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You work as a qualified actuary for ABC Consulting Limited.   Your boss has been advising one 
of ABC’s clients, Aardvark Limited, in relation to setting up a Save As You Earn share scheme 
(SAYE) for all its employees.  The details of the scheme have been approved by Rebecca Scott, 
the head of the Personnel and Human Resources department at Aardvark, and she has asked 
ABC to give a presentation to the Human Resources team at Aardvark to explain how the 
scheme works. 
 
The Human Resources team contains individuals from various backgrounds, and includes some 
recent joiners who are new trainees.   
 
Your boss, Jonathan, has given you the following instructions: 
 
 
Rob 
 
As you know the HR team at Aardvark consists of people from various backgrounds. Some of 
them will not understand the basic details of SAYE schemes and most of them will not know the 
precise detail of the scheme Rebecca has agreed.  They will not have mathematical backgrounds 
so you will have to go through the numbers very carefully.  They will also be responsible for 
answering questions from employees about the scheme. 
 
I’d like you to present to the HR team to give them some background and an explanation of how 
the Aardvark SAYE share scheme will work.  You should set out the costs and the benefits of the 
scheme.  You should let them know how Aardvark’s share price has varied in the recent past, 
and you should draw out how the returns on the Aardvark scheme might compare to interest 
obtained from a regular savings account. 
 
Rebecca also really liked the illustrations we provided her based on an employee paying £100 a 
month, showing the total employee costs and possible outcomes based on a future share price of 
both £4 and £6, and she has specifically asked you to include these in your presentation.   
 
Rebecca has also said you should assume the share price on 1 December 2015 is £5.20. 
 
Your slot is for 12:20 pm and I know the HR team have a break for lunch at 12:30 pm.  They 
also have further presentations at 1 pm from Aardvark’s lawyers.  Please make sure you don’t 
go over the ten minutes allocated for your slot. 
 
Regards 
Jonathan 
 
Prepare your presentation lasting no longer than 10 minutes. 
 
 
  



 

 CA3 Paper 2, November 2015–3 

In order to assist you in your presentation, Jonathan has arranged for a junior actuarial student to 
provide you with some further information.  This is provided below together with the figures 
used when ABC were in the final stages of providing Rebecca with possible design options for 
the SAYE scheme. 
 
Background on Aardvark Limited SAYE scheme 
 
Aardvark want to introduce a SAYE scheme because they wish to align the remuneration of 
employees with the fortunes of the Company to a greater degree.  Recently they have been 
experiencing above industry average levels of employees leaving and they wish to address the 
employee turnover issue by introducing a longer term incentive for employees to remain with 
the Company.   
 
Aardvark also feel their compensation and reward package is less generous than that of their 
local competitors, who have had SAYE schemes for several years.  Some people who have left 
Aardvark have gone on to make big sums of money from the SAYE schemes operated by 
Aardvark’s competitors and word is catching on! 
 
How the SAYE scheme works 
 
First of all, the SAYE share scheme is voluntary – it is offered to all staff but they do not have to 
join.  The scheme will run for 3 years from 1 December 2015 to 1 December 2018.  Employees 
can elect to pay between £10 and £250 a month and they must continue to make payments at 
their initially selected level for the remainder of the 3 year period.  Payments are deducted at the 
start of a month directly by payroll.   
 
At the end of the 3 year period, an employee will have built up a SAYE accumulated fund 
calculated as the sum of: 
 
1. the employee’s monthly amount  36; PLUS 

 
2. an additionally credited guaranteed bonus contribution equivalent to 2 months’ worth of 

contributions determined at the level of the employee’s regular monthly contribution. 
 
If an employee leaves before the 3 years is up, the member just gets the value of their payments 
returned – no bonus is payable, nor is there any option to purchase shares. 
 
At the end of 3 years, an employee has two options with his or her accumulated fund: 
 
Option A: to use the accumulated fund (including the 2 months’ bonus payments) and convert it 
into a number of shares based on the price at 1 December 2015 discounted at 20%, with the 
option to then sell at the share price on 1 December 2018; or 
 
Option B: to take the accumulated SAYE fund value (including the 2 months’ bonus 
payments). 
 
In more detail, we have: 
 

Option A 
 
The number of shares is effectively pre-determined at outset based on the employee’s 
selected contribution level. 
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The formula for the number of shares purchased is: ([36 +2]  C) / (P * 0.8), where C is 
the monthly amount paid by the employee and P is the share price at 1 December 2015.  
The number of shares purchased is rounded down to an integer number. 
 
In effect, employees are able to buy and then sell Aardvark shares in 2018 based on a 
20% discount to their price on 1 December 2015: employees effectively get the benefit 
of the 20% discount, the 2 months’ bonus contributions and any growth in share price 
between December 2015 and December 2018. 
 
For instance, based on an assumed Aardvark share price of £5.20 on 1 December 2015, 
employees are buying shares based on a price of 5.20  (1  0.20) = £4.16.  So, for an 
employee contributing £50 a month, the number of shares purchased  
= ({36 + 2}  50) / 4.16 = 456.73, rounded down to 456 shares.  If the share price is then 
£8 at 1 December 2018, an employee could sell the 456 shares for £3,648 – quite a 
handsome profit! 
 
Option B 

 
To simply take the value of the accumulated fund of money.  This is just the  
({36 + 2}  50) part of option A, which gives £1,900. 

 
Which is best out of Option A and Option B obviously depends on the level of the share price at 
1 December 2018.  If it is above the discounted value on 1 December 2015, Option A will be 
better.  If not, Option B will be better.  This is what you should illustrate for the HR team. 
 
Comparison with a savings account 
 
Some of the HR people will probably be wondering why employees would bother joining the 
SAYE share scheme if they have to commit to payments for 3 years and the ultimate share price 
is unknown and it might be lower than it is now.  Some of the HR people, and many employees, 
will be aware that the Aardvark share price has been volatile over the last 15 years as a result of 
the financial crisis in 2008 and also some volatile trading results.  The following information 
should illustrate the point: 
 
Aardvark Limited’s share price has been as follows at 1 December: 

Year Share Price (£) 
2000 1.25 
2001 1.46 
2002 1.99 
2003 2.23 
2004 6.58 
2005 8.42 
2006 6.55 
2007 7.56 
2008 4.27 
2009 5.69 
2010 3.45 
2011 4.07 
2012 6.38 
2013 7.63 
2014 5.65 
2015 5.20 assumed 
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You should also draw attention to how the potential returns from the SAYE scheme compare to 
what would happen if a member were to simply invest the monthly payments into a savings 
account. 
 
For the comparison with the savings account, the following should be helpful:   

@ 3.75% p.a. = 3.176802. 
  
You should ignore the impact of taxation and share selling costs – Rebecca says these are details 
for another day.  Also, ignore the impact of people dying or retiring or being made redundant 
before the 3 years is up – special provisions apply here which can be covered later. 
 

 
END OF PAPER 

 


