“Guaranteed Basic Sum”  means the sum shown in a With Profits Policy that the Company has 
agreed	to	pay	on	the	Stated	Retirement	Date	excluding	any	bonus;

“Guaranteed Minimum Retirement Fund”  means the total of the Guaranteed Basic Sum and any Annual Bonuses 
and Interim Bonus (if any) of a Relevant Specimen GPR Policy but 
excluding	the	value	of	any	GPR	Rights	and	any	Final	Bonus;

“Guarantees”  means any guarantee (including those exercisable by option) provided to 
Policyholders	under	the	terms	of	their	With	Profits	Policies;

“Included Policy”  means an individual With Profits Policy written by the Company which 
satisfies the following criteria:

	 (i)	 the	Policy	is	a	GPR	Policy;	and

	 (ii)	 the	GPR	Policy	is	held	by	an	Included	Policyholder;	

“Included Policyholder”  means a GPR Policyholder who does not deliver notice of opt out to the 
Company (via return of the completed Opt Out Section) in accordance  
with	clause	9;

“Independent Actuary”  means a person who is an actuary appointed by the Company for the 
purpose of advising on the Scheme and reporting to the Court and to 
Policyholders on the fairness of the Scheme, the first such person being 
David Murray of Deloitte LLP and in the event that such office is vacated, 
such	other	person	as	the	Company	may	select	with	the	approval	of	the	FSA;

“Initial Report” means the report of the Independent Actuary dated on or around 
	 28	August	2009;

“Interim Bonus”  means the amount of bonus covering the period between the last addition 
of	Annual	Bonus	and	the	Stated	Retirement	Date;

“Investment Manager”  means such person or persons who provide investment advice to 
the Company in relation to the investments of the with profits fund  
of	the	Company;
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“Occupational Pension Scheme”  means an occupational pension scheme as defined in the Pension 
Schemes	Act	1993;

“Opt Out Section”	 means	the	section	of	the	Decision	Form	entitled	“Opting	out”;	

“Original Relevant Pension”  means the annuity which, if acquired by the exercise of the GPR Right 
in relation to the Included Policy, could be purchased by 75% of the 
proceeds of a Relevant Specimen GPR Policy at its Stated Retirement 
Date (assuming that the amount of the proceeds taken in cash form is 
equal to 25% of the proceeds which would have been available from that 
Relevant Specimen GPR Policy), assuming in both cases that the Scheme 
had	not	become	operative;

“Personal Pension Plan Policy”  means a With Profits Policy issued in accordance with the terms of a deed 
poll	and	governed	by	the	rules	of	a	Personal	Pension	Scheme;

“Personal Pension Scheme”  means a Registered Pension Scheme as defined in the Finance Act 2004 
that is a personal pension scheme as defined in the Pension Schemes  
Act	1993;

“Policy”  means a contract of assurance written by the Company as amended from 
time to time and where such a contract of insurance has been amended 
since it was effected by way of payment of additional single premium 
or any increase to regular premiums or transfer from other sources 
the acceptance of each such additional single premium, increase to 
regular premiums or transfer will be deemed to be a separate contract of 
assurance	for	the	purposes	of	this	Scheme;

“Policyholder”	 means	the	holder	of	a	With	Profits	Policy;

“Policy Proceeds”  means the proceeds of an Included Policy that an Included Policyholder 
or Relevant Beneficiary is entitled to apply under the terms of an  
Included	Policy;

“Pre-Scheme Asset Share”  means the Asset Share calculated immediately before the Effective Date 
and, for the avoidance of doubt, without any modification to the calculation 
of Asset Share set out in the Asset Share Methodology which is stated to 
be	effective	on	the	Effective	Date;

“Premium Type” means either:

	 (i)	 single	premium;	

	 (ii)		 regular	premium;	or

	 (iii)		 	National	Insurance	contribution	rebate;	

	 and	each	premium	type	above	being	a	separate	Premium	Type;

“Primary Uplift”  means for any Relevant Specimen GPR Policy, the amount defined in Part 
A	of	Schedule	B;

“PPFM”  means the Principles and Practices of Financial Management which are 
required to be published pursuant to the rules and guidance promulgated 
by	the	FSA;

“Record Stated Retirement Date” means:

 (i)  in respect of a Section 32 Transfer Plan Policy, a Personal Pension 
Plan Policy, and a Section 226 Pension Policy, the date specified 
in respect of the relevant With Profits Policy as the retirement date 
(which may be referred to as the normal retirement date, selected 
retirement	date	or	benefit	date);	and

 (ii)  in respect of a Freestanding AVC Policy, the retirement date (which may 
be referred to as the normal retirement date, selected retirement date or 
benefit date) stated in the rules of the Occupational Pension Scheme in 
relation	to	which	the	Freestanding	AVC	Policy	was	purchased;
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  Provided that, the Company shall use the policyholder’s or the member’s 
retirement date (which may be referred to as the normal retirement date, 
selected retirement date or benefit date) specified in respect of that With 
Profits	Policy	held	on	the	Company’s	records	as	at	31	July	2009;

“Registrar of Companies”	 means	the	Registrar	of	Companies	in	England	and	Wales;

“Regulatory Agreement”	 means	any	approval,	consent	or	agreement	granted	by	the	FSA;	

“Relevant Beneficiary”  means a person who is a beneficiary of or a person who is otherwise 
interested in an Included Policy held on trust other than the Included 
Policyholder;

“Relevant Pension”  means the annuity which could be purchased by the proceeds of a 
Relevant Specimen GPR Policy at its Stated Retirement Date assuming the 
Scheme becomes operative and that the amount of the proceeds taken 
in cash form is equal to 25% of the proceeds which would have been 
available from that Relevant Specimen GPR Policy assuming the Scheme 
had	not	become	operative;

“Relevant Specimen GPR Policy”  means a specimen GPR Policy selected from time to time by the 
Company at its discretion for its characteristics as to type of Policy, year of 
commencement, nature or source of Premium Type and Stated Retirement 
Year for the purpose of determining Policy Proceeds in respect of Included 
Policies with similar characteristics and which shall not be varied except 
with	the	approval	of	the	With	Profits	Actuary	under	clause	8;

“Risk Free Yield Curve”  means the table (as approved by the Independent Actuary) which sets 
out, over each time period in years, from 1 to 40, the rate of interest which 
the Company deems to be risk-free and uses in its calculation of realistic 
reserves for the purposes of the Company’s return to the FSA as at the 
Effective	Date;	

“Scheme”  means this scheme of arrangement (including its Schedules) with or 
subject	to	any	modification	addition	or	condition	approved	by	the	Court;

“Scheme Meeting”  means a meeting of Included Policyholders convened by the Court for the 
purpose of considering, and if thought appropriate, approving the Scheme, 
to be held at 10.00am on 11 November 2009 or such other time as the Court 
may	direct;	

“Secondary Uplift”  means for any Relevant Specimen GPR Policy, the amount defined in 
Part	C	of	Schedule	B;

