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1 Introduction  

Introduction 

1.1 The Scottish Amicable Insurance Fund (“SAIF”), part of The Prudential Assurance 

Company Limited (“Prudential” or “PAC”, the “Company”), operates subject to the 

Scottish Amicable Life Assurance Society scheme (“SALAS Scheme” or “Scheme”). The 

Scheme was initially sanctioned by the Court of Session in Scotland (the “Court”) on 30 

September 1997, when the long-term business of the Scottish Amicable Life Assurance 

Society (“SALAS”) was transferred to the Company. 

1.2 A merger of the SAIF with the Other Long Term PAC Funds (which are defined in the 

SALAS Scheme as PAC's funds used to manage its long-term business other than the 

SAIF) is a requirement of Paragraph 32 of the Scheme when the With-Profit Amount, 

defined as the assets available to back with-profits liabilities in the SAIF, falls below a 

pre-defined threshold. However, Paragraph 32(b) of the Scheme additionally allows for 

an earlier merger, subject to the appropriate governance procedures as specified in the 

Scheme. The PAC Board, in consultation with the Scottish Amicable Board (“SAB”), has 

developed plans for an early merger of the SAIF and the With-Profits Sub Fund (“WPSF”), 

a sub-fund of the Other Long Term PAC Funds.  The intention of an earlier merger is to 

target a more equitable distribution of the assets of the SAIF and to allow the SAIF to 

benefit earlier from the investment strategy employed by the WPSF.  The Company 

originally intended on implementing an early merger on 1 October 2020. However, due 

to the operational and financial impact of COVID-19, this early merger date has been 

moved, and an updated merger impact analysis has been performed based on the latest 

available results. The Company now intends on implementing this early merger on 1 April 

2021, subject to the approval by the Court of the proposed changes to the Scheme.  

1.3 Pre-merger, the policyholders within the SAIF are exposed to various risks, including 

market risks through asset shares, guaranteed costs and the SAIF Bonus Smoothing 

Account (“BSA”), an account used to manage the smoothing reserves of the SAIF. The 

SAIF had a strong BSA at the time of writing this Report, despite the impact of COVID-

19 in the first quarter of 2020; however, the BSA is sensitive to market movements over 

time and could increase or decrease in the future. A merger will enable the surplus in the 

BSA to be crystallised, as the allocation of the BSA to the SAIF asset shares (the “BSA 

Allocation”) will cease and crystallise through a claims enhancement factor, calculated 

based on the financial position of the SAIF on the merger date (the “Final Relevant Policies 

Enhancement”). A merger will also move some of the risks from the SAIF to the WPSF, 

providing more certainty to the policyholders within the SAIF, specifically regarding 

policyholder pay-outs. Management therefore believes that it is in the best interests of 

the policyholders of the SAIF to implement a merger earlier than required by the Scheme. 

1.4 Changes to the SALAS Scheme are considered necessary by the PAC Board and the SAB 

to facilitate a merger of the SAIF into the WPSF, and to introduce terms which are 

intended to achieve fairness between policyholders of both the SAIF and the WPSF on 

early merger. These changes are intended to protect the policyholders of both the SAIF 

and the WPSF in the event of a merger, both early or normal.  

1.5 The proposed changes to the Scheme (the “Proposed Amendments”) can be divided into 

two categories:  

 Changes to clarify the merger principles within the Scheme, applicable to both early 

and normal merger. These changes are primarily due to changes in the structure of 

the Other Long Term PAC Funds since the Scheme was originally drafted, which are 

not reflected in the current wording of the Scheme, resulting in ambiguity and 
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uncertainty in the interpretation of the Scheme. The changes proposed include 

clarification of the investment strategy, treatment of per policy expenses, the 

winding up of the BSA, surplus distribution post-merger and the timing of the Final 

Relevant Policies Enhancement calculation post-merger. The proposed changes will 

also clarify that the SAIF will merge with the WPSF, as these two funds have similar 

types of policies and the WPSF contains the remainder of the policies previously 

transferred from the Scottish Amicable Life Assurance Society. 

 Changes to the Scheme to add principles to be followed on early merger in the 

interests of fairness to both the policyholders of the SAIF and the WPSF. These 

changes include introducing a Capital Charge, Additional Risk Premium and 

Operational Risk Premium on early merger, which compensate the WPSF for taking 

on the SAIF and its risks earlier than anticipated.  

1.6 The Proposed Amendments are described in detail in Section 6 of this Report. 

1.7 The Proposed Amendments will be made under Paragraph 47.2 of the Scheme, which 

permits changes to the Scheme, provided that:  

 If at any time the provisions of the Scheme prove impossible or impractical to 

implement, with the consent of the SAB, Prudential may apply to the Court for 

consent to amend the terms of the Scheme;  

 The application is accompanied by a report from an independent actuary stating that 

“in his opinion the proposed amendment shall not adversely affect the reasonable 

expectations of, or reduce the protection conferred by this Scheme on, the holders 

of Transferred Policies or Excluded Policies“; and 

 The Secretary of State (which is interpreted to be the Prudential Regulation Authority 

and the Financial Conduct Authority) is notified of and entitled to be heard at any 

hearing of the Court at which the application is heard. 

1.8 The Company has appointed me as the Independent Actuary, as required by Paragraph 

47.2 of the Scheme, and I am therefore required to opine on whether the Proposed 

Amendments will or will not adversely affect the reasonable expectations of the holders 

of Transferred Policies or Excluded Policies, or reduce the protection conferred by the 

Scheme on these policyholders.  Details on my approach, including my interpretation of 

the opinion required of me, are included in Section 5. 

1.9 The Transferred Policies are those policies that were transferred from SALAS to Prudential 

in 1997 under the SALAS Scheme.  The Excluded Policies are those policies that for any 

reason could not be transferred to PAC when the SALAS Scheme became effective.  These 

policies were reassured to PAC and benefit from the same protections and management 

as the Transferred Policies.  Together, the Transferred Policies and Excluded Policies are 

referred to in this Report as the “SALAS Policies”, and the holders of these policies the 

“SALAS Policyholders”. The majority of these policies with with-profits benefits were 

allocated to the SAIF. However, unitised with-profits life business was allocated to the 

Other Long Term PAC Funds; and the with-profits investment element of these policies 

was invested in the SAIF, and has therefore been managed with all other with-profits 

policies that were allocated to the SAIF (discussed in further detail in Section 3 

paragraphs 3.5 to 3.7). Collectively, these with-profits policies are referred to in this 

Report as the SAIF With-Profits Policies, and the holders of these policies the SAIF With-

Profits Policyholders.  These policyholders are a sub-group of the SALAS Policyholders, 

which additionally includes the non-profit policies which transferred from SALAS to PAC.  

The non-profit policies that transferred from SALAS were mainly allocated to the SAIF; 

however, some non-profit life policies were allocated to the Other Long Term PAC Funds.   
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1.10 The Proposed Amendments primarily affect the SAIF With-Profits Policies.  However, 

under the terms of Paragraph 47.2 of the SALAS Scheme, I am required to provide an 

opinion to the effect that the Proposed Amendments shall not adversely affect the 

reasonable expectations of, or reduce the protection conferred by the SALAS Scheme on, 

the holders of the SALAS Policies, not just the SAIF With-Profits Policyholders.  

Accordingly, the conclusions within my Report relate to all SALAS Policyholders. 

1.11 The Proposed Amendments relate specifically to the with-profits business allocated to the 

SAIF, and do not directly impact the non-profit business within the SAIF. I have therefore 

focussed my analysis on the impact of the changes on the SAIF With-Profits Policyholders 

specifically.  For completeness, I note that the SAIF With-Profits Policies are referred to 

in the Scheme and in certain extracts of the Scheme presented in my Report as the 

“Relevant Policies”.   

1.12 The Company has confirmed that no Excluded Policies (i.e. policies which could not 

immediately transfer from SALAS to Prudential when the SALAS Scheme became 

effective) remain.  However, in order to comply with the requirements of Paragraph 47.2, 

I have nonetheless considered this group of potential policyholders.  However, as these 

policies are reassured to PAC and benefit from the same protections and management as 

the Transferred Policies, I have been able to consider these policies alongside the 

Transferred Policies.  

1.13 This Report (my “Report”) considers my opinion of the Proposed Amendments to the 

SALAS Scheme, and together with a second report (my “Supplementary Report” and, 

together with my Report, my “Reports”) will be presented to the Court as part of an 

application (the “Court of Session Application”) which will be made for the approval of 

the Proposed Amendments to the Scheme. As it is a requirement of the Scheme, the 

Court will consider the contents of my Reports in deciding whether to approve the changes 

to the Scheme. 

1.14 The Court of Session Application will be presented to the Court at the First Court Hearing 

in September 2020, with the Final Court Hearing, at which the changes to the SALAS 

Scheme would be approved, due to take place in November 2020.   

1.15 If approved, the intention is that the majority of the amendments will take effect on the 

granting of the order amending the Scheme by the Court, with the amendments which 

relate to the early merger to take effect when the early merger becomes effective.   

1.16 The process of applying to the Court to amend the Scheme does not, of itself, require 

prior mailings to the SAIF or WPSF Policyholders; however, the changes must be 

advertised in local and national newspapers. The Company intends to directly mail all 

SAIF Policyholders in advance of any merger, notifying them of the implications for them 

(including any changes to the Principles and Practices of Financial Management, “PPFM”, 

as a result), and supporting information, including a copy of my Report(s), will be 

available on the Prudential website both during the Court process and in advance of any 

early merger. 

Purpose and scope of the Report  

1.17 This Report considers the consequences of the changes to the SALAS Scheme on the 

SALAS Policyholders and sets out my findings and conclusions on the impact of the 

changes on this group of policyholders only.  I am not required to, and do not, consider 

the impact of the changes to the Scheme, including the terms of the early merger, on the 

policyholders of the WPSF (the “WPSF Policyholders”) or on any other groups of 

policyholders.   

1.18 My role is not to provide an opinion on the Company’s proposals for merger (“Merger 

Proposals”) which are not changing as a result of the Proposed Amendments or the 
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application of the terms of the Scheme, only on the changes to the Scheme itself.  

However, where I consider it helpful in forming my opinion, I have used worked examples 

to illustrate the changes proposed to the Scheme, using estimations of the likely impacts 

of the changes to the Scheme that have been provided by the Company assuming an 

early merger was effected on 31 March 2020, approximately three years prior to the 

normal merger date. I have not opined on the application of the Proposed Amendments 

and therefore on these numbers.   

1.19 The Merger Proposals have been negotiated and agreed upon in principle by the PAC 

Board and the SAB, having received advice from the Prudential Chief Actuary and the 

SAIF Monitoring Actuary. Final agreement of the application of the Merger Proposals will 

be provided shortly before the Merger Proposals take effect, which is expected to be on 

1 April 2021 (the “Merger Effective Date”), and will be implemented on the basis described 

in the Principles of Financial Management set out in the SALAS Scheme and approved by 

the Prudential Chief Actuary and the SAB.  In the event of disagreement, an actuary, or 

firm of actuaries (the “Umpire”) may be appointed to help resolve any points of 

contention.  This has been allowed for in the Proposed Amendments.  

1.20 Only those terms of the Scheme affected by the Proposed Amendments are included in 

detail in this Report.  However, a summary of the key Merger Proposals is provided in 

Appendix C for completeness. 

1.21 The recent COVID-19 pandemic has led to significant disruption in the global financial 

markets.  The terms of the Scheme, including the Proposed Amendments, have been 

designed to be capable of reflecting market movements, and specifically, the SAIF 

Balance Sheet, at the point of merger, therefore I would not expect these movements to 

have an impact on the merger terms themselves.  The application of the merger terms 

will, however, be sensitive to these market movements, therefore I would expect the 

Company to consider the implications for policyholder expectations of the timing of any 

early merger and exercise an early merger only where this is  beneficial to the SALAS 

Policyholders.   

1.22 This Report is written to meet part of the requirements of Paragraph 47.2 of the SALAS 

Scheme, and will be presented to the Court at the First Court Hearing. My Supplementary 

Report will be produced in advance of the Final Court Hearing, and will provide an update 

on any changes (including both internal and external factors) between the First Court 

Hearing and the Final Court Hearing which I consider relevant to my conclusions and 

opinion.   

1.23 This Report has been prepared solely in connection with the Proposed Amendments and 

should not be used for any other purpose. 

The Independent Actuary 

1.24 I am a partner in the Actuarial & Insurance Solutions practice of Deloitte MCS Ltd. 

(“Deloitte”). I am a Fellow of the Institute and Faculty of Actuaries, and have over 30 

years’ of experience in the UK life assurance industry, working across a wide range of 

advisory and transaction projects for life insurance clients.  I have extensive experience 

in in relation to Court processes and with-profits matters, including of Part VII transfers, 

and have previously been the Independent Expert of a Part VII transfer. I have also been 

the Independent Actuary for a transfer of business under the Friendly Society’s Act.  A 

more detailed summary of my experience was provided to Prudential as part of the 

process of selecting me as the Independent Actuary. 
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Independence 

1.25 Subject to one exception noted below, neither I nor my immediate family have any 

investments, shareholdings or other financial interest in PAC, nor in its ultimate parent 

company, M&G Plc.   

1.26 I note, for transparency, that my wife is a deferred member of the Prudential Defined 

Benefit Pension Scheme, but this policy is non-profit in nature and does not sit in either 

the SAIF or the WPSF. Given the nature of this policy, I do not believe that it has any 

impact on my personal independence for this role. I consider myself and my team to be 

independent in all respects.  

1.27 I have not taken part in any significant project involving Prudential in the past three 

years. In the previous three years, I supported Prudential and its then parent company, 

Prudential plc, on a small number of engagements, none of which had any direct impact 

on the SAIF or the WPSF and I do not consider these to impair my independence in 

relation to this role.  

1.28 Deloitte has provided, and continues to provide, various professional services to 

Prudential; however, no current or recent engagements relate to the SAIF or, indeed, the 

WPSF, therefore I do not consider these engagements to impair my independence or that 

of my team.  

1.29 My role as Independent Actuary is to consider the fairness of changes to the SALAS 

Scheme on the SALAS Policyholders, and to seek to ensure that the protections offered 

by the Scheme are not reduced. Nothing in the paragraphs above will compromise either 

my ability to do so, or my independence from the Company. 

Reliances 

1.30 In performing the review and preparing this Report, I have relied on the accuracy and 

completeness of data and information provided, both written and oral, by the Company.  

This includes estimations of the financial impact of the changes to the Scheme.  I have 

reviewed this material for consistency and reasonableness using my knowledge of the UK 

life insurance industry but have not otherwise verified its correctness, completeness or 

accuracy.  If I doubted the accuracy of any information provided to me, I asked the 

Company to check it and/or explain it.  I have not otherwise sought to verify it.  Where 

a document has been provided to me, I have assumed that it is the whole document, is 

the latest available and is unabridged unless it is clear that it is an extract from a larger 

document.  

1.31 The documents I have considered and relied on are set out in Appendix E.  

1.32 The Company has not advised me of any actions that are being considered (e.g. 

purchasing another company, selling an existing company or amending its capital 

structure) that might impact on the solvency of the SAIF or the operation of the proposed 

changes to the Scheme in practice.  I have not therefore considered the potential impact 

of any such actions.  

Limitations 

1.33 This Report has been written in accordance with Scottish law, and has been prepared 

solely for the use of the Company and the Court, and solely for the purpose of assisting 

in determining whether the changes to the Scheme should be permitted.  It should not 

be used for any other purpose.  The Report may not be relied upon by any other party 

for any purpose whatsoever.  Neither I nor Deloitte, its partners and staff owe or accept 

any duty to any other party and shall not be liable for any loss, damage or expense 
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(including interest) of whatever nature which is caused by any other party’s reliance on 

representations in this Report. 

1.34 This Report should be considered in its entirety, as parts taken in isolation may be 

misleading.  A copy of the final version of my Report may be provided to the following 

parties:  

 the Court, to assist in determining whether to approve the changes to the Scheme; 

 the Regulators, for the purposes of the performance of their statutory obligations 

under FSMA; 

 legal advisers of the Company in connection with the Scheme provided that the 

Company inform them that i) the Report is confidential and may not be disclosed to 

any other party without my prior written consent or otherwise as permitted by this 

letter, and ii) neither Deloitte nor I accept any responsibility or liability to them in 

respect of any use they may make of the Report; 

 tax advisers of the Company (internal and external), subject to the external tax 

advisers signing an agreed release letter; and 

 any other person who has or asserts a right to receive a copy of this Report (an 

“Interested Party” and collectively the “Interested Parties”). 

1.35 A copy of the final version of my Report may be published on the website of the Company 

and provided by the Company to its policyholders.  Otherwise, this Report (or any extract 

from it) should not be published without the prior written consent of Deloitte.  A summary 

of the Report, approved by me, may be published on the website of the Company and 

provided by the Company to its policyholders.  No other summary of this Report may be 

made without the prior written consent of Deloitte. 

1.36 This Report has been prepared in accordance with agreed terms of reference and for a 

specific purpose.  No liability will be accepted for the use of this Report for a purpose for 

which it was not intended or for the results of any misunderstandings by any user of this 

Report.  No liability will be accepted under the terms of the Contracts (Rights of Third 

Parties) Act 1999. 

Regulatory and Professional guidance 

1.37 The Financial Reporting Council (“FRC”) has issued standards which apply to certain types 

of actuarial work. I have prepared this Report with the intention that it, and my actuarial 

work underlying it, should meet the requirements of Technical Actuarial Standards TAS 

100 and TAS 200 (which cover, respectively, general principles for technical actuarial 

work and insurance specific principles). I believe that it does so in all material respects 

and I have had regard to this guidance while preparing my Report.  

1.38 In addition, this Report meets the requirements of the Actuarial Professional Standards 

(“APS”) issued by the Institute and Faculty of Actuaries, specifically APS X1, and has been 

peer reviewed in accordance with APS X2. It also meets the requirements of APS X3, 

which sets out principles for actuaries to apply when instructed as an expert in relation 

to existing or contemplated legal proceedings.  

