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Section 1: Introduction
1.

2.

This Annex sets out:


the methodology and assumptions used to determine the Relative Loss or
Relative Gain for Equitable Life policies that satisfy the eligibility criteria for
inclusion within the Equitable Life Payment Scheme (“the Scheme”);



how those losses and gains are offset for each policyholder; and



after allowing for the proportion of losses to be paid (as set out in Chapter 2 of
the Scheme), the application of the de minimis amount.

There is a section describing the methodology for each of the three main product
groups:


Accumulating With-Profits;



Conventional With-Profits;



With-Profits Annuities.

3.

Further sections cover Group schemes, the approach to Offsetting and de minimis;
Equitable Life Compensation Schemes, Assumptions and the Glossary.

4.

References are made to a number of source documents as follows:


Equitable Life Payments Scheme: achieving a fair allocation and order of
payments, dated 21 January 2011 (the report of the Independent Commission
on Equitable Life Payments); references are of the form IC E3.7 denoting
appendix E3, paragraph 7 of that report;



Actuarial Advice to the Independent Commission on Equitable Life payments
dated 20 January 2011 (the report of Towers Watson to the Independent
Commission); references are of the form AAIC 3.2 denoting paragraph 3.2 of
that report;



Advice to Government in relation to the proposed Equitable Life payment
scheme dated July 2010 (the report of Sir John Chadwick); references are of
the form SJC 10.8 denoting paragraph 10.8 of that report;



Equitable Life Payment Scheme Advice to Government Actuarial Advice to Sir
John Chadwick dated 14 July 2010 (the report of Towers Watson to Sir John
Chadwick); references are of the form AASJC 123 denoting paragraph 123 of
that advice.
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5.

6.

There are a number of features that are common to some or all of the types of
business covered in the following sections:


Except where the context otherwise requires, references to loss or Relative
Loss should be taken to include references to gain or Relative Gain: losses
and gains arise from the same calculation, the loss being a positive amount
and the gain a negative amount.



A claim on a policy is any event giving rise to a payment under the policy. This
can be payment of the full policy value, at which point the policy is terminated,
or a partial claim such as an income payment on a Bond or Managed Annuity,
and the policy remains in-force. A claim also includes any switch from withprofits investments into unit-linked investments, where this is allowed by the
policy‟s terms and conditions.



The Equitable Life policy records use the concept of a „coverage‟ to represent
the premiums paid and benefits receivable for distinct parts of a policy.
Throughout this Annex, the terms „policy‟ and „coverage‟ are generally used
interchangeably except where the context otherwise requires.



For certain Pensions Business policies where premiums are paid net of tax by
the policyholder, the benefits under the policy are based on the gross premium
(i.e. including tax relief). In such cases, the calculations of Relative Loss are
based on gross premiums, consistent with the calculation of benefits under the
original policy.
There are a number of policies which require further investigation because of
inconsistencies or omissions in the available data or because of unusual features.
The Relative Loss or Gain for these policies will be determined as far as possible
using methods consistent with the Scheme.
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Section 2: Accumulating With Profits
Policies
2.1

Introduction to AWP Calculations
7.

This section provides details of the calculation of losses and gains which have been
incurred on Accumulating With-Profits (“AWP”) policies.

8.

Group scheme policies are covered by this section as they are AWP in structure.
They are, however, subject to certain specific variations which are noted in the
section specific to Group scheme policies.

9.

The policy values used to determine Relative Loss or Relative Gain are based on the
payments into and out of the policy between the 1 September 1992 (the Start Date)
and 31 December 2000 (the Close Date) inclusive, and exclude any premiums paid
after the Close Date, except as detailed in paragraph 64. Where those later premiums
are included in the policy value calculations, they are included for the purposes of
determining if the minimum guaranteed amount applies, or not.

10.

For AWP policies which became claims between 1 January 1993 and 31 December
2009 (the End Date) inclusive, the Relative Loss or Relative Gain is determined as
the difference between two claim payments; one for the Comparator, a notional
competitor of Equitable Life, whose performance is based on that of a sample of other
companies, and one equal to the amount actually paid by Equitable Life on the
terminated policy. This difference is then accumulated to the End Date at a fixed rate
of interest (the Accumulation Rate).

11.

For policies that were still in-force at the End Date, the Relative Loss or Relative Gain
consists of the difference between two policy values as at the End Date: one for the
Comparator and one based on their existing policy. The Comparator policy value is
determined using the assumed performance of the Comparator and the existing
policy value is based on Equitable Life‟s performance.

Eligibility
12.

1

In order to be eligible under the Scheme, an AWP policy must have either
commenced in the period 1 September 1992 to 31 December 2000 inclusive1 or,

And not become a claim prior to 1 January 1993
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having commenced prior to 1 September 1992, had premiums paid in to the withprofits fund in the period 1 January 1993 to 31 December 2000 inclusive.2
13.

Policies which were terminated as cooled off or voided are excluded as detailed in
paragraph 89.

2.2 Products included
14.

The AWP Life Business and Pensions Business groups comprise:
Life Business:


Bond (BND)



Personal Investment Plan (PIP)



School Fee Trust Plan (SF)



Regular Savings Plan (RSP)



Flexible Protection Plan (FPP)



Health Product (HTH)

Pensions Business:

2

SJC 4.52



Personal Pension Plan (PPP)



Retirement Annuity (RA)



Individual Pension Plan (IPP)



Group (GR)



Managed Pension (MAN)



Transfer Plan (TP)



Deferred Hancock Annuity(DHA)



Free Standing AVC (FSA)



Wind Up (WU)



School Fee Trust Plan (SF)
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Note that School Fee Trust Plan policies can be both Life Business and Pensions
Business.

2.3 Claim types
Contractual and Non-contractual Claims
15.

The calculation of the Relative Loss or Relative Gain differs between contractual and
non-contractual claims. The following rules governing which claims are contractual
and which are non-contractual are those that apply to most policies, the exceptions
being those where Equitable Life has paid claims on an alternative basis. The
treatment of the exceptions is covered in sub-sections 2.9 and 2.10 below.


All deaths, maturities and critical illness claims are treated as contractual
claims;



For other claims, the following rules are used;


School Fee Trust Plan policy claims are all contractual;



Personal Pension Plan claims are all non-contractual;



Bonds and Regular Savings Plans that terminate on the 5th policy
anniversary or any subsequent policy anniversary are contractual claims.
Claims at all other times are non-contractual claims;



Flexible Protection Plan surrenders on the expected maturity date are
considered contractual claims;



All other claims are treated as non-contractual claims.

2.4

Calculation Process

16.

There are some policies where there is incomplete or inconsistent data.3 The
treatment of such cases is given in sub-sections 2.9 and 2.10 below.

Loss Calculation Period
17.

3

IC E3.8

The Loss Calculation Period for AWP business is from 1 September 1992 (the Start
Date) to 31 December 2000 (the Close Date), inclusive. A Relative Loss is only
calculated in respect of premiums which were paid into the policy within the Loss
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Calculation Period. Premium data are unavailable prior to 31 December 1992 and so,
for policies which commenced before 1 September 1992, premiums paid before 31
December 1992 are not included in the Relative Loss calculation.

Contractual Claims
18.

The Equitable Life Policy Value on a contractual claim is the greater of


the Equitable Life policy value Ge + Re + Fe and



the Equitable Life guaranteed value Ge + Re,

where
Ge is the guaranteed fund value before any annual bonus additions for the Equitable Life
policy;
Re is the annual bonus additions to Ge for the Equitable Life policy; and
Fe is the final bonus (if any) added at claim for the Equitable Life policy (Fe can be
negative).
19.

The Comparator Policy Value on a contractual claim is similarly the greater of


The Comparator policy value Gc + Rc + Fc and



The Comparator guaranteed value Gc + Rc,

where
Gc is the guaranteed fund value before any annual bonus additions for the Comparator
policy;
Rc is the annual bonus additions to Gc for the Comparator policy; and
Fc is the final bonus (if any) added at claim for the Comparator policy (Fc can be
negative).
Non-Contractual Claims
20.

There may be a Market Value Adjustment (“MVA”) when a policy is terminated in
circumstances where the policy terms and conditions do not provide that the minimum
claim value is the guaranteed policy value.

21.

The Equitable Life Policy Value is the actual payout allowing for any deduction that
was applied.

22.

To determine the Comparator Policy Value on a non-contractual claim the policy
value is calculated twice, once using the Comparator Smoothed Returns and
secondly using the Comparator Unsmoothed Returns, and the lower value is taken.
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This is intended to result in a value that approximates to the amount the Comparator
might have paid net of any deductions such as an MVA.
Policies In-force at 31 December 2009
23.

The Equitable Life Policy Value for policies that are in-force at 31 December 2009 is
calculated in a similar way to non-contractual claims.4 It is equal to the Last Declared
Total Value (“LDTV”) for the policy at the End Date, less the MVA then applicable. As
Equitable Life used different values for policies which remained in-force and those
which had become claims between the end of the year and the date on which the
LDTV was calculated, the LDTV for any policy which became a claim subsequent to
the End Date was re-calculated on the basis used for in-force policies.

24.

The Comparator Policy Value is determined as if the policy had become a noncontractual claim on the End Date. This reflects the underlying value of the policy and
avoids any distortions that may be introduced because of smoothing methodology
differences between Equitable Life and the Comparator.5

Relative Loss and Relative Gain
25.

The Relative Loss is the difference between the Comparator Policy Value and the
Equitable Life Policy Value,6 if positive. If this difference is negative then it is a
Relative Gain.

26.

For policies that are not in-force at 31 December 2009, the Relative Loss or Relative
Gain is calculated at the date of claim and then this amount is accumulated to 31
December 2009 at the Accumulation Rate.7

Policies purchased in currencies other than Sterling
27.

For policies purchased in a foreign currency, Relative Losses and Relative Gains are
calculated in the currency of purchase and then converted into Sterling using the
exchange rates applicable at 31 December 2009. The amount(s) so calculated will
then be paid to the policyholder in either Euros or US Dollars, as appropriate, using
the exchange rate at the date of payment. There are a small number of policyholders
with policies which are denominated in more than one currency, one of which is
Sterling. For these policyholders, the total payment amount due across all of their
policies is paid in Sterling.

28.

The calculations use the same methodology and the same rates of Comparator return

4

IC E3.20
IC E3.20
6
IC E3.17
7
IC E3.21
5
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and Comparator expense as UK policies.8

2.5 Payments In and Out of the Comparator Policy
29.

It is assumed that all payments into and out of the Comparator Policy exactly match in
timing and amount the payments into and out of the Equitable Life policy.

30.

„Relevant Payments‟ means those payments into and out of the policy as shown in
paragraphs 32 and 34.

31.

The Comparator Policy Value is determined by accumulating the Relevant Payments
(and, as required, other payments as detailed in paragraph 64) to the Claim Date, or
End Date as appropriate.

Payments In included in the Comparator Policy Value calculations
32.

The payments in that are included in the Comparator Policy Value calculations are:


Premiums paid within the Loss Calculation Period (including the amounts
treated as premiums as set out in sub-section 2.9);



Compensation payments to the extent described in Section 7;



All other amounts paid within the Loss Calculation Period which contribute to
the policy value excluding the amounts shown in paragraph 33.

Payments In not included in the Comparator Policy Value calculations
33.

8
9

The payments in that are not included in the Comparator Policy Value calculations
are:

IC E3.22
IC E3.26
IC E3.27
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GAR and Non GAR Uplifts. These are not included for the Comparator as
these were payments made to Equitable Life policyholders to compensate
them for foregoing their Guaranteed Annuity Rates (“GARs”);9



Compensation payments excluded in accordance with Section 7;10



End of year enhancements were effectively a rebate of the initial premium
charges. It is assumed that the Comparator would not have reduced the initial
premium charge below the contractual level in the product terms and the
enhancements are therefore not included in the Comparator Policy Value
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Payments Out included in the Comparator Policy Value calculations
34.

Payments out included in the Comparator Policy Value calculations are all payments
made out of the policy between the Start Date and End Date inclusive which were in
respect of the amounts paid into the policy in accordance with paragraph 32.

2.6

Equitable Life Policy Values

35.

For policies that are in-force at the End Date, the Equitable Life Policy Value is all or
part of the LDTV of the policy as at 31 December 2009. For policies which
commenced prior to the Start Date it is the part of the LDTV in respect of the Relevant
Payments only. For policies which commenced on or after the Start Date, it is the
whole of the LDTV.

36.

For policies which commenced prior to the Start Date and became claims on or
before the End Date it is the part of the amount paid by Equitable Life in respect of
the Relevant Payments only, determined by reconstructing the Equitable Life policy
value using only the Relevant Payments and excluding any other payments under the
policy.

37.

For policies which commenced on or after the Start Date and became claims on or
before the End Date it is all of the amount paid by Equitable Life.

38.

Where the LDTV or the amount paid is not known or is thought unreliable, the
Equitable Life Policy Value is reconstructed using the information that is known, and
considered reliable, about the policy.11

39.

For some policy types, death and critical illness claims are subject to separate policy
conditions from other claims, so the amount payable by Equitable Life may have been
determined differently from other claims. For example the policy may have specified a
minimum sum (the “Sum Assured”) payable in the event of death or critical illness.
For such claims, if the amount actually paid was greater than the Sum Assured, then
the Equitable Life Policy Value is taken as part or all of the amount actually paid, in
accordance with paragraphs 36 and 37. If the amount actually paid was the Sum
Assured then the Equitable Life Policy Value is taken to be that Sum Assured.

Equitable Life Fund Values
40.

11

Where it is available, the LDTV of an Equitable Life policy at 31 December each year
is taken from the Equitable Life database. When annual bonus rates are declared
(usually 1 April), each component of the LDTV is updated (the guaranteed fund value
(“G e”), annual bonus additions (“R e”) and final bonus (“F e”) elements). The sum of all

For example where the available data shows two different values for a claim then which, if either, is correct is determined by
reconstructing the claim value from other information such as the premium records and past bonus rates. The aim is to use
information that looks consistent as a whole.
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these components represents the overall policy value and the sum of Ge and Re
represents the guaranteed value at the year end.
41.

The guaranteed fund value is the sum of the movements into and out of the policy
rolled up at any guaranteed investment return that applied to the policy excluding the
annual bonus.

Equitable Life bonus rates
42.

The annual bonus rates used are the rates Equitable Life declared in the past for
each product type. They comprise many different series of bonus rates which depend
upon the date, the product type in which the investment was made and the country in
which the policy was written. The rates also vary according to whether the policy is
classified as Pensions Business or Life Business.

2.7 Comparator Returns
Comparator base returns
43.

The investment returns used for the Comparator depend on whether the policy was a
Pensions Business policy or a Life Business policy (see paragraph 14).

44.

For Pensions Business policies, the base returns for the Comparator are the
unsmoothed investment returns before tax, from the Towers Watson Asset Share
Survey of each of the Comparator Companies (Friends Provident, Standard Life,
Prudential, Scottish Widows and Norwich Union)12 over the period 1988 to 2009.

45.

For Life Business policies, the base returns for the Comparator are the unsmoothed
investment returns, after tax, from the Towers Watson Asset Share Survey of each of
the Comparator Companies (Prudential, Scottish Widows, Norwich Union, Legal &
General and Scottish Mutual)13 over the period 1988 to 2009.

Shareholder transfers
46.

Proprietary life companies are owned by shareholders. The profits attributable to their
shareholders are in most cases one-tenth of the overall profits, and this is normally
allowed for by crediting to Asset Shares the overall investment returns reduced by
one-tenth. The investment returns from the Towers Watson Asset Share Survey14
are before any payment a proprietary company within the Comparator Companies
may make to its shareholder.

47.

It is therefore necessary to adjust the overall returns to allow for this transfer of profits
to the shareholder. For each policy, an adjustment is applied which varies depending
on the number of the Comparator Companies who were proprietary at the Nominal
Commencement Date. Each proprietary company is assumed to have made

12

AASJC 261; AASJC 380
AASJC 262; AASJC 380
14
The Towers Watson Asset Share survey is an annual survey of with-profits life companies, collating information about their
with-profits funds.
13

13

shareholder transfers of 10% of the returns each year and to have reduced the
amount credited to Asset Shares by that amount. Therefore, if two companies out of
the five Comparator Companies are proprietary at the Nominal Commencement Date,
then a deduction of 4% of the averaged return is applied to the base Comparator
return in each year. For example, if the overall return for the year was 10.0%, then the
shareholder transfer adjustment would be 0.4%, leaving 9.6% to be credited to Asset
Shares. The deduction does not change as and when other Comparator Companies
become proprietary - it is assumed that policies existing at the date of a company‟s
demutualisation would continue to get returns without any shareholder transfer after
the demutualisation.15 This deduction is abbreviated to STA (Shareholder Transfer
Adjustment).
Demutualisation Enhancements
48.

Any enhancement made to investment returns as a consequence of the
demutualisation of any of the companies underlying the Comparator returns is
included in the returns used, or in the case of an increased final bonus, reflected in
the Market Calibration Factors.16

Unsmoothed returns
49.

The unsmoothed returns for the Comparator have been taken as the average return
of the Comparator Companies for each calendar year. In 2001 the markets were very
volatile and it is likely that companies changed payouts for non-contractual claims
during the year. Consequently, the unsmoothed return for 2001 has been calculated
separately for the first six months and the second six months of the year. Policies
which became non-contractual claims in 2001 will thus have the Comparator Policy
Value determined using where appropriate the unsmoothed rate of return appropriate
to the half of the year in which the claim occurred.17

50.

Policies becoming claims in the second half of 2001 would get all the return for the
first half of 2001 and then a partial return for the appropriate part of the second half of
the year.

Smoothing adjustments
51.

15
16
17

In order to calculate the smoothed returns for the Comparator there is an assumption
on how the comparators payouts would have related to their investment returns. Two
sets of smoothed returns are used, a 4 year smoothed return (with double weight on
the current year) which is used for all policies which became contractual claims on or

AASJC 419 et seq; IC E3.11
IC E3.11
AASJC 501
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before 31 December 200318 and a 2 year smoothed return (with equal weight on each
year) which is used for policies becoming claims after this date.19
52.

The two approaches reflect that, 2001 excepted, returns had been relatively stable
within each year and companies had generally not changed with-profit payouts more
than once a year up until 2003. By 2003 investment markets had become more
volatile, and companies had reduced the amount by which they smoothed payouts,
and were changing payouts more frequently.

53.

The formulae used for determining the smoothed returns are:
If I(t) is the base return in year t, and S(t) is the smoothed return for that year, then
For the 4 year smoothed return,20
S(t) = ( (1 + I(t-3) ) * (1 + I(t-2) ) * (1 + I(t-1)) * (1 + I(t) ) 2 )(1/5) -1
For the 2 year smoothed return,21
S(t) = ( (1 + I(t-1) ) * (1 +I(t) ) ) (1/2) - 1

Calibration to actual payouts
54.