“Section 32 Transfer Plan Policy”  means a With Profits Policy which is a defined annuity policy to which the 
trustees of an Occupational Pension Scheme have transferred retirement 
benefits in respect of a member and to which the member’s retirement 
benefits under that Occupational Pension Scheme could lawfully be 
transferred	without	his	consent	under	the	Pension	Schemes	Act	1993;

“Section 226 Pension Policy”  means a With Profits Policy that formed a retirement annuity contract 
under section 226 of the Taxes Act 1970 or subsequent tax legislation and 
was	purchased	up	to	1	July	1998;

“Stated Retirement Date” means:

 (i)  in respect of a Section 32 Transfer Plan Policy, a Personal Pension 
Plan Policy, and a Section 226 Pension Policy, the date specified 
in respect of the relevant With Profits Policy as the retirement date 
(which may be referred to as the normal retirement date, selected 
retirement	date	or	benefit	date);	and

 (ii)  in respect of a Freestanding AVC Policy, the retirement date (which 
may be referred to as the normal retirement date, selected retirement 
date or benefit date) stated in the rules of the Occupational Pension 
Scheme in relation to which the Freestanding AVC Policy  
was	purchased;
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  Provided that, the Company shall use the policyholder’s or the member’s 
retirement date (which may be referred to as the normal retirement date, 
selected retirement date or benefit date) specified in respect of that With 
Profits Policy held on the Company’s records from time to time and in 
relation to the Stated Retirement Date for a Relevant Specimen GPR Policy, 
the Company shall use the retirement date specified for that Relevant 
Specimen	GPR	Policy;

“Stated Retirement Year”	 means	the	calendar	year	in	which	a	Stated	Retirement	Date	occurs;

“Stochastic Model”  means the statistical model and associated spreadsheets which the 
Company uses to calculate: 

	 (i)	 the	Relevant	Pension;	and

	 (ii)	 the	Original	Relevant	Pension;

  for each Relevant Specimen GPR Policy and which uses a large number  
of different possible future economic and demographic assumptions  
(and other assumptions relevant to the calculation of future Policy 
Proceeds and annuities) to represent fairly the range and probability  
of different future economic and demographic events, such model and 
associated spreadsheets as considered by the Independent Actuary in  
the	Initial	Report	and	Final	Report	as	applicable;

“Subsisting”  means has not been put into payment, terminated or surrendered or 
otherwise	ceased	to	be	in	force	as	at	the	Effective	Date;

“Supplemental Report”  means any report or letter supplementary to the Initial Report which is 
produced by the Independent Actuary for use at the hearing of the Court 
to	sanction	the	Scheme;

“Temporary Additional Rate of Return”  means for a Relevant Specimen GPR Policy the rate (expressed as a 
percentage, rounded to the nearer one decimal place) calculated by adding 
together the monetary amounts of the Temporary Primary Uplift, if any, for 
that Relevant Specimen GPR Policy and the Temporary Secondary Uplift for 
that Relevant Specimen GPR Policy and dividing the result by the Temporary 
Pre-Scheme	Asset	Share	of	that	Relevant	Specimen	GPR	Policy;

“Temporary Pre-Scheme Asset Share”  means the Asset Share calculated as at 23:59 on 31 December 2008 and, 
for the avoidance of doubt, without any modification to the calculation of 
Asset Share set out in the Asset Share Methodology which is stated to be 
effective	on	the	Effective	Date;

“Temporary Primary Uplift”  means for any Relevant Specimen GPR Policy, the amount calculated in 
accordance	with	Part	B	of	Schedule	B;

“Temporary Secondary Uplift”  means for any Relevant Specimen GPR Policy, the amount calculated in 
accordance	with	Part	D	of	Schedule	B;

“Umbrella Freestanding AVC Policy”  means a With Profits Policy held by a trustee related to the scheme 
sponsor to provide retirement benefits on a money purchase basis to one 
or more individuals in respect of additional voluntary contributions paid by 
those	individuals	into	the	scheme;

“Value to Shareholders”	 has	the	meaning	given	to	it	in	Schedule	E;

“With Profits Actuary”  means a person who is an actuary appointed by the Company not 
being a director of the Company who is required by the FSA to provide 
advice to the Company on the implication of certain matters for with  
profits policyholders, the functions of which are described more fully at 
SUP	4.3.16AR	and	SUP	10.7.17AR	of	the	FSA	Handbook;	and

“With Profits Policy”  means a Subsisting Policy the terms of which entitle the policyholder to 
participate in the profits of the Company.
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1.2 Clause and Schedule headings

 Clause and Schedule headings to this Scheme are inserted for convenience only and shall be ignored in the 
interpretation of the Scheme unless the context so requires.

1.3 Interpretation

 In the Scheme and its Schedules, unless inconsistent with the subject or context:

 (a)  references to Clauses, Parts and Schedules are to be construed as references to clauses, Parts and Schedules 
respectively	of	and	to	this	Scheme;

 (b)  references to (or to any specified provision) of this Scheme shall be construed as references to this Scheme (or 
that	provision)	as	in	force	for	the	time	being	and	as	modified	in	accordance	with	the	terms	of	the	Scheme;

 (c)  words incorporating the plural shall include the singular and vice versa and words incorporating one gender 
shall	include	all	genders;

 (d)  references to any enactment and/or the FSA’s rules shall be deemed to include references to such enactment 
and/or	the	FSA’s	rules	as	amended,	re-enacted	or	consolidated;	

 (e)  references to a GPR Policyholder shall be deemed to include references to joint GPR Policyholders (and the 
same	shall	apply	to	references	to	an	Included	Policyholder	accordingly);	and

 (f)  any individual who is a member of an Umbrella Freestanding AVC Policy shall be deemed, for the purposes 
of this Scheme, to be the holder of a separate With Profits Policy in relation to their interest in the Umbrella 
Freestanding AVC Policy (such separate With Profits Policy herein referred to as a “Freestanding AVC Policy”). 

2. THE COMPANY

 The Company was incorporated in England and Wales (with company number 894616) in 1966 and prior to 
changing its name on 15 April 2005 to Phoenix & London Assurance Limited was known as Sun Alliance and 
London Assurance Company Limited.

3. PURPOSE OF THE SCHEME

 The purpose of the Scheme is to constitute a compromise between the Company and its Included Policyholders by:

	 (a)	 abrogating	GPR	Rights;

 (b)  increasing the Asset Shares attributable to Relevant Specimen GPR Policies in accordance with the terms of  
the	Scheme;

	 (c)	 	using	such	increased	Asset	Shares	attributable	to	Relevant	Specimen	GPR	Policies	to	calculate	Policy	Proceeds;	
and

 (d) giving effect to the compromise described in clause 4.