1.39 In reporting on the changes to the Scheme as the Independent Actuary, I recognise that 

I owe a duty to the Court to assist on matters within my expertise. This duty overrides 

any obligation to the Company from whom I have received instructions. I believe that I 

have complied, and confirm that I will continue to comply, with this duty. Although not 

directly applicable to cases presented to the Court of Session in Scotland, I also confirm 

that I am aware of the duties and requirements regarding experts set out in Part 35 of 
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the Civil Procedure Rules, Practice Direction 35 – Experts and Assessors and the Protocol 

for the Instruction of Experts to give Evidence in Civil Claims, and that I believe I have 

complied with this requirement and confirm that I will continue to comply.  

Structure of Report 

1.40 In Section 2, I provide a summary of the proposed Scheme changes and their purpose, 

as well as my conclusions on the impact of each of these changes on the SALAS 

Policyholders. 

1.41 In Section 3, I provide background on Prudential’s company structure, including the 

structure of the SAIF and the WPSF.  

1.42 In Section 4, I set out the Proposed Amendments to the Scheme as well as their 

background and purpose.  

1.43 In Section 5, I provide an outline of the approach that I have taken to arrive at conclusions 

made within this Report.  

1.44 In Section 6, I provide details of the current Merger Proposals, the proposed changes to 

the Scheme as well as details regarding the impacts of each of these changes on the 

SALAS Policyholders. This section also provides details regarding my analysis of the 

Proposed Amendments and the consequent conclusions that I have arrived at regarding 

the impact of these changes on the SALAS Policyholders.  

1.45 Appendices A to G provide further supporting information on each of the above, including 

details of the documents I have relied on and a glossary of key terms.  
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2 Executive Summary and 

Conclusions  

Introduction 

2.1 The SALAS Scheme was approved in 1997, as part of the acquisition of the Scottish 

Amicable Life Assurance Society by Prudential, and provided for the creation of the SAIF.  

Amongst other things, it sets out how the SAIF and the policies therein should be 

managed, including principles for how surplus in the fund should be distributed and pay-

outs calculated. Additionally, the Scheme anticipated the eventual merger of the SAIF 

with the Other Long Term PAC Funds when the pre-defined threshold of assets backing 

the SAIF's with-profits liabilities is reached.  

2.2 The Proposed Amendments to the Scheme have been deemed necessary to clarify 

existing terms (or, where necessary, introduce new terms) that help facilitate a merger 

earlier than the threshold referred to above, in line with the Company’s intention to 

implement an early merger of the SAIF and the WPSF on 1 April 2021, including 

safeguards for policyholders of both the SAIF and the WPSF in such an event.   

2.3 The Proposed Amendments to the Scheme have been developed by Prudential and have 

been subject to review by the SAB, the SAIF Monitoring Actuary, the Prudential With-

Profits Actuary (“WPA”), the Prudential Chief Actuary (acting as the Appointed Actuary) 

and both internal and external legal teams.   

2.4 The Proposed Amendments are being made under Paragraph 47.2 of the Scheme, which 

requires the application for the Proposed Amendments to “be accompanied by a report 

from an independent actuary to the effect that in his opinion the proposed amendment 

shall not adversely affect the reasonable expectations of, or reduce the protection 

conferred by this Scheme on, the holders of Transferred Policies or Excluded Policies”.  

2.5 In this Report, as per the requirement of the Scheme, I opine on whether the Proposed 

Amendments will or will not adversely affect the reasonable expectations of the holders 

of Transferred Policies and Excluded Policies (the “SALAS Policyholders”), and whether 

the Proposed Amendments will or will not reduce the protection conferred by the Scheme 

on the SALAS Policyholders. 

2.6 My role is not to provide an opinion on the application of the Company’s Merger Proposals, 

or the application of the terms of the Scheme, only on the changes to the Scheme itself.  

Given this, I have considered the governance process through which the Merger Proposals 

will be agreed.   

2.7 The Merger Proposals have been negotiated and agreed upon in principle by the PAC 

Board and the SAB, having received advice from the Prudential Chief Actuary and the 

SAIF Monitoring Actuary.  Final agreement of the application of the Merger Proposals will 

be provided shortly before the Merger Proposals take effect, which is expected to be on 

1 April 2021, and will be implemented on the basis described in the Principles of Financial 

Management set out in the SALAS Scheme and approved by the Prudential Chief Actuary 

and the SAB.  Both the SAB and the Monitoring Actuary have regard solely to the interests 

and reasonable expectations of the SAIF Policyholders, therefore I am confident that the 

interests of the SAIF Policyholders will be considered and fairly represented in the 

agreement of the Merger Proposals. Only those terms of the Scheme affected by the 

Proposed Amendments are included in detail within this Report. However, a summary of 

the key Merger Proposals is provided in Appendix C for completeness. 
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2.8 Further details on the background to the SAIF and the Proposed Amendments are 

included in Sections 3 and 4, respectively. 

My Approach 

2.9 In line with the requirements of the Scheme, I have only considered the impact of the 

Proposed Amendments on the SALAS Policyholders, assessing whether the changes will 

adversely affect their reasonable expectations or reduce the protection conferred by the 

Scheme on the SALAS Policyholders. I have not considered the impact of the changes on 

the other policyholders of the WPSF or any other policyholders of PAC.  

2.10 I am required to provide my opinion on the effect of the Proposed Amendments on the 

SALAS Policyholders as a whole.  This means that I can consider the effect of the Proposed 

Amendments on the SALAS Policyholders “in the round”.  If a change slightly weakens 

policyholder security (say) for the SALAS Policyholders in one area, but this is offset by 

a strengthening in another area, I believe this meets the requirement in Paragraph 47.2.  

In broad terms, if policyholders would be better off overall, it would seem wrong to reject 

the amendments.  However, I would not be satisfied if the amendments were likely to 

have an adverse effect on a particular group or generation of policyholders. 

2.11 In considering the Proposed Amendments, I have sought to understand the rationale for 

the changes, the likelihood of an adverse or positive impact and the potential impact of 

the changes on the interests of the SALAS Policyholders. If a change is expected to have 

a very small impact on the SALAS Policyholders, or the likelihood of an adverse impact 

occurring is extremely low, I would not necessarily consider this to have an adverse 

impact on the SALAS Policyholders, when considering the Proposed Amendments.      

2.12 I also consider it appropriate to consider the Proposed Amendments by category as set 

out below.  I have therefore considered the Proposed Amendments individually and by 

category, and I have also provided my conclusion on the overall impact of the Proposed 

Amendments. 

2.13 I have not considered any alternatives to the Proposed Amendments.   

2.14 Further details on my approach are set out in Section 5. 

Purpose of the Proposed Amendments 

2.15 The purpose of the Proposed Amendments is to help facilitate the merger of the SAIF with 

the WPSF. The Proposed Amendments include terms that will facilitate an early merger 

between the SAIF and the WPSF, ensuring the fair treatment of policyholders in both the 

SAIF and the WPSF in the period between the earlier merger and the required merger 

date, during which the WPSF will take on some of the risk that the SAIF is currently 

exposed to. 

2.16 In addition, the Proposed Amendments seek to clarify the terms of the merger, such that 

these more accurately reflect the current structure and practices of the with-profits 

business issued by PAC. 

Summary of the Proposed Amendments and my conclusions 

2.17 The remainder of this Section provides an overview of the Proposed Amendments and my 

assessment of these changes. I have grouped the changes and their considerations into 

the following six categories: 

 Merger of the SAIF with the WPSF 
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 Management of the SAIF With-Profits Policies post-merger, including investment 

strategy  

 Expenses and charges to the SAIF With-Profits Policies post-merger 

 Winding up of the SAIF Bonus Smoothing Account on merger 

 Surplus distribution 

 Adjustments applied for early merger   

2.18 I discuss each of these in turn below. Further details of my analysis are included in Section 

6 of my Report. 

Merger of the SAIF with the WPSF 

2.19 The current Scheme wording states that the SAIF will transfer to the Other Long Term 

PAC Funds, but it does not specifically state into which sub-fund.  The Company considers, 

and I agree with their interpretation, that the WPSF is the most appropriate fund into 

which to merge the SAIF.  The business allocated to the WPSF is more compatible with 

the business of the SAIF than any other fund, and it is also PAC's largest fund and 

therefore able to absorb future volatility which might arise in the SAIF business better 

than any other fund.  The WPSF was also the only with-profits fund in existence in addition 

to the SAIF when the SALAS Scheme became effective in 1997, and it is therefore 

reasonable to argue that it was intended that the SAIF would merge with the WPSF.   

2.20 It is proposed that the following wording should be added to the Scheme:  

“PAC shall transfer all the assets and liabilities of the Scottish Amicable Insurance Fund 

to the WPSF and the Scottish Amicable Insurance Fund will cease to exist”.  

The proposed wording will clarify the intention of the Scheme, which is to merge the SAIF 

with the WPSF, and transfer all the assets and liabilities of the SAIF into the WPSF.  

2.21 In my opinion, this proposed clarification to the Scheme wording will not 

adversely affect the reasonable expectations of, or reduce the protection 

conferred by the SALAS Scheme on, the holders of SALAS Policies. 

Management of the SAIF With-Profits Policies post-merger, including investment strategy 

2.22 The Scheme requires that, on merger, SAIF With-Profits Policies participate in the 

performance and investment experience of the Long Term Fund. The Long Term Fund is 

defined in the Scheme as “the fund established and maintained by PAC in respect of its 

long term business pursuant to Section 28 of the ICA”. However, the requirement to 

maintain a Long Term Fund was removed with the introduction of Solvency II and, 

consequently, PAC no longer maintains a Long Term Fund.  Despite the fact that PAC no 

longer maintains the Long Term Fund, it is nonetheless reasonable to interpret references 

to the Long Term Fund as references to PAC's entire long-term insurance business.     

2.23 An interpretation of references to the Long Term Fund as references to PAC's entire long-

term insurance business would, for the purposes of Paragraph 11(b) of Schedule 8 to the 

SALAS Scheme, require PAC to determine the bonuses payable on the SAIF With-Profits 

Policies by reference to the performance and experience of PAC's entire long-term 

insurance business, whilst having merged the SAIF into one of the other funds now 

maintained by PAC in respect of its long-term insurance business.  I consider that a better 

interpretation of these provisions would be that the reference to the performance and 

experience of the whole of the Long Term Fund should be read as a reference to the 

performance and experience of the with-profits business of PAC.  This experience is 
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primarily driven by the experience of the WPSF, which comprises the majority of the PAC 

with-profits business, but also includes the Defined Charges Participating Sub-Fund (the 

"DCPSF").   

2.24 The Proposed Amendments pertaining to Paragraph 11(b) of the Scheme replace 

references to “Long Term Fund” with references to the WPSF or the “Main WPSF Asset 

Pool”, to enable the SAIF With-Profits Policies to be managed by reference to the 

performance and experience of the WPSF and the assets backing the SAIF asset shares 

to be invested in the same asset mix as the assets backing the WPSF asset shares.  This 

means that, post-merger, the SAIF With-Profits Policies will participate in the same 

investment performance as the with-profits policies in the WPSF that were in existence 

at the point of the creation of the SAIF, which I interpret to be the intention of the Scheme 

wording.  

2.25 The SAIF With-Profits Policies will continue to be 100:0 following a merger of the SAIF 

with the WPSF, which is a 90:10 fund.  This will be achieved by the allocation of the SAIF 

With-Profits Policies to a separate bonus series within the WPSF.  There is no legal or 

regulatory prohibition on 100:0 business being allocated to a 90:10 fund as long as such 

allocation is not contrary to the firm's established practice, its principles and practices of 

financial management and other relevant communications to affected with-profits 

policyholders, and the terms of any arrangements with its policyholders. In fact, there 

are examples of such transfers being implemented in the past. 

2.26 In practice, and given the current asset mix of the Main WPSF Asset Pool, this change will 

have the effect of allowing the SAIF With-Profits Policyholders to be exposed to a more 

diversified investment strategy than that adopted within the SAIF, including the ability to 

invest in illiquid asset classes. It is also expected to allow the SAIF With-Profits 

Policyholders to benefit from a higher Equity Backing Ratio (“EBR”) post-merger. 

Historically, the EBR of the SAIF has been c.6% lower than that of the WPSF. The 

Company estimates that this change in investment strategy post-merger could increase 

the expected return of the SAIF by c.20bps, which is broadly equivalent to c.£5m each 

year. This change will also remove the current costs associated with maintaining a 

separate diversified investment strategy and ensuring sufficient liquidity within the SAIF, 

estimated to have an impact of c.5bps p.a.. 

2.27 Under established actuarial practice, risk benefits relate to the allowance for mortality or 

morbidity in policy or asset share charges and not the effects of financial guarantees.  It 

is therefore considered that the SALAS Scheme intended that no further charges be 

applied to asset shares for financial guarantees such as guaranteed annuity rates and 

guaranteed investment returns.  However, given the materiality of guarantee costs, it is 

considered important to clarify that the risk benefits do not include financial guarantees, 

and that, accordingly, charges for guarantee costs cannot be deducted from asset shares 

after the Merger Effective Date. The actuarial reserves for the costs of future guarantees 

established immediately prior to the Merger Effective Date can therefore only be 

increased through a contribution from the inherited estate of the WPSF (the "WPSF 

Inherited Estate").     

2.28 The WPSF will receive compensation for the risk of the reserves for guarantee costs being 

higher than expected through the Additional Risk Premium, described in further detail in 

2.49.   

2.29 In my opinion, the amendments to the management of the SAIF With-Profits 

Policies referred to above will not adversely affect the reasonable expectations 

of, or reduce the protection conferred by the SALAS Scheme on, the holders of 

SALAS Policies. 
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Expenses and charges to the SAIF With-Profits Policies post-merger 

2.30 An amendment is required to the Scheme wording to clarify the treatment of expenses 

post-merger.  This change clarifies the position that, post-merger, per-policy expenses 

charged to SAIF With-Profits Policies will be the same as those charged to similar policy 

types in the WPSF and not subject to Schedule 5 of the Scheme.   

2.31 Schedule 5 provides that, prior to any merger, the SAIF expenses are capped at the per-

policy expenses of similar policy types in the WPSF. The Company confirmed that, at 31 

December 2019, this cap was only biting in some instances, but the impact on the policies 

where the cap is not biting, and where the expenses would therefore increase post-

merger, is not material.  Only one policyholder group (the Conventional With-Profits Life 

Single Premium business) is expected to be adversely affected by this change, with 

expenses per policy likely to be £25 greater (on aggregate) over the three year assumed 

early merger period.  This is a small (0.08%) impact on the average policy size (£30k).   

2.32 The drafting of the Scheme indicates that the cap ceases to apply on merger and that 

post-merger expenses are governed by Paragraph 11(b) of the SALAS Scheme, which 

states that asset shares shall be accumulated with deductions for expenses which reflect 

the performance and experience of the whole of the Long Term Fund.  To clarify the 

position, it is proposed to amend the SALAS Scheme so that it will state explicitly that 

the cap will cease to apply, by stating that Schedule 5 of the SALAS Scheme will cease 

to apply  on merger in relation to the SAIF With-Profits Policies.  I do not consider this to 

be an adverse effect on the SALAS Policyholders because, in my opinion, it is intended 

that Schedule 5 will terminate on the merger of the SAIF, as stated above.  Given that 

the intention of the Scheme is that Schedule 5 will cease to apply on a SAIF merger, I do 

not consider the amendment to the Scheme to be an adverse effect on the benefit 

expectations of the policyholders referred to in paragraph 2.31 whose expenses are 

expected to increase. 

2.33 As noted in 2.27, the current Scheme wording requires deductions for risk benefits post-

merger to reflect the approach taken in the Other Long Term PAC Funds. As a result of 

this, the charges currently applied to the asset shares of the SAIF With-Profits Policies to 

cover future guarantee costs (the “GAO Charge”) will cease to be applied from the Merger 

Effective Date and, instead, a deduction will be made to the Final Relevant Policies 

Enhancement in respect of any future GAO charges. This adjustment is included in the 

calculation of the Final Relevant Policies Enhancement described in 2.52.   

2.34 In my opinion, the clarification of the post-merger approach to administration 

and investment management expenses and charges will not adversely affect the 

reasonable expectations of, or reduce the protection conferred by the SALAS 

Scheme on, the holders of SALAS Policies. 

Winding up of the SAIF bonus smoothing account on merger 

2.35 There is a lack of clarity around the ongoing operation of the BSA post-merger in the 

Principles of Financial Management (“PFM”), as set out in Schedule 8 of the Scheme.   

Although the Scheme is clear that all of the assets in the SAIF must be distributed to 

policyholders, there is no explicit reference to the winding up of the BSA.  There is also a 

reference, in Paragraph 8 of Schedule 8 to the SALAS Scheme, to any surplus or deficit 

on the smoothing account being eliminated over the remaining life of the policies, which 

could be taken to imply that the smoothing account continues after merger.  However, 

Paragraph 11 of Schedule 8 to the SALAS Scheme also states that post-merger, bonuses 

payable on the SAIF With-Profits Policies will be subject to the smoothing policy applied 

to other with-profits policies in the Long Term Fund.  For clarity and completeness, an 

amendment is proposed to the Scheme to confirm that the BSA will not continue after 

merger, which I consider to be consistent with the intentions of the SALAS Scheme. 
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2.36 In my opinion, this clarification of the wording in relation to the winding up of 

the SAIF bonus smoothing account will not adversely affect the reasonable 

expectations of, or reduce the protection conferred by the SALAS Scheme on, 

the holders of SALAS Policies. 

Surplus distribution 

Distribution of the Bonus Smoothing Account 

2.37 Paragraph 11 of Schedule 8 to the SALAS Scheme states that the enhancement to asset 

shares shall be reassessed so that the remaining assets of the SAIF plus the amount of 

any deficit in the smoothing account together with the value of future surplus projected 

to arise in the SAIF shall be distributed to the SAIF With-Profits Policies.  I have been 

advised by the Company that the intention of this Paragraph in the SALAS Scheme is to 

confirm that any deficit on the smoothing account will not be deducted from the SAIF 

remaining assets for the purposes of the reassessment of the enhancement on merger.  

This is consistent with my reading of the interpretation presented in the Appointed 

Actuary and Independent Actuary reports to the Court in 1997.  It is therefore proposed 

that the Scheme should be clarified in this respect.  In addition, it is proposed that if the 

BSA Allocation rate is positive at the merger date, it will be capitalised through the Final 

Relevant Policies Enhancement and therefore be distributed to SAIF With-Profits 

Policyholders at the point of claim. An allowance for smoothing costs will be transferred 

to the WPSF on merger.  If there is a BSA charge at the merger date, this charge (the 

“Post-Merger Smoothing Payment”) will continue post-merger, and will continue to be 

subject to the pre-merger cap of 40bps.  Any charge over this 40bps will be met by the 

WPSF. 