In order to calibrate the smoothed returns to actual comparator payouts, Market
Calibration Factors are applied to each premium depending on entry and exit dates.
There are separate factors for Life Business and Pensions Business.22 The factors
also vary depending on whether a 2-year or 4-year smoothing formula was used.

55.

These factors were determined by comparing the premiums for notional policies
accumulated at the Comparator Companies‟ smoothed investment returns with the
values provided by the Comparator Companies and published in Money Management
magazine surveys of with-profits payouts for those same notional policies. The factors
were set so that the accumulated policy values were close to the actual payouts of
the companies underlying the comparator returns. Where necessary, factors have
been interpolated for cases where actual payout information was not available.

Tables of returns
56.

18

The base returns, smoothed returns and Market Calibration Factors are shown in
Appendix A.

AASJC 406
AASJC406
20
AASJC 407
21
AASJC 409
22
IC E3.11, SJC 4.95, AASJC 422 - 434
19
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Comparator Expenses
57.

For the Comparator the expense assumptions reflect the expenses of the Comparator
Companies.23


The premiums accumulated in the Comparator Policy Value calculation are
reduced by the Comparator Initial Expenses.



The Comparator investment returns are reduced to allow for the Comparator
Renewal Expenses.

2.8 Comparator Policy Values
Policies with risk benefits: Sum Assured
58.

Certain policies, as noted in paragraph 39, provide for the Sum Assured to be
payable in some circumstances. The Comparator Policy Value is determined using
the same Sum Assured as the Equitable Life policy Sum Assured.

59.

In some instances, policies with a Sum Assured payable on death or critical illness
have had special conditions imposed at outset, effectively reducing the amount of the
Sum Assured in the event of a death or critical illness claim. Where such policies
have become claims as a result of death or critical illness, the Sum Assured payable
under the Comparator policy is reduced by an equal amount to the Equitable Life
reduction.

60.

Although, in some cases, the Sum Assured, reduced where necessary in accordance
with paragraph 59, is partially in respect of premiums paid outside the Loss
Calculation Period, the whole of the Sum Assured, reduced where necessary, is
included in both the Equitable Life and Comparator Policy Values.

Comparator Mortality Charges
61.

It is assumed that the amount of the monthly mortality charges for Flexible Protection
Plans and Health Products are the same for the Comparator as they were for
Equitable Life.

62.

The mortality charges are related to Equitable Life‟s mortality assumptions and the
sum assured at risk (sum assured at risk at any point in time is broadly the Sum
Assured less the policy value at that time). The Comparator‟s mortality assumptions
are likely to be different to Equitable Life‟s and the Comparator‟s sum assured at risk
at any time is also likely to be different to that for Equitable Life. However, for the

23

AASJC 396 - 399
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purposes of simplicity in determining Relative Loss, the Comparator‟s mortality
charges have been assumed to be the same as the Equitable Life mortality charges.
Comparator Policy Value - Contractual Claims
63.

For policies commencing before the Start Date or which had become claims prior to
the Close Date, the Comparator Policy Value is determined by
i.

accumulating, from the date on which those payments were made to the Claim
Date,
–

the Relevant Payments less the Comparator Initial Expenses;24 and

–

deducting any mortality charges

at the rates of return determined as the Comparator Smoothed Returns less
both of the Comparator Renewal Expenses and any STA (see paragraph 47);
and adjusting the result by the relevant Market Calibration Factor;
ii.

calculating the amount that would be guaranteed under the Comparator policy
at the Claim Date in respect of those Relevant Payments, using the same
bonus rates, and, if applicable, the same Guaranteed Investment Return as
were applied by Equitable Life and deducting, where appropriate, any mortality
charges;
and then taking the greater of the amounts in i) and ii).

64.

For policies commencing on or after the Start Date which had become claims after
the Close Date but on or before the End Date the Comparator Policy Value is
determined by calculating the amounts in sub-paragraphs 63 i) and ii) and
a adding to the sums in 63 i) the amount that would have been payable by Equitable
Life in respect of any payments into or out of the policy after the Close Date and
before the End Date, ignoring any minimum amount guaranteed; and
b adding to the sums in 63 ii) the minimum amount guaranteed that would have
been payable by Equitable Life in respect of any payments into or out of the policy
after the Close Date and before the End Date;
and then taking the greater of the amounts in a) and b).

65.

24

Where a policy provides a Sum Assured payable in the event of a death or critical
illness claim, then where such a claim has occurred, if the amount determined in

Comparator Initial Expenses only apply to actual premiums. They do not apply to LDTV amounts deemed to be premiums in
accordance with subsection 2.9
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accordance with paragraph 63 or 64 (as appropriate) is less than the Sum Assured
provided by that policy, then it is increased to equal the Sum Assured.
Comparator Policy Value - Non-Contractual Claims
66.

The Comparator Policy Value is determined as the lower of two calculations. The first
is accumulating, from the date on which those payments were made to the Claim
Date,


the Relevant Payments less the Comparator Initial Expenses; and



deducting any mortality charges

at the rates of return determined as the Comparator Smoothed Returns less both of
the Comparator Renewal Expenses and any STA.
The second calculation repeats the first but uses rates of return determined as the
Comparator Unsmoothed Returns less both of the Comparator Renewal Expenses and
any STA.

2.9 AWP Data Issues
67.

This sub-section covers the areas where data are unreliable.

Data that cannot be relied upon
68.

Equitable Life does not have full information available in their records for all business.
In particular there is data missing before 31 December 1992 for UK individual AWP
Business25 and before 31 December 199426 for Group schemes and non-UK
individual AWP business.

69.

Where there is missing data, then as detailed below, the Comparator Policy Value
calculation starts from the earliest year-end date within the Loss Calculation Period at
which there is a policy value.

Policies starting from 1 September 1992 to 31 December 1992
70.

25
26

Because of limitations imposed by the data, the earliest date that a loss calculation
can begin is 31 December 1992. Therefore for UK individual AWP business policies
that commenced between 1 September 1992 and 31 December 1992, inclusive, the

IC E3.8, SJC 4.52
IC E3.8
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policy value at 31 December 1992 is assumed to be the first premium in the
calculation of the Comparator Policy Value.27
Policies becoming claims before 31 December 1992
71.

Because of limitations imposed by the data, the earliest date that a loss calculation
can begin is 31 December 1992. Therefore policies which become claims before this
date do not have a Relative Loss or Relative Gain.

Start LDTV adjustments
72.

Where the date of the earliest available LDTV for any policy is later than both of the
Start Date and the Nominal Commencement Date and there are no records for the
period prior to the date of the earliest LDTV, an adjusted policy value is determined in
accordance with paragraphs 73 and 74.

73.

The adjustment is calculated by decreasing the earliest available LDTV by the bonus
rates that would have been applied by Equitable Life, back to the policy start date,
assuming the policy commenced with a single premium. This value at the policy start
date is then rolled forward at the Comparator Unsmoothed Investment Returns, less
the Comparator Renewal Expense and less the STA for that policy to the date at
which the earliest LDTV is available. This value is then used as the starting value to
determine the Comparator Policy Value.

74.

Where the policy commenced prior to the Start Date, the LDTV amount is
proportioned by the following factor to approximately exclude the premiums that were
paid prior to the Start Date:
Earliest LDTV Date – Start Date
Earliest LDTV Date – Nominal Commencement Date

Internal Transfers
75.

Where a policy has been created by an internal transfer of funds from another
Equitable Life policy, the premium figure in the receiving policy at the date the transfer
became effective is ignored for the purposes of policy value calculation, as that
premium figure can be misleading.

76.

Instead, the loss calculation starts from the LDTV that applied at the year-end prior to
the commencement date of the receiving policy. This is because the receiving policy
was actually set up by transferring that LDTV from the source policy, along with all the
premiums received between that LDTV date and the effective date of the receiving
policy.

77.

On the policy which funds were transferred out of, the loss is calculated up to the
point where the loss begins to be calculated on the receiving policy. This prevents
double counting loss in an overlapping period.

27

ICE3.8
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CPAS1 Archive
78.

Many Group policies have no data available prior to 1994. The policy records show a
value identified as a “CPAS1 Archive” movement as the initial policy value. A CPAS1
Archive movement is a particular movement code used by Equitable Life identifying
the policy value at a time when there are no earlier records of the policy value on the
current administration system.

79.

These cases are treated the same as cases where the available data for a policy
commences later than the Start Date and the Nominal Commencement Date but
before the date of the earliest available LDTV, as set out in paragraphs 72 to 74.

Policies with both With-Profit and Unit-Linked funds with Death or Critical Illness
claims
80.

Some BND and PIP policies have a combination of with-profits and unit-linked funds.
In some instances the underlying Equitable Life policy value at the time of a death
claim was less than the Sum Assured, and therefore the Sum Assured was paid out.

81.

However using Comparator returns, the policy value including the unit-linked funds
may exceed the Sum Assured, and therefore a higher policy value would have been
paid out had the Comparator returns applied. In such cases the loss is the
Comparator Policy Value plus the value of the unit-linked funds, less the Sum
Assured.

Unexpected claim basis
82.

There are a limited number of cases where the basis of claim is not as expected – for
example what is shown as a non-contractual claim was in fact treated as a
contractual claim, or vice versa. In these instances the Comparator claim value has
been determined on the same basis as the actual claim payment.

Nominal Commencement Date
83.

The Nominal Commencement Date is taken to be the “With-Profits Effective Date”
except where that date is missing from the available data, in which case the
“Commencement Date” is used instead. The With-Profits Effective Date is the date on
which a policy became with-profits as shown in Equitable Life‟s records. The
Commencement Date is the date on which a policy commenced as shown in
Equitable Life‟s records.

Policy Status
84.

The policy status denotes basic policy information such as whether the policy is inforce or not. For the purposes of the Scheme, the policy status used is that as at the
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End Date. Any subsequent changes to the policy, for example if there has been a
claim on the policy after the End Date, are ignored.
Individual Policy Adjustments
85.

There are cases where Equitable Life has used the wrong basis to issue payments,
resulting in a higher value than if the correct basis had been used. For instance, a
deduction applied to a policy value may be that applicable to the day before and not
the one that was supposed to be used. These policies have been individually
identified and the calculations adjusted so that the Comparator treats the policy in a
similar manner.

April 2002 and July 2002 Maturity Values
86.

For certain policies which became claims on 15 April 2002, the maturity adjustment
which applied up to 14 April 2002 was applied despite the claim date being 15 April
2002. In calculating the Comparator policy value, any affected policies are treated as
though they became claims on 14 April 2002, which is consistent with their treatment
by Equitable Life.

87.

Similarly, the maturity adjustment which applied up to 30 June 2002 was applied to
certain policies that became claims on 1 July 2002. In calculating the Comparator
Policy Value, any affected policies are treated as though they became claims on 30
June 2002, which is consistent with their treatment by Equitable Life.

1994 Interim Bonus
88.

The 13% interim bonus rate which applied from 1 February 1994 was applied to
certain policies which became claims during January 1994. In calculating the
Comparator Policy Value for any affected policies, the 13% interim bonus rate is
used, which is consistent with their treatment by Equitable Life.

Excluded Policies
89.

Policies which were terminated as cooled off or voided which appear to have been
„reversed off‟ have been excluded. A reversed off policy will have negative bonus
transactions which reduce the policy value to zero (or close to zero). Policies with no
transaction history are also excluded along with policies that have no Policy Value
and are not in-force.

2.10 Claims Variations - specific claim types or policies
“No return on death” pension policies
90.

These policies are given a survivorship enhancement when calculating LDTV values
at a year-end. All policies with this feature are in one of the following Pension
Business groups: RA, IPP, TP, WU and GR. The enhancement is applied as a
percentage uplift in fund value from one LDTV date to the next.
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91.

The enhancement percentage is related to a mortality rate dependent on the age and
sex of the policyholder.

92.

The "No Return on Death" status can be changed from "No Return" to "With Return"
during a policy's lifetime for a variety of reasons, including reaching a certain age. It
will depend on the terms that were agreed in each individual case.

93.

The same enhancements as were applied to the Equitable Life policy are applied to
the Comparator Policy Values for any policy which has or is likely to have had in the
past a “No Return on Death” status.

94.

When the date of birth field is missing for a policy that is “No Return on Death” it has
been assumed that the policyholder was aged 50 at the date of commencement. This
assumption is based on an examination of the data for similar policies where the date
of birth is known.

Bonds with Death Claims of 105% or 110% of Policy Value
95.

Although the death benefit of a BND policy has generally been 100% of the
contractual fund value, during the mid 1990s some were issued with death benefits of
105% or 110%.

96.

There is no indicator in the data to show which policies have death benefits of 105%
or 110%. Where it appears that the death benefit paid was very close to 105% or
110% then the calculated payout for the Comparator is adjusted to also be 105% or
110% of the policy value respectively. There are no cases where the death benefit is
significantly different to 100%, 105% or 110% of the contractual fund value.

School Fee Trust Plan Payouts
97.

A category of School Fee Trust Plan policies that were issued before 1992 required
that some of the proceeds of the policies were paid into a trust upon surrender. All
Relevant Payments into and out of the policy are allowed for in determining the
Comparator Policy Value.
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Section 3: Group scheme policies
3.1

Characteristics of Group Business

98.

In addition to policies sold to individuals, Equitable Life sold policies in respect of
group pension schemes.

99.

Group scheme policies are AWP policies in structure. The calculation of losses is
therefore consistent with AWP policies, as set out in Section 2. However the level of
data in Group scheme policies may differ from that in individual policies.

100.

While, for some Group scheme policies the data relates to the individual members of
the scheme, for a few policies there is only one set of data for example where the
investments for all the members have been pooled by the scheme trustees, so
Equitable Life has no records of the individuals.

101.

The Relative Loss or Relative Gain is calculated for each available record. Where
there is no member level detail, then the loss or gain is for the Group scheme as a
whole and not directly attributable to any individual member. Where there are
individual member details, then the loss or gain can be attributed at member level.
Typically (but not exclusively) there is individual member data for defined contribution
schemes, but not for defined benefit schemes.

102.

Apart from this possible restriction on the identification of members, there are no
differences between the calculations for Group scheme policies and individual AWP
policies.
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Section 4: Conventional With-Profits
Policies
4.1

Introduction

103.

This section provides details of the calculation of losses which have been incurred on
Conventional With-Profits (“CWP”) policies.

104.

For policies that terminated on or before the End Date (31 December 200928), the
Relative Loss or Relative Gain is determined as the difference between two
termination payments;


one for the Comparator - a notional competitor of Equitable Life, whose
performance is based on that of a sample of other companies; and



one equal to the amount actually paid on the terminated policy.

This difference is then accumulated to 31 December 2009 at a fixed rate of interest
(the Accumulation Rate).29
105.

For policies that were still in-force at the End Date, the Relative Loss or Relative Gain
consists of two elements:


A Past Loss or Past Gain in respect of the period up to the End Date; and



A Future Loss or Future Gain in respect of the period from 1 January 2010 to
31 December 2019, or the Policy Maturity Date if earlier.30

Each element is determined as the difference between two policy values; one using
the assumed performance of the Comparator and one based on Equitable Life‟s
performance (actual for Past Losses or Gains on policies which became claims before
the End Date and policies in-force at the End Date, and assumed performance for
Future Losses or Gains).

4.2 Products included
106.
28
29
30

The CWP Life Business and Pensions Business groups comprise:

IC H: definition of End Date, SJC10.13 (ii)
AASJC 441
IC E3.37
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Endowment Assurance (END)



Whole of Life Assurance (WHL)



Deferred Annuity (DA)



Flexible Savings Plan (FSP)



Accumulating Class Policies (ACC)

ACC business covers a number of policy types which have matured in the past and
have been converted at maturity to non-profit policies.

4.3 Calculation Process
107.

There are some policies where there is incomplete or inconsistent data. The
treatment of such cases is given in sub-section 4.8.

Eligibility
108.

109.

In order to be eligible under the Scheme, a CWP policy must have:


commenced and had paid premiums in the Loss Calculation Period;31 and



not become a claim on or before 31 December 1992.

Policies which were terminated as cooled off or voided are excluded.

Loss Calculation Period
110.

The Loss Calculation Period for CWP business is from 1 September 1992 (the Start
Date) and 31 December 2000 (the Close Date), inclusive. The calculation of loss
covers


all premiums actually paid prior to the Policy End Date, and



for those policies in-force and still paying premiums at the End Date, the
premiums due to be paid under the policy after the End Date and prior to the
31 December 2019 or, if earlier, the Policy Maturity Date (the “Nominal Maturity
Date”).32

Outline of Calculation
111.

31
32

CWP business is characterised by having a guaranteed amount payable on death or
survival of the life or lives assured to a specified date, the amount of which assumes
all premiums due under the policy are paid on their due dates. The guaranteed

IC E3.31-32
IC E3.37
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amount is increased by declarations of annual bonus, and may be further increased
by the addition of a final bonus at the date of claim by reason of death or maturity.
112.

For any given policy type, each company in the market offered different terms and
conditions, reflecting different underlying assumptions about mortality, expenses and
investment returns.

113.

Consequently it is not practicable to compare the Equitable Life payouts directly with
those of the Comparator Companies. Instead the approach adopted determines the
rate of return that each of Equitable Life and the Comparator would have offered on a
notional AWP policy based on the same premiums.

114.

For policies which have become claims before the End Date, the calculation takes the
difference between those returns added to the actual Equitable Life rate of return in
order to determine a Comparator Past Policy Value, and for contractual claims only, is
then subject to a minimum of the contractual amount guaranteed by Equitable Life
under the terms of the policy. The Relative Loss is the difference between the
Comparator Past Policy Value and the Equitable Life Past Policy Value.33 Where this
difference is negative there is a Relative Gain.

115.

For policies which are in-force at the End Date, a similar approach is used, looking at
the actual rate of return on the Equitable Life policy to the End Date. There is a
separate calculation based on assumed future rates of return in respect of any
possible future gain or loss for the period between the End Date and the Notional
Maturity Date.

Past Loss and Past Gain
116.

Past Loss is the loss attributable to premiums paid from when the policy commenced
up to and including the End Date. This is calculated as the difference between the
Comparator Past Policy Value and the Equitable Life Past Policy Value. Where this
difference is negative there is a Past Gain.

Future Loss and Future Gain
117.

33
34

For policies which remain in-force at the End Date, Future Loss is the loss attributable
to the period after the End Date but before the Nominal Maturity Date.34 This is
calculated as the difference between the Comparator Future Policy Value and the
Equitable Life Future Policy Value. Where this difference is negative there is a Future
Gain.