PART II - THE SCHEME
4. THE COMPROMISE

4.1 Upon and with effect from the Effective Date:

 (a)  all Included Policies shall be amended with effect that any person who is entitled or prospectively entitled to 
exercise a GPR Right or is entitled to require the Company to issue a future Policy containing GPR Rights in 
each	case	under	the	Included	Policy	shall	cease	to	have	or	be	able	to	exercise	any	GPR	Right	whatsoever;	

 (b)  subject to clause 5, the rate of return earned on the Asset Share in respect of calendar year 2009 to each 
Relevant Specimen GPR Policy shall be increased by the Additional Rate of Return for that Relevant Specimen 
GPR	Policy;	and

 (c)  Policy Proceeds shall be calculated by reference to a Relevant Specimen GPR Policy the Asset Share of 
which has been calculated under clause 4.1(b) and the characteristics of which most closely resemble, at the 
Effective Date, those of the relevant Included Policy (taking into account policy type, Premium Type, year of 
commencement and Stated Retirement Date). 

4.2 As soon as reasonably practicable after the Effective Date, the Company shall change its investment strategy in 
accordance with clauses 4.3, 4.4 and 4.5 subject to the discretion of the Company as to the timing of all or part  
of any change under clauses 4.3, 4.4 or 4.5 on the advice of its Investment Manager and the approval of the  
With Profits Actuary under clause 8. 
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4.3  Subject to clause 4.4, the Company shall change the asset mix for Relevant Specimen GPR Policies to  
the following target ranges:

 (a)  45% in equity shares, 25% in commercial property and approximately 30% in fixed interest securities with any 
balance	(such	balance	not	to	exceed	10%)	invested	in	cash	and/or	other	assets;	and

 (b)  if there are less than nine years of term remaining for any Relevant Specimen GPR Policy, the asset mix will 
be changed proportionately during that period for that Relevant Specimen GPR Policy as the term remaining 
reduces until such asset mix is 22.5% in equity shares, 12.5% in commercial property and 65% in fixed 
interest securities with one year or less of term remaining.

4.4  The actual proportions of different assets held may vary from the asset mix referred to in clause 4.3 as asset values 
change, although the asset mix will be restored at least annually. The change in target ranges for the asset mix 
referred to in clause 4.3 and/or the nature of assets referred to in such asset mix will not be changed further except: 

	 (a)	 with	Regulatory	Agreement;	or	

 (b)  on the advice of the Investment Manager for the purposes of increasing the expected return for the Relevant 
Specimen GPR Policies and the approval of the With Profits Actuary under clause 8.

4.5 The Company shall change the term of the fixed interest securities relating to any Relevant Specimen GPR Policy to 
reflect the calendar years during which the Company estimates an annuity bought with the proceeds of that Relevant 
Specimen GPR Policy would be paid. The term of the fixed interest securities will not be changed further except:

	 (a)	 with	Regulatory	Agreement;	or	

 (b)  if legislative change makes it appropriate to assume that the majority of Included Policyholders who retire 
under their policies will no longer take benefits predominantly in annuity form and such change in assumption 
is approved by the With Profits Actuary under clause 8.

4.6 Upon and with effect from the Effective Date, no further charge for Guarantees or the Cost of Capital or both  
(the “Charge”) will be made for Relevant Specimen GPR Policies and such Charge shall not be imposed except 
with Regulatory Agreement. For the avoidance of doubt, this clause will not affect any Charge calculated and 
deducted prior to the Effective Date which shall continue to be reflected in the calculation of Asset Shares 
determined on or after the Effective Date.

4.7 Upon and with effect from the Effective Date, the minimum target proportion of Asset Share on early surrender 
referred to in paragraph 5.8.2 of the PPFM will be increased for Included Policies from 95% to 97% and the target 
proportion will increase gradually from the minimum with ten or more years remaining to 100% at maturity.  
The target proportion as set out in this clause shall not be changed except with Regulatory Agreement.

4.8 Upon and with effect from the Effective Date, the rates of Final Bonus to be applied to Included Policies on or after 
the Effective Date shall be calculated by reference to the Guaranteed Minimum Retirement Fund of the Relevant 
Specimen GPR Policies and not just the Guaranteed Basic Sum. The manner of calculation as set out in this clause 
shall not be changed except with Regulatory Agreement.

4.9 Upon and with effect from the Effective Date, any further business profits or losses attributed to Relevant Specimen 
GPR Policies will only be those business profits or losses which arise in respect of Included Policies on or after 
the Effective Date and such business profits and losses will only be attributed to Relevant Specimen GPR Policies. 
For the avoidance of doubt, this clause will not affect any business profits or losses which arose and have been 
attributed prior to the Effective Date which shall continue to be reflected in the calculation of Asset Shares 
determined on or after the Effective Date. The manner in which the business profits and losses will be attributed as 
set out in this clause shall not be changed except with Regulatory Agreement. 

4.10 The Company shall reflect the changes under clauses 4.2 to 4.9 in its PPFM. Subject to the restrictions in clauses 
4.4 to 4.9, any amendment to the Company’s PPFM required under this clause shall not preclude any subsequent 
amendment or amendments to the Company’s PPFM in accordance with the FSA Handbook.

5. IMPLEMENTATION OF AND EFFECT OF CALCULATIONS

5.1 Subject to clause 11.6, as soon as reasonably practicable after the Effective Date (and no later than 1 January 
2011 or such later date that the Court may allow under clause 11.3), the Company shall calculate the Primary Uplift 
and Secondary Uplift and the Pre-Scheme Asset Share for each Relevant Specimen GPR Policy and use them 
to calculate the Additional Rate of Return for each such corresponding Relevant Specimen GPR Policy ensuring 
that each calculation satisfies the criteria for fairness as stipulated by the Independent Actuary and set out at 
paragraphs 5.7 and 5.10 of the Initial Report and any other criteria for fairness which he may subsequently specify. 
The Company shall then ask the Independent Actuary to consider the matters set out in paragraphs 5.7 and 5.10 
of the Initial Report and to provide a further report (“Final Report”) confirming that the calculations referred to above 
satisfy the criteria for fairness as stipulated by the Independent Actuary and either set out in the Initial Report and, 
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if applicable, subsequently communicated. The Company will make the Initial Report, the Supplemental Report 
and the Final Report available on request to Included Policyholders and will make available a copy of each on the 
Company’s website for a period of one year from the date of publication of that report. 

5.2 Prior to the approval of the Additional Rate of Return for each Relevant Specimen GPR Policy by the Independent 
Actuary under clause 5.1, the reference to Additional Rate of Return under clause 4.1(b) shall be construed as a 
reference to Temporary Additional Rate of Return and clause 4 shall be construed accordingly. 

5.3 The increases to Asset Share referred to in clause 4.1(b) (meaning, for the avoidance of doubt, the initial calculation 
under clause 5.2 and the subsequent calculation under clause 5.1) shall each be implemented once and shall not, 
for the avoidance of doubt, be implemented on a continuous or rolling basis.