2.38 The determination of the remaining assets of the SAIF to be distributed amongst the 

remaining SAIF With-Profits Policies by way of the Final Relevant Policies Enhancement 

needs to take into account an allowance for the future costs of guarantees.  These costs 

are currently netted off balances in the BSA; however, as the BSA will be wound up on 

the merger date, it is appropriate to clarify that the costs of smoothing and financial 

guarantees need to be deducted from the remaining assets of the SAIF, to be distributed 

amongst the remaining SAIF With-Profits Policies as part of the Final Relevant Policies 

Enhancement.  

Timing of Claims Enhancement Factor application 

2.39 The final distribution of the inherited estate of the SAIF (the “SAIF Inherited Estate”) and 

projected future surplus will be reflected in the Final Relevant Policies Enhancement. At 

the point of merger, the SALAS Scheme requires this final distribution to be fixed and to 

be applied as a uniform enhancement to the expected claim values, by means of an 

enhancement to asset shares at the point of merger. However, in practice, this would be 

operationally complex and therefore impractical, and would require individual policy 

enhancement calculations for every SALAS with-profits policy.  Instead, the Company is 

proposing to calculate and fix the Final Relevant Policies Enhancement at the merger date 

based on a best estimate view of the policy values at the point of claim (i.e. allowing for 

expected future premiums paid and investment returns earned), with this fixed Final 

Relevant Policies Enhancement applied to the asset shares at the point of claim.   

2.40 In my opinion, the proposed approach provides greater consistency with the current 

application of the Claims Enhancement Factor (“CEF”), which is applied at the point of 

claim.  It also allows the Company to take account of actual future premiums paid, and 

the timing of maturities and surrenders.  The Scheme will therefore be amended to reflect 

the preferred approach of fixing the Final Relevant Policies Enhancement at the point of 

merger, but only applying the enhancement to asset shares at the point of claim, rather 

than applying the enhancement to asset shares at the point of merger. 
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2.41 Paragraph 11(a) of Schedule 8 to the SALAS Scheme will be clarified to state that it is 

the intention that the remaining surplus assets of the SAIF will be distributed to the 

remaining SAIF With-Profits Policies, as there can be no certainty that this will be achieved 

due to the unpredictable nature of the future experience of the SALAS Policies.   

2.42 Any surplus of the SAIF not accounted for in the Final Relevant Policies Enhancement, 

due to future events being different from any assumptions made, will be for the account 

of the WPSF Inherited Estate.  This will be clarified in Paragraph 11(a) of Schedule 8 to 

the SALAS Scheme by the addition of the statement that after merger, the SAIF With-

Profits Policies will have no further right to participate in any of the surplus assets of the 

SAIF not accounted for in the Final Relevant Policies Enhancement.  Conversely, to the 

extent that the Final Relevant Policies Enhancement exceeds the surplus assets of the 

SAIF, that liability will fall on the WPSF Inherited Estate.  

Timing of Claims Enhancement Factor calculation 

2.43 Due to the operational complexity involved in calculating the final distribution of the SAIF 

Inherited Estate, there will be a delay between the Merger Effective Date and the 

calculation of the actual Final Relevant Policies Enhancement (the “Actual Final Relevant 

Policies Enhancement”), as at the Merger Effective Date. An amendment is proposed to 

the Scheme to allow for this delay by calculating an estimate of the Final Relevant Policies 

Enhancement (the “Estimated Final Relevant Policies Enhancement”) and an estimate of 

any charge to be deducted from asset shares and added to the BSA (the “Estimated Post-

Merger Smoothing Payment”) prior to the Merger Effective Date. The Estimated Final 

Relevant Policies Enhancement and the Estimated Post-Merger Smoothing Payment will 

be agreed by the Appointed Actuary and the Monitoring Actuary, approved by the SAB, 

and will then apply from the Merger Effective Date.  If the BSA Allocation is positive at 

the point of assessing the Estimated Final Relevant Policies Enhancement, the Estimated 

Post-Merger Smoothing Payment will be zero, as any positive BSA Allocation will be 

capitalised in the Estimated Final Relevant Policies Enhancement. 

2.44 The Actual Final Relevant Policies Enhancement will be calculated after the Merger 

Effective Date, using information as at the Merger Effective Date, including the actual 

BSA as at that date and will be agreed by the Appointed Actuary and the WPA, and 

approved by the PAC Board with advice from the With-Profits Committee (“WPC”). The 

Actual Final Relevant Policies Enhancement and any BSA charge calculated as at the 

Merger Effective Date (the “Actual Post-Merger Smoothing Payment”) will apply from the 

first bonus declaration after the Merger Effective Date.  

2.45 The difference between the Estimated Final Relevant Policies Enhancement and the Actual 

Final Relevant Policies Enhancement will be assessed after the Merger Effective Date.  If 

the Actual Final Relevant Policies Enhancement is higher than the Estimated Final 

Relevant Policies Enhancement, no retrospective adjustments (“Additional Payments”) 

will be made to policyholders who exit between Merger Effective Date and the 

implementation of the Actual Final Relevant Policies Enhancement, unless agreed upon 

by the Appointed Actuary and the WPA, having regard to the historic management of the 

SAIF, the objective of achieving a fair distribution of the remaining assets of the SAIF and 

any difference between the Estimated Post-Merger Smoothing Payment and the Actual 

Post-Merger Smoothing Payment. Any expected Additional Payments, plus the associated 

administrative and processing costs, will be treated as a liability of the SAIF. 

Conclusion 

2.46 Each of the above changes provides greater clarity to the surplus distribution. The 

changes remove ambiguity and are consistent with my understanding of the intention of 

the Scheme. 
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2.47 In my opinion, the changes proposed to the Scheme in respect of surplus 

distribution will not adversely affect the reasonable expectations of, or reduce 

the protection conferred by the SALAS Scheme on, the holders of SALAS Policies. 

Adjustments applied at the point of early merger   

2.48 Paragraph 32(b) of the SALAS Scheme allows for an early merger of the SAIF with the 

Other Long Term PAC Funds, subject to prior notification to the Secretary of State, if the 

PAC Board and the SAB, with the advice of the Appointed Actuary and the Monitoring 

Actuary, so agree. The terms of the merger (early or normal) shall be on the basis 

described in the Principles of Financial Management set out in the SALAS Scheme and 

approved by the Appointed Actuary and the SAB.    

2.49 In order to clarify what additional terms will apply, it is proposed that additional text 

(Paragraph 13 of Schedule 8) is added to the Scheme to describe the terms that would 

apply on early merger. These additional terms are intended to provide safeguards to 

protect policyholders in both the SAIF and the WPSF on early merger, and are 

summarised below:   

 A charge will be made for the cost of capital over the period between early merger 

and normal merger, to compensate the WPSF for the additional capital that the WPSF 

must hold over that period and the subsequent reduction in the WPSF surplus (the 

“Capital Charge”). The charge currently applied to the SAIF With-Profits Policyholders 

for access to capital support from the WPSF through the Scottish Amicable Capital 

Fund (“SACF”), the SACF Fee, will cease following a merger. 

 A charge will be made to compensate the WPSF for the additional experience risk 

that it is exposed to given that no further charges for financial guarantees, including 

the GAO, will be possible between early and normal merger (the “Additional Risk 

Premium”). 

 A charge for the operational costs expected to arise in the period between early and 

normal merger (the “Operational Risk Premium”). This Operational Risk Premium will 

include an allowance for the uncertainty of the operational risk costs over the early 

merger period, which the WPSF will be exposed to.  Prior to merger, these costs are 

met by the SAIF Inherited Estate. 

2.50 Each of these three early merger charges will be applied to the SAIF With-Profits 

Policyholders through an adjustment to the Final Relevant Policies Enhancement.  

2.51 The Scheme required that, prior to any merger, the CEF is applied at point of claim and 

is calculated as follows: 

CEF =     

SAIF Free Assets   

Present value of future with-profits claims (excl. guarantees and smoothing) 

2.52 The early merger adjustments described above will impact the Final Relevant Policies 

Enhancement, which is calculated as follows: 

Final Relevant Policies Enhancement =  

   Adjusted SAIF Free Assets 

Present value of future with-profits claims (excl. guarantees and smoothing) 
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Where the Adjusted SAIF Free Assets include the amount of any deficit in the BSA (which 

therefore will be added back to the SAIF surplus), any surplus in the BSA, after deducting 

reserves for smoothing and financial guarantees, and on an early merger, the Adjusted 

SAIF Free Assets would also allow for the Capital Charge, the Additional Risk Premium 

and the Operational Risk Premium. 

2.53 The Final Relevant Policies Enhancement will be fixed from the point of merger, both on 

early or normal merger, in accordance with the process set out in paragraphs 2.39 to 

2.42. 

2.54 On early merger, the WPSF is accepting the risks associated with the SAIF liabilities earlier 

than planned, and providing greater certainty to the SAIF With-Profits Policyholders by 

fixing the Final Relevant Policies Enhancement and therefore removing the risks 

associated with the GAOs, as well as ceasing and crystallising the BSA Allocation through 

the Final Relevant Policies Enhancement. In my opinion, it is fair to implement a Capital 

Charge, as well as a Certainty Allowance to compensate the WPSF for the additional risks 

that it is taking on in the case of an early merger. A reduction in the Final Relevant Policies 

Enhancement due to the Operational Risk Premium, to allow for the expected costs of 

operational risks taken on by the WPSF in the period between early and normal merger, 

is also fair and consistent with the current pre-merger approach for SAIF, where SAIF 

meets the costs of operational risk events. These amendments are required to ensure 

fairness for with-profits policyholders in the WPSF.  It would be impossible to implement 

early merger without these amendments given regulatory requirements to treat both the 

SAIF Policyholders and WPSF Policyholders fairly. 

2.55 The actual amounts of the Capital Charge, the Additional Risk Premium and the 

Operational Risk Premium will be determined shortly before the SAIF merger takes effect, 

and shall be agreed by the PAC Board and the SAB having received advice from the Chief 

Actuary and the Monitoring Actuary.  I consider these governance arrangements to be 

appropriate, given that they are likely to result in a fair outcome for the SALAS 

Policyholders.  I also note that the SAB would have the option not to agree to an early 

merger if it decided for any reason that this was not in the best interests of the SAIF 

Policyholders. 

2.56 In my opinion, given the governance process through which the additional terms 

on early merger will be applied, these additional terms will not adversely affect 

the reasonable expectations of, or reduce the protection conferred by the SALAS 

Scheme on, the holders of SALAS Policies. 

Overall Conclusions 

2.57 In my opinion, the Proposed Amendments will not adversely affect the reasonable 

expectations of, or reduce the protection conferred by the SALAS Scheme on, the SALAS 

Policyholders.  In reaching that conclusion I have considered the Proposed Amendments 

individually and collectively and also by reference to the following categories: 

a) The merger of the SAIF with the WPSF; 

b) Management of the SAIF With-Profits Policies post-merger, including investment 

strategy; 

c) Expenses and charges to the SAIF With-Profits Policies post-merger; 

d) Winding up of the SAIF Bonus Smoothing Account on merger; 

e) Surplus distribution; and 

f) Adjustments applied for early merger. 
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2.58 In my opinion, the amendments referred to in paragraphs (a) to (e) are either consistent 

with the intentions of the Scheme or provide clarification and there is no adverse effect 

on the SALAS Policyholders in relation to these amendments. 

2.59 The adjustments for early merger are intended to ensure that early merger does not 

result in detriment to SAIF and WPSF Policyholders.  They effectively seek to balance the 

interests of these two groups of policyholders fairly, and hence facilitate, an early merger.  

It would be impossible to implement an early merger without these amendments given 

regulatory requirements to treat both the SAIF Policyholders and WPSF Policyholders 

fairly. The precise charges to be borne by the SAIF in relation to an early merger as 

compensation paid to the WPSF will, however, only be agreed by the PAC Board and the 

SAB shortly before the early merger date.  As well as considering the fairness of the early 

merger charges, I have also considered the governance process which will be followed, 

in order to consider whether the amendments result in an adverse effect for the SALAS 

Policyholders.     

2.60 In relation to the governance process for early merger, I note that, under the proposed 

Paragraph 13 of Schedule 8 to the SALAS Scheme, the charges for early merger are to 

be agreed between the PAC Board and the SAB.  Under the SALAS Scheme, the SAB is 

required to have regard solely to the interests and reasonable expectations of the SAIF 

Policyholders and I would therefore expect them to act in the best interests of the SAIF 

Policyholders.  Ultimately, if the SAB considers early merger not to be in the interests of 

the SAIF Policyholders compared to a normal merger, it can decide not to go ahead with 

an early merger. 

2.61 Given the nature of the Proposed Amendments, and the governance process for early 

merger, I have accordingly concluded that the amendments referred to in paragraph (f) 

above in relation to early merger will not have an adverse effect on the reasonable 

expectations of the SALAS Policyholders. 
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3 Background to the 

Scottish Amicable 
Insurance Fund and 

SALAS Scheme 

Introduction 

3.1 This Section provides information regarding Prudential’s company structure, the structure 

of the SAIF and the WPSF (both the current structure, as well as the proposed structure 

after a merger of these two funds), the governance structure for with-profits business 

within the Company and a brief overview of the current Supervisory Regime applicable 

to the Company. 

M&G plc Company Structure 

3.2 M&G plc owns, directly or indirectly, all or part of a number of insurance companies, 

including Prudential as shown below, as well as a number of other types of companies. 

Diagram 3.1: M&G plc structure 

 

Source: Principles & Practices of Financial Management Applicable to the With-Profits business issued 

by Prudential Assurance Company to UK policyholders 

Prudential Company Structure 

3.3 Prudential is a proprietary company, the shares of which are wholly owned by M&G Group 

Regulated Entity Holding Company Limited, which is a wholly owned subsidiary of M&G 

plc, which is the group holding company. Prudential’s principal activities are with-profits 

and non-profit life and pensions insurance business, where with-profits business can be 

defined as business where the policyholders are eligible to participate in the profits of the 

funds that they are invested in through discretionary distributions. Prudential also 

conducts some general insurance business outside the With-Profits Fund, as shown below. 

3.4 The Company’s With-Profits Fund consists of three sub-funds, the With-Profits Sub-Fund 

(“WPSF”), the Scottish Amicable Insurance Fund (“SAIF”) and the Defined Charge 

Participating Sub-Fund (“DCPSF”).  
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Diagram 3.2: Prudential fund structure 

 
 

 

 

Source: Principles & Practices of Financial Management Applicable to the With-Profits business issued 

by Prudential Assurance Company to UK policyholders 

SAIF background and structure 

3.5 The SAIF is a closed with-profits sub-fund that contains the bulk of the business originally 

written by SALAS and acquired by Prudential on 30 September 1997. It contains: 

• SALAS’s pensions and annuity business (with-profits and non-profit);  

• SALAS’s conventional with-profits life business; and 

• the investment component of SALAS’s unitised with-profits life business.  

3.6 The balance of SALAS’s business was transferred to the WPSF and is allocated to the 

Scottish Amicable Account (“SAA”). This includes some unitised with-profits life business 

of which the with-profits investment element (i.e. the accumulation of premiums less 

charges) is invested in the SAIF, and is therefore managed with all other SAIF Policies 

with with-profits investments.  As described in paragraph 1.9, these with-profits policies 

are collectively referred to as the SAIF With-Profits Policies, and the holders of these 

policies the SAIF With-Profits Policyholders.  These policyholders are a sub-group of the 

SALAS Policyholders which includes the non-profit business allocated to the SAIF, as well 

as any non-profit business Excluded Policies which were reinsured from SALAS to the 

SAIF.  

3.7 The SAIF also contains the SAIF Inherited Estate. The SAIF Inherited Estate consists of 

assets in the sub-fund over and above the amounts that would have been expected to be 

paid out over time, if the sub-fund had remained open to new business, to the SAIF With-

Profits Policyholders as claim values. Under the terms of the SALAS Scheme, the SAIF 
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Inherited Estate will be distributed to the SAIF With-Profits Policyholders as an addition 

to the accumulated with-profits benefits.  

3.8 The WPSF provides capital support to the SAIF through the Scottish Amicable Capital 

Fund (“SACF”), in return for an annual charge (the “SACF Fee”). The SACF is treated as 

part of the free assets of the SAIF for the purposes of setting the SAIF’s bonus and 

investment policy. However, SACF remains in the WPSF and does not form part of the 

SAIF Inherited Estate, as illustrated in Diagram 3.3. The Scheme does not allow the SACF 

to exceed 15% of the with-profits assets in the SAIF and will reduce in size as the SAIF 

reduces as a result of policyholder pay-outs. The SACF would be used to fund any deficit 

in the SAIF BSA at the point of merger, in accordance with the SAIF PFM set out in 

Schedule 8 to the Scheme.  

3.9 As at 31 March 2020, there were c.110k policyholders in the SAIF that are managed 

under the SALAS Scheme, with £4,277m of Solvency II Technical Provisions. 

SAIF key principles 

3.10 The following section sets out the key principles under which the SAIF operates, as 

currently set out in the PFM, and included in Appendix A to the WPSF PPFM. This includes 

the calculation of the asset shares, claim payout calculations and the features of the 

Bonus Smoothing Account. 

3.11 Asset shares are calculated as the accumulation of all items of income and outgo that are 

relevant to each policy type. For SAIF With-Profits Policies, income used to calculate the 

asset share includes: 

• Premiums; 

• Investment return; and  

• Miscellaneous profits. 

3.12 Outgoes include charges for: 

• Tax, including an allowance for tax on unrealised gains; 

• Guarantees and smoothing; 

• Mortality and morbidity; 

• Miscellaneous losses; and 

• Expenses and commission (net of any tax relief). 

3.13 The PFM states that pay-outs at maturity will target 100% of asset shares, plus the 

addition of a CEF which aims to distribute the SAIF Inherited Estate, but not the assets 

in the SACF, over the remaining lifetime of the with-profits policies in the SAIF. The claims 

enhancement factor is reassessed at least every three years and is expressed as a 

percentage increase to the asset shares. It is a uniform percentage for business that has 

been in force for 10 years or more, with a proportionately lower percentage at shorter 

durations. 

