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What the brochure promised

Royal London has taken mutuality to a new level. Since 2016, all new unit-linked pension plans
come with a ProfitShare account, effectively turning the plan into a form of with-profits, but
without the guarantees and smoothing that policyholders do not seem to value. What was
particularly striking about Royal London’s move was the extension of ProfitShare accounts to a
large part of the unit-linked back book. This case study will tell the story of this significant
development and also describe the challenges encountered in the independent review of the
proposals that was required.
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Agenda

• Mutuality under the Regulatory spotlight

• Mutual Capital Fund vs ProfitShare Accounts

• The development journey

• The role of the IE

• Putting it into practice
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Mutuality in action

BATH

Mutual principle : inter-generation transfer of surplus

Current
Generation

Previous
Generations

Next
Generation

What happens to the ‘surplus’ when there isn’t a next 
generation of WP policyholders?

FCA view (supported by their legal advice): CLOSE!
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Key FCA Handbook section
Ceasing to effect new contracts of insurance in a with-profits fund

COBS 20.2.54 R A firm will be taken to have ceased to effect new contracts of insurance in a with-profits fund:

• (1) when any decision by the governing body to cease to effect new contracts of insurance takes effect; or

• (2) where no such decision is made, when the firm is no longer:

– (a) actively seeking to effect new contracts of insurance in that fund; or

– (b) effecting new contracts of insurance in that fund, except by increment; or

• (3) if the firm:
(a) (i) is no longer effecting a material volume of with-profits policies (other than by reinsurance) into the with-profits fund; or

(ii) is ceding by way of reinsurance most or all of the new with-profits policies which it continues to effect; and

(b) cannot demonstrate that it will treat with-profits policyholders fairly if it does not cease to effect new contracts of insurance.

COBS 20.2.53 R A firm must:

• (1) inform the appropriate regulator and its with-profits policyholders within 28 days; and

• (2) submit a run-off plan to the appropriate regulator as soon as reasonably practicable and, in any event, within three months;

of first ceasing to effect new contracts of insurance in a with-profits fund.

3 November 2016 5

Highlighting is ours for emphasis



Big decision…

Why not just close and
give the surplus away?

Staying open and continuing to sell profitable policies is 
better for our policyholders in the long-run

The Directors have a duty to pursue suitable sustainable options
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Possible viable alternatives

Two options

Mutual Capital 
Fund

ProfitShare 
Accounts
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How an MCF might work

Single Common Fund
All Subject to COBS 20.2 Constraints

Open 
WP 
Fund

Closed 
WP 
Fund

MCF

WP
enhancement

Surplus

Free from constraints

Offer to 
policyholders
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Disconnected membership
MembersCurrently 

Share in 
Profits

WP
Unit-linked 

pension 
policyholders

Of our 700,000 members only 250,000 share in our profits.
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Reconnected membership - ProfitShare
MembersCurrently 

Share in 
Profits

WP
Unit-linked 

pension 
policyholders

Add ProfitShare to the new unit-linked pension policies 
and to the unit-linked pension policies taken out since mid-2001.

103 November 2016

Unit-linked 
pension 

policyholders



How much?

• Our pensions policies typically have charges of 0.35%pa - 0.75%pa.

• We believe we can generate profits each year that would enable us to give 
0.15% - 0.25% back to policyholders. 

• We’ll do so by adding extra units.

• We’ll only make those additions if we
a) make sufficient profits, and

b) are sufficiently strong to afford them.

• We can’t guarantee them in advance, but, once allocated, we won’t remove 
the extra units.
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Is this fair to the existing WP policyholders?

• We were very careful to ensure that we did this WITHOUT harming the interests 
of the existing WP policyholders.

• Our With Profits Committee commissioned an Independent Expert to review our 
plans.

• The Regulators followed the development and the results of the Independent 
Expert’s review.
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The development journey (1)

• This was a long journey with a lot of twists and turns along the way.

• The process started back in 2007 with Project Chrysalis.

• This was followed by a series of FSA Dear CEO letters from 2009-2011.

• The legal analysis was crucial in this and quite contentious.
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The development journey (2)

• Royal London decided that ProfitShare was the way forward in September 2012.

• We fed our thoughts into CP12/38 then studied PS14/5 carefully.

• On 8th May 2014 we agreed a number of key principles with the FCA.

• Key to this was enlisting the help of an Independent Expert to assess fairness.
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The Independent Expert Terms of Reference
• David Murray was appointed by WPC, but with report going to regulators as well

• ToR set in light of FCA PS14/5, with scope divided into:

– Analysis that is needed by the WPC and the Board, (under Chapter 20.2 of the FCA's Conduct of 
Business Sourcebook (COBS)), to support a decision to implement the Proposition; and

– Additional analysis that, whilst not formally required by COBS 20.2, will assist the WPC and the 
Board in deciding whether implementation of the Proposition is consistent with RLM's other 
obligations, including its requirement to treat all RLM policyholders fairly.