5.4 The future rate of return earned on the Asset Share of any Policy following the application of clause 4.1(b) shall not 
be guaranteed. In addition, nothing in this Scheme shall be construed as conferring any minimum entitlement to 
future rates of return that will be calculated for or earned on any Policy or Relevant Specimen GPR Policy (or the 
level of Policy Proceeds that will be payable in relation to such Policy or Relevant Specimen GPR Policy) at any 
point in time after the application of clause 4.1(b). 

6. POLICY ENDORSEMENTS AND NOTIFICATION

 Within twelve months of the Effective Date the Company shall dispatch to, or procure the dispatch to,  
Included Policyholders of relevant GPR Policy Endorsements in accordance with clause 10.

7. COMPANY DETERMINATIONS

 Without prejudice to any provision of the Scheme requiring the approval of the With Profits Actuary, where 
under any of the provisions of this Scheme, a matter is to be determined or decided by the Company, it shall 
be determined by the Board in its absolute discretion in such manner as it considers fair and reasonable and its 
decision shall be final and binding on all concerned in so far as the law allows.

8. THE WITH PROFITS ACTUARY

8.1 Where under any provision of the Scheme the approval of the With Profits Actuary is to be sought,  
the With Profits Actuary shall only give such approval if he is satisfied that the effect of giving the approval is 
unlikely to have a material adverse effect on the interests of the Included Policyholders.

8.2 The Company shall procure that the With Profits Actuary shall provide an annual report to the Company covering 
the calendar year up to each anniversary of the Effective Date and to be provided not later than six months after 
such calendar year confirming the following for each relevant calendar year so covered:

 (a)  the grounds on which any approval required to be sought from the With Profits Actuary under any provision of 
the	Scheme	has	been	sought	and	the	reasons	such	approval	has	been	given	or	denied;	and

 (b)  the Company’s compliance with the Scheme and the PPFM, amended in accordance with the Scheme, as it 
affects Included Policies, setting out the With Profits Actuary’s reasons for his confirmation.

8.3 If the With Profits Actuary reports that the Company has not complied with the Scheme and PPFM as referred to 
in clause 8.2(b), the Company shall take all reasonable steps to ensure compliance as soon as practicable and the 
With Profits Actuary shall produce a subsequent report confirming the Company’s compliance in accordance with 
clause 8.2(b).

8.4 The Company shall make available a copy of the With Profits Actuary’s report referred to in clauses 8.2 and 8.3 on 
the Company’s website until it is replaced by any subsequent report prepared under clauses 8.2 or 8.3.

9. OPT OUT

9.1 Any GPR Policyholder who does not deliver an Opt Out Section to the Company in accordance with the remainder 
of this clause 9 will be an Included Policyholder. 

9.2 Subject to clauses 9.3 and 9.4, any Opt Out Section delivered by a GPR Policyholder to the Company shall be in 
writing, signed by the GPR Policyholder and shall be delivered to the Company at the address stated in clause 9.7 
before 10am (UK time) on 9 November 2009. 

9.3 The date and time of receipt of the Opt Out Section by the Company shall be either:

	 (a)	 the	date	and	time	the	Opt	Out	Section	is	received	by	the	Company;	or

 (b)  where the Company determines it appropriate, the date and time the Company shall deem the Opt Out Section 
was received by it, provided such date and time is not after the date and time of actual receipt of the Opt Out 
Section if it has actually been received.
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9.4 Where the Company determines it appropriate, the Company may deem an Opt Out Section to have been delivered 
to it in writing and duly signed, even if such Opt Out Section was not in writing, duly signed or actually physically 
delivered to the Company pursuant to clause 9.2, the date and time of receipt of such Opt Out Section being 
determined in accordance with clause 9.3.

9.5 Upon actual receipt of the Opt Out Section by the Company, the Company shall confirm receipt to the  
GPR Policyholder in writing and as soon as reasonably possible in accordance with clause 10.

9.6 An Opt Out Section shall not be validly delivered if sent by e-mail or facsimile.

9.7 The address for delivery of the Opt Out Section is:

 Phoenix & London Assurance Limited, c/o Computershare, The Pavilions, Bridgwater Road, Bristol BS99 6AT.

9.8 The provisions of this clause 9 shall not apply to the service of any proceedings or other documents in any legal action.

10. NOTICES ETC FROM AND TO THE COMPANY

10.1 All delivery of notices or other documents to be made by the Company pursuant to the Scheme shall be effected 
by posting the same in a pre-paid envelope addressed to the person entitled thereto at his address appearing in 
the records of the Company (or, in the case of GPR Policyholders who appear to the Company to be joint holders, 
the address of that one of the joint holders whose name stands first in the said records of the Company in respect 
of the joint holding) at the latest practicable date prior to the date of their dispatch or to such other address (if any) 
as any such person may have previously directed in writing.

10.2 The Company shall not be responsible for any loss or delay in the transmission of any notices or documents posted 
by or to any GPR Policyholder which shall be posted at the risk of such GPR Policyholder.

10.3 The effectiveness of the Scheme shall not be dependent upon or conditional upon the dispatch of any notice 
or document by the Company or the actual receipt of any such notice or document sent to any person by the 
Company.

11. OPERATION OF THE SCHEME

11.1 The Scheme shall become legally binding on the Company and the Included Policyholders as soon as an office copy 
of the Court Order shall have been duly delivered by the Company to the Registrar of Companies for registration.

11.2 The amendments to Included Policies and the increases to Asset Shares shall become operative and take effect 
from the Effective Date.

11.3 Unless the Scheme shall become effective on or before 1 January 2011 or such later date, if any, as the Company 
may specify and the Court may allow, the Scheme shall never become effective. 

11.4 The Company may on behalf of all persons concerned consent to any modification of or addition to the Scheme or 
to any condition which the Court may approve or impose.

11.5 Where an Included Policyholder wishes to purchase an annuity from the Company with some or all of the 
proceeds of an Included Policy, the Company shall provide an annuity which is only subject to a charge which is 
proportionate to the amount of the annuity and is not subject to any other charge. The rate of this charge will be the 
same for all annuities provided to such Included Policyholders at the same time.

11.6 Without prejudice to clause 11.7, if at any time between the Effective Date and 1 January 2011 (or such later date 
that the Court may allow under clause 11.3) the criteria set out at (i), (ii) and (iii) of Schedule B Part C cannot be 
satisfied without breaching the Company’s regulatory capital requirements, as the Company may determine, then 
the Company may decide to terminate the Scheme. The Company shall minute that decision forthwith and shall 
as soon as reasonably practicable send notice in writing to all its Included Policyholders for whom it has address 
details that the Scheme shall have terminated on the date the decision was made and the Scheme shall terminate 
and no longer have effect from that date accordingly.