3.14 As described in 3.8, a charge is applied to the SAIF With-Profits Policyholders for capital 

support from the SACF, the SACF Fee. This annual fee is 1% of the mean value of the 

SACF, and is partially funded through a 0.15% p.a. deduction from the SAIF With-Profits 

Policyholders’ asset shares. The balance between the 0.15% charge and the SACF Fee is 

borne by the SAIF Inherited Estate.  
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3.15 The cost of meeting the GAO, a feature attached to some SAIF With-Profits Policies, is 

met by an annual deduction of 1.25% from the asset shares, with any additional costs 

met from the SAIF Inherited Estate and reflected in the CEF for all the SAIF With-Profits 

Policies. 

3.16 The accumulation of asset shares includes an allocation of 0.25% p.a. in respect of 

miscellaneous surplus from non-profit and unit-linked business within the SAIF. In 

practice, pre-merger, the extent to which the actual miscellaneous surplus differs from 

0.25% p.a. is reflected in the CEF. Post-merger, this risk will be passed to the WPSF. 

3.17 The accumulation of profits and losses from smoothing and guarantees (but not GAO 

costs) are allocated to the BSA. The size of the BSA is regulated by a yearly percentage 

deduction from, or addition to, asset shares which is credited or debited to the BSA. The 

smoothing charge/credit, which is subject to a maximum charge of 0.4% p.a., is 

reassessed at least every three years with the intention of eliminating any deficit or 

surplus on the BSA over the remaining life of the policies. 

3.18 In summary, for the SAIF, the following charges are added/deducted from the asset 

shares as at 31 March 2020: 

• The SACF support charge of 0.15% p.a.;  

• An annual GAO Charge of 1.25%;  

• BSA Allocation of 1.9%; and 

• An allocation of 0.25% p.a. in respect of miscellaneous surplus from non-profit and 

unit-linked business. 

SAIF fund structure  

3.19 The following diagram sets out the different asset pools of the SAIF and the WPSF that 

are relevant to the Scheme and would be impacted by the merger of the SAIF and the 

WPSF. To aid in understanding the structural changes that will occur on early or normal 

merger of the SAIF with the WPSF, the diagram includes both the pre- and post-merger 

structure. 

3.20 The SAIF and the WPSF consist of broad asset pool categories such as capital funds, asset 

share funds and non-profit funds, and each of these can be broken down into smaller 

asset pools such as assets backing specific types of policies (e.g. conventional assets), or 

assets backing specific types of liabilities (e.g. assets backing GAO liabilities).  

3.21 The names used internally by the Company have been added for completeness (e.g. 

OBMG for the Main WPSF Asset Pool). This is internal nomenclature and we have not 

defined the individual acronyms; however, we have provided a brief description of each 

instead. 
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Diagram 3.3: Current and proposed post-merger asset pools 

       Pre-merger               Post-merger 

 
* The SACF will cease to exist on the merger date 

 Source: Information provided by the Company 

Governance structure for with-profits business 

3.22 When the SALAS Scheme was agreed in 1997, it set up significant protections for the 

SAIF Policyholders. This included the appointment of the SAB who are responsible for the 

management (including investment and bonus policy) of the SAIF, as well as the 

appointment of a Monitoring Actuary, whose role is to advise the SAB as to the proper 

operation of the SAIF in order to safeguard the interests and reasonable expectations of 
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policyholders invested in the SAIF.  Both the SAB and the Monitoring Actuary have regard 

solely to the interests and reasonable expectations of the SAIF Policyholders.  

3.23 The PAC Board is ultimately responsible for the management of all the Company’s with-

profits business, including investment and bonus distribution policy.  

3.24 In line with industry-wide regulatory requirements and expectations for a company of its 

size, the PAC Board has appointed:  

• a Chief Actuary, who provides the PAC Board with certain actuarial advice, and fulfils 

various statutory duties under the new regulatory reporting regime, Solvency II, 

described in more detail in Appendix D;  

• a With-Profits Actuary, who reviews material relevant to the operation of the with-

profits business, with the specific duty to advise the PAC Board on the 

reasonableness of how discretion has been exercised in applying the PPFM and how 

any conflicting interests have been addressed; and  

• a With-Profits Committee (WPC), comprising at least three members, all of whom 

are independent of Prudential, which provides an independent assessment of the 

way in which Prudential manages its with-profits business and how PAC balances the 

rights and interests of policyholders and shareholders in relation to its With-Profits 

Fund. 
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4 Background to the 

Proposed Amendments 

The Scheme  

4.1 On 30 September 1997, the long term business of SALAS was transferred to The 

Prudential Assurance Company Limited under the SALAS Scheme.  Any policies which for 

any reason could not be transferred were retained by SALAS and reassured to PAC.  The 

transfer was approved by the Court of Session in Scotland with the Scheme effective from 

this date. 

4.2 The Scheme sets out the “Core Principles” by which the SAIF is operated.  As well as the 

governance arrangements, the Scheme includes details on how policy benefits should be 

calculated.  The intention of the Scheme was to protect the policyholders of the SAIF from 

adverse changes to the management of the SAIF following the transfer.  

4.3 Further details of the principles and practices of the management of the SAIF are provided 

in the PFM included as Appendix A to the publicly available with-profits PPFM document.   

Amendments to the Scheme 

4.4 The Scheme sets out the circumstances under which future changes can be made to the 

Scheme.  The Proposed Amendments, discussed in more detail in Section 6, are being 

made under the powers of Paragraph 47.2. 

Paragraph 47.2   

“If at any time the provisions of this Scheme prove impossible or impractical to 

implement, PAC shall, with the consent of the Scottish Amicable Board, be at liberty to 

apply to the Court for consent to amend its terms. Any such application shall be 

accompanied by a report from an independent actuary to the effect that in his opinion 

the proposed amendment shall not adversely affect the reasonable expectations of, or 

reduce the protection conferred by this Scheme on, the holders of Transferred Policies or 

Excluded Policies. The Secretary of State shall be notified of and be entitled to be heard 

at any hearing of the Court at which such application is considered.” 

4.5 As the Independent Actuary appointed by the Company, I am therefore required to opine 

on whether the Proposed Amendments will or will not adversely affect the reasonable 

expectations of the SAIF Policyholders, or reduce the protection conferred by the Scheme 

on the SAIF Policyholders. 

Purpose of the proposed changes to the Scheme 

4.6 The Scheme contains a number of requirements for the management of the SAIF which 

were set at the point of transfer of the long-term business from Scottish Amicable Life 

Assurance Society to Prudential in 1997.  Since then, the structure of the Other Long 

Term PAC Funds has changed significantly, while the Scheme itself has not been updated 

to reflect these changes.  Therefore, some aspects of the Scheme require changes to 

address any ambiguity in the Scheme resulting from this divergence, and also to reflect 

the intention of the Scheme within the current structure of the Other Long Term PAC 

Funds. The changes proposed by the Company will impact the approach on merger of the 

SAIF into the WPSF.   
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4.7 Additional changes to the Scheme have also been proposed to clarify the approach on 

early merger. At the point of merger, risks relating to the SAIF business will be passed 

from the SAIF Policyholders to the WPSF. On early merger, the WPSF would be required 

to accept more risk, and hold a higher level of capital at a date earlier than anticipated. 

4.8 The Company intends to add new text (Paragraph 13 of Schedule 8 to the Scheme) to 

clarify the additional terms that will apply on an early merger.  The implementation of 

these early merger terms is subject to agreement between the PAC Board and the SAB 

having received advice from the Chief Actuary and the Monitoring Actuary, prior to 

merger. These additional terms, which primarily aim to offer protection to both the SAIF 

and WPSF Policyholders, have therefore been proposed by the Company.   

Proposal of an early merger 

4.9 The merger of the SAIF with the Other Long Term PAC Funds is a requirement of the 

Scheme.   According to Paragraph 32 of the SALAS Scheme:  

When: 

a) the With-Profit Amount of the SAIF falls below £1bn (such amount to be adjusted 

annually on 31 December each year (or on such other date as the Appointed Actuary 

and the Scottish Amicable Board may agree) in proportion to the change in RPI) in 

respect of such period; or, if earlier, 

b) subject to prior notification to the Secretary of State, the PAC Board and the Scottish 

Amicable Board so agree upon the advice of the Appointed Actuary and the 

Monitoring Actuary,  

the requirement to maintain the separate SAIF shall cease, whereupon the SAIF shall 

merge into the Other Long Term PAC Funds on the basis described in the Principles of 

Financial Management and approved by the Appointed Actuary and the Scottish Amicable 

Board.  

4.10 The following table provides a summary of the With-Profit Amount over the past 6 years, 

indicating the total level of assets backing the with-profits liabilities in the SAIF: 

Table 4.1 – SAIF With-Profit Amount (£bn) since end 2014  

Date YE 2014 YE 2015 YE 2016 YE 2017 YE 2018 YE 2019 Q1 2020 

Fund Size £6.2bn £5.4bn £5.5bn £5.2bn £4.4bn £4.3bn £3.8bn 

Source: Information provided by the Company 

4.11 The trigger for a merger, as specified in point a) above, is expected to occur in 2024; 

however, an early merger of the SAIF with the WPSF is being targeted for 1 April 2021 

to realise the benefits of merger for the SAIF With-Profits Policyholders at an earlier date. 

An early merger was originally planned for 1 October 2020, but due to the impact of 

COVID-19, both operationally and financially, the planned early merger date has been 

postponed and an updated impact analysis has been performed by the Company. 

4.12 Pre-merger, the SAIF With-Profits Policyholders are exposed to various risks, including 

market risks through asset shares, the BSA and guarantee cost exposures. These risks 

become increasingly volatile as the number of policies in the fund reduce. An early merger 

would provide more certainty to the SAIF With-Profits Policyholders by removing or 

reducing some of these risks.  

4.13 The BSA is an account used to manage the smoothing policy applied within the SAIF.  The 

intention is that the BSA shall be managed so that there is neither surplus nor deficit in 
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the BSA, with charges and allocations to assets shares being made in order to eliminate 

any surplus or deficit in the BSA over the remaining life of the SAIF With-Profits Policies.  

The BSA was £348m as at 31 March 2020; however, the BSA is sensitive to market 

movements and fluctuates over time. This sensitivity was emphasised by COVID-19, 

which resulted in a c.£60m fall in the BSA over the three-month period between 31 

December 2019 and 31 March 2020. Although the BSA could increase or decrease going 

forward, a merger will remove the uncertainty of the future BSA allocations through a 

fixed enhancement to the Final Relevant Policies Enhancement, as described in 

paragraphs 6.39 to 6.48. 

4.14 The Company believes that it is in the best interest of the SAIF With-Profits Policyholders 

to crystallise the BSA and provide more certainty to the SAIF With-Profits Policyholders 

regarding the other risks that they are exposed to, including the risks related to GAOs as 

well as operational risks. The Company intends on doing so through the implementation 

of an early merger. 

4.15 The Proposed Amendments to the Scheme, which set out the terms and conditions of a 

merger earlier than planned, are intended to facilitate a fair distribution of risks between 

the SAIF and the WPSF on early merger, and provide safeguards to both the SAIF 

Policyholders and the WPSF Policyholders should an early merger be implemented. 
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5 My approach 

Introduction 

5.1 This section of my Report details my approach to considering the Proposed Amendments 

and arriving at my conclusions. 

5.2 In order to review the Proposed Amendments and assess whether they will have an 

adverse effect on the reasonable expectations of the SALAS Policyholders, or reduce the 

protection conferred by the Scheme on the SALAS Policyholders, I firstly identified the 

changes made to the Scheme wording, and then continued to analyse each of the 

Proposed Amendments individually and by category, in order to arrive at my conclusions. 

Identify changes 

5.3 Prudential has provided me with a copy of the Scheme which shows both the effective 

Scheme and the Proposed Amendments tracked as changes so that they can be readily 

identified.  

5.4 I have not sought to verify that the starting point for this Scheme document is consistent 

with that approved by the Court in 1997.  However, I have not identified anything that 

leads me to believe that the Scheme presented by Prudential is not a true representation 

of the current version (effective 30 September 1997). 

Analysis of Proposed Amendments 

5.5 As discussed in the Section 4, the Proposed Amendments are being made under 

Paragraph 47.2 of the Scheme.  That Paragraph requires certification that: 

“in [my] opinion the proposed amendment shall not adversely affect the reasonable 

expectations of, or reduce the protection conferred by this Scheme on, the holders of 

Transferred Policies or Excluded Policies.” 

5.6 I am required to provide my opinion on the effect of the Proposed Amendments on the 

SALAS Policyholders as a whole.  This means that I can consider the effect of the Proposed 

Amendments on the SALAS Policyholders “in the round”.  If a change slightly weakens 

policyholder security (say) for the SALAS Policyholders in one area, but this is offset by 

a strengthening in another area, I believe this meets the requirement in Paragraph 47.2.  

In broad terms, if policyholders would be better off overall, it would seem wrong to reject 

the amendments.  However, I would not be satisfied if the Proposed Amendments  were 

likely to have an adverse effect on a particular group or generation of policyholders.   

5.7 In considering the Proposed Amendments, I have sought to understand the rationale for 

the changes, the likelihood of an adverse or positive impact and the potential impact of 

the changes on the interests of the SALAS Policyholders. If a change is expected to have 

a very small impact on the SALAS Policyholders, or the likelihood of an adverse impact 

occurring is extremely low, I would not necessarily consider this to have an adverse 

impact on the SALAS Policyholders when considering the Proposed Amendments. 

5.8 I also consider it appropriate to consider the Proposed Amendments by category.  I have 

therefore considered the Proposed Amendments by category, but I have also provided 

my conclusion on the overall impact of the Proposed Amendments. 

5.9 The certification requirement relates to the policyholders who transferred from SALAS to 

Prudential as part of the Scheme, and holders of Excluded Policies.  The Company has 
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confirmed that no Excluded Policies remain, and the Proposed Amendments do not 

directly affect the policies that originally transferred to the WPSF in 1997, except for the 

investment element of the unitised with-profits business (as described in paragraph 3.5 

to 3.7). However, for the purposes of my assessment, I have considered the expected 

impact on the SALAS Policyholders, as required by Paragraph 47.2 of the SALAS Scheme.  

5.10 I have considered the Proposed Amendments and the resultant revised Scheme only in 

the form in which they are to be presented to the Court.  I am not required to, and do 

not, consider any possible alternative amendments.  Further, I have not considered the 

application of the Proposed Amendments as this will depend on financial conditions at the 

relevant time.  The application of the merger terms and implementation of these will be 

agreed on by the PAC Board and the SAB having received advice from the Chief Actuary 

and the Monitoring Actuary.  I also note that the SAB would have the option not to agree 

to an early merger if it decided for any reason that this was not in the best interests of 

the SAIF Policyholders. 

5.11 As the Independent Actuary I have not been involved in the formulation of the Proposed 

Amendments.  During my evaluation of the detailed proposals, I would have highlighted 

to the Company any matters which were of concern to me, or which I considered 

unsatisfactory.  I note, for completeness, that I identified no such matters. 

5.12 Where I have compared text from the original and updated Scheme documents I have 

highlighted changes in bold so that they can be easily identified. 

5.13 In assessing the fairness of the Proposed Amendments, I have highlighted the key 

principles and features of the SAIF that are of relevance to my consideration. A summary 

of these principles and features, as set out in the PFM, is provided in Appendix B. 
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6 Analysis of key changes 

Introduction 

6.1 This section provides details of the Proposed Amendments, the expected impact of each 

amendment, as well as my considerations regarding each of these in assessing whether 

these changes will have an adverse impact on the SAIF Policyholders.  

6.2 The Proposed Amendments discussed in this section can be divided into two categories:  

• Amendments to clarify the merger principles within the Scheme which are applicable 

to both early and normal merger. This includes clarification of the management of 

the SAIF With-Profits Policies including investment strategy, expenses and charges 

to be allocated to the SAIF With-Profits Policies and surplus distribution post-merger.  

• Amendments to the Scheme to add early merger principles that will introduce 

additional safeguards for policyholders of the SAIF and the WPSF in the event of an 

early merger. This includes introducing a Capital Charge, Additional Risk Premium 

and Operational Risk Premium on early merger, as described in further detail below. 

6.3  The proposed changes in each of these categories is discussed below. 

Proposed amendments to the Scheme (applicable on early and normal merger) 

A. Merger of the SAIF with the WPSF 

6.4 Paragraph 32 of, and Paragraph 11 of Schedule 8 to, the SALAS Scheme state that the 

SAIF will transfer to the Other Long Term PAC Funds, but they do not specifically state 

into which fund. The Other Long Term PAC Funds are defined in the SALAS Scheme as 

the funds maintained by PAC in respect of its long-term insurance business other than 

the SAIF.  These funds currently comprise the WPSF, the DCPSF and the Non-Profit Fund. 

6.5 It is proposed that the following wording should be added to the Scheme:  

“PAC shall transfer all the assets and liabilities of the Scottish Amicable Insurance Fund 

to the WPSF and the Scottish Amicable Insurance Fund will cease to exist”.  

6.6 In my opinion, the WPSF is the most appropriate fund into which the SAIF should merge, 

for the following reasons: 

a) It would not be appropriate for the SAIF to merge into the Non-Profit Fund as the 

Non-Profit Fund does not contain any With-Profits Business. 

b) The WPSF was the only with-profits fund in existence in addition to the SAIF when 

the SALAS Scheme became effective.  The WPSF also contains the SALAS Policies 

allocated to the Other Long Term PAC Funds under the SALAS Scheme.  It is 

therefore reasonable to assume that it was intended that the SAIF would merge into 

the WPSF, and not the DCPSF. 

c) The DCPSF comprises a mixture of international business and business transferred 

to PAC from Equitable Life Assurance Society (“ELAS”).  The performance and 

experience of this business is less compatible with the SAIF business than the 

performance and experience of the WPSF.   
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d) The DCPSF has been established for "defined charges" business under which 

policyholders only incur charges stated explicitly in their policies or the Part VII 

Scheme under which the with-profits annuities business of ELAS was transferred to 

PAC.  The SAIF business is not "defined charges" business and contains a greater 

range of products that the with-profits annuities in the DCPSF. 

I also consider that the proposal to transfer the SAIF to the WPSF is consistent with the 

intentions of the SALAS Scheme. 