IC E3.35
IC E3.37
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Policy Status
118.

The policy status denotes basic policy information such as whether the policy is inforce or not. For the purposes of the Scheme, the policy status used is that as at the
End Date. Any subsequent changes to the policy, for example if premiums are
discontinued or if there has been a claim on the policy after the End Date, are not
reflected in the calculation of loss.

Contractual Claims
119.

The payment made by Equitable Life when a policy terminates is classified as a
contractual or non-contractual claim. This depends upon policy type, duration in-force
and method of termination, but is also subject to concessions made by Equitable Life.
All death and maturity claims are classed as contractual claims. The Equitable Life
Past Policy Value on a contractual claim is the amount actually paid or deemed paid
in accordance with paragraph 172.

120.

The Comparator Past Policy Value on a contractual claim is calculated as in
paragraph 161 but is subject to a minimum of the amount guaranteed by Equitable
Life under the terms of the policy.

Non-Contractual Claims
121.

All surrender claims are classed as non-contractual claims. The Equitable Life Past
Policy Value on a non-contractual claim is the amount actually paid, or deemed paid
in accordance with paragraph 172. The Comparator Past Policy Value on a noncontractual claim is the amount determined in accordance with paragraph 161.

Policies In-force at 31 December 2009
122.

For the purposes of determining Past Loss or Past Gain, CWP policies that are inforce at 31 December 2009 are effectively treated in the same way as non-contractual
claims.35 This uses the Equitable Life Past Policy Value determined as at the End
Date in accordance with paragraph 134 and a Comparator Past Policy Value
determined at the End Date in accordance with paragraph 161.

123.

A Future Loss is calculated for any CWP policy in-force at 31 December 2009.36

124.

The calculated Equitable Life Past Policy Value as at 31 December 2009 and any
expected future premiums are projected forward to the Nominal Maturity Date using
assumed future investment returns for both Equitable Life and the Comparator. The
details of these calculations are given in paragraphs 141 and 163 below.

Accumulation of loss or gain for policies which have become claims
125.

35
36

Policies that are not in-force at the End Date have their Past Loss or Past Gain
calculated at the Claim Date. This amount is then accumulated to the End Date at the

IC E3.34
IC E3.36
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Accumulation Rate.37
Discount of future loss or gain for policies in-force at the End Date
126.

Policies that are in-force at the End Date have their Future Loss or Future Gain
calculated at the Nominal Maturity Date. This amount is then discounted to the End
Date at a fixed rate of interest (the Discount Rate).38

Nominal Commencement Date
127.

A Nominal Commencement Date is used when calculating Relative Loss or Relative
Gain for the purpose of setting the date on which the first premium was paid on the
policy.

128.

If all three of Commencement Date, With-Profit Effective Date and first premium paid
date are in 1993 or later and there is a complete premium history, then the Nominal
Commencement Date is set to the earliest of those three dates. In other cases the
first premium paid date is calculated by working backwards from the date of the most
recent premium, using the total premiums paid and the premium frequency. The
Nominal Commencement Date is then set as whichever of the Commencement Date
and With-Profit Effective Date is closer to that estimated date.

Claim Date
129.

There is no termination date in the CWP data, so, for policies which have become
claims, the Claim Date is assumed to be the date of the policy payment. For ACC
policies, this is taken as the expected maturity date of the policy when it was withprofits.

4.4 Payments In and Out of the Policy
Relevant Payments
130.

Relevant Payments are defined to be the premiums paid into the policy between the
Nominal Commencement Date up to and including the Policy End Date, including as
appropriate the payments set out in sub-section 4.8 deemed as valid premiums. The
Relevant Payments shall be taken as having occurred on the dates on which they
actually occurred or the dates on which they are deemed to have occurred in
accordance with sub-section 4.8, as appropriate.

131.

GAR and Non-GAR Uplifts were payments made to Equitable Life policyholders to
compensate them for foregoing their Guaranteed Annuity Rates (GARs). These

37
38

AASJC 441
IC E3.38
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increased the guaranteed benefits payable under the policies.39 They are not included
in the Relevant Payments.
132.

No Equitable Life compensation schemes directly affected CWP business. Section 7
is therefore not relevant to CWP business.

4.5 Equitable Life Policy Values
Equitable Life Past Policy Value
133.

The Equitable Life Past Policy Value for all claims is the amount paid by Equitable
Life on the termination of the policy where this amount is known. Where it is not
known or is thought unreliable, the amount paid is reconstructed using the information
that is known, and considered reliable, about the policy. 40

134.

For policies which were in-force at the End Date, the Equitable Life Past Policy Value
at that date is the Notional Equitable Life AWP Past Policy Value as specified in
paragraphs 137 and 138.

Actual Equitable Life Internal Rate of Return
135.

If the amount paid on a contractual claim was only the guaranteed amount, then a
nominal rate of negative final bonus is estimated from the available tables of final
bonus to determine the amount that would have been payable had the guaranteed
benefits not applied.

136.

The single annual rate of return is then calculated for all policies. This is the return
that when the Relevant Payments are accumulated from the dates on which they
were made to the Policy End Date at that rate, the accumulated total equals the
Equitable Life Past Policy Value, or where relevant the amount determined in
accordance with paragraph 135. This single annual rate of return is the Actual
Equitable Life Internal Rate of Return.41

Notional Equitable Life AWP Past Policy Value and Notional Equitable Life Internal
Rate of Return
137.

39

The Relevant Payments into the Equitable Life policy, net of the Comparator Initial
Expenses, are accumulated from the dates on which those payments were made (or
were deemed to be made in accordance with sub-section 4.8) to the Policy End Date,
using the actual rates of bonus declared by Equitable Life for AWP policies. The rate
of bonus used reflects whether the policy is Life Business or Pensions Business and
is the rate applicable to the type of AWP policy which most closely resembles the
CWP policy.

IC 4.16
For example, where the available data shows two different values for a claim on the same date then the value deemed to be
correct is determined by reconstructing the claim value from other information such as the premium records and past bonus
rates etc. The aim is to use information that looks consistent as a whole.
41
IC E3.35
40
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138.

This accumulated value is then increased by any GAR and non-GAR uplift that
applied to the policy and any cut in the policy value that was applied by Equitable Life
in 2001 or later. For non-contractual claims, there is a further reduction applied,
described by Equitable Life as a financial adjustment. This gives the Notional
Equitable Life AWP Past Policy Value.

139.

The single annual rate of return is then calculated so that when the Relevant
Payments are accumulated from the date on which they were paid to the Policy End
Date at that rate, the accumulated total equals the Notional Equitable Life AWP Past
Policy Value. This is the Notional Equitable Life Internal Rate of Return.42

Equitable Life Future Policy Value
140.

The Equitable Life Future Investment Return is calculated as
Equitable Life Future Investment Return = FI + E-EBR * EqP
where
FI is the Fixed Interest Return;
E-EBR is the Equitable Life EBR; and
EqP is the Equity Premium.
This is a rate of 4.925 percent per annum.

141.

For those CWP policies in-force at the End Date, the Equitable Life Future Policy
Value is then calculated43 as the accumulation to the Nominal Maturity Date of


the Notional Equitable Life AWP Past Policy Value, plus



for those still paying premiums, the premiums due in accordance with the
policy terms and conditions after the End Date but before the Nominal Maturity
Date, assuming they are all paid on their due dates, less the Comparator Initial
Expenses,

at the Equitable Life Future Investment Return less the Comparator Renewal
Expenses.

4.6 Comparator Returns

42
43

AASJC 469
AASJC 565 - 567
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Comparator base returns
142.

The investment returns used for the Comparator depend on whether the policy was a
Pensions Business policy or a Life Business policy.

143.

For Pensions Business policies, the base returns for the Comparator are the
unsmoothed investment returns before tax, from the Towers Watson Asset Share
Survey of each of the Comparator Companies, Friends Provident, Standard Life,
Prudential, Scottish Widows and Norwich Union,44 over the period 1988 to 2009.

144.

For Life Business policies, the base returns for the Comparator are the unsmoothed
investment returns, after tax, from the Towers Watson Asset Share Survey of each of
the Comparator Companies, Prudential, Scottish Widows, Norwich Union, Legal &
General and Scottish Mutual,45 over the period 1988 to 2009.

Shareholder transfers
145.

Proprietary life companies are owned by shareholders. The profits attributable to their
shareholders are in most cases one-tenth of the overall profits, and this is normally
allowed for by crediting to Asset Shares the overall investment returns reduced by
one-tenth. The investment returns from the Towers Watson Asset Share Survey are
before any payment a proprietary company within the Comparator Companies may
make to its shareholder.

146.

It is therefore necessary to adjust the overall returns to allow for this transfer of profits
to the shareholder. For each policy, an adjustment is applied which varies depending
on the number of comparators who were proprietary at the Nominal Commencement
Date. Each proprietary company is assumed to have made shareholder transfers of
10% of the returns each year and to have reduced the amount credited to Asset
Shares by that amount. Therefore, if two companies out of the five comparators are
proprietary at the Nominal Commencement Date, then a deduction of 4% of the
averaged return is applied to the base comparator return in each year. For example, if
the overall return for the year was 10.0%, then the shareholder transfer adjustment
would be 0.4%, leaving 9.6% to be credited to Asset Shares. The deduction does not
change as and when other Comparator Companies become proprietary - it is
assumed that policies existing at the date of a company‟s demutualisation would
continue to get returns without any shareholder transfer after the demutualisation.46
This deduction is abbreviated to STA (“Shareholder Transfer Adjustment”).

Demutualisation Enhancements
147.

44

Any enhancement made to investment returns as a consequence of the
demutualisation of any of the companies underlying the Comparator returns is
included in the returns used, or in the case of an increased final bonus, reflected in
the Market Calibration Factors.47

AASJC 261; AASJC 380
AASJC 262; AASJC 380
46
AASJC 419 et seq; IC E3.11
47
IC E3.11
45
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Unsmoothed returns
148.

The unsmoothed returns for the Comparator have been taken as the average return
of the Comparator Companies for each calendar year. In 2001 the markets were very
volatile and it is likely that companies changed payouts for non-contractual claims
during the year. Consequently, the unsmoothed return for 2001 has been calculated
separately for the first six months and the second six months of the year. Policies
which became non-contractual claims in 2001 will thus have the Comparator Policy
Value determined using where appropriate the unsmoothed rate of return appropriate
to the half of the year in which the claim occurred.48

149.

Policies becoming claims in the second half of 2001 would get all the return for the
first half of 2001 and then a partial return for the appropriate part of the second half of
the year.

Smoothing adjustments
150.

In order to calculate the smoothed returns for the Comparator there is an assumption
on how the comparators payouts would have related to their investment returns. Two
sets of smoothed returns are used, a 4 year smoothed return (with double weight on
the current year) which is used for all policies which became contractual claims on or
before 31 December 200349 and a 2 year smoothed return (with equal weight on each
year) is used for policies becoming claims after this date.50

151.

The two approaches reflect that, 2001 excepted, returns had been relatively stable
within each year and companies had generally not changed with-profit payouts more
than once a year up until 2003. By 2003 investment markets had become more
volatile, and companies had reduced the amount by which they smoothed payouts,
and were changing payouts more frequently.

152.

The formulae used for determining the smoothed returns are:
If I(t) is the base return in year t, and S(t) is the smoothed return for that year, then
For the 4 year smoothed return,51
S(t) = ((1+ I(t-3)) * (1+ I(t-2)) * (1+ I(t-1)) * (1+ I(t))2 )(1/5) -1
For the 2 year smoothed return,52

48

AASJC 501
AASJC 406
50
AASJC 406
51
AASJC 407
49
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S(t) = ((1+ I(t-1)) * (1+I(t)) ) (1/2) - 1
Calibration to actual payouts
153.

In order to calibrate the smoothed returns to actual comparator payouts, Market
Calibration Factors are applied to each premium depending on entry and exit dates.
There are separate factors for Life Business and Pensions Business.53 The factors
also vary depending on whether a 2 year or 4 year smoothing formula was used.

154.

These factors were determined by comparing the premiums for notional policies
accumulated at the Comparator Companies‟ smoothed investment returns with the
values provided by the Comparator Companies and published in Money Management
magazine surveys of with-profits payouts for those same notional policies. The factors
were set so that the accumulated policy values were close to the actual payouts of
the companies underlying the comparator returns. Where necessary, factors have
been interpolated for cases where actual payout information was not available.

Tables of returns
155.

The base returns, smoothed returns and Market Calibration Factors are shown in
Appendix A.

Comparator Expenses
156.

For the Comparator the expense assumptions reflect the expenses of the Comparator
Companies.54


The premiums accumulated in the Comparator Policy Value calculation are
reduced by the Comparator Initial Expenses.



The Comparator investment returns are reduced to allow for the Comparator
Renewal Expenses.

4.7 Comparator Policy Values
Notional Comparator AWP Past Policy Value and Notional Comparator Internal Rate of
Return
157.

52
53
54

The Relevant Payments net of the Comparator Initial Expenses are accumulated from
the dates on which those payments were made (or were deemed to be made in
accordance with sub-section 4.8) using the Comparator rates of return as set out in
sub-section 4.6 less both of the Comparator Renewal Expenses and the STA, to the
Policy End Date. This gives the Notional Comparator AWP Past Policy Value.

AASJC 409
IC E3.11, SJC 4.95, AASJC 422 - 434
AASJC 396 - 399
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158.

If the policy has become a contractual claim, then the Comparator Smoothed Returns
are used. If the policy was a non-contractual claim or was still in-force at the End
Date, then the policy value is calculated twice, once using the Comparator Smoothed
Returns and secondly using the Comparator Unsmoothed Returns and the lower
value is taken.55

159.

The single annual rate of return is then calculated so that when the Relevant
Payments are accumulated from the date on which they were paid to the Policy End
Date at that rate, the accumulated total equals the Notional Comparator AWP Past
Policy Value. This is the Notional Comparator Internal Rate of Return.56

Comparator Past Policy Value
160.

The Final Comparator Rate of Return is determined as
Final Comparator Rate of Return = AE + NC - NE
where
AE is the Actual Equitable Life Internal Rate of Return;
NC is the Notional Comparator Internal Rate of Return, and
NE is the Notional Equitable Life Internal Rate of Return.57

161.

The Relevant Payments are accumulated from the dates on which those payments
were made (or were deemed to be made in accordance with section 4.8) using the
Final Comparator Rate of Return, with no further expense adjustments. For noncontractual claims, the Comparator Past Policy Value is this amount. For contractual
claims, the Comparator Past Policy Value is this amount or, if greater, the amount
guaranteed by Equitable Life under the terms of the policy as in paragraph 120.58

Comparator Future Policy Value
162.

The Comparator Future Investment Return is calculated as
Comparator Future Investment Return = FI + C-EBR * EqP
where
FI is the Fixed Interest Return;
C-EBR is the Comparator EBR; and
EqP is the Equity Premium.

55

Setting non-contractual claims generally follows the same process as for contractual claims using smoothed returns, but
restricted to paying no more than the underlying asset shares which are based on the unsmoothed returns.
56
IC E3.35
57
IC E3.35
58
IC E3.35
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This is a rate of 6.15 percent per annum.
163.

The Comparator Future Policy Value is then calculated for those CWP policies inforce at the End Date as the accumulation to the Nominal Maturity Date of


the Notional Equitable Life AWP Past Policy Value, plus



for those still paying premiums, the premiums due in accordance with the
policy terms and conditions after the End Date but before the Nominal Maturity
Date, assuming they are all paid on their due dates, less the Comparator Initial
Expenses,

at the Comparator Future Investment Return less the Comparator Renewal
Expenses.

4.8 CWP Data issues
164.

This sub-section covers the areas where data is unreliable.

Multiple Premiums
165.

Where the data records show multiple premiums were paid in on the same day, they
are combined into a single premium paid on that date.

166.

Where multiple premiums occur in the same month, these are combined and the total
premium for that month is assumed to be paid on the earliest date within the month
on which a premium was paid.

Policies commencing prior to 1994 with the policy data showing no premium record
but with a positive total premiums paid
167.

Policies commencing prior to 1994 with the policy data showing no premium record
but with a positive total premiums paid59 are treated as having been made paid up in
the period between 1 September 1992 and the date when the policy details were
added to Equitable Life‟s new administration system. It is assumed that the only
premium paid was a single premium equal to the total premiums paid, and that
premium was paid on the Nominal Commencement Date.

Policies with the policy data showing only one premium paid record and a total
premiums paid greater than that one premium
168.

59

For policies commencing prior to 1994 with the policy data showing only one premium
paid record and a total premiums paid greater than that one premium, the premium
frequency has to be estimated from the total premiums paid. This is done by
projecting the premiums back from the date the one premium was paid to the WithProfits Effective Date, working out which of the expected premium frequencies of
monthly, quarterly, half-yearly or yearly was in fact used. Expected premium dates

IC E3.32

35

are then constructed backward at the intervals dictated by the assumed premium
frequency assuming the same premium is paid on each such date until the Nominal
Commencement Date determined in accordance with paragraph 128. If the total of
the premiums in these constructed records and the actual records do not equal the
total premiums paid, then the amount of each premium in the constructed records is
adjusted by the single amount that makes the total of the premium records match the
total premiums paid.
Policies commencing prior to 1994 with the policy data showing more than one
premium paid record and with a total premiums paid exceeding the sum of those
premium records
169.

For policies commencing prior to 1994 with the policy data showing more than one
premium paid record and with a total premiums paid exceeding the sum of those
premium records,60 the premium frequency is estimated from the gap between the
first and second premium records. Expected premium dates are then constructed
backward at the intervals dictated by the assumed premium frequency assuming the
same premium is paid on each such date until the Nominal Commencement Date
determined in accordance with paragraph 128. If the total of the premiums in these
constructed records and the actual records do not equal the total premiums paid, then
the amount of each premium in the constructed records is adjusted by the single
amount that makes the total of the premium records match the total premiums paid.

ACC Premiums
170.

The ACC business group contains policies that were previously with-profits policies
but were subsequently converted into non-profit policies upon maturity. These policies
only have any Past Loss or Past Gain calculated for the period between the Nominal
Commencement Date and the date on which they ceased to be with-profits. This date
is taken to be the expected maturity date as shown on the policy records for their
maturity as with-profits policies. Any premiums paid on or after this expected maturity
date are excluded from the Past Loss or Past Gain calculation.

Policies which have a payment out but remain in-force
171.

60

Where the policy records show

IC E3.32



the policy is in-force;



there has been a payment out; and



there are premium records after the payment out,
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it is assumed that the payment out was reversed and the policies remain in-force. In
other cases where there are no premiums subsequent to the payment out, it is still
assumed that the payment out was reversed, but no further premiums have been paid
under the policy.
Terminated Policies with multiple payments out
172.