11.7 In the event of the termination of the Scheme, any Asset Share Uplift applied to any Relevant Specimen GPR Policy 
shall be reversed and disapplied as if it had never been applied. Any payment made in respect of any Included 
Policy including any annuity or pension purchased from the payment of such Policy between the Effective Date 
and the date of termination of the Scheme will not be reduced or recovered. To the extent that such payment was 
larger than the payment that would have been made had the Scheme not become effective, this will not affect the 
benefits of the other Policyholders. This clause shall survive any termination of the Scheme under clause 11.6.
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12. GOVERNING LAW

 The Scheme shall be governed by, construed and take effect in accordance with English law and Included 
Policyholders hereby submit to the exclusive jurisdiction of the Court and agree that the Court shall have exclusive 
jurisdiction to hear and determine any action or proceeding and to settle any claim, dispute or matter or difference 
which may arise out of the Explanatory Statement or any provision of the Scheme or out of any action taken or 
omitted to be taken under the Scheme or in connection with the administration of the Scheme.

 1 September 2009
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SCHEDULE A
PART 1 - GPR POLICIES

1. Personal Pension Plan Policies which were principally issued by the Company between 1 July 1988 and 31 
December 1994 (although some may have been issued outside this date range).

2. Section 32 Transfer Plan Policies which were principally issued by the Company between 1 March 1986 and 31 July 
1999 (although some may have been issued outside this date range).

3. Section 226 Pension Policies which were principally issued by the Company between 1 February 1981 and 30 June 
1988 (although some may have been issued outside this date range).

4. Freestanding AVC Policies which were principally issued by the Company between 1 July 1990 and 31 December 
1994 (although some may have been issued outside this date range).

PART 2 - EXCEPTED GPR POLICIES

1. Any GPR Policy in respect of which is specified a Record Stated Retirement Date on or before 31 December 2019.

2. Any With Profits Policy which contains a GPR Right and is governed by the laws of Guernsey, Jersey or the Isle  
of Man.
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SCHEDULE B
PART A PRIMARY UPLIFT

In relation to any Relevant Specimen GPR Policy where:

(i)   the value of the Asset Share projected at the Stated Retirement Date assuming the investment return earned in 
each intervening year or part year on the assets comprising the Asset Share is equal to the rate of return obtained 
from the Risk Free Yield Curve by looking up the value corresponding to the number of complete years between the 
Effective Date and the Stated Retirement Date (the “Risk-Free Rate”) is lower than:

(ii)   the Guaranteed Minimum Retirement Fund projected at the Stated Retirement Date assuming that the rate of 
Annual Bonus in each intervening year shall be zero per cent of the Guaranteed Minimum Retirement Fund, then:

the Primary Uplift shall be the difference between the two projected amounts discounted to the Effective Date at the 
Risk-Free Rate.

For the avoidance of doubt, Asset Shares shall be calculated in accordance with the Asset Share Methodology subject to the 
modification to the calculation of Asset Share set out therein stated to be effective on the Effective Date.

PART B TEMPORARY PRIMARY UPLIFT

In relation to any Relevant Specimen GPR Policy where:

(i)   the value of the Asset Share projected at the Stated Retirement Date assuming the investment return earned in 
each intervening year or part year on the assets comprising the Asset Share is equal to the rate of return obtained 
on the Risk Free Yield Curve by looking up the value corresponding to the number of complete years between 31 
December 2008 and the Stated Retirement Date (the “Interim Risk-Free Rate”) is lower than:

(ii)   the Guaranteed Minimum Retirement Fund projected at the Stated Retirement Date assuming that the rate of 
Annual Bonus in each intervening year shall be zero per cent of the Guaranteed Minimum Retirement Fund, then:

the Temporary Primary Uplift shall be the difference between the two projected amounts discounted to the  
31 December 2008 at the Interim Risk-Free Rate. 

For the avoidance of doubt, Asset Shares shall be calculated in accordance with the Asset Share Methodology subject to the 
modification to the calculation of Asset Share set out therein stated to be effective on the Effective Date.

PART C SECONDARY UPLIFT

Following the application of any uplift in Asset Shares under Part A of this Schedule B, the resulting Asset Shares in 
respect of the Relevant Specimen GPR Policies shall be further uplifted by amounts which will be determined by the 
Company so that after such uplift and as at the Effective Date the following criteria are satisfied:

(i)  there is a 90% or greater chance as calculated by the Stochastic Model that for all Relevant Specimen  
GPR Policies (the Asset Shares of which are calculated in accordance with Schedule C) the Relevant Pension will 
be	at	least	95%	of	the	Original	Relevant	Pension;	

(ii)	 the	Value	to	Shareholders	of	the	Company	is	not	increased	as	a	result	of	the	Scheme	becoming	effective;	and	

(iii)  the criteria for fairness stipulated by the Independent Actuary as set out in the Initial Report at paragraphs 5.7 and 
5.10 and any other criteria which the Independent Actuary may specify to be set out in the Final Report are met, as 
confirmed by the Independent Actuary in accordance with clause 5.1.

For the avoidance of doubt: 

(a)  Asset Shares shall be calculated in accordance with the Asset Share Methodology subject to the modification to 
the	calculation	of	Asset	Share	set	out	therein	stated	to	be	effective	on	the	Effective	Date;	and

(b)  the determination to be made by the Company referred to in this Part C shall be assessed as at the Effective Date 
only and not subsequently and the Company shall not be required to reassess such determination by reference to 
any matter arising after the Effective Date which might otherwise change the outcome of such determination. 

Any exercise of residual discretion in relation to the determination of the amounts referred to in this Part C will be 
exercised in as similar manner as possible to that which has been exercised in setting the percentages of the Temporary 
Secondary Uplifts shown in Part D of this Schedule B.

PART D TEMPORARY SECONDARY UPLIFT

Following the application of any uplift in Asset Shares under Part B of this Schedule B, the resulting Asset Shares in 
respect of the Relevant Specimen GPR Policies shall be further uplifted by the amounts set out in the tables in this Part D 
of this Schedule corresponding to each Relevant Specimen GPR Policy as set out in those tables.
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The tables set out in this Part D of this Schedule have been calculated based on the following criteria.

Following the application of any uplift in Asset Shares under Part B of this Schedule B, the uplifts set out in the tables will 
result in Asset Shares in respect of the Relevant Specimen GPR Policies being further uplifted by amounts which have 
been determined by the Company so that after such uplift the following criteria are satisfied:

(i)  as at 31 December 2008, there is a 90% or greater chance as calculated by the Stochastic Model that for all 
Relevant Specimen GPR Policies (the Asset Shares of which are calculated in accordance with Schedule C)  
the	Relevant	Pension	will	be	at	least	95%	of	the	Original	Relevant	Pension;	

(ii)  as at 31 December 2008, the criteria for fairness stipulated by the Independent Actuary, and set out in the Initial 
Report	at	paragraphs	5.7(1),	5.7(2)	and	5.7(4)	to	(8),	have	been	met;	and

(iii)  as at 30 June 2009, the Value to Shareholders of the Company is not, in the opinion of the Company acting 
reasonably, likely to be increased as a result of the Scheme becoming effective.