6.7 All surplus of the SAIF which is distributed from time to time is allocated to the SAIF With-

Profits Policies.  The SAIF is therefore described as a 100:0 fund.  At least 90% of the 

surplus of the WPSF which is distributed from time to time is allocated to the with-profits 

policies allocated or reassured to the WPSF, with the balance transferred to the PAC 

shareholder fund.  The WPSF is therefore described as a “90:10” fund  

6.8 The SAIF With-Profits Policies will continue to benefit from the 100:0 surplus distribution 

following a SAIF Merger.  This will be achieved by the allocation of the SAIF With-Profits 

Policies to a separate bonus series within the WPSF.  There is no legal or regulatory 

prohibition on 100:0 business being allocated to a 90:10 fund as long as such allocation 

is not contrary to the firm's established practice, its principles and practices of financial 

management and other relevant communications to affected with-profits policyholders, 

and the terms of any arrangements with its policyholders. In fact, there have been such 

transfers of business in the past. 

6.9 In my opinion this proposed clarification to the Scheme wording will not 

adversely affect the reasonable expectations of, or reduce the protection 

conferred by the Scheme on, the holders of SALAS Policies. 

B. Management of the SAIF With-Profits Policies post-merger, including investment 

strategy 

6.10 Paragraph 11(b) of Schedule 8 to the SALAS Scheme applies to the management of the 

SAIF With-Profits Policies post-merger and states as follows: 

"the bonuses payable on the remaining Relevant Policies shall be determined by reference 

to the enhanced Asset Shares, accumulated at the rate of investment return with 

additions for premiums and with deductions for expenses, taxation and risk benefits which 

reflect the performance and experience of the whole of the Long Term Fund and subject 

to the smoothing policy applied to the other with-profits policies in the Long Term Fund."   

6.11 The Long Term Fund is a fund comprising long-term insurance business which UK 

insurance companies were required to maintain under previously applicable law.  This 

requirement was removed with the introduction of Solvency II and consequently, PAC no 

longer maintains the Long Term Fund.  Despite the fact that PAC no longer maintains the 

Long Term Fund, it is possible to interpret references to the Long Term Fund in the SALAS 

Scheme as references to PAC's entire long-term insurance business. 

6.12 An interpretation of references to the Long Term Fund as references to PAC's entire long-

term insurance business would, for the purposes of Paragraph 11(b) of Schedule 8 to the 

SALAS Scheme, require PAC to determine the bonuses payable on the SAIF With-Profits 

Policies by reference to the performance and experience of PAC's entire long-term 

insurance business, whilst having merged the SAIF into one of the other funds now 

maintained by PAC in respect of its long-term insurance business.  It would be either 

impossible or impractical for PAC to do this.   

6.13 A better, and more purposive, construction of the provisions would be that the reference 

to the performance and experience of the whole of the Long Term Fund should be read 

as a reference to the performance and experience of the with-profits business of PAC.  
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Even on that construction, the issue of impossibility or impracticality arises on account of 

the fact that PAC has a third fund to which with-profits business is allocated in addition 

to the WPSF and the SAIF; namely the DCPSF.   

6.14 As mentioned in paragraph 6.6 above, the nature of the with-profits business allocated 

to the WPSF and the DCPSF is different, and accordingly the performance and experience 

of the with-profits business allocated to the WPSF and the DCPSF at any time may be 

different.  The WPSF comprises a range of life and pensions business which has been 

written by PAC over a number of years, as well as business which has been transferred 

to PAC from other Prudential group companies.  In contrast, the DCPSF comprises a 

mixture of international business and business transferred to PAC from ELAS. 

6.15 The possibility that the performance and experience of the WPSF and the DCPSF might 

be different at any time means that if the SAIF was merged into either the WPSF or the 

DCPSF, PAC would not necessarily be in compliance with the terms of the SALAS Scheme 

(as currently in force) by determining the bonuses payable on the SAIF With-Profits 

Policies solely by reference to the performance and experience of the WPSF or the DCPSF, 

as the case may be.  This approach would ignore the performance and experience of the 

other fund, which is part of the with-profits business of PAC.  It is therefore necessary to 

amend the references to the Long Term Fund in Paragraph 11(b) to the WPSF. 

6.16 In addition, the reference in Paragraph 11(b) of Schedule 8 to the SALAS Scheme to the 

rate of investment return being determined by reference to the performance and 

experience of the whole of the Long Term Fund needs to be amended to the rate of 

investment return of the Main WPSF Asset Pool, as a result of PAC's use of asset pools 

for the management of the WPSF, as explained in Diagram 3.3 in Section 3. 

6.17 Of the three WPSF asset pools, the Main WPSF Asset Pool is considered to be the most 

appropriate asset pool to which the SAIF business should be transferred. It is the asset 

pool for the majority of asset shares in the WPSF, and it contains the liabilities of all the 

with-profits policies that were in-force in PAC in 1997.  I also consider this amendment 

to be consistent with the intentions of the Scheme. 

6.18 Adopting the investment strategy of the WPSF will allow the SAIF With-Profits 

Policyholders to be exposed to a more diversified investment strategy than what they are 

currently exposed to. It will also enable the SAIF With-Profits Policies to have a higher 

Equity Backing Ratio (“EBR”) post-merger than what they currently have. Historically, the 

EBR of the SAIF has been c.6% lower than that of the WPSF. 

6.19 The Company’s estimation is that the expected investment return of the SAIF could 

increase by c.20bps if it adopts the investment strategy of the WPSF, broadly equivalent 

to £5m each year. This investment strategy will also enable increased investment in 

illiquid assets, which could further increase the level of return and diversification within 

the SAIF.  

6.20 In addition to this, the costs associated with maintaining a diversified investment strategy 

and ensuring sufficient liquidity in the SAIF will be removed. This is estimated to have an 

impact of c.5bps p.a.. 

6.21 As a result of the amendment of the references to the Long Term Fund to the WPSF, 

following merger, bonuses will be determined by reference to asset shares, enhanced by 

the Final Relevant Policies Enhancement, subject to the smoothing policy applied to the 

with-profits policies in the WPSF.  I consider this to be consistent with the interpretation 

above regarding consistent treatment.  

6.22 A further, minor, clarification is proposed in order to add a definition of "risk benefits", 

which Paragraph 11(b) permits to be deducted from the asset shares of the SAIF With-

Profits Policies post-merger.  Under established actuarial practice, risk benefits relate to 
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the allowance for mortality or morbidity in policy or asset share charges and not the 

effects of financial guarantees such as guaranteed annuity rates and guaranteed 

investment returns.  However, given the materiality of financial guarantees in relation to 

the SAIF With-Profits Policies, it is considered important to clarify that the risk benefits 

do not include these guarantees, and that accordingly charges for financial guarantee 

costs cannot be deducted from asset shares after the SAIF merger, unless otherwise 

agreed prior to the Merger Effective Date.  I consider this amendment to be consistent 

with the intentions of the SALAS Scheme. 

6.23 The following definition has been proposed: 

“risk benefits means any benefits for policyholders in respect of any Relevant Policy 

relating to mortality and longevity, but shall not include financial guarantees such as 

guaranteed annuity rates and guaranteed investment returns”. 

6.24 As a result of this definition, the actuarial reserves held in respect of the financial 

guarantees held within SAIF at the point of merger can only be increased through a 

contribution from the WPSF Inherited Estate.  Conversely, to the extent that these 

reserves exceed the cost of financial guarantees, the excess will be allocated to the WPSF 

Inherited Estate.  The WPSF will be compensated for taking on the additional risk 

associated with the reserves for guarantees in the period between early and normal 

merger through an adjustment to the Final Relevant Policies Enhancement.  I have 

considered this adjustment in 6.91 to 6.95. 

6.25 In my opinion, the changes to the management of the SAIF With-Profits Policies 

post-merger referred to above, including investment strategy will not adversely 

affect the reasonable expectations of, or reduce the protection conferred by the 

Scheme on, the holders of SALAS Policies. 

C. Expenses and charges to the SAIF With-Profits Policies post-merger 

6.26 The wording of Paragraph 11(b) of Schedule 8 to the SALAS Scheme requires amendment 

to clarify that Schedule 5 of the SALAS Scheme, which deals with expenses and charges, 

will cease to apply on a SAIF merger and that from that time, expenses to be allocated 

to asset shares will be determined exclusively by reference to the performance and 

experience of the WPSF in accordance with Paragraph 11(b) of Schedule 8 to the SALAS 

Scheme (as proposed to be amended by this application). 

6.27 Schedule 5 of the SALAS Scheme deals with expenses and charges which are allocated 

to the SALAS Policies.  In particular: 

a) Paragraph 2 of Schedule 5 states that following the ten year period commencing 

on the Scheme Effective Date, acquisition, maintenance and termination expenses 

shall be apportioned equitably between SALAS Policies, and between the various 

classes of policy, treating all PAC's business on a combined on-going basis provided 

always that such acquisition, maintenance and termination expenses attributed to 

the SAIF Policies: 

i. shall at no time be higher than the acquisition, maintenance and 

termination expenses attributed to equivalent policies sold by PAC or 

Scottish Amicable Life plc ("SAL") after the Scheme Effective Date; and 

ii. shall exclude any costs of financing payable under any licence agreement 

between PAC and any service company which is a member of the PAC 

corporate group relating to the provision of services to PAC in respect of 

Transferred Policies. 
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b) Save in relation to expenses charged pursuant to any infrastructure contract, the 

investment management fees in respect of the SAIF and the SACF (including 

charging arrangements) shall be identical in all material respects to those applying 

to the corresponding funds within the Other Long Term PAC Funds.  The level of 

investment management fees charged in respect of each linked fund established 

for the SALAS Policies shall be set by reference to the total size of the corresponding 

linked fund established by SAL pursuant to the SALAS Scheme. 

6.28 There is no statement in the SALAS Scheme that the provisions of Schedule 5 cease to 

have effect on a SAIF merger. The wording of Paragraph 11(b) of Schedule 8 to the SALAS 

Scheme, which refers to asset shares of the SAIF With-Profits Policies taking account of 

expenses which reflect the performance and experience of the whole of the Long Term 

Fund, however, suggests that Schedule 5 should cease to apply to SAIF With-Profits 

Policies on a SAIF merger.  I therefore consider that the proposed amendment to the 

Scheme to state that Schedule 5 will cease to apply to SAIF With-Profits Policies on a 

SAIF merger is consistent with the intentions of the Scheme.  

6.29 Where the cap on the SAIF per-policy expenses is not biting prior to the merger, an 

increase in the per-policy expenses is expected. The Company has provided me with the 

expected change in the per-policy expense allocation over the early merger period due 

to aligning per-policy expenses for the SAIF With-Profits Policyholders with the per-policy 

expenses of similar WPSF Policies post-merger.  The analysis shows that only one 

policyholder group (the Conventional With-Profits Life Single Premium business 

policyholders) is expected to be adversely affected by this change, with expenses per 

policy likely to be £25 greater on aggregate over the period between early and normal 

merger. This is a small impact (0.08% impact on the average policy size of £30k).  

However, given that the intention of the Scheme is that Schedule 5 will cease to apply 

on a SAIF merger as explained above in paragraph 6.28, I do not consider the change in 

the SAIF per-policy expenses to be an adverse effect on the benefit expectations of this 

group of policyholders   

6.30 I have considered other charges (including those in respect of guarantees and to cover 

the funding of the SAIF capital support arrangement, the SACF) later in Section 6.  

6.31 In my opinion, the clarification of the post-merger approach to expenses and 

charges to SAIF With-Profits Policies post-merger will not adversely affect the 

reasonable expectations of, or reduce the protection conferred by the SALAS 

Scheme on, the holders of SALAS Policies.  

D. Winding up of the SAIF Bonus Smoothing Account on merger 

6.32 It is currently not clear in the Scheme whether the SAIF BSA is to be wound up on a SAIF 

merger.  It is therefore proposed to include an express statement that the SAIF BSA will 

be wound up on a SAIF merger. 

6.33 There are two statements in Paragraph 11 of Schedule 8 to the SALAS Scheme which 

indicate that the SAIF BSA is to be wound up on a SAIF merger, as follows: 

a) the statement in Paragraph 11(a) that the amount of any deficit in the SAIF BSA 

should be added to the remaining assets of the SAIF for the purposes of the 

calculation of the Final Relevant Policies Enhancement; and 

b) the statement in Paragraph 11(b) that after the SAIF merger, the asset shares of 

the SAIF With-Profits Policies shall be subject to the smoothing policy applied to the 

other with-profits policies in the Long Term Fund. 

6.34 However, the wording in Paragraph 8 of Schedule 8 to the SALAS Scheme states that the 

intention at all times shall be to aim for neither surplus nor deficit in the SAIF BSA, and 
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that the level of the charge or allocation to be credited to or deducted from the SAIF BSA 

shall be determined as the percentage per annum of asset shares, which is expected to 

eliminate any deficit or surplus on the SAIF BSA over the remaining life of the policies, 

after allowing for smoothing costs which may be expected to arise as a result of 

guarantees or underlying trends in claim values.  The reference to "over the remaining 

life of the policies" might be taken to: 

a) mean that the SAIF BSA is to remain in existence until all of the SAIF With-Profits 

Policies have matured and terminated; or   

b) be simply a statement of how the SAIF BSA should be managed while it is in 

existence and therefore not implying that the SAIF BSA should remain in existence 

until all of the SAIF With-Profits Policies have matured.   

6.35 There is no statement in the SALAS Scheme that the SAIF BSA should remain in existence 

until all of the SAIF With-Profits Policies have matured, or that it should be wound up on 

a SAIF merger. 

6.36 It is proposed that the following wording is added to the Scheme to clarify that the BSA 

will cease post-merger:  

“the smoothing account shall cease to operate and any future smoothing allocations or 

charges referred to in Paragraph 7 [BSA Allocation] above shall cease except to the extent 

determined prior to the Merger Effective Date.” 

6.37 In my opinion, taking all of the relevant considerations into account, the preferred 

construction of the SALAS Scheme should be that the SAIF BSA should be wound up on 

a SAIF merger.  I therefore consider the proposed amendment to be consistent with the 

intentions of the Scheme. 

6.38 In my opinion, the clarification that the SAIF BSA will be wound up on a SAIF 

merger will not adversely affect the reasonable expectations of, or reduce the 

protection conferred by the SALAS Scheme on, the holders of SALAS Policies. 

E. Surplus distribution 

6.39 The surplus assets within the SAIF are currently distributed through the following 

mechanisms: 

 an annual allocation of the BSA (currently positive); and 

 a CEF applied to asset shares at the point of claim. 

6.40 Prior to merger, the current practice is for the CEF to be applied at point of claim. The 

CEF is calculated as: 

CEF =     

SAIF Free Assets   

Present value of future with-profits claims (excl. guarantees and smoothing) 

6.41 The SAIF Free Assets are calculated as the regulatory (Solvency II) surplus assets in the 

SAIF, prior to the Risk Margin and the Solvency Capital Requirement (i.e. the total assets 

less the Best Estimate Liabilities).  An overview of the Solvency II regulatory regime, the 

solvency regime applicable to insurers in the UK and Europe, is included in Appendix D. 
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6.42 Post-merger, the SAIF With-Profits Policyholders will continue to participate in surplus 

arising from the SAIF with-profits business, but will not participate in surplus arising from 

the WPSF in respect of WPSF Policies. The SAIF With-Profits Policyholders will also 

continue to share in surplus arising from the non-profit and unit-linked business currently 

allocated to the SAIF through a fixed credit to their asset shares. This surplus is currently 

distributed as a credit of 0.25% p.a. and it will continue at this rate following the merger.   

Distribution of the Bonus Smoothing Account (BSA) on merger 

6.43 As described in 6.32 to 6.38 above, the BSA will cease on merger.  The distribution of 

the surplus attributable to the BSA will be made to the SAIF With-Profits Policyholders 

through an adjustment to the Final Relevant Policies Enhancement. This surplus is 

dependent on the size of the BSA at the Merger Effective Date after deducting an 

allowance for the costs of smoothing and financial guarantees which will be transferred 

to the WPSF.   

6.44 If the BSA Allocation rate is positive at the Merger Effective Date, it will be capitalised 

through the Final Relevant Policies Enhancement and therefore distributed to SAIF With-

Profits Policyholders at the point of claim. If there is a BSA charge to asset shares, this 

charge (the “Post-Merger Smoothing Payment”) will be fixed and will continue post-

merger, subject to the pre-merger cap of 40bps.   

6.45 In addition, the following Scheme wording changes are proposed:  

“With effect from the Merger Effective Date… [the] WPSF shall be liable for any 

negative balance immediately prior to the Merger Effective Date on the 

smoothing account… (which shall not be deducted from any remaining assets of the 

Scottish Amicable Insurance Fund)”.  

6.46 The purpose of this change is to clarify the current wording in the Scheme, which states 

that the final enhancement to be paid to policies at the point of merger should be 

calculated such that “… the remaining assets of the Scottish Amicable Insurance Fund 

plus the amount of any deficit in the smoothing account…” should be distributed.   

6.47 The current wording could potentially be misconstrued that the SAIF With-Profits 

Policyholders should bear the cost of any deficit within the BSA; however, in my opinion, 

the intention is that the deficit should be ‘added back’ to the value of the remaining 

assets, so that the SAIF With-Profits Policyholders are not liable for the deficit. The 

proposed change will clarify that the WPSF will fund any shortfall in the BSA at merger.  

6.48 This proposed change also clarifies that the WPSF would not be able to charge the SAIF 

With-Profits Policyholders any additional smoothing charges post-merger except those 

agreed to prior to the merger, unless it forms part of the WPSF smoothing policy and is 

applied consistently to both the SAIF Policyholders and the WPSF Policyholders. This 

provides protection to the SAIF With-Profits Policyholders post-merger. Any smoothing 

charges would remain subject to the cap on smoothing charges defined in Paragraph 9 of 

Schedule 8 to the Scheme. 