For policies with more than one payment out terminating a policy, all payments other
than the most recent are ignored. Earlier terminating payments are taken as having
been made in error and the policy re-instated to in-force. Where there are two or more
payments out on the most recent claim date, an individual assessment is made of
whether these are considered to be genuine separate payments which form part of
the total claim value or if they are duplicate entries. The assessment is made based
on the expected amount of claim given the remaining policy details.

Policies with the policy data showing no premiums paid and nil total premiums paid.
173.

61

Policies which commenced after the Start Date but with the policy data showing no
premiums paid and nil total premiums paid are assumed to be policies which became
paid up before transfer to Equitable Life‟s new administration systems. It is assumed
that the only premium paid was a notional premium of £100 mid-way through the first
policy year.61 Notional policy values are reconstructed from this information for both
Equitable Life and the Comparator. The loss or gain as a percentage of the notional
Equitable Life value is then determined. That percentage loss or gain is applied to the
actual Equitable Life Past Policy Value at the claim date to determine the loss or gain
applicable to that policy. There are no in-force policies for which this approach
applies.

The size of premium assumed is immaterial, the percentage loss or gain is unaffected by the size of premium.
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Section 5: With-Profits Annuities
5.1

Introduction

174.

This section of the Annex provides details of the calculation of Relative Losses which
have occurred in the past or will occur in the future on With-Profit Annuities (“WPAs”).

175.

For a With-Profit Annuity the benefits are paid as a series of annuity payments. The
Relative Losses or Relative Gains consist of the difference between two sets of
annuity payments; one based on the Equitable Life policy and one for a Comparator.

176.

The Relative Loss or Relative Gain consists of two elements:

177.

5.2
178.



Past Loss or Past Gain; and



Future Losses or Future Gains.

The WPA business of Equitable Life was transferred to Prudential Assurance
(“Prudential”) as at 31 December 2007. Since then Prudential has administered that
business and made annuity payments to policyholders. In this section where
reference is made to Equitable Life payments those references include payments
made by Prudential on the ex-Equitable Life WPA policies.

Products included
WPA policies can have a number of different policy features. This sub-section
describes how the Equitable Life WPA policies work and the range of policy features
that were available.

How Equitable Life WPA policies work
179.

The Equitable Life WPA policies provide a series of regular annuity payments to the
policyholder, usually until death, in exchange for a single premium.

180.

When purchased, the initial annuity (defined as the annuity payments received in the
first policy year) was determined by a number of factors including:


The characteristics of the policyholder (e.g. age, sex);



The type of WPA policy purchased (e.g. single or joint life), and
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181.

The characteristics of the policy that were chosen by the policyholder at
commencement (e.g. Anticipated Bonus Rate (“ABR”)).

Each policy year, the amount of annuity payment received differed from that received
in the previous policy year and was based on the greater of the Guaranteed Annuity
and Total Annuity amounts. A detailed explanation of how these were calculated is
given in sub-section 5.4. These in turn depend on the Guaranteed Investment Return
and the Anticipated Bonus Rate as explained in the following paragraphs.

Guaranteed Investment Return and Anticipated Bonus Rate
182.

The Guaranteed Investment Return (“GIR”) was set at 3.5% and applied to most
policies that commenced before July 1996.

183.

The Anticipated Bonus Rate (“ABR”) was chosen by the policyholder at
commencement.

184.

Both the GIR and ABR determined the pattern of annuity payments.

185.

A high ABR would provide a high initial annuity however high bonuses would be
required to sustain this level of income, i.e. the annuity payments would be more
likely to decrease over time compared to a similar policy with a lower ABR. A low
ABR would result in a lower initial annuity but the annuity payments would be more
likely to increase over time compared to a similar policy with a higher ABR.

186.

The Total Annuity was increased by the Overall Rate of Return (“ORR”) and
decreased by the ABR and the GIR, in other words multiplied by a factor of (1+ORR)
and divided by a factor of (1+ABR) * (1+GIR). Policies without a GIR would have to
earn an ORR equal to the ABR for the Total Annuity to remain level. Policies with a
GIR would have to earn a higher ORR than the ABR, equal to (1+ABR) * (1+GIR)-1,
for the Total Annuity to remain level (see sub-section 5.4).

187.

The Guaranteed Annuity limited the level to which the annuity could drop in each
year. The Guaranteed Annuity was increased by the reversionary bonus rate (“RB”)
and reduced by the ABR, in other words multiplied by a factor of (1+RB) and divided
by a factor of (1+ABR) (see sub-section 5.4).

Policy features
Payment Term
188.

There are 3 types of payment term:


Payable until death;



Payable until death with a guarantee term, or



Fixed term.
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189.

Policies that are payable until death with no guarantee term can have a capital
protection option. This option means that on death, the policyholder may receive a
lump sum payment which is the excess, if any, of the premium paid over the sum of
the annuity payments.

190.

The majority of policies with a guarantee term have a term of 5 or 10 years although
the maximum term is 20 years. Annuity payments are made at least until the end of
the term, even if the annuitant dies within the term, unless there is a commutation
option. If the annuitant is still alive at the end of the term, the annuity continues until
death.

191.

Policies with a guarantee can have a commutation option. This means instead of
annuity payments continuing until the end of the guarantee, the value of those future
payments is paid in a lump sum on death within the guarantee term.

192.

Policies that are payable until death with or without a guarantee term can have a
proportional payment on death option. This means that if the policyholder dies (after
the guarantee period if there is one) their estate will receive an extra payment at the
next payment date after death. This payment is equal to the payment they would have
received if they had been alive, pro-rated for the part of the payment period that they
had been alive.

193.

The majority of policies with a fixed term have a term of 5 or 10 years with the
maximum term being 20 years. For the majority of those policies with a fixed term the
annuity payments are made until the end of the term, whether or not the annuitant
dies, however there are some policies where the payments are made until the earlier
of the death of the annuitant and the end of the term.

Annuitants
194.

Annuities can be:


Single life, or



Joint life (with first and second annuitants).

195.

For a joint life policy the annuity payments are paid to the second annuitant if the first
annuitant dies (as long as the second annuitant is still alive).

196.

Annuity payments may reduce after death. There are two types of reduction (“Spouse
Reduction”) that may be applied and the type is chosen at commencement of the
policy:


Reduction on first death: the annuity reduces by a set percentage on the death
of either annuitant;
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197.

Reduction on death of the first annuitant: the annuity reduces by a set
percentage on the death of the first named annuitant on the policy.

The Spouse Reduction percentage is chosen at the commencement of the policy and
can be set to any value. The most common reductions are 0% (i.e. no reduction),
33.33% and 50%. There are a very small number of joint life annuities that are set to
increase on the death of an annuitant.
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5.3

Loss Calculation Process

198.

There are some policies where there is incomplete or inconsistent data. The
treatment of such cases is given in sub-section 5.7.

199.

The following paragraphs set out how Relative Losses and Relative Gains have been
calculated for WPA policies. Details of the offsetting process are set out in Section 6.

Eligibility
200.

In order to be eligible under the Scheme, a WPA policy must have commenced in the
Loss Calculation Period. Only policies commencing in this period will be included in
the calculation of Relative Loss.

Loss Calculation Period
201.

The Loss Calculation Period for WPA business is between 1 September 1992 (the
Start Date) and 31 December 2000 (the Close Date), inclusive.

Policies purchased in currencies other than Sterling
202.

For policies purchased in a foreign currency, Relative Losses and Relative Gains are
calculated in the currency of purchase and then converted into Sterling using the
exchange rates applicable at 31 December 2009. The amount(s) so calculated will
then be paid to the policyholder in either Euros or US Dollars, as appropriate, using
the exchange rate at the date of payment.

Losses incurred by annuitants
203.

For single life policies, Relative Losses or Relative Gains incurred on all annuity
payments made, either before or after the annuitant has died, are assumed to belong
to the annuitant or, if the policy has been assigned, the assignee (or the estate of the
annuitant or assignee).

204.

For joint life policies:


Where the policy has been assigned then the Relative Losses or Relative
Gains belong to the assignee (or the estate of the assignee);



Relative Losses or Relative Gains incurred on annuity payments that are made
when the first annuitant is alive are assumed to belong to the first annuitant;



Relative Losses or Relative Gains incurred on annuity payments that are made
after the first annuitant has died are assumed to belong to the second
annuitant (if the second annuitant is still alive); and
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Relative Losses or Relative Gains incurred on annuity payments that are made
after both annuitants have died are assumed to belong to the estate of the last
annuitant who died. This may occur if both annuitants have died before the end
of a guarantee or fixed term.

Past Loss and Past Gain
205.

For WPA policies, Relative Loss (or Relative Gain) incurred on annuity payments
made from 1 January 1993 to the End Date (31 December 2009) inclusive, allowing
for interest up to the End Date is referred to as “Past Loss” (or “Past Gain”).

206.

Annuity payments made prior to 1 January 1993 are excluded from the loss
calculation.62

207.

Relative Loss or Relative Gain is calculated at each payment date as the difference
between the calculated Comparator annuity payment and the Equitable Life annuity
payment (using actual payment data where available (see sub-section 5.4).

208.

These Relative Losses and Relative Gains are accumulated to the End Date using a
fixed rate of interest (the “Accumulation Rate”) to give the Past Loss or Past Gain.
The accumulation assumes that the loss for each year is evenly spread across
payment dates.

Future Losses
209.

For policies which have not terminated by the End Date there may be Relative Loss
incurred on annuity payments after the End Date. These losses are referred to as
“Future Losses”.

210.

Annuity payments for Equitable Life and the Comparator are projected into the future
from the End Date. The projected annuity payments are calculated using assumptions
about future conditions as detailed in sub-section 5.6. No assumptions are made
about the future mortality of annuitants.

211.

For each future calendar year from the End Date, Future Losses are calculated as the
difference between the projected Comparator payments and the projected Equitable
Life payments.

212.

There are a very small number of cases where a Future Gain is incurred in 2010, i.e.,
the projected Equitable Life annuity payment in 2010 is larger than the projected
Comparator annuity payment. There is always a Past Gain for these cases.
Paragraph 355 describes the offsetting of Future Gains against Future Losses.

213.

There may be Future Losses for an annuitant who has died if:

62



They died after the End Date, or



They have a policy which had not terminated by the End Date and they were the
only or last surviving annuitant (e.g. there was an unexpired guarantee period).

SJC 4.52
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214.

Future Losses will be contingent on the same events as the future annuity payments
on the policy, for example:


For policies where annuity payments cease on death, future losses incurred on
that policy will also cease on death;



For joint life policies where the annuity payments reduce on the death of the
first annuitant, future losses will reflect the effect of this reduction and will be
attributed to the second annuitant if they are alive;



For joint life policies where the annuity payments reduce on first death
(irrespective of whether they are the first or the second annuitant), future
losses will reflect the effect of this reduction and will be attributed to the last
surviving annuitant;



For a joint life policy, if there is an unexpired guarantee or fixed term when the
last annuitant died, the loss incurred on any remaining annuity payments will
be attributed to the estate of the last surviving annuitant.

Contingent Future Losses
215.

As there is no assumption made about the future mortality of annuitants who are still
alive, Future Losses for these annuitants need to be calculated for each scenario that
might occur in the future.

216.

For a single life policy, Future Losses are calculated for each future year for each of
two scenarios:

217.

218.



The annuitant is alive (the base scenario), or



The annuitant has died (the contingent scenario).

For a joint life policy, Future Losses are calculated for each annuitant,(first and
second), for each future year and for each of four scenarios:


Both annuitants are alive (the base scenario);



The annuitant is alive and the other annuitant on the policy has died;



The annuitant has died and the other annuitant on the policy is alive, or



Both annuitants have died.

The last three scenarios are referred to as contingent scenarios or „Contingent Future
Losses‟. Paragraphs 357 to 360 describe the offsetting of gains against Contingent
Future Losses.
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Total Past Loss and Total Future Losses
219.

The Total Past Loss or Total Past Gain, and the Total Future Losses or Total Future
Gains are calculated for each annuitant over all of their WPA policies.

220.

Loss arising from each policy that an annuitant is named on as either the first or
second annuitant is aggregated for that annuitant in the following way:


All Past Losses and Past Gains are added together (“Total Past Loss” or “Total
Past Gain”);



All Future Losses are added so that there is a Total Future Loss for each year
and for each future scenario (collectively known as “Total Future Losses”);



Any gains are used to offset losses (see Section 6).

Payment of losses
221.

Relative Losses incurred by WPA annuitants will be paid in full.

222.

If an annuitant has died, the Total Past Loss or Total Past Gain, and the Total Future
Loss or Total Future Gain will be summed. If there is a resultant loss, this will be paid
to the annuitant‟s estate in a lump sum; otherwise there will be no loss payment to
that annuitant‟s estate.

223.

If an annuitant is alive and the Total Past Gain (or Total Future Gains) has been offset
against Total Future Losses, the resulting loss payments will be paid in the same way
as described in paragraphs 226 to 230.

Payment of Total Past Loss
224.

If an annuitant has a Total Past Loss, the Total Past Loss will be divided into 5 equal
payments which will be paid in the first five years of the Scheme.

225.

If the annuitant dies within this period, any remaining unpaid Total Past Loss will be
paid to their estate in a lump sum.

Payment of Total Future Losses
226.

The Total Future Loss for each future year will be paid annually in arrear, so that
Total Future Loss incurred in 2010 (i.e. between 1 January 2010 and 31 December
2010 inclusive) will be paid in 2011, Total Future Loss incurred in 2011 will be paid in
2012 etc. This is irrespective of the frequency of the actual annuity payments which
may, for example, be paid monthly.

227.

The Total Future Losses will be paid out according to the mortality scenario that
applies (see paragraphs 216 and 217), so that Total Future Loss payments will be
contingent on the same events as the annuity payments for each underlying policy.
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228.

When an annuitant dies, the Total Future Loss will be pro-rated for that year. The prorating will be done on the basis of the number of months and part months (rounded
up) for which they were alive. For example, if the Total Future Loss incurred in 2012
is £200 and the annuitant dies on 16 October 2012, the future loss payment in
respect of 2012, to be made on death will be £166.67 i.e. £200 * 10 / 12.

229.

If the policy has a second annuitant to whom loss payments commence following the
death of the first annuitant then their accrual of loss will start from the month following
the death of the first annuitant. For example, if the Total Future Loss incurred in 2012
for the second annuitant is £100, the first annuitant dies on 16 October 2012 and the
second annuitant is alive at the end of 2012, then the future loss payment to the
second annuitant in respect of 2012, will be £16.67 i.e. £100 * 2 / 12. There will be
further loss payments to the second annuitant in subsequent years while the second
annuitant remains alive.

230.

Any Total Future Loss that is outstanding and unpaid on death (e.g. for an unexpired
guaranteed or fixed term) will be paid to the estate of the annuitant in a lump sum.

Payment of Small Losses
231.

5.4
232.

233.

For administrative reasons, the Scheme may deal with payments in relation to certain
WPA policies with very small losses differently from the approach set out in this
section.

Equitable Life Annuity Payments
The annuity payments made in the past or projected to be made in the future by
Equitable Life or Prudential are calculated differently in four distinct time periods:


Annuity payments made in policy years commencing before 1 January 1993
(or 1 January 1998 for non-UK policies);



Annuity payments made in policy years commencing between 1 January 1993
(or 1 January 1998 for non-UK policies) and the end of the policy year starting
in 2006;



Annuity payments made in the policy year commencing in 2007; and



Annuity payments made or projected to be made in policy years commencing
after 2007.

These four time periods are necessary because the actual annuity payments made by
Equitable Life are only available:
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After a database migration which occurred at the end of 1992 (or 1997 for nonUK policies), and



Before the transfer of all WPA policies to Prudential (on 31 December 2007).

234.

The Equitable Life annuity payable is recalculated on each policy anniversary,
although changes (e.g. corrections) can occur during a policy year. For this reason
annuity payment data is only used when the full policy year falls within the period for
which actual annuity payment data is available.

235.

The following paragraphs describe the calculations for the four distinct time periods.
The methodology has been derived from details supplied by Equitable Life on the
actual calculations used in practice.

Annuity payments made before annuity payment data commences
236.

For UK policies, if there was an annuity payment made before 1 January 1993, then
the policy must have commenced between the Start Date (1 September 1992) and 31
December 1992, to be eligible under the Scheme.

237.

For these policies, the initial annuity is provided in the Equitable Life data and this is
used as the first year of annuity payment.

238.

For non-UK policies, annuity payments in a policy year which commenced before 1
January 1998 are calculated by rolling back the annuity paid during the policy year
which commenced in calendar year 1998. This involves the following steps:


Sum the annuity payments relating to the policy year which commenced in
1998.



If a Spouse Reduction had been applied before or during this year as a result
of a death, the annuity payment is grossed up to calculate the full annuity
(before reduction) for that year (Total Annuity).



The full annuity for each previous policy year up to the first year is calculated
by applying a “Total Annuity Factor” (“Ft”) as follows:

TAt


239.

1

TAt * (1 ABR ) * (1 GIR )
(1 Ft )



TAt is the Total Annuity at time t;



t is the policy year;



t-1 is the previous policy year.

where;

It is assumed that the full annuity paid in the policy year which commenced in 1998
was the Total Annuity in this year, i.e. the Guaranteed Annuity was less than the Total
Annuity. This is a reasonable assumption to make because prior to 1998, the total
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bonus rates applied to the Total Annuity were nearly always higher than a GIR of
3.5% plus the guaranteed bonus rates applied to the Guaranteed Annuity.
240.

Where the policy anniversary is on or after 1 April, the Total Annuity Factor Ft is
calculated as:

(1 ORR t ) * (1 IRR t * p )
1
(1 IRR t 1 * p )



Ft



ORRt is the latest declared Overall Rate of Return bonus which is applied at t;



IRRt is the latest declared Interim Rate of Return bonus which is applied at t;



IRRt-1 is the Interim Rate of Return bonus applied at t-1;



p is the proportion of the calendar year before the policy anniversary.

(1) where;

Where the policy anniversary is earlier than 1 April, the Total Annuity Factor Ft is
calculated as:

241.

Ft

p ))

1

(2)

During the first policy year, a policy has existed for only part of the previous calendar
year and therefore receives only part of that year‟s Overall Rate of Return bonus. In
the first policy year the calculations are adjusted to be:


Formula (1) becomes Ft1

(1 ORR t1 * (1 p)) * (1 IRR t1 * p) 1



Formula (2) becomes Ft1

IRR t1



In the second policy year formula (2) becomes

Ft 2

242.