For the avoidance of doubt: 

(a)  Asset Shares shall be calculated in accordance with the Asset Share Methodology subject to the modification to 
the	calculation	of	Asset	Share	set	out	therein	stated	to	be	effective	on	the	Effective	Date;	and

(b)  the determination made by the Company referred to in this Part D has been assessed as at 31 December 2008 or 
30 June 2009 as referred to above only and not subsequently and the Company shall not be required to reassess 
such determination by reference to any matter arising after those respective dates which might otherwise change 
the outcome of such determination. 
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1. PERSONAL PENSION PLAN POLICIES AND FREESTANDING AVC POLICIES 

1.1 Temporary Secondary Uplift for single premium policies not representing protected rights as a percentage of  
GPR Rights Value to be applied after the application of any Temporary Primary Uplift under Part B of this Schedule B.

Year of commencement

Stated 
Retirement 
Year

1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998

2020 105% 90% 96% 101% 101% 100% 98% 101% 101% 101% 88%

2021 86% 86% 90% 96% 97% 96% 94% 97% 98% 98% 92%

2022 77% 68% 79% 85% 86% 86% 82% 86% 87% 88% 88%

2023 75% 77% 75% 83% 86% 86% 82% 85% 87% 88% 84%

2024 71% 69% 74% 79% 83% 82% 77% 83% 83% 83% 77%

2025 67% 71% 73% 78% 79% 79% 76% 77% 78% 79% 65%

2026 56% 52% 63% 67% 71% 70% 64% 68% 68% 70% 61%

2027 50% 60% 58% 61% 63% 63% 60% 60% 59% 61% 51%

2028 48% 48% 48% 48% 50% 50% 48% 53% 53% 55% 51%

2029 45% 45% 45% 45% 45% 45% 45% 45% 45% 45% 45%

2030 45% 45% 45% 45% 45% 45% 45% 45% 45% 45% 45%

2031 44% 44% 44% 44% 44% 44% 44% 44% 44% 44% 44%

2032 41% 41% 41% 41% 41% 41% 41% 41% 41% 41% 41%

2033 38% 38% 38% 38% 38% 38% 38% 38% 38% 38% 38%

2034 35% 36% 36% 36% 36% 36% 36% 36% 36% 36% 36%

2035 or later 32% 32% 33% 33% 33% 33% 33% 33% 33% 33% 33%
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1.2 Temporary Secondary Uplift for single premium policies representing protected rights as a percentage of  
GPR Rights Value to be applied after the application of any Temporary Primary Uplift under Part B of this Schedule B.

Year of commencement

Stated 
Retirement 
Year

1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999

2020 94% 76% 78% 87% 100% 95% 82% 86% 86% 90% 80% 84%

2021 75% 74% 74% 78% 79% 80% 76% 80% 80% 79% 75% 75%

2022 63% 60% 70% 74% 75% 74% 70% 75% 75% 79% 70% 69%

2023 67% 63% 61% 68% 69% 67% 65% 69% 69% 69% 68% 69%

2024 57% 57% 60% 63% 64% 59% 59% 64% 66% 64% 57% 57%

2025 55% 58% 58% 58% 58% 58% 58% 58% 59% 58% 58% 58%

2026 52% 52% 52% 53% 54% 52% 53% 54% 55% 56% 54% 54%

2027 50% 50% 50% 52% 50% 50% 50% 50% 50% 50% 50% 50%

2028 48% 48% 49% 49% 49% 49% 49% 48% 48% 48% 48% 48%

2029 46% 46% 47% 47% 47% 47% 47% 46% 46% 46% 46% 46%

2030 46% 46% 46% 46% 46% 46% 46% 46% 46% 46% 46% 46%

2031 44% 44% 44% 44% 44% 44% 44% 44% 44% 44% 44% 44%

2032 41% 41% 41% 41% 41% 41% 41% 41% 41% 41% 41% 41%

2033 38% 38% 38% 38% 38% 38% 38% 38% 38% 38% 38% 38%

2034 35% 36% 36% 36% 36% 36% 36% 36% 36% 36% 36% 36%

2035 or later 32% 32% 33% 33% 33% 33% 33% 33% 33% 33% 33% 33%
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1.3 Temporary Secondary Uplift for regular premium policies as a percentage of GPR Rights Value to be applied after 
the application of any Temporary Primary Uplift under Part B of this Schedule B.

Year of commencement

Stated 
Retirement 
Year

1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998

2020 109% 89% 103% 119% 107% 107% 120% 108% 109% 109% 111%

2021 93% 87% 99% 103% 104% 103% 105% 105% 106% 106% 108%

2022 98% 90% 89% 93% 108% 109% 95% 97% 98% 98% 100%

2023 99% 80% 103% 107% 95% 110% 96% 98% 98% 114% 101%

2024 81% 77% 86% 91% 93% 104% 107% 96% 97% 98% 100%

2025 77% 77% 94% 98% 89% 89% 91% 92% 93% 95% 96%

2026 79% 79% 80% 87% 90% 91% 82% 83% 83% 85% 87%

2027 72% 72% 73% 73% 74% 75% 76% 77% 78% 79% 81%

2028 72% 72% 73% 73% 74% 75% 76% 77% 78% 79% 80%

2029 72% 72% 73% 73% 74% 75% 76% 77% 78% 79% 80%

2030 72% 72% 73% 73% 74% 75% 76% 77% 78% 79% 80%

2031 72% 72% 73% 73% 74% 75% 76% 76% 77% 78% 79%

2032 69% 70% 71% 71% 72% 73% 73% 74% 75% 76% 77%

2033 67% 68% 68% 69% 70% 70% 71% 72% 73% 74% 74%

2034 63% 65% 66% 66% 67% 68% 69% 70% 70% 71% 72%

2035 63% 65% 66% 66% 67% 68% 69% 70% 70% 71% 72%

2036 59% 61% 63% 66% 66% 67% 68% 69% 70% 71% 71%

2037 54% 56% 59% 61% 63% 64% 65% 66% 67% 67% 68%

2038 50% 52% 54% 56% 58% 60% 61% 62% 63% 64% 65%

2039 46% 48% 50% 51% 54% 55% 58% 59% 60% 61% 61%

2040 or later 42% 43% 45% 47% 49% 50% 53% 55% 56% 57% 58%
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2. SECTION 226 PENSION POLICIES 

2.1 Temporary Secondary Uplift for single premium policies as a percentage of GPR Rights Value to be applied after 
the application of any Temporary Primary Uplift under Part B of this Schedule B.