6.49 The Company adopted a new BSA Allocation methodology at the start of 2020. In 

analysing the impact of the proposed Scheme changes and whether it will adversely 

impact the SALAS Policyholders or remove any safeguards currently provided by the 

Scheme, I have compared the Proposed Amendments with this BSA Allocation 

methodology currently in place. A brief description of the current BSA Allocation 

methodology is provided in the following paragraphs to provide further context on the 

current approach to distributing the BSA and therefore to the amendment proposed to 

the distribution of the BSA at the point of merger. 
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6.50 The current BSA Allocation methodology aims to ensure that all of the current surplus in 

the BSA (including allowance for future smoothing profits and losses) is distributed to the 

SAIF With-Profits Policyholders. This approach is based on a projection of the future costs 

and allocations/charges which explicitly considers the run-off of the BSA balance over 

time and allows for realistic future investment returns that include risk premia and 

reversion of risk-free interest rates to a (higher) long-term level. As required by the 

SALAS Scheme, the BSA Allocation is set at a level which is expected to reduce the 

balance of the BSA, net of projected smoothing and guarantee costs, to zero over the full 

run-off of the SAIF With-Profits Policies. This will ensure that all of the current surplus in 

the BSA, allowing for expected future smoothing profits and losses, is distributed to the 

SAIF With-Profits Policyholders. 

6.51 Table 6.1, below, shows the movement in the BSA since 2017:  

Table 6.1: BSA Balance from 2017 to 2020 

Date BSA balance 

31 December 2017 £490m 

31 December 2018 £401m 

31 December 2019 £406m 

31 March 2020 £348m 

Source: Information provided by the Company 

6.52 The BSA is sensitive to market movements.  Over 2019, the actual BSA Allocation was 

1.2% p.a. The new BSA Allocation methodology implemented at the start of 2020 led to 

an increase in the supportable BSA Allocation, and a rate of 1.9% was implemented in 

2020.  

6.53 As at 31 March 2020, the supportable BSA Allocation using the current methodology was 

1.72%, and the supportable BSA allocation that could be applied at early merger was 

1.42%, as indicated in Table 6.2 below.   

6.54 The supportable BSA Allocation includes a deduction for the cost of guarantees of With-

Profit Group Deferred Annuities (“WPGDA”). The guarantees on these products are 

heavily in the money and the Company has proposed a more closely matched investment 

strategy going forward. 

Table 6.2: BSA Allocation at early merger assuming Merger Effective Date of 31 

March 2020 

 BSA Allocation  % p.a. 

Actual BSA Allocation applied in 2020 1.90% 

Supportable BSA Allocation  1.72% 

Adjustment for WPGDA (0.31)% 

Supportable early merger BSA Allocation  1.42% 

Source: Information provided by the Company 

6.55 The WPSF is liable for any shortfall in the BSA at merger; however, as the supportable 

BSA Allocation has remained positive in recent years, it is expected that there will be a 

surplus in the BSA (after deducting allowances for smoothing and financial guarantees 

which will be transferred to the WPSF on merger) to be added to the Final Relevant 

Policies Enhancement calculation at the Merger Effective Date.  

6.56 The Proposed Amendments to the Scheme will enable a BSA Allocation approach at 

merger which is consistent with the current BSA Allocation methodology in ensuring that 

all of the surplus in the BSA is distributed to the SAIF With-Profits Policyholders. The BSA 
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Allocation will be re-balanced and fixed within the Final Relevant Policies Enhancement at 

the point of merger, reflecting a realistic view of expected future investment returns at 

that date. I consider this to be a fair approach for the SAIF With-Profits Policyholders.   

6.57 In my opinion, the Proposed Amendments relating to the distribution of the BSA 

on a SAIF merger will not adversely affect the reasonable expectations of, or 

reduce the protection conferred by the Scheme on, the holders of the SALAS 

Policies. 

Treatment of charges for Guarantees post-merger, in particular the GAO Charge 

6.58 Pre-merger, and at the time of writing this Report, the BSA Allocation fully offsets the 

1.25% GAO Charge, with the surplus over the GAO Charge is distributed as an addition 

to asset shares. Post-merger, the GAO Charge will cease and will be crystallised through 

the Final Relevant Policies Enhancement. 

6.59 By ceasing and crystallising any positive BSA Allocation within the Final Relevant Policies 

Enhancement at the point of merger, policyholders will receive the same enhancement, 

irrespective of their outstanding policy duration. In the event of a Post-Merger Smoothing 

Charge (subject to a maximum of 0.4% p.a.), policyholders with longer outstanding 

durations will be affected more; however, this is in line with current practice within the 

SAIF. 

6.60 In my opinion this change will not adversely affect the reasonable expectations 

of, or reduce the protections conferred by the SALAS Scheme on, the holders of 

SALAS Policies. 

Timing of Claims Enhancement Factor application  

6.61 At the point of merger, the SALAS Scheme requires the Final Relevant Policies 

Enhancement to be fixed, i.e. as a uniform enhancement to expected claim values by 

means of an enhancement to asset shares applied at the merger date. To achieve this 

outcome a different enhancement would need to be calculated for each SALAS With-

Profits Policyholder, in order to allow for the expected future premiums of each policy.  

This would be operationally complex and result in favourable treatment of policies that 

choose to cease paying future premiums shortly after merger date.  Similarly, applying 

the enhancement on merger would require estimates of future maturities and surrenders 

to be used.  An amendment to the Scheme is proposed to specify that the Final Relevant 

Policies Enhancement will be fixed at the point of merger, but that the enhancement to 

asset shares will only be applied at the point of claim, rather than an enhancement to 

asset shares at the point of merger.  This will allow a uniform enhancement to be applied 

at the point of claim which is consistent with the current pre-merger practices of the SAIF 

of applying the CEF. 

6.62 The current Scheme wording is that: 

“Upon the merger of SAIF … the enhancement referred to in Paragraph 6 [the CEF] be 

reassessed … and distributed to the Remaining Policies as a uniform enhancement to 

expected claim values by means of an enhancement to asset shares”. 

6.63 The following wording change is proposed:  

“With effect from the Merger Effective Date… the enhancement referred to in Paragraph 

6 above relating to the remaining Relevant Policies shall be fixed in accordance with 

Paragraph 11(b) below (Final Relevant Policies Enhancement) and shall be distributed to 

the remaining Relevant Policies as a uniform enhancement to their Asset Shares at the 

point of claim, and such policies shall have no further right with effect from the 
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Merger Effective Date to participate in any of the surplus assets referred to in 

Paragraph 4(b) above”. 

6.64 This will clarify the intended approach that, although the Final Relevant Policies 

Enhancement will be determined at the point of merger, the uplift will only be applied at 

point of claim. The Final Relevant Policies Enhancement will be based on best estimate 

assumptions at the time of merger, and an expectation of future premiums to be paid by 

the SAIF With-Profits Policyholders, with any future surplus or deficit arising from future 

premiums or experience being out of line with expected to be absorbed by the WPSF.  

6.65 The proposed wording also states that the SAIF Policyholders will have no further right 

to participate in the surplus assets of the SAIF. This is consistent with the Scheme as 

currently drafted under which the Final Relevant Policies Enhancement is fixed on merger.  

6.66 At merger, any positive BSA Allocation will cease and crystallise through the Final 

Relevant Policies Enhancement. This Final Relevant Policies Enhancement will be fixed at 

the merger date and thereafter policyholders will have no further right to any SAIF surplus 

assets. 

6.67 In my opinion the proposed approach provides consistency with the current 

practices of the SAIF and provides the SAIF With-Profits Policyholders with a 

fairer approach to their future pay-outs. Therefore, I consider that these 

amendments will not adversely affect the reasonable expectations of, or reduce 

the protection conferred by the SALAS Scheme on, the holders of SALAS Policies. 

Timing of Claims Enhancement Factor calculation 

6.68 The Scheme requires the final enhancement to SAIF With-Profits Policies to be determined 

and fixed at the Merger Effective Date; however, due to the operational complexity 

involved in calculating the Final Relevant Policies Enhancement, it is not possible to 

accurately calculate and apply this on the Merger Effective Date.  It might be possible to 

complete the calculation after the Merger Effective Date and backdate it, but this would 

give rise to operational difficulties in relation to SAIF With-Profits Policies that mature 

before the Final Relevant Policies Enhancement is determined.  Given this, the Company 

intends to estimate the Final Relevant Policies Enhancement (the “Estimated Final 

Relevant Policies Enhancement”) and any charges to SAIF asset shares in respect of the 

BSA (the “Estimated Post-Merger Smoothing Payment”) as at the Merger Effective Date 

in advance of the Merger Effective Date, with the actual Final Relevant Policies 

Enhancement as at the Merger Effective Date (the “Actual Final Relevant Policies 

Enhancement”) and the actual charge to SAIF asset shares in respect of the BSA at the 

Merger Effective Date (the “Actual Post-Merger Smoothing Payment”) calculated and 

finalised after the Merger Effective Date itself.  For completeness, if the BSA Allocation is 

positive at the point of assessing the Estimated Final Relevant Policies Enhancement 

and/or Actual Final Relevant Policies Enhancement, the Estimated Post-Merger Smoothing 

Payment and/or the Actual Post-Merger Smoothing Payment will be zero, as any positive 

BSA Allocation will be capitalised in the Final Relevant Policies Enhancement. 

6.69 An amendment is proposed to the Scheme to allow the Actual Final Relevant Policies 

Enhancement and the Actual Post-Merger Smoothing Payment to be calculated after the 

Merger Effective Date. The Estimated Final Relevant Policies Enhancement and the 

Estimated Post-Merger Smoothing Payment will be determined in advance of the Merger 

Effective Date, with the value to be agreed by the Appointed Actuary and the Monitoring 

Actuary, and approved by the SAB. The Estimated Final Relevant Policies Enhancement 

and the Estimated Post-Merger Smoothing Payment will apply from the Merger Effective 

Date until the Actual Final Relevant Policies Enhancement and Actual Post-Merger 

Smoothing Payment are calculated and implemented at the following bonus declaration.   
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6.70 The Actual Final Relevant Policies Enhancement and Actual Post-Merger Smoothing 

Payment will be calculated once all of the required information on the economic and 

financial conditions of the SAIF at the Merger Effective Date is available. These values 

will be agreed by the Appointed Actuary and the WPA, and approved by the PAC Board 

with advice from the WPC. The Actual Final Relevant Policies Enhancement and Actual 

Post-Merger Smoothing Policy will then apply from the first bonus declaration after the 

Merger Effective Date. 

6.71 The difference between the Estimated Final Relevant Policies Enhancement and the Actual 

Final Relevant Policies Enhancement will be assessed after the Merger Effective Date. If 

the Actual Final Relevant Policies Enhancement is higher than the Estimated Final 

Relevant Policies Enhancement, retrospective payments will not be made to policyholders 

who exit between Merger Effective Date and the implementation of the Actual Final 

Relevant Policies Enhancement, unless it is agreed by the Appointed Actuary and the WPA 

that an “Additional Payment” would be appropriate. The Additional Payment would be 

determined having regard to the historic management of the SAIF and the objective of 

achieving a fair distribution of the remaining assets of the SAIF, as well as to the 

difference between the Estimated Post-Merger Smoothing Payment and the Actual Post-

Merger Smoothing Payment. The expected value of any Additional Payments, plus the 

associated administrative and processing costs, will be treated as a liability of the SAIF. 

6.72 No Additional Payment will be made if the Actual Final Relevant Policies Enhancement is 

lower than the Estimated Final Relevant Policies Enhancement. 

6.73 The amendment will ensure that the appropriate governance process is in place 

to determine the Final Relevant Policies Enhancement and the Post-Merger 

Smoothing Payment and to consider the fairness of policyholder pay-outs that 

occur between the Merger Effective Date and the implementation of the Actual 

Final Relevant Policies Enhancement. In my opinion, this amendment will not 

adversely affect the reasonable expectations of, or reduce the protection 

conferred by the SALAS Scheme on, the holders of SALAS Policies. 

Conclusion 

6.74 In my opinion, the changes proposed to the Scheme in respect of surplus 

distribution will remove ambiguity and will not adversely affect the reasonable 

expectations of, or reduce the protection conferred by the SALAS Scheme on, 

the holders of SALAS Policies. The changes are consistent with my 

understanding of the intention of the Scheme. 

Adjustments applied in the case of early merger 

6.75 The Company is proposing changes to the Scheme to include terms that would apply on 

early merger, in order to compensate the WPSF and its policyholders for taking on the 

risks associated with the SAIF earlier than the date when the pre-defined threshold of 

assets backing SAIF with-profits liabilities is reached (which is £1,000,000,000 plus RPI 

since the Scheme became effective in 1997), which is referred to as a "normal merger". 

It would be impossible to implement early merger without these amendments given 

regulatory requirements to treat both SAIF and WPSF policyholders fairly.  Accordingly, 

it can be said that these amendments facilitate an early merger which otherwise would 

be impossible to implement. The terms proposed will result in the application of various 

charges to the SAIF on merger, the amount of which will be agreed shortly before merger 

by the PAC Board and the SAB, having received advice from the Chief Actuary and the 

Monitoring Actuary.  The early merger terms are defined in a new Paragraph 13 to 

Schedule 8 of the Scheme.    

6.76 Given that the various charges to be applied to the SAIF on merger are to be agreed 

shortly before merger, it is important to consider the protections for the SALAS 
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Policyholders which are built into the process for the determination and agreement of 

those charges and the approach which will be taken in the determination of those charges.  

I have set out below the approach which the Company has taken in order to consider the 

likely amount of these charges.  This approach may change as a result of facts and 

circumstances nearer to the time of the early merger.  The PAC Board is in any event 

required to consider the interests of all of its policyholders and the SAB is required to 

have regard solely to the interests and reasonable expectations of the SAIF Policyholders 

under Paragraph 43 of the Scheme.  I regard these factors as important protections for 

the policyholders of both the SAIF and the WPSF. Further, I note that the SAB is required 

to have regard solely to the interests and reasonable expectations of the SAIF 

Policyholders under Paragraph 43 of the Scheme, which I consider to be an important 

protection for the SAIF Policyholders. 

6.77 The proposed terms to apply on early merger are:  

 An adjustment for the cost of the WPSF providing capital to the SAIF (the “Capital 

Charge”) in the period between early and normal merger. 

 An adjustment to compensate the WPSF for the additional risks related to the GAOs 

in the period between early and normal merger as a result of fixing the GAO reserve 

and charges at the early merger date (the “Additional Risk Premium”).   

 An adjustment to compensate the WPSF for meeting the SAIF operational risk costs 

between early and normal merger, as operational risks, and therefore the costs 

associated with these risks, are assumed to be retained by the SAIF during this 

period (the “Operational Risk Premium”). 

6.78 These items will be deducted from the SAIF Free Assets, which will be used to calculate 

the Final Relevant Policies Enhancement and will be fixed at the point of merger. The final 

enhancement to asset shares at early merger will be calculated as follows: 

Final Relevant Policies Enhancement =  

              Adjusted SAIF Free Assets   

Present value of future with-profits claims (excl. guarantees and smoothing) 

Where the Adjusted SAIF Free Assets include the amount of any deficit in the BSA (which 

therefore will be added back to the SAIF surplus), any surplus in the BSA, after deducting 

reserves for smoothing and financial guarantees. The Adjusted SAIF Free Assets would 

also allow for the Capital Charge, the Additional Risk Premium and the Operational Risk 

Premium.  

6.79 The estimated impact of the early merger changes on the amount of assets available for 

distribution to the SAIF With-Profits Policyholders through the Final Relevant Policies 

Enhancement is provided in Table 6.4 below. 

6.80 Further details on each of these changes are discussed in the rest of this section and the 

Proposed Amendments to the Scheme text are set out in Appendix A. In assessing and 

quantifying the estimated impact of a potential early merger, the Company has assumed 

a period of three years between early and normal merger dates. The trigger for a normal 

merger, as specified in the Scheme, is expected to occur in 2024, and the Company 

intends to pursue an early merger on 1 April 2021. This means a period of approximately 

three years between early and normal merger.  In practice, the actual period between 

any early and normal merger will be assessed based on projections performed by the 

Company and it will be this estimate of the early merger period that will be used in the 

calculation of the early merger adjustments.   
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Capital Charge 

6.81 An adjustment will be made to the Final Relevant Policies Enhancement for the capital 

support that will be provided by the WPSF in the period between early and normal merger. 

6.82 The current practice (pre-merger) is to charge a fee to the SAIF for access to capital 

support from the WPSF (specifically, the SACF). This is referred to as the SACF Fee, which 

is partially met by a 0.15% p.a. charge to the SAIF With-Profits Policyholders’ asset 

shares. The requirement for the SACF falls away following a merger, and the WPSF 

inherited estate will directly support the SAIF business in the same way it supports the 

current WPSF business.  The SACF will therefore cease at the point of merger (whether 

early or normal) and, at the same time, the SACF Fee payable to the WPSF, as well as 

the corresponding charge to asset shares, will cease.  

6.83 As at 31 March 2020, the Company estimates the SACF Fee payable by the SAIF to the 

WPSF to be c.£2m higher than the value of the 0.15% p.a. charge to the SAIF With-

Profits Policies’ asset shares.  Ceasing the SACF Fee and asset share charges will therefore 

lead to a c.£2m increase in surplus, which is expected to result in a small (0.1%) increase 

in the Final Relevant Policies Enhancement.  

6.84 Post-merger, the WPSF will be required to hold additional capital to cover the SAIF 

Solvency II Own Funds1 deficit. The WPSF will also have a reduced level of surplus, in 

part due to the increased Solvency II capital requirement (the “Solvency Capital 

Requirement”, or “SCR”) of the combined fund. 

6.85 To compensate the WPSF and its policyholders for the costs of the additional capital that 

the WPSF must hold between early and normal merger, and the subsequent reduction in 

the WPSF surplus during that period, a Capital Charge will be allowed for in the calculation 

of the Final Relevant Policies Enhancement at the early merger date. This charge will be 

calculated as follows: 

Capital Charge = Average amount of capital support provided by the WPSF between 

early and normal merger x cost of capital rate x early merger period 

6.86 The capital support provided to the SAIF by the WPSF was £464m at 31 March 2020.  

This capital covered the SAIF Solvency II Own Funds deficit. Over the period between 

early merger and normal merger (assuming early merger occurs three years prior to 

normal merger, as per the current early merger implementation plan of the Company), 

the average SAIF Solvency II Own Funds deficit is estimated to be c.£330m.   

6.87 In addition to this, the WPSF expects an average reduction in surplus of c.£180m during 

the early merger period, as a result of a merger.  This reflects the increase in Best 

Estimate Liabilities due to the final enhancement to the SAIF With-Profits Policies being 

fixed, and therefore the Final Relevant Policies Enhancement liability being crystallised 

on the WPSF balance sheet, as well as the subsequent increase in the Solvency II SCR 

due to the removal of the loss absorbing capacity of the surplus, as the nature of the 

benefits changes from discretionary to guaranteed.  Together with the Solvency II Own 

Funds deficit of c.£330m described above, the current estimate of the capital support that 

will be required over the period between early and normal merger is c.£510m. As with 

the other estimates in this Report, this assumes a three year period between early and 

normal merger. 