• The WPC were of the view that the current generation of with profits policyholders should have no 
expectation of inheriting the estate of RLM where a viable and fair route existed to maintain the mutual 
company as a going concern.

• The WPC were also of the view that the Member Accounts Proposition represented such a viable and 
fair route.
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The IE Terms of Reference – COBS 20.2 matters
• Analyse whether the new category of policies which will incorporate Member Accounts will be ‘with profits 

policies’ for the purposes of the FCA’s rules, including whether the Proposition reflects the provision of a benefit 
which is, in his opinion, material (and not, as set out in the FSA's 13/10/2009 Dear CEO Letter, "illusory or not 
of a material kind").

• Analyse (for the purposes of COBS 20.2.28), whether the introduction of Member Accounts in line with the Proposition 
is likely to have no adverse effect on the interests of with-profits policyholders whose 
policies are written into the RLM Main Fund.  For the purposes of his analysis, the Independent Expert should have 
regard to relevant factors, including those specified in COBS 20.2.28, 28A and 29 , legal advice as described above, 
the factors listed under 4. below and the Committee’s views above.

• Analyse (for the purposes of COBS 20.2.28A), whether new policies incorporating Member Accounts are likely to 
be financially self-supporting over the periods during which they are expected to remain in force and are 
likely to add sufficient value to the RLM Main Fund to offset the cost of acquiring the business and any associated 
cost of capital arising from the business.
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The IE Terms of Reference – other matters (excerpts)
• Assess the extent to which the general premise of the Proposition and the proposed associated financial benefits 

would fit within the Treating Customers Fairly regime.  In particular, the IE will consider, inter alia:

a) The differences in terms between the new member account policies and the existing with-profits products;

b) The relationship between the expected distributions to member accounts and the expected profits generated by 
those policies;

c) The impact on existing with-profits policyholders of distributing part of those expected profits to member account 
policies;

d) The likely distribution strategy to be adopted for both the new member account policies and the existing with-
profits policyholders on a range of scenarios and sensitivities; and

e) the existing legal opinions obtained by RLM and the FCA and the differences between those opinions, to 
the extent that the Independent Expert considers that those differences (i) have not been satisfactorily 
addressed, having taken account of any further legal advice obtained by him; and (ii) are relevant to the 
introduction of the Proposition.
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• The IE will specify, as soon as possible, the tests he would like to apply, the 
range of projection scenarios and assumptions, and the range of sensitivity 
testing, that he would like to consider to enable him to formulate his views on 
the proposals, and this information will be shared with the FCA when available.



The IE Terms of Reference – other matters (excerpts)

• Assess the proposed internal governance structures of RLM as they will apply to the Proposal, in 
particular whether they are robust and designed to ensure fair treatment of all classes of policyholder.

• Assess the appropriateness of RLM’s plans to communicate and involve policyholders in 
developing and implementing the Proposal.  

• Assess also the draft marketing material to be used to support the Proposal, in particular, considering 
the explanation of participation features, having regard to the risk of consumer confusion and 
the risk of mis-selling arising from that material.

• At a high level, consider and comment on RLM’s analysis of whether the interests of members and/or 
with-profits policyholders of RLM may be better served via an alternative approach to Project 
Chrysalis, such as the creation of a Mutual Members’ Fund as per PS14/15.
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The IE’s analysis – some key considerations
• Are the new ProfitShare policies “with-profits policies”?

– Materiality of impact on individual policies and also on fund as a whole

• “Business Case” to justify the Existing Business Proposal
– Materiality of lapse & re-enter risk and consequential brand impact

• Financial analysis of the Proposal
– “no adverse effect” on the interests of existing WP policyholders

– Central scenario

– Closure and run-off scenario

– Historic Comparator scenario
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FOLLOWING FCA 
NON-OBJECTION

WE WENT 
PUBLIC
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Positive reaction 
from the Press

MAILED WP 
CUSTOMERS
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ILLUSTRATIVE 
BENEFITS

CREATIVE 
INPUT
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Business performance since and final reflections

• In 2016 Royal London has achieved record levels of new business.

• And the new “low for longer” post-Brexit economic conditions have begun to bite.

• We are having a lively debate at Board and WPC about the level of ProfitShare!

• This was a long and crucial development for Royal London.

• The alternatives were potentially very negative for RL and the wider market.

• We were only successful as a result of a strong, challenging and effective 
relationship between the business and the IE.
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The views expressed in this presentation are those of invited contributors and not necessarily those of the IFoA. The IFoA do not endorse any of the views 
stated, nor any claims or representations made in this presentation and accept no responsibility or liability to any person for loss or damage suffered as a 
consequence of their placing reliance upon any view, claim or representation made in this presentation. 

The information and expressions of opinion contained in this publication are not intended to be a comprehensive study, nor to provide actuarial advice or advice 
of any nature and should not be treated as a substitute for specific advice concerning individual situations. On no account may any part of this presentation be 
reproduced without the written permission of the IFoA, Royal London or Deloitte.

Questions Comments
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