Year of commencement

Stated 
Retirement  
Year

1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998
1999  

or  
later

2020 88% 70% 107% 99% 90% 88% 90% 105% 90% 96% 101% 101% 100% 98% 101% 101% 101% 88% 86%

2021 67% 64% 80% 82% 86% 85% 86% 86% 86% 90% 96% 97% 96% 94% 97% 98% 98% 92% 92%

2022 63% 56% 83% 74% 69% 77% 77% 77% 68% 79% 85% 86% 86% 82% 86% 87% 88% 88% 88%

2023 56% 58% 81% 63% 79% 67% 75% 75% 77% 75% 83% 86% 86% 82% 85% 87% 88% 84% 84%

2024 57% 57% 63% 57% 65% 69% 70% 71% 69% 74% 79% 83% 82% 77% 83% 83% 83% 77% 77%

2025 69% 64% 59% 64% 61% 62% 65% 67% 71% 73% 78% 79% 79% 76% 77% 78% 79% 65% 65%

2026 58% 65% 56% 52% 55% 52% 56% 56% 52% 63% 67% 71% 70% 64% 68% 68% 70% 61% 63%

2027 50% 53% 50% 50% 50% 50% 50% 50% 60% 58% 61% 63% 63% 60% 60% 59% 61% 51% 51%

2028 47% 47% 48% 48% 48% 48% 48% 48% 48% 48% 48% 50% 50% 48% 53% 53% 55% 51% 50%

2029 44% 44% 45% 45% 45% 45% 45% 45% 45% 45% 45% 45% 45% 45% 45% 45% 45% 45% 45%

2030 44% 44% 45% 45% 45% 45% 45% 45% 45% 45% 45% 45% 45% 45% 45% 45% 45% 45% 45%

2031 41% 41% 42% 42% 43% 44% 44% 44% 44% 44% 44% 44% 44% 44% 44% 44% 44% 44% 44%

2032 38% 38% 39% 39% 40% 40% 41% 41% 41% 41% 41% 41% 41% 41% 41% 41% 41% 41% 41%

2033 35% 35% 36% 36% 37% 37% 38% 38% 38% 38% 38% 38% 38% 38% 38% 38% 38% 38% 38%

2034 32% 32% 33% 33% 34% 34% 35% 35% 36% 36% 36% 36% 36% 36% 36% 36% 36% 36% 36%

2035  
or later

30% 30% 30% 30% 31% 31% 32% 32% 32% 33% 33% 33% 33% 33% 33% 33% 33% 33% 33%
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2.2 Temporary Secondary Uplift for regular premium policies as a percentage of GPR Rights Value to be applied after 
the application of any Temporary Primary Uplift under Part B of this Schedule B.

Year of commencement

Stated 
Retirement  
Year

1981 1982 1983 1984 1985 1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998
1999  

or  
later

2020 101% 110% 110% 97% 92% 96% 97% 109% 89% 103% 119% 107% 107% 120% 108% 109% 109% 111% 112%

2021 78% 102% 101% 100% 97% 100% 93% 93% 87% 99% 103% 104% 103% 105% 105% 106% 106% 108% 108%

2022 80% 98% 84% 97% 93% 83% 98% 98% 90% 89% 93% 108% 109% 95% 97% 98% 98% 100% 102%

2023 72% 97% 97% 83% 79% 82% 84% 99% 80% 103% 107% 95% 110% 96% 98% 98% 114% 101% 102%

2024 73% 77% 78% 90% 75% 79% 81% 81% 77% 86% 91% 93% 104% 107% 96% 97% 98% 100% 101%

2025 74% 87% 75% 75% 76% 76% 88% 77% 77% 94% 98% 89% 89% 91% 92% 93% 95% 96% 98%

2026 76% 76% 77% 77% 78% 78% 78% 79% 79% 80% 87% 90% 91% 82% 83% 83% 85% 87% 89%

2027 67% 70% 70% 70% 71% 71% 71% 72% 72% 73% 73% 74% 75% 76% 77% 78% 79% 81% 83%

2028 67% 70% 70% 70% 71% 71% 71% 72% 72% 73% 73% 74% 75% 76% 77% 78% 79% 80% 80%

2029 67% 70% 70% 70% 71% 71% 71% 72% 72% 73% 73% 74% 75% 76% 77% 78% 79% 80% 80%

2030 64% 66% 68% 70% 71% 71% 71% 72% 72% 73% 73% 74% 75% 76% 77% 78% 79% 80% 80%

2031 61% 63% 64% 66% 68% 71% 71% 72% 72% 73% 73% 74% 75% 76% 76% 77% 78% 79% 79%

2032 57% 59% 61% 63% 65% 67% 69% 69% 70% 71% 71% 72% 73% 73% 74% 75% 76% 77% 77%

2033 54% 56% 57% 59% 61% 63% 65% 67% 68% 68% 69% 70% 70% 71% 72% 73% 74% 74% 74%

2034 51% 52% 54% 55% 57% 59% 61% 63% 65% 66% 66% 67% 68% 69% 70% 70% 71% 72% 72%

2035 51% 52% 54% 55% 57% 59% 61% 63% 65% 66% 66% 67% 68% 69% 70% 70% 71% 72% 72%

2036 47% 49% 50% 52% 53% 55% 57% 59% 61% 63% 66% 66% 67% 68% 69% 70% 71% 71% 71%

2037 44% 45% 46% 48% 49% 51% 53% 54% 56% 59% 61% 63% 64% 65% 66% 67% 67% 68% 68%

2038 40% 42% 43% 44% 46% 47% 49% 50% 52% 54% 56% 58% 60% 61% 62% 63% 64% 65% 65%

2039 37% 38% 39% 40% 42% 43% 45% 46% 48% 50% 51% 54% 55% 58% 59% 60% 61% 61% 61%

2040  
or later

34% 35% 36% 37% 38% 39% 41% 42% 43% 45% 47% 49% 50% 53% 55% 56% 57% 58% 58%
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3. SECTION 32 TRANSFER PLAN POLICIES 

 Temporary Secondary Uplift for single premium policies as a percentage of GPR Rights Value to be applied after 
the application of any Temporary Primary Uplift under Part B of this Schedule B.

Year of commencement

Stated 
Retirement 
Year

1986 1987 1988 1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999

2020 90% 89% 89% 87% 87% 88% 88% 87% 78% 79% 76% 87% 77% 77%

2021 79% 79% 78% 76% 76% 77% 77% 76% 76% 77% 76% 76% 76% 74%

2022 81% 80% 79% 78% 78% 78% 78% 78% 77% 78% 77% 77% 77% 65%

2023 78% 78% 77% 77% 76% 77% 77% 76% 76% 76% 74% 76% 76% 64%

2024 79% 80% 79% 77% 77% 77% 78% 76% 77% 78% 76% 76% 69% 63%

2025 78% 79% 79% 76% 75% 76% 77% 75% 76% 77% 75% 75% 67% 67%

2026 79% 80% 79% 77% 77% 77% 78% 76% 78% 78% 76% 76% 76% 65%

2027 79% 80% 79% 77% 76% 77% 79% 77% 78% 79% 77% 76% 76% 76%

2028 78% 78% 78% 76% 75% 77% 79% 76% 77% 78% 76% 75% 75% 75%

2029 80% 80% 80% 77% 71% 78% 80% 76% 79% 81% 71% 76% 67% 67%

2030 70% 70% 72% 68% 66% 67% 71% 67% 69% 71% 67% 67% 67% 67%

2031 60% 60% 60% 60% 60% 63% 65% 62% 64% 66% 62% 61% 61% 61%

2032 51% 52% 52% 52% 52% 53% 53% 54% 57% 58% 53% 53% 53% 53%

2033 46% 47% 48% 48% 45% 47% 53% 48% 51% 53% 47% 48% 48% 37%

2034 40% 40% 41% 41% 41% 41% 41% 36% 40% 44% 36% 35% 35% 35%

2035 or later 30% 31% 31% 32% 32% 32% 32% 32% 32% 32% 32% 32% 32% 32%
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SCHEDULE C
ASSET SHARE METHODOLOGY