                                                

1 Solvency II Own Funds is the excess of assets less Solvency II Technical Provisions. Further detail on the 
Solvency II regime can be found in Appendix D. 
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6.88 Assets providing this capital support will be constrained, and the assets will remain in the 

WPSF Capital Fund.  The cost of capital rate can therefore be considered as the 

opportunity cost i.e. the difference between the return earned on the WPSF asset shares 

and the WPSF Capital Fund, which is estimated to be c.1.91% p.a. on early merger, using 

estimates as at 31 March 2020. This is equivalent to a total of c.£29m in the period 

between early and normal merger and this cost would have been funded by a c.1.1% 

reduction in the Final Relevant Policies Enhancement for the SAIF With-Profits 

Policyholders, had the merger been implemented on 31 March 2020.  This would be offset 

by the 0.1% increase in surplus in the SAIF due to the removal of the SACF Fees described 

in 6.82, above. 

6.89 No additional capital charges will be levied to the SAIF With-Profits Policyholders after 

fixing this Capital Charge on the early merger. 

6.90 In my opinion it is reasonable to expect the SAIF Policyholders to compensate 

the WPSF for the additional capital to be held in the WPSF in the period between 

early merger and normal merger, therefore, I consider it fair to deduct a Capital 

Charge from the SAIF Policyholders, through an adjustment to the SAIF Free 

Assets. 

Additional Risk Premium 

6.91 An early merger will bring greater certainty of outcomes to the SAIF With-Profits 

Policyholders as a result of fixing the GAO Charge in the calculation of the Final Relevant 

Policies Enhancement at the point of merger, thereby removing the risks related to the 

GAOs. The future experience risk (i.e. the risk that actual experience in the future is 

different to that expected) is passed to the WPSF earlier than planned for at the normal 

merger date. The SAIF With-Profits Policyholders will not be exposed to the impact of any 

favourable or adverse experience between early and normal merger on the Final Relevant 

Policies Enhancement.   

6.92 A premium (the “Additional Risk Premium”) is proposed to compensate the WPSF for 

providing this certainty over future pay-outs to the SAIF With-Profits Policyholders.  The 

intention is for this Additional Risk Premium to compensate the WPSF and its policyholders 

for the incremental risk of fixing the BSA Allocation and the GAO Charge on the early 

merger date such that they are not adversely affected by an early merger.  The WPSF 

Policyholders are not expected to profit from this adjustment.  This Additional Risk 

Premium will be taken into account in the calculation of the Final Relevant Policies 

Enhancement.   

6.93 The market risk exposure within the SAIF is limited as it primarily relates to two key 

offsetting areas of exposure, the cost of investment return guarantees and the cost of 

GAOs.  As investment returns increase, the cost of investment return guarantees reduces 

by the costs of GAOs increase. Similarly, if investment returns reduce, the cost of 

investment return guarantees increase and the costs associated with GAOs reduce.  

6.94 The Additional Risk Premium that will be deducted from the BSA Allocation therefore 

primarily relates to the non-market risk, with the main source of uncertainty being the 

GAO Take-up Rates. The best estimate GAO Take-up Rate will be assessed at the point 

of early merger using a consistent approach to that used for the Company’s Solvency II 

reporting process.  To allow for the uncertainty regarding the GAO Take-up Rate 

experience in the future, a margin will be added to the best estimate assumption allowed 

for in the cost of guarantees. The level of this margin for uncertainty in the early merger 

period is subject to negotiation between the PAC Board and the SAB having received 

advice from the Chief Actuary and the Monitoring Actuary, prior to merger as part of the 

agreement of the Additional Risk Premium.  
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6.95 In my opinion, it is fair to adjust the Final Relevant Policies Enhancement to 

compensate the WPSF for the additional risks borne by the WPSF in the period 

between early merger and normal merger date, as a result of fixing the GAO 

Charge and the BSA Allocation at the early merger date. In my opinion, a 

Certainty Allowance paid by the SAIF With-Profits Policyholders in return for 

greater certainty and reduced risks will not adversely affect the reasonable 

expectations of, or reduce the protections conferred by the SALAS Scheme on, 

the holders of SALAS Policies. 

Operational Risk Premium 

6.96 Prior to merger, the WPSF does not bear any of the operational costs borne by the SAIF, 

subject to the following practices, as confirmed by the Company, where the PAC 

shareholder fund may be liable for the full amount or a portion thereof:  

 Operational losses will be assessed on a case-by-case basis and allocation of costs 

between the Prudential shareholder fund and the SAIF With-Profits Policyholders will 

be carried out in line with COBS requirements; and 

 Where operational losses arise as a result of a failure to address operational risks in 

a timely manner (i.e. where it could reasonably have been expected that the 

Company should have identified and rectified an issue earlier than was actually the 

case) and therefore, following the run-off of the SAIF business over that period, 

some of the costs may be allocated to the PAC shareholder fund to ensure that the 

interests and reasonable expectations of the remaining SAIF With-Profits 

Policyholders are maintained. 

This practice is consistent with the approach taken to operational risks in the WPSF. 

6.97 Subject to the points above, the current practice is for costs of operational events borne 

by the SAIF to be charged to the SAIF Inherited Estate. This has the effect of reducing 

the CEF thereafter.  

6.98 The current normal merger terms indicate that operational risk in respect of the SAIF 

business will transfer to the WPSF in full post-merger. Any future operational costs that 

are not identified and reserved for at that point will become a liability of the WPSF.  

6.99 On early merger, the WPSF will be exposed to the operational risk costs of the SAIF earlier 

than on normal merger. It is therefore proposed that a change is made to the Scheme 

such that operational risk costs are assumed to be retained by the SAIF With-Profits 

Policyholders over the period between early and normal merger. This will be allowed for 

through a premium (the “Operational Risk Premium”) paid to the WPSF, which is intended 

to reflect the Company’s best estimate of operational risk costs in the early merger period 

plus an allowance for uncertainty.   

6.100 At early merger, the operational risk exposure will transfer from the SAIF to the WPSF, 

and the WPSF will meet the SAIF’s operational risk costs thereafter. The Operational Risk 

Premium will compensate the WPSF for meeting the SAIF operational risk costs between 

the early and the normal merger such that the WPSF Policyholders are not adversely 

affected by an early merger. During this period, the allocation of operational risk costs 

between the SAIF With-Profits Policyholders and the Prudential shareholder fund will 

continue to follow the current practice described in paragraph 6.96, with the WPSF only 

taking on the operational costs not covered by the Prudential shareholder fund.  As 

explained above, this practice is consistent with the approach taken by the WPSF in 

relation to operational costs. 

6.101 The Operational Risk Premium will also be taken into account when calculating the 

Adjusted SAIF Free Assets, which will lead to a reduction in the Final Relevant Policies 
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Enhancement. This is consistent with the current treatment of operational risk costs in 

the SAIF, i.e. through a reduction in the CEF. 

6.102 The intention of the Company is to derive the Operational Risk Premium such that it is 

fair to both the SAIF With-Profits Policyholders and the WPSF Policyholders. The premium 

is expected to be based on a best estimate view of the operational risk costs of the SAIF 

between the early and normal merger, and will include an allowance for uncertainty (the 

“Uncertainty Risk Premium”). The Uncertainty Risk Premium allows for the fact that 

operational costs could be higher than the best estimate of the expected costs, therefore 

compensating WPSF Policyholders for accepting this additional risk such that they are not 

adversely affected by an early merger. The Operational Risk Premium will take the 

following into account: 

 The operational risk experience of the SAIF over the last ten years (adjusted for the 

run-off of the business over these years); 

 The run-off of the SAIF business between the early and normal merger; and 

 The support that will be provided by the PAC Shareholders over this period. 

6.103 The premium is expected to be calculated as follows:  

Operational Risk 
Premium = 

Expected operational cost per year x  
Early merger period (in years) x  
(1 + Uncertainty Risk Premium) 

Where the Uncertainty Risk Premium allows for the uncertainty that the WPSF is exposed 

to in taking on the SAIF operational risk costs between early and normal merger. 

6.104 At the time of writing this Report, the expected operational cost is £4m per annum during 

the early merger period, before allowing for the Uncertainty Risk Premium. The proposed 

Uncertainty Risk Premium is 130%.  This gives rise to a c.£15m reduction in the Adjusted 

SAIF Free Assets (which is comprised £12m of expected costs, assuming a three year 

early merger period, and £3m of risk premium), which would have reduce the Final 

Relevant Policies Enhancement at early merger by 0.6%, had the early merger been 

implemented on 31 March 2020. 

6.105 The key consideration for this adjustment is the level of the Operational Risk Premium, 

and ensuring that it achieves a balance between the interests of the SAIF With-Profits 

Policyholders claiming in the period between early and normal merger, and those claiming 

thereafter. This premium will be recalculated in advance of the Merger Effective Date. 

6.106 In my opinion, the proposed Operational Risk Premium, and resulting reduction 

in Final Relevant Policies Enhancement, that will allow for operational risk costs 

expected in the period between early and normal merger, is in line with the 

current management of such costs. I also consider it reasonable to include an 

Uncertainty Risk Premium, as the WPSF will be liable for any operational risk 

costs in the period between early and normal merger that are higher than the 

best estimate assumptions of these costs, and the SAIF Policyholders will be 

protected from any higher than expected operational risk costs due to the fixed 

nature of the Operational Risk Premium.  In my opinion, these proposed changes 

will not adversely affect the reasonable expectations of, or reduce the 

protection conferred by the SALAS Scheme on, the holders of SALAS Policies. 

Expected impact of early merger changes on the SAIF Policyholders 

6.107 Table 6.3 below provides a summary of the expected impact of the early merger changes 

on the Final Relevant Policies Enhancement (net of the SACF Fees), assuming an early 
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merger occurs three years before the normal merger.   This is included for illustrative 

purposes only.  The starting Final Relevant Policies Enhancement at the point of any early 

merger, as well as the proposed adjustments, are sensitive to economic market 

movements as well as the timing of any early merger. Given this, the actual impact will 

reflect the financial position of the SAIF as at the point of merger and will therefore differ 

from that presented in this section. 

6.108 The additional adjustments for early merger would have reduced the Final Relevant 

Policies Enhancement by approximately 2.2%, had the merger been implemented on an 

early merger date of 31 March 2020 and in line with the application of the principles 

proposed at the time of writing this Report.  These adjustments are presented in Table 

6.3 below, the starting point being the Final Relevant Policies Enhancement calculated in 

line with 6.78, above.  

Table 6.3 – Estimated impact of early merger changes as at 31 March 2020  

Figures as at 31 March 2020  % 
 

Par Ref 

Current CEF 7.5%  

Final Relevant Policies Enhancement on 
normal merger2 

7.9% 
 

Early merger adjustments (2.2)%  

  SACF Fees ceasing 0.1% 6.82–6.83 

  Capital Charge (1.1)% 6.84–6.90 

  Additional Risk Premium (0.7)% 6.91–6.95 

  Operational Risk Premium  (0.6)% 6.96–6.105 

Final Relevant Policies Enhancement on early 

merger 
5.7% 

 

Source: Information provided by the Company 

6.109 If the merger had been implemented on 31 March 2020, the Final Relevant Policies 

Enhancement at normal merger (at 7.9%) would have been greater than the current CEF 

applied (at 7.5%); however, the Final Relevant Policies Enhancement at early merger (at 

5.7%) would have been lower than the current CEF applied.  

6.110 It should be noted that the current CEF and the Final Relevant Policies Enhancement on 

early (or normal) merger are not directly comparable. The CEF does not include the 

adjustments for charges applied directly to asset shares, which are crystallised in the 

calculation of the Final Relevant Policies Enhancement, and described in Table 6.3 above.  

Further, even if the Final Relevant Policies Enhancement on merger is lower than the 

current CEF, the SAIF With-Profits Policyholders will benefit from the additional security 

and stability of the WPSF, and the certainty over the level of uplift that they will receive 

at the point of claim.  This removes both the downside and upside risk associated with 

expected volatility in the CEF if the SAIF were left to run-off, a scenario which is not 

possible under the Scheme given the merger requirement.  

6.111 The table above provides an estimate of the early merger impact based on the proposed 

level of the early merger adjustments.  The early merger adjustments will be agreed by 

the PAC Board and the SAB, having received advice from the Chief Actuary and the 

Monitoring Actuary, prior to the merger.  The Final Relevant Policies Enhancement will be 

subject to agreement in accordance with the process set out in paragraphs 6.75 to 6.76 

above. 
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6.112 The costs associated with the early merger adjustments are directly linked to the benefits 

achieved by the SAIF With-Profits Policyholders on early merger, with SAIF With-Profits 

Policyholders expected to benefit from an earlier increase in expected investment returns, 

an earlier reduction in exposure to the GAO costs within the SAIF and greater certainty 

over pay-outs on claim. 

6.113 In addition to this, merging the SAIF and the WPSF will simplify the operational and 

governance structure for PAC's with-profits business, which should give rise to a small 

cost saving. Both the SAIF Policyholders and the WPSF Policyholders will benefit from this 

cost saving.   

6.114 In my opinion, considering the expected impact of early merger changes on the 

SAIF Policyholder, the changes proposed to the Scheme in respect of the terms 

of an early merger will not adversely affect the reasonable expectations of, or 

reduce the protection conferred by the SALAS Scheme on, the holders of SALAS 

Policies. 

Other changes and considerations 

6.115 In opining on the Proposed Amendments described above, I have considered, as 

background and context, the financial positions of both the SAIF and the WPSF.  I have 

also considered the financial strength under a series of adverse scenarios.  I have relied 

on the information provided to me by the Company and have raised questions where this 

information required further explanation. I have not sought to validate the information 

provided and have not opined on this within my conclusions presented in this Report. 

Solvency and benefit security 

6.116 The Company has calculated the Solvency II Balance Sheet impact of the merger, 

assuming that the merger had been implemented on 31 March 2020.  The impact of the 

merger at a later date will differ, but I would not expect the relative impact to change 

materially.    

6.117 Table 6.4 provides a summary of the impact on the SCR Coverage Ratio, an indicator of 

policyholder benefit security, both before and after the merger, assuming that an early 

merger had been implemented on 31 March 2020. 

Table 6.4 – Merger Impact on Own Funds and SCR Coverage Ratio (31 March 2020) 

Impact of merger at 31 March 2020 (£m) 

 Pre-merger Post-merger 

WPSF SAIF Total Total 

Own Funds 10,579 85 10,663 10,302 

SCR3 4,014 549 4,465 4,351 

Excess Own Funds 6,565 (464) 6,198 5,950 

SCR Coverage Ratio 264% 15% 239% 237% 

Source: Information provided by the Company 

6.118 The table above indicates that, had a merger been implemented in line with the terms 

set out in the Scheme at 31 March 2020, this would have resulted in a reduction in Own 

Funds, as well as a reduction in the combined SCR.  Note that the SCR for the WPSF 

increases when this is considered in isolation. The SCR Coverage Ratio of the SAIF and 

                                                

3 There is a c.£100m SCR diversification benefit between the WPSF and the SAIF pre-merger. 
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the WPSF combined would have reduced from 239% to 237% as a result of a merger, 

had the merger been effected on this date.  

6.119 The movement in Own Funds is primarily due to crystallising the surplus in the SAIF and 

therefore creating a liability in respect of the future claims enhancement payments, with 

the Final Relevant Policies Enhancement being fixed at the point of merger.  

6.120 The reduction in the SCR post-merger can be attributed to the loss of the variability in 

charges post-merger, since these are fixed within the Final Relevant Policies 

Enhancement. In a 1-in-200 stress scenario pre-merger, the value of these charges would 

be ‘lost’ once the cap is reached, increasing the capital impact of these charges.  The SCR 

is also reduced due to the de-risking of the assets currently in the SACF, as well as the 

enhanced asset shares and GAO reserve post-merger resulting in a larger reduction in 

asset shares and the GAO reserve in the event of a stress. 

6.121 I note that, despite the recent economic market instability, the WPSF both pre-merger 

and post-merger remained strong at 31 March 2020, and the SCR Coverage Ratio 

remained within the risk appetite for the WPSF.  

6.122 The solvency position of the SAIF weakened significantly due to the economic market 

movements caused by the global COVID-19 pandemic. Whilst the SAIF in isolation was 

unable to cover its capital requirements at 31 March 2020, the SCR Coverage Ratio was 

123% for the Scottish Amicable Funds (“SAF”), which includes both the SAIF and the 

SACF. The table below provides more information regarding the SAF Balance Sheet 

position.  

Table 6.5 – SAF Balance Sheet as at 31 March 2020 (£m) 

Own 
Funds 

SCR Surplus  
Coverage 

Ratio 
SACF 

SAF  
Coverage Ratio 

85 549 (464) 15% 592 123% 

Source: Information provided by the Company 

6.123 Table 6.6 below provides the combined impact of the stress testing on the SAIF and the 

WPSF, both pre-merger and post-merger, with Table 6.7 presenting the SAIF and WPSF 

stress testing impacts in isolation. 