(1 ORR t ) * (1 IRR t * (1
(1 IRR t 1 * (1 p ))

(1 ORR t 2 * (1 p )) * (1 IRR t 2 * (1
(1 IRR t1 )



t1 is the first policy year;



t2 is the second policy year

p ))

1

For these non-UK policies, because data is only available from 1998, the effect of the
enhancement that was applied to the Total Annuity in 1996 is taken into account in
the calculations.
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243.

The Guaranteed Annuity is calculated by rolling forward the initial annuity as follows:


Start with the “Initial Annuity” that is calculated above i.e. the annuity in the first
policy year.



Calculate the Guaranteed Annuity GAt2 for the second policy year:



GAt 2



RBt2 is the latest declared Reversionary Bonus at the start of the second policy
year



Calculate the Guaranteed Annuity GAt for each following year:



244.

GAt

InitialAnnuity * (1 RBt 2 * (1 p ))
(1 ABR )

GAt 1 * (1 RBt )
(1 ABR )

(3) where;

(4)

Formula (3) is an adjusted version of formula (4) to allow for only part of the
first year‟s Reversionary Bonus.

The effects of the enhancements applied to the Guaranteed Annuity in 2002 are
taken into account in the calculations.

Annuity payments made whilst annuity payment data is available
245.

The annuity payment data from Equitable Life includes the payment due date,
payment code and the payment amount.

246.

The following payment codes are included in the Relative Loss calculation:

247.



REGLR – Regular Payment



REVSL – Reversal of Regular Payment



REGAD – Advance Model Payment



MANPO – Manual Positive Adjustment Payment



MANNG – Manual Negative Adjustment Payment



TERMC - Payment on Termination Complete (see paragraph 191)

The following are excluded as they are non standard transactions (e.g. cancellations,
surrenders etc):
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TERMS – Payment on Termination Surrendered



TERMO - Payment on Termination Claim Cessation



TERME - Payment on Termination Expiry

248.

The REGLR, REVSL, REGAD, MANPO, MANNG payment codes are taken to relate
to the regular annual annuity. The TERMC payment code is taken to denote a
commutation on death payment. The payment amounts for these codes are summed
across each policy year to calculate the overall annuity paid in that policy year.

249.

It is assumed annuity payments were made on their due dates.

250.

If the first policy year is after 1992 (or after 1997 for non-UK policies), the initial
annuity as provided in the Equitable Life data is used for the first year of annuity
payment.

251.

Actual annuity payment data will automatically include the effects of any
enhancements and cuts that Equitable Life made to annuity payments over the period
1993 to 2007 (or 1998 to 2007 for non-UK policies). These include:


Cuts in 2003 and 2004 to the Total Annuity;



Enhancements in 1996 and 2002 to the Total Annuity;



Enhancements in 2002 to the Guaranteed Annuity.

Annuity payments made in the policy year commencing in 2007
252.

Because annuity payment data is not available after 31 December 2007, the final
policy year of annuity payment data may be incomplete. Annuity payments made in
the policy year starting in 2007 are recalculated from the Last Declared Total Value
(LDTV) data.

253.

LDTV data is the notional Total Annuity (TLDTVt) and the notional Guaranteed
Annuity (GLDTVt) at the end of the calendar year. Note the GLDTVt includes some
GIR for the part of the policy year up to the end of the calendar year and it is
unwound in the following calculations.

254.

If the policy anniversary is on or after 1 April, the LDTV data from 31 December 2006
is used to calculate the annuity paid in the policy year which begins during 2007:


TA2007

TLDTV 2006 * (1 IRR 2007 * p )
(1 ABR ) * (1 GIR )
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255.

GLDTV 2006
(1 ABR ) * (1 GIR * (1 p ))



GA2007



TA2007 and GA2007 are the Total Annuity and Guaranteed Annuity amounts in
the policy year commencing in 2007;



TLTDV2006 is the Total Annuity LDTV as of 31 December 2006;



GLTDV2006 is the Guaranteed Annuity LDTV as of 31 December 2006.

where;

If the policy anniversary is before 1 April, the LDTV data from 31 December 2005 is
used to calculate the annuity paid in the policy year which begins during 2007:


TA2007

TLDTV 2005 * (1 IRR 2007 * (1 p ))
(1 ABR ) 2 * (1 GIR ) 2



GA2007

GLDTV 2005
(1 ABR ) 2 * (1 GIR * (1 p ))

Annuity payments made in policy years commencing after 2007
256.

Annuity payments made in each policy year starting from 2008 are calculated by
rolling up both the Guaranteed Annuity and the Total Annuity.

257.

The Total Annuity calculation uses the Total Annuity Factor Ft as defined in
paragraphs 240 and 241,with a future assumption about the ORR (as set out in subsection 5.6) and a future assumption about the IRR that is equal to the ORR:


258.

5.5
259.

63

TAt

TAt 1 * (1 Ft )
(1 GIR ) * (1 ABR )

The Guaranteed Annuity is calculated is the same way as defined in formula (4),
paragraph 243 with a future assumption about the RB of 0%.

Comparator annuity payments
The Comparators used to assess the Relative Loss for WPA business are Prudential
and Scottish Widows. For policies commencing between 1 September 1992 and 30
September 1995 the Comparator payments are equal to the Prudential payments. For
policies commencing from 1 October 1995 the Comparator payments are the average
of the Prudential and Scottish Widows payments. This is because the Scottish
Widows product was not sold before 1 October 199563.

SJC 4.91

51

260.

It is assumed that the Comparator WPA policy has the same policy features as the
Equitable Life policy. For example, if the policyholder took out a joint life policy with a
5 year guarantee period from Equitable Life it is assumed they would have chosen
the same policy from Prudential or Scottish Widows.

261.

Annuity payments are calculated for the Comparators both historically and into the
future.

Calculating the Comparator ABR
262.

Neither the Prudential nor Scottish Widows annuities had GIRs, so an equivalent ABR
that incorporates the GIR is used as the Comparator ABR.


263.

ABRComparator

(1 ABR ) * (1 GIR ) 1

There are some policies where the Comparator ABR is higher than the maximum
ABR that was offered as standard from Prudential or Scottish Widows in the year that
the policy commenced. In these cases, the maximum ABR offered by the Comparator
is used. Therefore ABRPrudential and/or ABRSW may not be equal to ABRComparator as
defined above.

Setting the Comparator initial annuity
264.

The initial annuity (the first policy year annuity payments) assumed for the
Comparators is set to reflect the fact that Prudential and Scottish Widows offered
different initial annuity rates than those offered by Equitable Life for the same single
premium paid. Therefore the initial annuity paid by Prudential or Scottish Widows
would have been different from the initial annuity paid by Equitable Life. The
Equitable Life actual initial annuity for the policy is multiplied by the ratio of the
average initial annuity rate for the Comparator to the average initial annuity rate for
Equitable Life.

265.

Average initial annuity rates for various different commencement dates, ABRs and
other policy features have been obtained from Equitable Life, Prudential and Scottish
Widows. UK rates have been used for both UK and non-UK policies.

266.

Linear interpolation is used on the average initial annuity rates where necessary, in
order to calculate the average initial annuity rate for the policy ABR (or equivalent
Comparator ABR).

Comparator bonus rates
267.

The amounts of the annuity payments are calculated using historical bonus rates until
the April 2010 declaration for Equitable Life and Prudential and unit prices until 1
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January 2010 for Scottish Widows. After these dates, assumed future bonus rates are
used to calculate projected annuity payments.
Prudential as a Comparator
268.

Prudential announce bonuses annually each year. These apply on the policy
anniversary following the announcement and are applied for a full year from a policy
anniversary to the next policy anniversary. The bonuses are in the form of Regular
Bonuses (RGB) and Top-up Bonuses (TB). The Top-up Bonuses depend on the
commencement date of the policy and apply to the payments in one year only.

269.

The annuity payments are calculated as follows:


The initial annuity is calculated as described in paragraph 264;



The Annuity At for each following policy year is calculated as:



At

At 1 * (1 RGBt )
(1 ABRPr udential ) where;

–

RGBt is the last declared Regular Bonus which is applied at t;

–

t is the policy year;

–

t-1 is the previous policy year.



The Annuity is increased by the Top-up Bonus to give the Annuity Payable APt:



APt

At * (1 TB t ,C )

where;

–

TBt,C is the top-up bonus applied at time t for policies with commencement
date C;

–

C is the commencement date of the policy.

Future Prudential Annuity Payments
270.

The Prudential annuity payments (At and APt) are projected into the future in the
same way as above with assumptions about the future Regular Bonus rate (of 4.87%)
and Top-up Bonus rates (of 0%) (see sub-section 5.6).

Scottish Widows as a Comparator
271.

Scottish Widows offered a unitised with-profits annuity product. At commencement
the premium purchases a number of notional units, which are allocated to the policy
(the initial number of units).
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272.

Scottish Widows applied Regular Bonuses via daily increases in the unit price and
could also add a Top-up Bonus to the payment. Both bonuses are usually reviewed
every six months. The Top-up Bonuses depend on the commencement year and
apply to the payments in one period only (usually six months).

273.

The Scottish Widows annuity payments may change at each payment due date (e.g.
every month) rather than annually as for Equitable Life and Prudential.

274.

The Annuity payment At is calculated for each payment due date t (e. g. calculated
monthly for an annuity which is paid monthly) as:

275.



At



Nt is the Number of units at time t;



Ut is the Unit price at time t;



TOBt,C is the Top-up Bonus applied at time t for policies with commencement
date C;



t is the payment due date, ;



C is the commencement date of the policy.

N t *U t * (1 TOB t ,C ) where:

The Number of units, Nt decreases over time at a rate depending on the ABR and is
calculated as:



Nt

Nt 1
where;
(1 ABR SW )1/ d

d is the number of payment periods per year (e.g. if payment periods are
months then d = 12).

276.

The calculated annuity payments are then summed over each policy year.

277.

The initial number of units, i.e. NC is calculated from the initial annuity (as calculated
in paragraphs 264 to 266), divided by the payment frequency and the unit price.

Future Scottish Widows Annuity Payments
278.

It is assumed that in the long run Scottish Widows will make annuity payments that
are equal to the notional asset share.

279.

Projected annuity payments are calculated using the notional unsmoothed asset
share per £1 of initial annuity at 31 December 2009 as provided by Scottish Widows.
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This projection uses an assumed Future Growth rate (FG) of 5.6% (see table
following paragraph 306). The notional unsmoothed asset share per £1 of initial
annuity depends on the commencement date of the policy.
280.

The annual annuity payment in the future is taken to be the maximum of two
projected annuities:


The first is the notional unsmoothed asset share projection



The second is based on the Annuity At which is also projected forward into the
future assuming a constant Unit price Ut from 1 January 2010 and a Top-up
Bonus TOBt,C of 0% for all commencement dates C.

281.

The notional unsmoothed asset share projection is calculated each policy year as
follows:

282.

The notional Unsmoothed Asset Share Annuity UASAt is calculated in the policy year
starting in 2010 as:

283.

UAS31 / 12 / 2009 * (1 FG) e
IA *
(1 ABRSW ) f



UASA2010



IA is the initial annuity as calculated in paragraphs 264 to 266;



UAS31/12/2009 is the notional unsmoothed asset share per £1 of initial annuity as
at 31 December 2009 as provided by Scottish Widows;



e is the length of time in years between 31 December 2009 and the policy
anniversary in 2010;



f is the length of time in years between the policy commencement and the
policy anniversary in 2010.

where:

The Unsmoothed Asset Share Annuity UASAt is calculated in future policy years as:

(1 FG )



UASAt



t is the policy year



t-1 is the previous policy year.

UASAt 1 *

(1 ABRSW )

where:

Spouse Reductions
284.

Any Spouse Reduction on the policy (e.g. on death of the first annuitant on a joint life
policy) is applied to the Comparator annuity payments in the same way as were
applied or would apply to the actual Equitable Life annuity payments.
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Commutation on death
285.

If the policy has a commutation option on a guarantee period (see paragraph 191)
and the Equitable Life data includes a commutation payment on the past death of an
annuitant, a commutation payment for the Comparator is calculated. The Comparator
commutation payment is equal to the Equitable Life commutation amount, multiplied
by the ratio of the Comparator annuity to the Equitable Life annuity at the time of
death.

Proportional payment on death
286.

5.6
287.

If the policy has a proportional payment on death option (see paragraph 192) and the
annuitant has died, this is modelled in both the Equitable Life and Comparator
calculations. It is not included in the calculation of future payments as it depends on
exactly when someone dies in the future.

Assumptions
This sub-section sets out the assumptions used to calculate the Relative Loss on
WPA policies.

Average Initial Annuity rates
288.

Average initial annuity rates per £10,000 single premium are used to adjust the
Equitable Life actual initial annuity to obtain the initial annuity for the Comparators
(see sub-section 5.5).

289.

Average initial annuity rates have been provided by Equitable Life, Prudential and
Scottish Widows.

290.

The average initial annuity rates used in the loss calculation are for the following
combinations of policy features:

291.

Policy types:


Single life, male assumed aged 65



Single life, female assumed aged 60



Joint life, first life is assumed to be male and aged 65 and second life is
assumed to be female and aged 62.
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292.

293.

ABRs64 (interpolated between these values if necessary):


0%



3.5%



6.0%



8.0%



10.0%

Commencement years:


1992 to 2000 for Equitable Life and Prudential



1995 to 1999, first half year 2000 and second half year 2000 for Scottish
Widows.

Bonus Rates
294.

The amounts of the annuity payments are calculated using historical bonus rates until
the April 2010 declaration for Equitable Life and Prudential and unit prices until 1
January 2010 for Scottish Widows. After this date assumed future bonus rates are
used to calculate projected annuity payments.

295.

The historical bonus rates are applied until the End Date (31 December 2009).

Historical Bonus Rates for Equitable Life
296.

297.

The historical bonus rates required for Equitable Life are the


Overall Rate of Return (ORR) bonuses (non-guaranteed),



Interim Rate of Return (IRR) bonuses (non-guaranteed) and



Reversionary Bonus (RB) rates (guaranteed).

Prior to the transfer to Prudential, different historical bonus rates apply for policies
issued in foreign currencies.

Historical Bonus Rates for Comparators
298.

Actual bonus series and unit prices are applied for the Comparators using data for UK
WPA business obtained from Prudential and Scottish Widows.

299.

Pensions Business bonus series are applied for Life Business and for Pension
Business annuities for the Equitable Life and the Comparators.

64

For Equitable Life the rates shown are a combination of ABR and GIR i.e. (1+ABR)*(1+GIR)-1.
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300.

The bonus rates applied in the calculation of annuity payments for the Comparators
are the same for policies issued overseas as those used for UK.65

Future Bonus Rates for Equitable Life and Comparators
301.

Future bonus rate assumptions have been determined for both Equitable Life and the
Comparators allowing for expected future investment returns and expenses. Details
of the derivation of the assumptions are set out in the Actuarial Advice to Sir John
Chadwick.66

302.

The bonus rates assumed to apply from 2011 onwards are set out in the table below.
The bonus declared in any year (on 1 April) reflects the previous year‟s investment
return.

303.

The bonus rates shown in the following table for Equitable Life apply to those policies
commencing after the House of Lords ruling. There is a 0.5% reduction to the bonus
rates shown up to and including the 2011 declaration for policies commencing before
the ruling (20 July 2000).

304.

For Scottish Widows the Future Growth rate assumptions are applied to the
calculated unsmoothed asset share projection as at 31 December 2009 (see subsection 5.5).

305.

For Equitable Life the Reversionary (guaranteed) Bonus rate (RB) has been 0% since
2001 and is assumed to remain at 0% in the future. The future assumption for the IRR
is that it is the same as the future assumption for the ORR.

306.

For Prudential and Scottish Widows, the future assumption for the Top-Up Bonus is
0%.

BONUS RATES USED FROM 2011 ONWARDS67

65

Declared in
Year

Equitable Life
Overall Rate of
Return (ORR)

Prudential
Regular Bonus
(RGB)

Scottish Widows
Future Growth
(FG)

2011 to 2013

3.83%

4.87%

5.60%

2014 and onwards

4.83%

4.87%

5.60%

SJC 4.89
AASJC 523 to 556
AASJC 528

66
67
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Interest Rates
Accumulation of Past Losses and Past Gains
307.

Past Losses and Past Gains are accumulated to 31 December 2009 at a fixed rate of
interest of 4% (the Accumulation Rate).

Tax
308.

Relative Loss is calculated using annuity payments that are gross of any tax that is
payable by the policyholder.

5.7

WPA Data issues

309.

This sub-section details the modifications required to resolve issues identified by data
validation checks. There are two types of data validation performed:


Equitable Life policy data validation: checks that data is within acceptable
limits, is of the expected format and is consistent with itself (e.g. where
overlapping data is provided).



Equitable Life annuity payment data validation: using the actual Equitable Life
bonus rates, the annuity payments are calculated and compared to the actual
annuity payment data. This is referred to as the “reconciliation” check.

Zero Relative Loss policies
310.

For some policies a zero Relative Loss is calculated. The reasons are set out below.

311.

Cancelled policies: these are policies that were cancelled e.g. during a „cooling-off‟
period. There is no Relative Loss on these policies because they were cancelled.

312.

Capital protection: these are policies with a capital protection option (see paragraph
189) and have terminated in the Equitable Life data with a return of premium minus
the sum of any annuity payments made. All of the policies in this category have no
Relative Loss. Checks have been carried out to make sure that under the
Comparator, the annuitant would not have received more in annuity payments than
the premium.

313.

Policies that terminate within a year: these policies did not receive any bonuses and
therefore they cannot have been subject to a Relative Loss or Relative Gain.

314.

Surrendered without a surrender value: Equitable Life has stated that these policies
were surrendered as part of implementing redress under the GAR Rectification
Scheme where the WPA was surrendered (with no surrender value) and replaced
with another GAR non-profit annuity. There is no loss because the policyholders were
effectively put into the position they would have been in if they had not originally taken
out a WPA policy and instead had taken out a non-profit annuity.
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Data modifications
315.

For some policies a modification to the data is necessary as explained in each case
below.

316.

Data corrections: these are policies where either Equitable Life or Prudential have
confirmed that there is a mistake in the data and have provided the correct data.

317.

Adjustment for Equitable Life 2007 underpayment correction: There are some policies
which were underpaid in the past and Equitable Life made a correction before
transferring the policies to Prudential. Some of these corrections are not included in
the actual annuity payment data because they were made after the policy anniversary
in 2007. If the correction payment is included in the 2007 Equitable Life annuity
payment data, the actual annuity payments can be reconciled.

318.