The Asset Share for a Relevant Specimen GPR Policy from time to time is the amount derived, as prescribed in the 
Company’s PPFM, by:

	 •	 	accumulating	the	premiums	paid	at	the	rate	of	return	earned	on	the	assets	attributed	from	time	to	time	to	that	
Relevant	Specimen	GPR	Policy;

	 •	 	deducting	all	expenses,	including	taxes,	attributable	to	the	sale	and	subsequent	management	of	that	Relevant	
Specimen	GPR	Policy;

	 •	 	subject	to	clause	4.6	in	respect	of	charges	for	the	Cost	of	Capital,	deducting	appropriate	amounts	to	cover,	in	
full	or	in	part,	the	charge	for	the	Cost	of	Capital;

	 •	 	adding	or	deducting	any	differences	between	the	amounts	paid	on	early	termination	of	policies	and	the	
estimated	Asset	Shares	of	those	policies	at	that	time	(only	for	years	prior	to	2002);

	 •	 	subject	to	clause	4.6	in	respect	of	charges	for	Guarantees,	deducting	appropriate	amounts	to	cover,	in	full	or	in	
part, the charge for Guarantees provided to Policyholders where these either are or have a chance of being in 
excess	of	the	Asset	Share;

	 •	 	subject	to	clause	4.9,	adding	or	deducting	some	of	the	business	profits	or	losses	which	the	Company	
determines	should	be	attributed	to	that	Relevant	Specimen	GPR	Policy;	

	 •	 deducting	the	shareholder’s	share	of	bonuses	added	to	that	Relevant	Specimen	GPR	Policy;	and

	 •	 	deducting	any	amounts	to	cover	the	cost	of	payments	on	death	which	are	in	excess	of	the	amounts	calculated	
in accordance with the foregoing.

Upon and with effect from the Effective Date, the charge for Guarantees or the Cost of Capital or both will be made in 
accordance with clause 4.6.

Upon and with effect from the Effective Date, the manner in which the Company determines business profits or losses to 
be attributed to the Relevant Specimen GPR Policy shall be in accordance with clause 4.9.
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SCHEDULE D
GPR RIGHTS VALUE METHODOLOGY

The GPR Rights Value of any Relevant Specimen GPR Policy shall be calculated using the method and assumptions that 
the Company used to calculate the realistic reserves for guaranteed annuity options for the purposes of the Company’s 
return to the FSA as at that year end or half-year end (as set out in paragraph 6 of Appendix 9.4A of those returns) as at 
31 December 2008.



106 107

SCHEDULE E
VALUE TO SHAREHOLDERS

The Value to Shareholders shall be calculated in accordance with the table and equation below, where the actual figures 
to be used have been approved by the Independent Actuary and the With Profits Actuary.

Value Variable 

Net shareholder assets A

Present value of shareholder’s share of future profits on with-profits policies B

Average expected future shareholder contribution to policy payouts in adverse 
economic scenarios 

C

Average expected future shareholder contribution to policy payouts in other  
adverse scenarios

D

Cost of Capital E

Change in value of derivative protection (this may be a positive or negative figure) F

Other (this may be a positive or negative figure) G

Value to Shareholders = A+B-C-D-E+F+G
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Part D - Notice of the Scheme Meeting
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Notice of the Scheme Meeting

IN THE MATTER OF

PHOENIX & LONDON ASSURANCE LIMITED

AND

IN THE MATTER OF THE COMPANIES ACT 2006

NOTICE IS HEREBY GIVEN that, by an order dated 29 July 2009 made in the above matters, the Court has directed a 
meeting to be convened of Included Policyholders (as defined in the explanatory statement accompanying this notice) for 
the purpose of considering and, if thought fit, approving (with or without modification) a scheme of arrangement pursuant 
to Section 899 of the Companies Act 2006 proposed to be made between Phoenix & London Assurance Limited (the 
‘Company’) and its Included Policyholders (as defined therein) and that such meeting be held at Barber-Surgeons’ 
Hall, Monkwell Square, Wood Street, London, EC2Y 5BL on 11 November 2009 at 10.00am at which place and time all 
Included Policyholders are invited to attend.

A copy of the said scheme of arrangement and a copy of the statement required to be furnished pursuant to Section 897 
of the Companies Act 2006 are incorporated in the document of which this notice forms part.

Included Policyholders may vote in person at the meeting or they may appoint another person as their proxy to 
attend and vote in their stead. A proxy need not be a policyholder of the Company. A Decision Form for use at 
the meeting is enclosed with this notice. Completion of the voting part of the Decision Form will not preclude an 
Included Policyholder from attending and voting at the meeting.

It is requested that Decision Forms be lodged with the Company c/o Computershare, The Pavilions, Bridgwater Road, 
Bristol BS99 6AT either by post or by hand only by 10.00am on 9 November 2009.

Entitlement to attend and vote at the meeting (and any adjourned meeting) and the number of votes which may be cast 
at the meeting (and any adjourned meeting) will be determined by reference to the records of the Company as at 11 
November 2009. By the said order, the Court has appointed Michael Robert Kipling or, failing him, Michael John Merrick 
or, failing him, David Huntley, to act as Chairman of the meeting and has directed the Chairman to report the result of the 
meeting to the Court.

The said scheme of arrangement will be subject to the subsequent sanction of the Court.

1 September 2009

Lovells LLP 
Atlantic House 
Holborn Viaduct 
London  
EC1A 2FG.

Solicitors for the Company

IN THE HIGH COURT OF JUSTICE NO. 15811/09

CHANCERY DIVISION

COMPANIES COURT

MR JUSTICE MANN
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Phoenix & London Assurance Limited is authorised and regulated by the Financial Services Authority. 

Phoenix & London Assurance Limited is registered in England No. 894616 

Registered Office: 1 Wythall Green Way, Wythall, Birmingham B47 6WG 

www.phoenixlifegroup.co.uk 

Any more questions? 

Please call our dedicated telephone helpline on 

0845 601 0029 
or visit www.phoenixlifegroup.co.uk/individual 

Lines are open Monday to Friday 9am to 5pm. 

Low call rates apply although costs can vary between telecom providers.  
If you are calling from overseas please call +44 (0)151 255 5107.  
Calls may be monitored or recorded.
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