Equitable Life 2007 overpayment ignored: In the correction exercise undertaken in
2007, Equitable Life identified a number of policies where the policyholder had been
overpaid. However they did not try to recover these overpayments. The overpayment
in the reconciliation test has been ignored for these particular policies. The effect of
the overpayment is to reduce the loss (or increase the absolute size of the gain).

319.

Adjustment for GAR rectification scheme: Where part of a WPA policy is cancelled as
a result of the GAR rectification scheme, the annual annuity payments are reduced.
Loss is only calculated on the part of the WPA policy that was not cancelled. Before
the reduction, loss is calculated on the percentage of the annuity payments that were
not cancelled later on. After the reduction, loss is calculated on the reduced annuity
payments.

320.

Manual adjustments ignored: There are some policies for which there is a “manual
positive adjustment” payment in the data (a MANPO: see paragraph 246), which
cannot be explained by Equitable Life. These policies pass the reconciliation check
(see paragraph 309) without allowing for the manual adjustment. The approach used
is to ignore this payment in the calculation of loss.

321.

Commencement after Scottish Widows demutualisation: After Scottish Widows
demutualised on 3 March 2000, they no longer offered the with-profits annuity product
that is used as a Comparator in the model. A different annuity product was offered
instead. The pre-demutualisation annuity product has been used for calculating the
loss for Scottish Widows as a Comparator.

322.

Inland Revenue payment applied: Some policies were affected by limits that the
Inland Revenue applied on annuity payment amounts i.e. they received smaller
annuity payments than they were otherwise due. The annuity amounts that were not
paid out because of the limits, were held back and accumulated interest. When the
limits were removed in 2006 Equitable Life paid these accumulated amounts out as a
lump sum on each policy. These lump sum amounts have been provided by Equitable
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Life and they are added to the annuity payment data in the policy year following the
2006 policy anniversary. They are included in the calculation of Relative Loss. The
Inland Revenue limits are not modelled for the Comparator, instead it is assumed that
the annuity payments were not reduced.
323.

One overpayment on death: This is where the data indicates that Equitable Life made
a payment after death where there should not have been one. Ignoring this payment
means the policy can be reconciled and so this payment has been ignored in the loss
calculation.

324.

ABR 11% or over: If the policy has an ABR of 11% or over, instead of choosing the
highest equivalent ABR available for the Comparators, the Comparator ABR is set
equal to the Equitable Life ABR. This is because some Equitable Life policies were
deliberately set up with high ABRs in order to produce very high initial annuity
payments that reduced quickly over time, i.e. they were not standard annuities. 11%
is the threshold because this was the highest standard ABR that Equitable Life ever
offered.

325.

Manual payment date adjustment: This is where there has been a “manual positive
adjustment” payment or a “manual negative adjustment” payment (a MANPO or a
MANNG, see paragraph 246) to correct a mistake on a policy that occurred before or
after the period where the model uses the payment data. If the date of this payment is
changed to match the date of the mistake, the policy reconciles.

326.

Personal pensions mis-selling: For some policies there is an increase in the annuity
payments around 1997/1998 as a result of the personal pensions mis-selling
compensation scheme (see sub-section 7.3). The monetary amount of the increase in
annuity payments for the policy year in which compensation was added is also
applied to the Comparators. If the increase in annuity was applied part way through
the policy year, the increased annuity is grossed up for the year in order to calculate
the next year‟s annuity payment.

Dates
327.

Commencement date: Policies starting on 29 February are treated as starting on 28
February.

328.

Termination date: if the policy had terminated before 31 December 2007, the date of
the transfer to Prudential, and no termination date is given, the model takes the last
payment “paid date” as the termination date.

329.

Death date: the death date field is updated to account for deaths notified since
transferring to Prudential up to September 2010.

330.

Death date inconsistencies: for a few annuitants, there is a death date provided by
Equitable Life and a death date provided by Prudential which are not the same. In
these cases, if the death date is after the transfer to Prudential, the death date
provided by Prudential is used, otherwise the death date provided by Equitable Life is
used.
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331.

First payment due date inconsistencies: in some cases, the first payment due date in
the policy data does not match the due date of the first payment in the payment data
(the database of policy information includes information from policy records and from
payment records). The “first payment due date” has been adjusted to match the
payment data and cause the coverage to reconcile. The same approach has been
adopted where necessary to match the due date of first payment with the policy data.

Other policy data
332.

Initial annuity paid: the gross initial annuity is provided in the policy data (i.e. the first
year annuity payment amount). In some cases this is inconsistent with the payment
data. Normally the initial annuity given in the policy data is used, however, there are a
small number of policies where the first year of annuity payment data has been used
instead so that the payments reconcile.

333.

Negative ABR: if the ABR is negative it is altered in the modelling to match how it has
been applied in practice by Equitable Life. In deriving annuity amounts Equitable Life
divided by (1+ABR) for positive ABRs and multiplied by (1-ABR) for negative ABRs,
whereas the calculations set out above always divide by (1+ABR). So, for example,
where the ABR is given as -3.5%, these calculations divide by (1-3.38%) which gives
the same result as multiplying by (1+3.5%).

334.

Annuitant status: where the annuitant status in the data is alive but there is also a
date of death, it is assumed that the annuitant is in fact dead. The annuitant status is
also updated to include the death data provided by Prudential where applicable.

335.

Payments in advance or arrears: for some policies the payments are marked as in
arrears in the policy data but in the payment data the payments are actually made in
advance and vice versa. The modelling is changed to match the payment data.
Payments made in arrears means that the annuity payments are made at the end of
every payment period e.g. at the end of each month. Payments made in advance
means that the annuity payments are made at the start of every payment period e.g.
at the start of each month.

336.

Commutation on death: (see paragraph 191) if a commutation payment has been
made and there is not a commutation indicator on the policy, it is assumed that there
was a commutation option on the policy. If there is a commutation indicator on the
policy and there has been a death and no commutation payment was made then it is
assumed there was not a commutation option on the policy, otherwise the indicator
given in the data is used.

5.8
337.

Unresolved data issues
Various reconciliation and validation checks have been performed on the data. Some
of these have identified where policies need to be modified as set out in sub-section
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5.7 above. There are a number of policies which require further investigation
because of inconsistencies or omissions in the available data or because of unusual
features. The Relative Loss or Relative Gain for these policies will be determined as
far as possible using methods consistent with the Scheme.
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Section 6: Offsetting and De minimis
6.1
338.

Aggregation of gains and losses
In general, where a policyholder is identified as the payee for more than one policy
within the Scheme population then


Any Relative Gains made on AWP or CWP policies in the period under review
will be used where possible to offset the Relative Losses payable by the
Scheme on other AWP or CWP policies for that payee;



Any Relative Gains made on WPA policies will be used where possible to
offset the Relative Losses on WPA policies for the same payee or may be used
(in limited circumstances- see sub-section 6.6) to offset Relative Losses on any
AWP or CWP policies owned by that payee;



Any gains on AWP or CWP policies will not be used to offset any WPA
Relative Losses because WPA Relative Losses net of WPA Relative Gains are
to be met in full.

More detail is given in the subsequent paragraphs.

6.2 Definition of payee
339.

The term „policyholder‟ is widely used throughout this document which in most cases
refers to the owner of the policy.

340.

However, the policyholder is not always the recipient of Scheme payments because
the policyholder is not always the person who has suffered Relative Loss.

341.

The following paragraphs explain the rules that the Scheme will follow to identify the
recipient of Scheme payments, the „payee‟.

342.

For AWP and CWP policies, the payee is set according to the criteria first satisfied in
the following list:


Where policies have been assigned, the assignee is the payee. If this payee
has died, his or her estate becomes the payee;



where policies are held under trust, the trustee is the payee. If this payee has
died, an alternative trustee becomes the payee;
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343.

344.



for FSAVC policies, the payee is the life assured on the policy. If this payee
has died, his or her estate becomes the payee;



for School Fee Trust Plan policies, the payee is the contributor to the policy. If
this payee has died, his or her estate becomes the payee;



for joint life policies where there are two lives assured, then the payee is:
–

while both lives assured are alive, the first named life on the policy;

–

after the death of one life assured while the other life remains alive, the
surviving life;

–

where both lives have died, then the estate of the most recently deceased;



For all other AWP or CWP policies that have not become claims, the payee is
the policyholder. If this payee has died, his or her estate becomes the payee;



For all other AWP or CWP policies that have become claims, the payee is the
person who was the policyholder at the date of the claim. If this payee has
died, his or her estate becomes the payee.

For Group scheme policies, the payee is:


For defined benefit pension schemes, the trustees of those Group schemes;



For defined contribution pension schemes where Equitable Life only has one
set of data and no records of the individual members in respect of the
scheme, the trustees of those Group schemes.



For other defined contribution pension schemes, the individual members of
those Group schemes, except where any of those individual members has
died, then the payment due to the deceased member will be made to his or her
estate.

For WPA policies, the payee is:


For policies that have been assigned, the assignee. If this payee has died, his
or her estate becomes the payee;



For single life WPA policies, the annuitant. If this payee has died, his or her
estate becomes the payee;



For joint life policies there may be more than one payee:
–

For loss incurred on annuity payments made whilst the first annuitant is
alive, the first annuitant is the payee. If this payee has died, his or her
estate becomes the payee;
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–

For loss incurred on annuity payments payable to the second annuitant
made whilst the second annuitant is alive, and after the first annuitant had
died but before the policy terminated, the second annuitant is the payee. If
this payee has died, his or her estate becomes the payee;

–

For loss incurred on annuity payments made after both annuitants have
died (i.e. there was an outstanding guarantee or fixed term), the estate of
the most recently deceased becomes the payee.

6.3 Offsetting for the AWP and CWP policy classes
345.

In general, offsetting is applied at payee level. The Relative Losses and Relative
Gains for AWP and CWP policies for the same payee are offset against each other.

346.

However, for any AWP or CWP policy, where the payee is an assignee, a trustee or
the second life under a joint life policy, then any Relative Losses and Gains accruing
under that policy are not offset against any Relative Losses or Gains accruing to that
payee under any other policies.68

347.

The offsetting of WPA gains against AWP and CWP Relative Losses is described in
paragraphs 361 to 363.

6.4 Offsetting for Group scheme policies
348.

Offsetting of Relative Losses and Gains is only taken into account at an individual
member level if more than one record is identifiable in respect of an individual
member within a Group scheme policy.

349.

Due to data limitations, Relative Losses or Relative Gains on Group scheme policies
are not offset against Relative Losses or Relative Gains from policies in other
classes, or against Relative Losses or Relative Gains from policies held by the same
policyholders across different Group scheme policies.69

6.5 Offsetting within the WPA policy class
350.

68
69

In general, offsetting is applied at payee level. Where a payee has more than one
WPA policy, the Past Losses and Past Gains are summed over all WPA policies (the
total Past Loss or total Past Gain) and Future Losses and Future Gains for each year
are summed across all WPA policies (the total Future Loss or total Future Gain for
each year and for each contingent future scenario, see paragraphs 357 to 360).

AASJC 631
IC 4.10
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351.

So for example, any Future Losses that a second annuitant may incur in the future on
a joint life policy (where both annuitants are alive now), are not used for offsetting of
any Past Gain that they may have on a single life policy of their own.

352.

However where the payee is an assignee, any Relative Losses or Relative Gains
accruing under that policy are not offset against any Relative Losses or Relative
Gains accruing to that payee under any other policies.

353.

If a payee has a total Past Gain further offsetting will be applied as described in
paragraphs 354 to 355 and 361 to 363

Where the payee has both total past gains and total future losses on WPA policies
354.

Where the payee is alive and has both a total past gain and total future losses on all
of their WPA policies, the total past gain will be offset against these total future
losses. In practice this will mean that payments will not commence until the
cumulative future losses exceed the value of the total past gain. If the payee dies
before this point, then the remaining past gain will not be used to offset the second
annuitant‟s future losses. There are a small number of cases where there are more
past gains than future losses, and therefore there will be no overall Relative Loss and
no payment; any excess Relative Gain is not offset against any other policy types for
that payee.

355.

If there are any total future gains (see paragraph 212) in the above cases, these are
added to the total past gains and offset against total future losses; loss payments will
not commence until the cumulative future losses exceed the value of the total past
gain plus the total future gain.

356.

See paragraph 362 for how offsetting is applied if the payee has died.

Offsetting of Contingent Future Losses
357.

Limited offsetting of total past gains and total future gains against total future losses is
performed in 'contingent' cases where the total future loss payments may change
because of annuitant deaths (see paragraphs 215 to 217).

358.

For example, the loss payments made to an annuitant might change in the future
upon the death of their spouse if the policy has a spouse reduction.

359.

Losses and gains are offset as described in paragraphs 350 to 353 for the base
scenario. The amount by which the future loss is reduced in each year is referred to
below as the base scenario reduction.

360.

For contingent scenarios the total future loss in each year is reduced by the minimum
of


the base scenario reduction for that year, and



the total future loss for that year.
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This means the future loss payment in each year is never reduced by more than the
base scenario reduction and can never be reduced to become less than zero.
Therefore the total reduction over all future years is never more than the total past
gain.

6.6

Offsetting of gains on WPA policies against losses on AWP or CWP
policies

361.

Where a payee is alive, if there is a total past gain but no total future losses on all of
their WPA policies, the total past gain is used to offset any Relative Losses that
payee may have on AWP or CWP policies (as long as they are not a trustee,
assignee or second life on these policies).

362.

Where the payee has died and they have a total past gain and, possibly, total future
losses or gains, over all of their WPA policies, then if the sum of these results in an
overall gain, this gain is used to offset any Relative Losses on AWP or CWP policies
for the same payee.

363.

In all other cases, WPA gains are not used to offset any Relative Losses on AWP or
CWP policies.

6.7 Pro rata payments
AWP, Group scheme and CWP Policies
364.

At the 2010 Spending Review, the Government announced that £775 million would be
made available for payments to AWP, Group scheme and CWP policyholders. The
Independent Commission was asked to provide advice on how this amount should be
fairly allocated. The Independent Commission recommended that there should be a
pro rata allocation of the available quantum, in proportion to the size of Relative
Losses. The Relative Loss on AWP, Group scheme and CWP policies is therefore
subject to a pro rata adjustment of 22.4 per cent.

WPA Policies
365.

The Government announced at the Spending Review that it would cover the full
Relative Losses on WPA policies. The pro rata factor therefore does not apply to
WPA policies.
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6.8 De minimis
366.

After offsetting and the pro rata factor have been applied, a de minimis amount of £10
is set for AWP and CWP policies beneath which payments will not be made.

367.

For Group scheme policies where the Relative Losses and Relative Gains have been
calculated for the individual members of the scheme, the minimum payment applies
for those individual members (or their estates if they have died). For Group schemes
where the Relative Losses and Relative Gains are calculated at Group scheme level,
the £10 minimum payment applies to the Group scheme.

368.

The de minimis amount does not apply to any payments of Relative Loss in respect of
WPA policies for which net losses are paid in full.
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Section 7: Equitable Life Compensation
Schemes
7.1 Overview
369.

Some Equitable Life policyholders received payments from compensation schemes
that were unrelated to government maladministration. The number of policyholders
who have benefited from these compensation schemes is a small proportion of the
total number of policyholders who suffered a Relative Loss.

370.

Equitable Life undertook a number of compensation schemes for reasons such as
mis-selling of the original policy, or failure to correctly calculate the benefits payable
under the policy. Equitable Life has provided additional data to the Scheme that
describes certain aspects of some of these compensation schemes. There are also
compensation schemes for which details have not been provided by Equitable Life for
example because they are not available or are subject to confidentiality agreements.

371.

The data provided for each compensation scheme does not follow a common
structure. The data for some of the schemes is less detailed than most of the rest of
the available data. Adjustments to the calculation of Relative Loss are therefore, for
practical reasons, simple in form.

372.

The following bullet points describe the broad approach taken to allowing for
compensation schemes, where data has been provided, in the calculation of Relative
Loss.
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For AWP policies, where these payments are in respect of mis-selling
compensation schemes and form an uplift to fund value they are treated as a
premium payment into the Equitable Life policy. They will, therefore, contribute
towards any Relative Loss calculated. However, any payments with respect to
mis-selling which were paid in cash are excluded from the Relative Loss
calculation as they were not subject to maladministration.70



Some policyholders were disadvantaged relative to other policyholders as a
consequence of the Guaranteed Annuity Rate (“GAR”) Compromise Scheme.
These policyholders terminated their policies before the GAR Compromise
Scheme came into force. Compensation payments were therefore made to
those disadvantaged policyholders. For policies other than WPAs, these
payments are categorised as deferred proceeds from the policy itself. The
payments were made separately from the GAR Compromise Scheme and
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were not in respect of government maladministration, so will serve to reduce
Relative Losses commensurately.71


7.2

For most other compensation schemes, where Equitable Life has made a
payment to an AWP policyholder to compensate for shortfalls in administration
or errors in the calculation of the benefit, the compensation payments are
included in the Equitable Life proceeds and will generally reduce the Relative
Loss incurred on that policy.72

Pro-rata adjustment to redress amounts

373.

As the compensation amounts paid may relate partly to premiums paid inside and
partly to payments made outside of the Loss Calculation Period, adjustments are
made to the amounts of redress payments to be allowed for within the Relative Loss
calculations.

374.

It is not possible to accurately identify the amount of redress that relates to the Loss
Calculation Period, so the redress amounts have been adjusted using an approximate
method. Where it is both possible and appropriate, a pro-rata adjustment is made for
the purpose of adjusting Relative Loss by multiplying the redress by the ratio:
the number of days the policy is in-force during the Loss Calculation Period
the number of days the policy is in-force.

375.

Further details of the approaches taken to allow for each compensation scheme in the
Relative Loss calculations appear in the following paragraphs.

7.3 Compensation Scheme details
Personal Pensions Review - Phases I and II and FSAVC Review
Description
376.

These compensation schemes related to an industry-wide issue of mis-selling of
personal pensions. Policyholders were paid compensation to put them in the same
position that they would have been had they not opted out or transferred out of their
occupational pensions scheme. Such policies were sold between 29 April 1988 and
15 August 1999.

377.

The Phase I and Phase II reviews related to personal pensions and the FSAVC
review was in respect of free-standing additional voluntary contributions.

378.

For Phases I and II, where the AWP or CWP policy remained in-force, compensation
was generally paid as a top-up to the fund value, although some cash sum payments
were made. Where practicable, policyholders were reinstated in their occupational
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pension scheme. For those policyholders who had retired and bought a WPA policy
from the proceeds of the affected AWP or CWP policy or policies, compensation was
in the form of increased annuity payments.
379.

For the FSAVC review, redress was made either in the form of a cash sum, a top-up
to the fund value or an additional annuity.

Effect on Relative Loss Calculations
380.

Fund top-up payments are included in the calculation of both the Equitable Life Policy
Values and Comparator Policy Values.

381.

For policyholders who had bought a WPA, the increase in WPA annuity payments is
included in both the Equitable Life and Comparator annuity payments. The affected
policies and the compensation amounts have been identified from the payment data.

382.

It has been assumed that the amount of compensation paid by the Comparator would
have been identical to that paid by Equitable Life.

383.

Redress in the form of cash sums, additional annuities or re-instatements to
occupational schemes are not included in the Relative Loss calculation as the
amounts of the redress have not been impacted by the government
maladministration.

384.

There are some policies where the main data from Equitable Life implies a different
redress amount than that contained in the compensation scheme data. In such cases,
the main data is assumed to be more reliable and has been used rather than the
compensation scheme data.

Retirement Annuity Policy Review
Description
385.

Some With-Profits Retirement Annuity policies issued from 1st October 1975 had a
contractual interim bonus guarantee for the last part policy year before the retirement
date.

386.

Policies with that guarantee that terminated for contractual reasons between 16 July
2001 and September 2005 were underpaid because the amount paid to them did not
correctly allow for that contractual interim bonus guarantee.

387.

Equitable Life subsequently re-calculated the policy values for such cases, and where
necessary paid cash sums to increase the total payout so that it was not less than the
amount calculated in accordance with the terms of the policy.
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Effect on Relative Loss Calculations
388.

It has been assumed that the guarantee was not a major factor in the policyholder
selecting the Equitable Life policy.

389.

The guaranteed interim bonus is not included in the Comparator Policy Value or the
Equitable Life Policy Value when calculating the Relative Loss.

390.

The redress payments are not included in the Relative Loss calculation as these were
paid in cash and have not been impacted by the Government maladministration.

Non-GAR leaver Review
Description
391.

Some holders of policies without GARs who left Equitable Life in 2001 between the
date of the House of Lords ruling on the Equitable vs. Hyman case and the
introduction of the GAR compromise scheme did not benefit from either the
differential terminal bonus policy or the GAR compromise scheme.

392.

Compensation was therefore paid to these policyholders in the form of a cash sum,
which was intended to be the equivalent of the compromise payment made to those
who left later.

Effect on Relative Loss Calculations
393.

The value of the cash sum redress (without any timing or interest adjustment but prorated as appropriate) is used to reduce Relative Loss or increase the absolute size of
the Relative Gain, as the case may be, as at 31 December 2009.

Managed Pension Review
Description
394.

This review related to the investigation of mis-sold income drawdown contracts issued
by Equitable Life.

395.

It is assumed that any mis-selling would also have occurred with the Comparator and
that an equal amount of redress would have been paid. Redress was in the form of a
cash sum or an additional annuity contribution into an external pension policy.

Effect on Relative Loss Calculations
396.

The redress payments are not included in the Relative Loss calculations.
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GMP Review
Description
397.

Certain pensions have a guaranteed minimum pension (GMP) underpin. The
payments made by Equitable Life on some policy terminations did not properly allow
for these guaranteed benefits.

398.

As all of the policies due redress had transferred out of Equitable Life, the redress
was made as a cash sum placed with the new provider.

Effect on Relative Loss Calculations
399.

The value of the cash sum redress (without any timing or interest adjustment but prorated as appropriate) is used to reduce Relative Loss as at 31 December 2009,
subject to it not resulting in a Relative Gain. This is because the redress would have
brought the payout into line with the guaranteed level of payout, which would have
been at least matched by the Comparator. Any existing Relative Gains are not
increased further.

Personal Investment Plan Review
Description
400.

The Personal Investment Plan (“PIP”) review was a review of complaints received on
the mis-selling of PIP bonds.

401.

It is assumed that any mis-selling would have also occurred with the Comparator, and
an equal amount of redress paid. Redress was made in the form of a cash sum to the
affected policyholders.

Effect on Relative Loss Calculations
402.

The redress payments are not included in the Relative Loss calculation.

Review of Guarantees in Group schemes which were being wound up
Description
403.

When some Group schemes were wound up, the benefits for scheme members were
transferred to individual policies, and as a result those individual policies contained
guaranteed annuity rates. In some instances these guaranteed rates were not upheld
by Equitable Life at the time.
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404.

The redress, where required, took the form of an additional amount of annuity which
Equitable Life paid for. The majority of those requiring redress receive their annuities
through a third party provider.

405.

It is assumed that the Comparator would not have offered similar guaranteed annuity
rates, and therefore would not have allowed for them in policy payouts.

Effect on Relative Loss Calculations
406.

Where known, the amount of the redress is taken as the cost to Equitable Life of
purchasing the additional annuity. Where it is not known, the amount of the redress is
taken as the estimated cost of the additional annuity based on the median annuity
rates of those whose top-up annuities are provided by the third party.

407.

The value of the cash sum redress (without any timing or interest adjustment but prorated as appropriate) is used to reduce the Relative Loss or increase the absolute
size of the Relative Gain, as the case may be, as at 31 December 2009.

Legacy, Defined Contribution, Defined Benefit and Individual Rectification schemes
Description
408.

Under these schemes redress was paid as a result of the differential terminal
bonuses paid to policies.

409.

The Legacy Rectification scheme was the first stage of the Rectification redress
scheme and, where redress was required, a cash sum and/or top-up annuity payment
was made.

410.

The Defined Contribution Rectification scheme was the stage of the Rectification
redress scheme relating to Defined Contribution schemes only and, where redress
was required, a cash sum and/or top-up annuity payment was made.

411.

The Defined Benefit Rectification Scheme was the stage of the Rectification redress
scheme relating to Defined Benefit schemes only and, where redress was required, a
cash sum (if the scheme was no longer in-force) or an uplift in fund value was made.
The uplift in fund value was of the form of a new coverage under the same policy
number commencing with a transaction backdated to 31st December 2003.

412.

The Individual Rectification scheme was the stage of the Rectification redress
scheme relating to the remaining Individual policies only and, where redress was
required, a cash sum and/or top-up annuity payment was made.

Effect on Relative Loss Calculations
413.

The amount of the redress assumed in the Relative Loss calculations is the amount
paid by way of cash sum, and the total additional annuity payments, without any
timing or interest adjustments, received on or before the End Date, where known.
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414.

Where the redress was made using an uplift to the fund value (using a new coverage)
it has been treated in the same way as a cash sum payment.

415.

However there are a number of cases where the top-up annuities are administered by
a third party provider, rather than by Equitable Life, and details of these annuity
payments are not available. As a result, for those top-up annuities, no allowance has
been made, in the calculation of Relative Loss or Relative Gain, for the redress.

416.

The value of the redress (without any timing or interest adjustment but pro-rated as
appropriate) is used to reduce the Relative Loss or increase the absolute size of the
Relative Gain, as the case may be, as at 31 December 2009.

Annuity 2000 Compensation Scheme
Description
417.

The Annuity 2000 compensation scheme was intended to compensate holders of
policies which had a flexible GAR option but were paid a fixed GAR by Equitable Life.

418.

Redress was paid in the form of a cash sum and/or top-up annuity payment.

Effect on Relative Loss Calculations
419.

The use of the wrong GAR affected the form and amount of the pension that could be
bought by the policy value, not the policy value itself. Consequently the redress
payments were not impacted by the Government maladministration and are not
included in the Relative Loss calculation.

GAR WPA Rectification Scheme
Description
420.

The GAR WPA Rectification Scheme was intended to compensate policyholders who
had suffered relative to other policyholders who were either not subject to a
differential terminal bonus policy or benefited from the GAR compromise scheme.
Affected policyholders would have been part of the non-GAR leaver Review or the
Rectification Schemes set out in paragraphs 391 to 392 and 408 to 412. For
policyholders who bought a WPA with the proceeds of their affected policies, the
compensation took the form of surrendering all or part of the WPA, and replacing it
with a non-profit annuity with effect from the date the WPA had started. The terms of
this replacement effectively put the policyholder in the position they would have been
in had they selected a non-profit annuity instead of a WPA in respect of the affected
policies.
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Effect on Relative Loss Calculations
421.

The resultant impact on policyholders is that Relative Loss on the WPA does not
need to be adjusted for any element of WPA which relates to the redress scheme.
Consequently it is only any portion of WPA that relates to unaffected policies which is
included in the Relative Loss calculations, where it satisfies the appropriate eligibility
conditions.
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Section 8: Assumptions
Assumption
Accumulation Rate

Value
4% per annum

Description
Rate of interest used to
accumulate Relative
Loss or Relative Gain
from the Claim Date to
the End Date or for
WPAs from the annuity
payment date to the
End Date.
Policies commencing
after the Close Date are
not eligible for loss.

Source and/or Details
This rate is
approximately equal to
the geometric average
of Barclays Bank plc
base rate over the
period 1 January 2001
to 31 December 2009.

Close Date

31 December 2000

Comparator Companies Prudential, Scottish
for AWP and CWP Life Widows, Norwich
Business
Union, Legal and
General and Scottish
Mutual

The companies which
are intended to
represent the
alternative providers of
AWP and CWP Life
Business in which
investors are likely to
have invested over the
period if they had not
invested in Equitable
Life.

SJC 4.87

Comparator Companies Friends Provident,
for AWP and CWP
Standard Life,
Pensions Business
Prudential, Scottish
Widows and Norwich
Union

The companies which
are intended to
represent the
alternative providers of
AWP and CWP
Pensions Business in
which investors are
likely to have invested
over the period if they
had not invested in
Equitable Life.

SJC 4.86

SJC10.13

78

Assumption
Value
Comparator Companies Prudential, Scottish
for WPA business
Widows

Description
The companies which
are intended to
represent the
alternative WPA
providers in which
investors are likely to
have invested over the
period if they had not
invested in Equitable
Life.

Comparator EBR

50% for CWP
55% for WPA

The proportion of the
Based on historic data
Comparator‟s fund
of the Comparators
assumed to be invested
in equities, property and
similar assets. For CWP
business it is used in
determining the
Comparator Future
Investment Return; for
WPA business it is used
for determining the
Comparator future
bonus rates.

Comparator Initial
Expenses

For AWP business and
the notional AWP
policies used in
calculations for CWP
business,
4% of the premium
for Life Business;
and
5% of the premium
for Pensions
Business
For AWP business and
the notional AWP
policies used in
calculations for CWP
business,
0.6% per annum of
the accumulated
fund for Life
Business; and
0.75% per annum of
the accumulated
fund for Pensions
Business

Expense assumption
used to project the
Comparator value. For
Life Business the rate
shown is the rate net of
tax relief at the
assumed Tax Rate for
the Comparator.

AASJC 393 - 400

Expense assumption
used to project the
Comparator value. For
Life Business the rate
shown is the rate net of
tax relief at the
assumed Tax Rate for
the Comparator.

AASJC 393 - 400

Comparator Renewal
Expenses

Source and/or Details
SJC 4.90
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Assumption
Discount rate

Value
4.4% per annum

Description
The rate of return
assumed for
discounting Future
Losses or Future Gains
on CWP business from
the Nominal Maturity
Date to the End Date.

End Date

31 December 2009

For AWP and CWP
SJC10.13
business, the date at
which the amount of
Relative Loss and
Relative Gain are
calculated. For policies
which have terminated
prior to this date,
interest is paid from the
date of termination to
this date.
For WPA business, the
date to which Past Loss
or Past Gain is
accumulated.

Equitable Life EBR

15% for CWP business; The proportion of
Equitable Life‟s fund
assumed to be invested
in equities, property and
similar assets For CWP
55 % for WPA business business it is used in
determining the
Equitable Life Future
Investment Return; for
WPA business it is used
for determining the
Equitable Life future
bonus rate.

Based on historic data
of Equitable Life.

3.5% per annum

The FSA projection
rates (2007)
recommend that the
rate of return on
equities should be
between 3% and 4%
higher than the return
on government bonds
for use in FSA
prescribed projections.

Equity Premium

The extra return
expected from equitytype assets in excess of
the fixed interest return
and used in future loss
calculations

Source and/or Details
Based on the 15-year
gross redemption yield
for gilts as at the End
Date.

Based on historic data
of Prudential Assurance
plc
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Assumption
Exchange rates

External Comparator
Expenses and other
deductions for WPA

Value
EUR to GBP 0.8885
USD to GBP 0.6192

Description
Source and/or Details
The currency
Market data
conversion rates used
as at 31 December
2009
A mix of one off and per Expense and deduction AASJC 8.5.6
annum charges which
assumptions used to
in aggregate create an project Comparator
average deduction per value. These are used
annum of 0.73%-1.46% in determining the
depending on the
future bonus rates for
Comparator.
WPA business.

Fixed interest return

4.4% per annum

The rate of return
assumed on fixed
interest assets for the
purpose of calculating
Future Losses or Future
Gains on CWP
business.

Based on a 15-year
gross redemption yield
for gilts as at the End
Date.

Start Date

1 September 1992

For CWP and WPA
SJC 10.13
policies, the earliest
date of commencement
for eligibility of Relative
Loss calculations; For
AWP policies the
earliest date of premium
payment for eligibility of
Relative Loss
calculations.

Tax Rate for
Comparator

20%

For life business it is
assumed that the
expenses incurred by
the Comparator on
AWP and CWP life
business get tax relief
at this rate.

Tax rate applicable to
life companies generally
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Section 9: Glossary
Glossary of Selected Terms
Actual Equitable Life Internal Rate of Return

The rate of return determined in accordance with
paragraphs 135 and 136.

Accumulating with-profits policy (AWP)

A class of policy in which the policy value grows as
premiums are contributed and reversionary bonuses are
credited.

Accumulation Rate

The annual rate of interest at which all Relative Losses
and Relative Gains in respect of Eligible AWP and CWP
Policies which have become claims are accumulated
from the date of claim to 31 December 2009. For WPA
business the rate at which the gain or loss on each
annuity payment prior to the End Date is accumulated to
the End Date.

Annuitant

A person receiving an income from an annuity.

Annuity

A policy into which a policyholder pays a single
premium, (often the proceeds of a Pensions Business
policy) in return for an annual income until the death of
the policyholder (or sometimes for a fixed term) usually
for the purpose of providing an income in retirement,
and in some cases providing an income to another
named individual (frequently their spouse) after the
policyholder's death.

Anticipated Bonus Rate

For WPA business the bonus rate chosen at
commencement as the rate at which the amount of
annuity would decrease each year, in addition to any
decrease resulting from the Guaranteed Investment
Return. The bonus rate was normally selected so that
the amount of annuity would be expected to stay level
after allowing for a given rate of annual bonus.

Asset Share

The value of a life insurance policy, calculated as the
accumulation of premiums paid with actual investment
returns, net of expenses, charges for the cost of
guarantees, tax and other deductions. The unsmoothed
Asset Share reflects the actual value of the underlying
assets; the smoothed asset share reflects the
smoothing of volatile returns that an insurance company
applies to its with-profits policies.
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Bacs

Originally Bankers Automated Clearing System: Bacs is
the automated clearing house, processing in particular
Direct debits and Direct Credits. This is the means by
which electronic payments will be made to UK
policyholders.

Claim Date

For those AWP or CWP policies not in-force at the End
Date, the date on which a policy terminated, or where
that date is not known, the date on which it is deemed to
have terminated. Where there has been more than one
payment out of the policy, the Claim Date is the date of
the most recent payment out.

Close Date

The last date on which new investment in Equitable Life
is included in an assessment of Relative Loss.

Commencement Date

The date on which a policy commenced as shown in
Equitable Life‟s records. This is generally the date on
which Equitable Life formally accepted the policy and
the first (or only) premium was paid. For WPA policies
the first annuity payment may have occurred at a later
date.

Comparator

The notional company whose with-profits past
performance is derived from the Comparator
Companies.

Comparator Companies

The companies whose past performance is used to
calculate the returns for the Comparator.

Comparator EBR

The proportion of the Comparator‟s fund assumed to be
invested in equities, property and similar assets. For
CWP business it is used in determining the Comparator
Future Investment Return; for WPA business it is used
for determining the Comparator future bonus rates.
The rate of return determined in accordance with
paragraph 162.

Comparator Future Investment Return

Comparator Future Policy Value

For CWP business in-force at the End Date, the amount
notionally payable by the Comparator in accordance
with the provisions of this Annex, in respect of the
period between the End Date and the Nominal Maturity
Date, and determined in accordance with paragraph
163.

Comparator Initial Expenses

The expense assumed to be incurred by the
Comparator each time a premium is paid into an AWP
policy. This expense also applies to the Equitable Life
Future Policy Value and the Comparator Future Policy
Value used in the CWP calculations.
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Comparator Past Policy Value

For CWP business, the amount derived from the
calculations set out in this Annex as the amount that
would have been payable by the Comparator in respect
of the premiums paid between the Start Date and the
Policy End Date.

Comparator Policy Value

For AWP and CWP business, the amount derived from
the calculations set out in this Annex as the amount that
would have been payable by the Comparator.

Comparator Renewal Expenses

The rate which the Comparator is assumed to have
charged for maintaining an AWP policy and determined
as necessary for part-years on a geometric proportion.
This expense also applies to the Equitable Life Future
Policy Value and the Comparator Future Policy Value
used in the CWP calculations.

Comparator Smoothed Returns

The returns attributed to the Comparator as set out in
paragraph 51 for AWP business and 150 for CWP
business.

Comparator Unsmoothed Returns

The returns attributed to the Comparator as set out in
paragraph 49 for AWP business and 148 for CWP
business.

Compensation schemes

Schemes that provided redress to policyholders (in the
form of cash payments, uplifts to policy values or
additional annuities) who had seen their benefits
compromised due to errors or misinformation (including
mis-selling by company representatives). No previous
scheme has been identified that compensated
policyholders for Government maladministration.

Contractual claim

For AWP and CWP policies, policy termination in
accordance with the contractual terms of the insurance
contract, usually on occurrence of a specified event (for
example maturity), after which the policy is no longer „inforce‟. On contractual claim, the policyholder is entitled
to receive a minimum of the guaranteed value of the
policy or the Sum Assured if applicable. See also „Noncontractual claim‟.
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Conventional with-profits policy (CWP)

A class of policy which has a clearly defined initial
guaranteed amount usually payable at maturity or on
death of the policyholder. This guaranteed amount is
usually much higher than the initial investment in the
policy and is increased from the premium paid through
the duration of the policy by the addition of regular or
reversionary bonuses which, once added, cannot be
taken away. A terminal or final bonus is often paid in
addition on termination.

Crossed warrant

From the policyholder perspective a crossed warrant
can effectively be treated like a cheque. The main
difference between a warrant and a cheque is that a
warrant is not signed by the issuer. Unlike a cheque, the
recipient of the warrant has to sign it before they can
pay it into their bank account.

De minimis

A specified amount beneath which loss payments would
not be made.

Discount Rate

The rate of return assumed for discounting Future
Losses or Future Gains on CWP business from the
Nominal Maturity Date to the End Date.

End Date

For AWP and CWP business, the date at which the
amount of Relative Loss and Relative Gain are
calculated. For policies which have terminated prior to
this date, interest is paid from the date of termination to
this date.
For WPA business, the date to which Past Loss or Past
Gain is accumulated.

Eligibility

A policyholder is broadly eligible for the Scheme if they
hold one or more AWP, Group, CWP or WPA policies in
which they invested between 1 September 1992 and 31
December 2000. A policyholder must hold an eligible
policy to be considered for a Scheme payment. Further
details of the eligibility conditions are given in each of
the relevant sections of Annex A.

Equitable Life

Equitable Life Assurance Society.

Equitable Life EBR

The proportion of Equitable Life‟s fund assumed to be
invested in equities, property and similar assets. For
CWP business it is used in determining the Equitable
Life Future Investment Return; for WPA business it is
used for determining the Equitable Life future bonus
rates.
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Equitable Life Past Policy Value

For a CWP policy that has become a claim, the amount
actually paid by Equitable Life as the claim value of the
policy, or where this is not available the amount
notionally paid by Equitable Life in accordance with the
provisions of this Annex, in respect of the premiums
paid between the Start Date and the Policy End Date.
For a CWP policy in-force at the End Date, the amount
determined in accordance with paragraph 134

Equitable Life Future Investment Return

The rate of return determined in accordance with
paragraph 140.

Equitable Life Future Policy Value

The amount determined in accordance with paragraph
141.

Equitable Life Policy Value

For AWP business, the amount actually paid by
Equitable Life as the claim value of a policy, or where
this is not available, the amount notionally paid by
Equitable Life in accordance with the provisions of this
Annex, in respect of the premiums paid within the Loss
Calculation Period.

Equity Premium

The rate of return assumed on equity investments in
excess of the Fixed Interest Return for the purpose of
calculating Future Losses or Future Gains on CWP
business.

Final Comparator Rate of Return

The rate of return determined in accordance with
paragraph 160.

Fixed Interest Return

The rate of return assumed on fixed interest assets for
the purpose of calculating Future Losses or Future
Gains on CWP business.

Future Gain

The amount of the Relative Gain that relates to the
period after the End Date.

Future Loss

The amount of the Relative Loss that relates to the
period after the End Date.

GAR Compromise Scheme

The scheme, effective on 8 February 2002, which
removed GAR benefits from policies in return for an
average increase in policy values of 17.5 percent for
holders of GAR policies. Non-GAR policyholders
received on average a 2.5 percent uplift to their policy
values in exchange for giving up the right to make GARrelated claims against Equitable Life.

86
Glossary of Selected Terms
Group scheme member

A member of a Group scheme policy.

Group scheme policies

Policies written for group pension schemes under which
each policy usually represents the interests of more
than one individual. They are usually administered by a
trustee or trustees.

Guaranteed Annuity Rate (GAR)

The rate governing the minimum amount that an
insurance company would pay on an immediate
retirement, expressed as a percentage of the fund
converted to a non-profit pension. Unlike the current
annuity rate, this was based on an interest rate and a
mortality basis specified within the policy and expressed
as a guarantee.

Joint Life policy

A policy under which the payment or payments of
benefits depend on the death or survival of more than
one life.

LDTV

Last Declared Total Value or LDTV is the amount
calculated by Equitable Life for each policy as at each
year-end as the then current value of the policy.

Life Business

Policies which are subject to taxation on investment
income but given tax relief on expenses under life office
taxation legislation.

Loss Calculation Period

The period from the Start Date to the Close Date.

Market Calibration Factors

The factors determined in accordance with paragraph
54 for AWP business and paragraph 153 for CWP
business.

Market Value Adjustment (MVA)

An adjustment applied to non-contractual terminations
to ensure the payout targets approximately 100% of the
unsmoothed asset share.

Money Management magazine

A magazine published monthly by the FT Group which
includes a number of surveys, articles and statistics
mostly relating to the performance of investment
products.

Nominal Commencement Date

The date on which a policy is deemed to have
commenced. For AWP business it is the With-Profits
Effective Date where available or the Commencement
Date otherwise. For CWP business it is the
Commencement Date or other date determined in
accordance with paragraphs 127 and 128.

Nominal Maturity Date

The earlier of the Policy Maturity Date and 31
December 2019, except for Whole of Life Assurance
policies where it is 31 December 2019.
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Non-contractual claim

Where the policyholder terminates a policy before it has
matured or reached its end date, which usually incurs a
financial penalty.

Notional Equitable Life AWP Past Policy Value

The amount determined in accordance with paragraphs
137 and 138.

Notional Equitable Life Internal Rate of Return

The rate of return determined in accordance with
paragraph 139.

Notional Comparator AWP Past Policy Value

The amount determined in accordance with paragraph
157.

Notional Comparator Internal Rate of Return

The rate of return determined in accordance with
paragraph 159.

Offsetting

A method of summing the losses and gains made on
policies held by a single payee as detailed in Section 6.

Past Loss

The amount of the Relative Loss that relates to the
period up to and including the End Date.

Past Gain

The amount of the Relative Gain that relates to the
period up to and including the End Date.

Payee

The person who is entitled to receive a payment under
the Scheme as set out in sub-section 6.2.

Pensions Business

Policies which are not subject to taxation on investment
income nor given tax relief on expenses under life office
taxation legislation.

Policy Class, Policy type

A grouping of the policies offered by insurance
companies by the main characteristics of those policies.
Policies in AWP (including Group), CWP and WPA
classes may be eligible for the Scheme.

Policy End Date

The earlier of the Claim Date and the End Date.

Policy Maturity Date

The date on which the policy is due to mature.
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Policy value cuts

Equitable Life made a series of cuts to AWP policy
values in the early 2000s. The first cuts were made in
2001 and reduced policy values by 16% for Pensions
Business policies, and by 14% for Life Business
policies. In 2002, further cuts of 10% were made to the
policy values of Pensions Business policies (9% for Life
Business policies). The value of CWP policies was
also cut, but for these policies the cuts were made by
reducing the rate of final bonus. International policies
also suffered policy value cuts, but these were generally
applied later, depending on where the policy was
domiciled. Other policy value cuts have also been
made since.

Pro rata allocation

As recommended by the Independent Commission, the
Scheme will allocate available funding to AWP
(including Group) and CWP policyholders on a pro rata
basis in proportion to the size of their Relative Losses.

Relative Gain

A negative amount of Relative Loss.

Relative Loss

For AWP and CWP policies, Relative Loss is the
difference in the value of a notional policy which the
policyholder might have held had they made an
investment in a similar product in a comparator
company's with-profit fund and the value of the actual
73
Equitable Life policy. For WPA policies, it is the
annuity payment received or projected to be received
from the Comparator less the annuity payment received
or projected to be received from Equitable Life.

Relevant Payments

The payments into or out of the policy as specified in
paragraph 30 for AWP business and paragraph 130 for
CWP business.

Scheme Delivery body

National Savings and Investments (NS&I) are delivering
the Scheme on behalf of the Treasury.

STA

The Shareholder Transfer Adjustment as set out in
paragraph 47 for AWP business and 146 above for
CWP business

Start Date

The first date on which new investment in Equitable Life
is included in an assessment of Relative Loss.

Sum Assured

An amount specified as a minimum payment in the
event of a death claim or a critical illness claim on some
AWP policies.

Trustee

A person responsible (most commonly in conjunction
with others) for administering a trust.

73

IC 1.1 footnote,IC E2.3.

89

Glossary of Selected Terms
With-profits annuitant (WPA)

The holder of a class of policy where a single premium
is paid by the policyholder in return for a series of
annuity payments. The level of annuity payment
received each year will depend on bonuses credited to
the policy as well as choices made by the policyholder
at commencement.

With-Profits Effective Date

The date on which a policy became with-profits as
shown in Equitable Life‟s records.

WPA Enhancements and Cuts

Equitable Life made enhancements and cuts to annuity
payments over the period 1993 to 2007 (or 1998 to
2007 for non-UK policies). These include:
Cuts in 2003 and 2004 to the Total Annuity;
Enhancements in 1996 and 2002 to the Total
Annuity;
Enhancements in 2002 to the Guaranteed Annuity.
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Appendix A: Comparator returns and market calibration factors for
AWP and CWP business
Table 1: Comparator Investment Return
Pensions Business

For year ending
31-Dec-89
31-Dec-90
31-Dec-91
31-Dec-92
31-Dec-93
31-Dec-94
31-Dec-95
31-Dec-96
31-Dec-97
31-Dec-98
31-Dec-99
31-Dec-00
31-Dec-01
31-Dec-02
31-Dec-03
31-Dec-04
31-Dec-05
31-Dec-06
31-Dec-07
31-Dec-08
31-Dec-09

Comparator
Unsmoothed
Return
28.8%
-9.5%
14.4%
14.03%
25.79%
-2.31%
17.99%
11.61%
18.51%
14.85%
16.22%
2.52%
-7.35%
-8.81%
11.14%
11.14%
16.79%
10.46%
5.14%
-15.68%
8.69%

Life Business

Comparator Smoothed Return
2 Year Smoothing 4 Year Smoothing

14.23%
19.77%
10.86%
7.36%
14.76%
15.01%
16.67%
15.53%
9.16%
-2.54%
-8.08%
0.67%
11.14%
13.93%
13.58%
7.77%
-5.85%
-4.27%

11.64%
13.31%
9.39%
14.30%
12.55%
12.56%
15.53%
15.46%
10.70%
3.27%
-1.70%
1.36%
3.01%
8.97%
11.97%
9.65%
-0.73%
2.96%

Comparator
Unsmoothed
Return
23.3%
-5.1%
11.8%
13.74%
23.15%
-3.18%
16.11%
9.21%
15.88%
12.09%
14.16%
0.28%
-4.50%
-6.47%
9.83%
9.42%
13.94%
9.44%
4.87%
-15.02%
7.12%

Comparator Smoothed Return
2 Year Smoothing 4 Year Smoothing

12.74%
18.35%
9.20%
6.03%
12.61%
12.49%
13.97%
13.12%
7.00%
-2.14%
-5.49%
1.35%
9.62%
11.66%
11.67%
7.13%
-5.60%
-4.59%

11.09%
12.85%
7.97%
12.83%
10.55%
10.52%
13.05%
13.08%
8.32%
3.19%
-0.89%
1.56%
3.27%
7.85%
10.40%
8.46%
-1.14%
2.28%
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Table 2: Pensions Business, Smoothed Returns using a 2-year smoothing formula
Original Policy Term
Maturity
Year
1992
1993
1994
1995
1996
1997
1998
1999
2000
2001
2002
2003
2004
2005
2006
2007
2008
2009

1
-1.6%
-7.6%
-5.2%
7.0%
8.1%
2.0%
4.4%
6.8%
-4.8%
-9.2%

2

-7.6%
-5.2%
7.0%
8.1%
2.0%
4.4%
6.8%
-4.8%
-9.2%
-17.1%

3

-5.2%
7.0%
8.1%
2.0%
4.4%
6.8%
-4.8%
-9.2%
-17.1%
-18.4%

4

7.0%
8.1%
2.0%
4.4%
6.8%
-4.8%
-9.2%
-17.1%
-18.4%
-13.1%

5

8.1%
2.0%
4.4%
6.8%
-4.8%
-9.2%
-17.1%
-18.4%
-13.1%
-22.9%

6

1.4%
1.8%
3.8%
-5.7%
-9.9%
-16.5%
-14.9%
-9.0%
-16.1%
-10.3%

7

-0.8%
0.7%
-6.6%
-10.7%
-15.8%
-11.3%
-4.9%
-9.3%
-5.8%
-1.8%

8

9

10

11

12

13

14

15

16

17

-2.3%
-7.5%
-11.5%
-15.1%
-7.8%
-0.8%
-2.5%
-1.4%
-1.6%
-12.5%

-8.4%
-12.2%
-14.5%
-4.2%
3.3%
4.3%
3.1%
-1.3%
-14.7%

-13.0%
-13.8%
-0.7%
7.4%
11.2%
7.5%
-1.0%
-16.9%

-14.0%
-3.0%
4.8%
10.9%
7.5%
0.0%
-14.7%

-5.3%
2.2%
10.6%
7.4%
1.0%
-12.5%

-0.4%
10.4%
7.4%
2.0%
-10.2%

10.1%
7.4%
3.0%
-8.0%

7.3%
4.0%
-5.8%

4.1%
-6.9%

-7.9%

Table 3: Pensions Business, Smoothed Returns using a 4-year smoothing formula
Original Policy Term
Maturity
Year
1992
1993
1994
1995
1996
1997
1998
1999
2000
2001
2002
2003
2004
2005
2006
2007
2008
2009

1
5.4%
-8.5%
1.8%
2.4%
3.7%
1.9%
5.4%
3.3%
-0.8%
3.6%

2

-8.5%
1.8%
2.4%
3.7%
1.9%
5.4%
3.3%
-0.8%
3.6%
-1.8%

3

1.8%
2.4%
3.7%
1.9%
5.4%
3.3%
-0.8%
3.6%
-1.8%
-10.7%

4

2.4%
3.7%
1.9%
5.4%
3.3%
-0.8%
3.6%
-1.8%
-10.7%
-12.0%

5

3.7%
1.9%
5.4%
3.3%
-0.8%
3.6%
-1.8%
-10.7%
-12.0%
-30.3%

6

1.2%
2.7%
1.7%
-2.7%
2.0%
-1.2%
-7.2%
-8.6%
-22.3%
-20.1%

7

0.0%
0.0%
-4.6%
0.5%
-0.6%
-3.6%
-5.2%
-14.4%
-12.8%
-2.7%

8

9

10

11

12

13

14

15

16

17

-1.6%
-6.5%
-1.1%
0.0%
-0.1%
-1.8%
-6.5%
-5.6%
0.3%
0.3%

-8.4%
-2.7%
0.6%
3.5%
1.6%
1.4%
1.7%
3.4%
-0.3%

-4.2%
1.2%
7.1%
5.0%
9.3%
9.0%
6.5%
-0.8%

1.0%
4.8%
3.8%
8.1%
8.1%
7.4%
1.4%

2.5%
2.5%
7.0%
7.3%
8.4%
3.6%

1.3%
5.8%
6.4%
9.3%
5.8%

4.6%
5.5%
10.2%
7.9%

4.6%
11.2%
10.1%

11.3%
9.1%

8.1%
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Table 4: Life Business, Smoothed Returns using a 2-year smoothing formula
Original Policy Term
Maturity
Year
1992
1993
1994
1995
1996
1997
1998
1999
2000
2001
2002
2003
2004
2005
2006
2007
2008
2009

1
-3.1%
-3.1%
-3.1%
-3.1%
-3.1%
-3.1%
-3.1%
-3.1%
-10.7%
-13.6%

2

-0.6%
-0.6%
-0.6%
-0.6%
-0.6%
-0.6%
-0.6%
-9.1%
-20.7%
-21.1%

3

-0.8%
-0.8%
-0.8%
-0.8%
-0.8%
-0.8%
-4.7%
-19.0%
-24.5%
-17.9%

4

2.1%
2.1%
2.1%
2.1%
2.1%
-3.4%
-14.0%
-21.7%
-22.6%
-11.3%

5

-1.8%
-1.8%
-1.8%
-1.8%
-4.3%
-8.7%
-15.6%
-17.1%
-15.0%
2.3%

6

-4.2%
-4.2%
-4.2%
-4.5%
-7.6%
-10.5%
-11.7%
-13.7%
-4.3%
-9.1%

7

-7.1%
-7.1%
-7.4%
-9.7%
-3.9%
-6.7%
-8.8%
-3.5%
-8.3%
-11.6%

8

9

10

11

12

13

14

15

16

17

-7.1%
-7.4%
-9.7%
-4.8%
-0.8%
-2.7%
0.2%
-5.0%
-10.9%
-21.1%

-7.4%
-9.7%
-9.2%
-3.4%
-3.1%
3.1%
-1.2%
-6.2%
-18.7%

-9.7%
-9.7%
-8.0%
-3.9%
2.1%
5.4%
-3.7%
-8.5%

-9.7%
-8.0%
-3.9%
2.1%
5.4%
-3.7%
-8.5%

-8.0%
-3.9%
2.1%
5.4%
-3.7%
-8.5%

-3.9%
2.1%
5.4%
-3.7%
-8.5%

2.1%
5.4%
-3.7%
-8.5%

5.4%
-3.7%
-8.5%

-3.7%
-8.5%

0.0%

Table 5: Life Business, Smoothed Returns using a 4-year smoothing formula
Original Policy Term
Maturity
Year
1992
1993
1994
1995
1996
1997
1998
1999
2000
2001
2002
2003
2004
2005
2006
2007
2008
2009

1
-2.3%
-2.3%
-2.3%
-2.3%
-2.3%
-2.3%
-2.3%
-2.3%
-6.5%
-8.7%

2

0.1%
0.1%
0.1%
0.1%
0.1%
0.1%
0.1%
-4.0%
-11.0%
-14.5%

3

-1.2%
-1.2%
-1.2%
-1.2%
-1.2%
-1.2%
0.0%
-8.4%
-13.1%
-16.1%

4

0.0%
0.0%
0.0%
0.0%
0.0%
0.2%
-4.1%
-9.5%
-16.1%
-13.7%

5

-3.8%
-3.8%
-3.8%
-3.8%
-2.2%
-0.2%
-4.2%
-9.8%
-13.1%
-1.4%

6

-1.8%
-1.8%
-1.8%
-2.3%
-0.7%
-0.6%
-5.0%
-10.8%
-4.2%
-12.7%

7

-6.7%
-6.7%
-0.8%
-2.5%
3.9%
-1.3%
-6.3%
-2.4%
-7.5%
-11.4%

8

9

10

11

12

13

14

15

16

17

-6.7%
-0.8%
-2.5%
3.3%
2.8%
-1.3%
1.0%
-3.3%
-6.4%
-14.1%

-0.8%
-2.5%
3.3%
0.5%
-3.4%
2.9%
0.2%
-1.0%
-7.5%

-2.5%
1.0%
0.3%
-4.0%
0.2%
5.8%
1.2%
2.8%

1.0%
0.3%
-4.0%
0.2%
5.8%
1.2%
2.8%

0.3%
-4.0%
0.2%
5.8%
1.2%
2.8%

-4.0%
0.2%
5.8%
1.2%
2.8%

0.2%
5.8%
1.2%
2.8%

5.8%
1.2%
2.8%

1.2%
2.8%

0.0%
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