Table 6.6 – Combined Stress Testing SAIF and WPSF Balance Sheet (31 March 

2020) 

 Pre-merger Post-merger 

£m 
Own 

Funds 
SCR Surplus 

Coverage 
Ratio 

Own 
Funds 

SCR Surplus 
Coverage 

Ratio 

Base Position 10,663 4,465 6,198 239% 10,302 4,351 5,950 237% 

20% Equity fall 10,251 4,550 5,701 225% 9,923 4,429 5,494 224% 

Impact of stress (413) 84 (497) (13)% (379) 78 (457) (13)% 

50 bps yields fall 11,091 4,723 6,367 235% 10,741 4,605 6,136 233% 

Impact of stress 427 258 169 (4)% 439 254 186 (4)% 

Strong Market4 9,451 5,338 4,114 177% 9,164 5,203 3,961 176% 

Impact of stress (1,212) 872 (2,084) (62)% (1,138) 852 (1,990) (61)% 

Source: Information provided by the Company 

                                                

4 The Strong Market stress includes the following: a 30% fall in equity, 20% fall in property; 75bps fall in the 
yield curve; 100bps widening of credit spreads, 3x best estimate credit downgrades. 
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Table 6.7 – SAIF and WPSF stress testing pre-merger (31 March 2020) 

 SAIF Pre-merger WPSF Pre-merger 

£m 
Own 

Funds 
SCR Surplus 

SAF 
Coverage 

Ratio 

Own 
Funds 

SCR Surplus 
Solvency 

Ratio 

Base Position  85   549   (464) 120%  10,578   4,013   6,565  264% 

20% Equity fall  (7)  559   (566) 91%  10,258   4,071   6,187  252% 

Impact of stress  (92)  10   (102) (30)%  (321)  58   (378) (12%) 

50 bps yields fall  (2)  528   (530) 102%  11,092   4,262   6,830  260% 

Impact of stress  (87)  (21)  (66) (18%)  514   249   265  (3%) 

Strong Market  (287)  534   (821) 31%  9,739   4,861   4,878  200% 

Impact of stress  (372)  (15)  (357) (89%)  (840)  847   (1,687) (63%) 

Source: Information provided by the Company 

6.124 The combined stress-testing impacts in Table 6.6 remain largely unchanged pre-merger 

and post-merger. This is mainly due to the impact of the adverse market movements as 

at 31 March 2020, which reduced the BSA balance and therefore its ability to absorb 

losses under a stress scenario pre-merger. Additionally, the cost of guarantees at 31 

March 2020 had already exceeded the maximum value that could be charged to 

policyholders.  

6.125 The levers that could be used to absorb losses pre-merger had therefore already been 

depleted in the base scenario. This reduced the impact of the merger, i.e. fixing the BSA 

Allocation and charges, on the stress-testing impacts, resulting in similar stress impacts 

pre-merger and post-merger.  

6.126 When comparing the standalone WPSF impacts pre-merger (provided in Table 6.7) with 

the post-merger impacts of the WPSF including the SAIF (provided in Table 6.6), it can 

be seen that the WPSF stress testing impacts do not change significantly as a result of 

the merger. The WPSF maintains a strong balance sheet position post-merger.  

6.127 When comparing the SAIF stress testing impacts pre-merger (provided in Table 6.7) with 

the stress testing impacts of the WPSF including the SAIF post-merger, it can be seen 

that the SAIF will benefit from the strong balance sheet position of the WPSF post-merger. 

Balance Sheet update and Management Actions 

6.128 The solvency position of the SAIF was significantly impacted by the economic market 

movements caused by COVID-19. As a result of the worsened solvency position, the 

Company approved a number of management actions that took effect from 30 June 2020.  

At the time of writing this Report, these management actions were expected to increase 

the SAIF Free Assets by £54m and would have increased the Final Relevant Policies 

Enhancement by 2.1% had an early merger been implemented on 31 March 2020. 

6.129 The Company is considering various asset-liability management actions in order to reduce 

the credit risk exposure in the SAIF. The impact of this will primarily be on the capital 

requirements, resulting in a small reduction in the capital charge. The impact of this 

change was not available at the time of writing this Report. 

6.130 At the time of writing this Report, Management has indicated that the SAIF surplus has 

increased according to the latest solvency monitoring results. This increase has been 

driven by narrowing credit spreads and higher equity returns in the period since 31 March 

2020, which are expected to increase the Final Relevant Policies Enhancement that can 

be applied at early merger. The updated impacts are not available at the time of writing 

this Report therefore I have not considered these in the conclusions set out in this Report. 
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Conclusion 

6.131 I have not identified any concerns in respect of these additional considerations (solvency 

and benefit security or management actions) which are likely to give rise to a material 

adverse impact on the SALAS Policyholders. 
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Appendix A: Changes to the 

SALAS Scheme 

The following tables set out the changes to the Principles of Financial Management in the Scheme, 

as well as the definitions that will be added to the Scheme. 

Principle 11 

The underlined text highlights the main areas of change as discussed in the Report. 

Section Original Text Revised Text  

11 Upon the merger of the Scottish 
Amicable Insurance Fund with the 

Other Long Term PAC Funds in 
accordance with Paragraph 32 of the 
Scheme: 

The following provisions shall apply in relation to 
the merger of the Scottish Amicable Insurance 

Fund with the WPSF in accordance with Paragraph 
32 of the Scheme (Merger): 

11 (a) the enhancement referred to in 

Paragraph 6 above relating to the 
remaining Relevant Policies shall be 
reassessed so that the remaining 
assets of the Scottish Amicable 
Insurance Fund plus the amount of any 
deficit in the smoothing account 
together with the value of future 
surplus projected to arise in the 
Scottish Amicable Insurance Fund shall 
be distributed to the remaining 
Relevant Policies as a uniform 
enhancement to expected claim values 

by means of an enhancement to asset 
shares such enhancement to be 
determined by the Appointed Actuary 
and agreed by the Monitoring 
Actuary);  
 
 

(a) With effect from the date on which the Merger 

takes effect (Merger Effective Date):  
 
(i) PAC shall transfer all the assets and liabilities of 
the Scottish Amicable Insurance Fund to the WPSF 
and the Scottish Amicable Insurance Fund shall 
cease to exist;  
 
(ii) The WPSF shall be liable for any  deficit which 
immediately prior to the Merger Effective Date is 
attributable to the smoothing account and which is 
referred to in Paragraph  8 above (which shall not 
be deducted from any remaining assets of the 

Scottish Amicable Insurance Fund);  
 
(iii) the enhancement referred to in Paragraph 6 
above relating to the remaining Relevant Policies 
shall be fixed in accordance with Paragraph 11(b) 
below (Final Relevant Policies Enhancement) and 
shall be distributed to the remaining Relevant 
Policies as a uniform enhancement to their Asset 
Shares at the point of claim, and such policies 
shall have no further right with effect from the 
Merger Effective Date to participate in any of the 

surplus assets referred to in Paragraph 4(b) 
above; and  
 
(iv) the smoothing account shall cease to operate 
and any future smoothing allocations or charges 
referred to in Paragraph 7 above shall cease, 
except to the extent determined pursuant prior to 
Paragraph 11(b) below (Post-Merger Smoothing 
Payment).  

  (b) The Final Relevant Policies Enhancement and 
any Post-Merger Smoothing Payment shall be 
determined  immediately prior to the Merger 
Effective Date as follows, with the intention in 
relation to the Final Relevant Policies Enhancement 
that the remaining assets of the Scottish Amicable 
Insurance Fund (including any surplus attributable 

to the smoothing account which is referred to in 
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Paragraph  8 above) together with the value of 
future surplus projected to arise (after deducting 
allowances for the future expected costs in relation 
to smoothing and financial guarantees in respect 
of the remaining Relevant Policies) shall be 
distributed to the remaining Relevant Policies: 
 

(i) Prior to the Merger Effective Date, an estimate 
of the Final Relevant Policies Enhancement 
(Estimated Final Relevant Policies Enhancement) 
and of any Post-Merger Smoothing Payment 
(Estimated Post-Merger Smoothing Payment) shall 
be agreed by the Appointed Actuary and the 
Monitoring Actuary, and approved by the Scottish 
Amicable Board.  
 
(ii) As soon as reasonably practical after the 
Merger Effective Date, the actual Final Relevant 
Policies Enhancement (Actual Final Relevant 

Policies Enhancement) and Post-Merger Smoothing 
Payment (Actual Post-Merger Smoothing Payment) 
shall be agreed by the Appointed Actuary and the 
actuary appointed by PAC pursuant to applicable 
law and regulation to advise it on the management 
of its with-profits business (With-Profits Actuary), 
and approved by the PAC Board having regard to 
the advice of the committee appointed to advise 
on PAC’s with-profits business known as the With-
Profits Committee (With-Profits Committee). 
 
(iii) Subject to Paragraph 11(b)(iv) below: 

 
(1) the Actual Final Relevant Policies 

Enhancement and the Actual Post-Merger 
Smoothing Payment shall be the Final 
Relevant Policies Enhancement and the 
Post-Merger Smoothing Payment 
respectively on and with effect from the 
application of the next bonus declaration; 
and 

 
(2) the Estimated Final Relevant Policies 

Enhancement and the Estimated Post-
Merger Smoothing Payment shall be the 
Final Relevant Policies Enhancement and 
the Post-Merger Smoothing Payment 
respectively on and with effect from the 
Merger Effective Date until the application 
of the next bonus declaration. 

 
(iv) As set out in Paragraph 11(b)(iii) above, in the 
event that the Actual Final Relevant Policies 
Enhancement is greater than the Estimated Final 
Relevant Policies Enhancement, the enhancements 

to the Asset Shares of the Relevant Policies which 
claim between the Merger Effective Date and the 
application of the next bonus declaration shall be 
the Estimated Final Relevant Policies 
Enhancement. No further adjustments will be 
made to these policies unless the Appointed 
Actuary and the With-Profits Actuary agree that an 
additional payment (Additional Payment) would be 
appropriate, having regard to the historic 
management of the Scottish Amicable Insurance 
Fund, the objective of achieving a fair distribution 

of the remaining assets of the Scottish Amicable 
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Insurance Fund and any difference between the 
Estimated Post-Merger Smoothing Payment and 
the Actual Post-Merger Smoothing Payment. Any 
such Additional Payment shall be agreed by the 
Appointed Actuary and the With-Profits Actuary 
and approved by the PAC Board having regard to 
the advice of the With-Profits Committee, and 

together with  the associated administrative and 
processing costs, shall be treated as if it were a 
liability of the Scottish Amicable Insurance Fund. 

11 (b) thereafter, the bonuses payable on 

the remaining Relevant Policies shall 
be determined by reference to the 
Asset Shares, accumulated at the rate 
of investment return with additions for 
premiums and with deductions for 
expenses, taxation and risk benefits 
which reflect the performance and 
experience of the whole of the Long 
Term Fund and subject to the 
smoothing policy applied to other With 
Profits Policies in the Long Term Fund. 
Any further smoothing charges which 

may be levied against Asset Shares 
shall not exceed the maximum charge 
referred to in Paragraph 9 above. For 
the avoidance of doubt, no deductions 
shall be made in respect of shareholder 
transfers or shareholder tax, and no 
further allocations shall be made in 
respect of miscellaneous surplus or 
otherwise, other than the 0.25% 
allocation referred to in Paragraph 5 
above. 

 

 

  

(c) thereafter, with effect from the Merger 

Effective Date: 
 
(i) the bonuses payable on the remaining Relevant 
Policies shall be determined by reference to the 
Asset Shares, enhanced by the Final Relevant 
Policies Enhancement, and shall be subject to the 
smoothing policy applied to other with-profits 
policies in the WPSF; and  
 
(ii) the Asset Shares for the remaining Relevant 
Policies shall be accumulated at the rate of 
investment return which is earned by the asset 

pool known as the Main WPSF Asset Pool with 
additions for premiums and with deductions for 
expenses, taxation and risk benefits which reflect 
the performance and experience of similar policies  
allocated to the WPSF (including the business 
transferred from the Scottish Amicable Insurance 
Fund), and Schedule 5 shall cease to apply in 
relation to the remaining Relevant Policies. Any 
further smoothing charges which may be levied 
against Asset Shares shall not exceed the 
maximum charge referred to in Paragraph 9 

above. For the avoidance of doubt, no deductions 
shall be made in respect of shareholder transfers 
or shareholder tax, and no further allocations shall 
be made in respect of miscellaneous surplus or 
otherwise, other than the 0.25% allocation which 
is referred to in Paragraph 5 above. For the 
purposes of this Paragraph 11(c)(ii), risk benefits 
means any benefits for policyholders in respect of 
any Relevant Policy relating to mortality and 
longevity, but shall not include financial 
guarantees such as guaranteed annuity rates and 
guaranteed investment returns.  Accordingly, with 

effect from the Merger Effective Date, no further 
deductions shall be made to the Asset Shares for 
the remaining Relevant Policies for financial 
guarantees except as permitted by Paragraph 
11(b) above, and any amount by which the actual 
cost of such guarantees is greater or less than the 
allowance deducted pursuant to Paragraph 11(b) 
shall be for the account of the WPSF. 

 

Principle 12 

Section Original 
Text 

Revised Text  

12 NA In default of agreement of the Estimated Final Relevant Policies Enhancement, the 
Actual Final Relevant Policies Enhancement, the Estimated Post-Merger Smoothing 
Payment, the Actual Post-Merger Smoothing Payment or the amount of the 
Additional Payment, either the Appointed Actuary, the Monitoring Actuary or the 
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Scottish Amicable Board in relation to the Estimated Final Relevant Policies 
Enhancement and the Estimated Post-Merger Smoothing Payment or either the 
Appointed Actuary, the With-Profits Actuary or the PAC Board in relation to the 
Actual Final Relevant Policies Enhancement, the Actual Post-Merger Smoothing 
Payment and the amount of the Additional Payment may at any time refer the 
matter in dispute to be finally determined by an Umpire appointed in accordance 
with Schedule 10 and, when finally determined by the Umpire, it shall be deemed 

to be agreed.  

 

Principle 13 

Section Original 

Text 

Revised Text  

13 NA In the event that the Merger is to occur pursuant to Paragraph 32(b) of the 
Scheme, the following charges in respect of the period between the Merger 
Effective Date and the date when the With Profit Amount of the Scottish Amicable 

Insurance Fund is expected to reach the threshold referred to in Paragraph 32(a) of 
the Scheme (Merger Threshold Date) shall be allocated to the Scottish Amicable 
Insurance Fund in order to ensure that the Merger will not have a material adverse 
effect on the policyholders of the WPSF. The amount of those charges and the 
Merger Threshold Date shall be agreed by the PAC Board and the Scottish Amicable 
Board, having received advice from the Appointed Actuary and the Monitoring 
Actuary, prior to the Merger Effective Date and shall be taken into account in the 
calculation of the Final Relevant Policies Enhancement:  
 
(a) a charge for the cost of capital to compensate the WPSF for the reduction in its 
surplus over that period;  
 

(b) a charge for the additional risks relating to guaranteed annuity options of the 
Scottish Amicable Insurance Fund being transferred to the WPSF for that period; 
and  
 
(c) a charge for the expected level of operational risk costs of the Scottish 
Amicable Insurance Fund which will be met by the WPSF over that period.  
 
In default of agreement of the amount of any of the charges referred to above, the 
PAC Board or the Scottish Amicable Board may at any time refer the matter in 
dispute to be finally determined by an Umpire appointed in accordance with 
Schedule 10 and, when finally agreed by the Umpire, it shall be deemed to be 

agreed.  

 

Principle 32 

Section Original Text Revised Text  

32 When:  
 
(a) the With Profit Amount of the Scottish 
Amicable Insurance Fund falls below 

£1,000,000,000 (such amount to be 
adjusted annually on 31 December in each 
year (or on such other date as the 
Appointed Actuary and the Scottish 
Amicable Board may agree) in proportion to 
the change in RPI) in respect of such period; 
or, if earlier,  

(b) subject to prior notification to the 
Secretary of State, the PAC Board and the 
Scottish Amicable Board so agree upon the 

When:  
 
(a) the With Profit Amount of the Scottish 
Amicable Insurance Fund falls below 

£1,000,000,000 (such amount to be adjusted 
annually on 31 December in each year (or on 
such other date as the Appointed Actuary and 
the Scottish Amicable Board may agree) in 
proportion to the change in RPI) in respect of 
such period; or, if earlier,  

(b) subject to prior notification to the 
Secretary of State, the PAC Board and the 
Scottish Amicable Board so agree upon the 
advice of the Appointed Actuary and the 
Monitoring Actuary,  
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advice of the Appointed Actuary and the 
Monitoring Actuary,  
 
the requirement to maintain the separate 
Scottish Amicable Insurance Fund shall 
cease, whereupon the Scottish Amicable 
Insurance Fund shall merge into the Other 

Long Term PAC Funds on the basis 
described in the Principles of Financial 
Management and approved by the 
Appointed Actuary and the Scottish 
Amicable Board. 

 
the requirement to maintain the separate 
Scottish Amicable Insurance Fund shall 
cease, whereupon the Scottish Amicable 
Insurance Fund shall merge into the WPSF on 
the basis described in the Principles of 
Financial Management and approved by the 

Appointed Actuary and the Scottish Amicable 
Board. 

 

Principle 40.2 

Section Original Text Revised Text  

40.2 Following the merger of the Scottish 
Amicable Insurance Fund and the Other 
Long Term PAC Funds in accordance with 
Paragraph 32, PAC shall no longer be 
required to maintain the Scottish Amicable 
Capital Fund in accordance with this Part F. 

Following the merger of the Scottish 
Amicable Insurance Fund and the WPSF in 
accordance with Paragraph 32, PAC shall no 
longer be required to maintain the Scottish 
Amicable Capital Fund in accordance with this 
Part F. 

 

Schedule 10 

Section Original Text Revised Text  

1.1 1.1 The Umpire shall be an actuary or firm 
of consulting actuaries agreed on by the 
Appointed Actuary and the Monitoring 
Actuary or, if they cannot agree on such 
within seven days of one of them giving 
notice in writing to the other that he desires 
an Umpire to be appointed, such actuary or 
firm of consulting actuaries as may be 
nominated on the application of either of 
them by the President of the Faculty of 

Actuaries. 

1.1 The Umpire shall be an actuary or firm of 
consulting actuaries agreed on by the 
relevant persons or, if they cannot agree on 
such within seven days of one of them giving 
notice in writing to the other that he desires 
an Umpire to be appointed, such actuary or 
firm of consulting actuaries as may be 
nominated on the application of either of 
them by the President of the Faculty of 
Actuaries. 

1.2 1.2 If any disagreement or dispute under 
this Schedule is referred to an Umpire: 
 

(a) the Appointed Actuary and the 
Monitoring Actuary shall each use all 
reasonable endeavours to co-operate with 
the Umpire in resolving such disagreement 
or dispute, and for that purpose shall 
provide to him all such information and 
documentation as he may reasonably 
require; 
 
(b) the Umpire shall have the right to seek 
such professional assistance and advice as 
he may require in fulfilling his duties; and 

 
(c) the fees of the Umpire (and any 
professional fees incurred by him) shall be 
charged equally to the Scottish Amicable 
Insurance Fund and the Other PAC Funds. 

1.2 If any disagreement or dispute under this 
Schedule is referred to an Umpire: 
 

(a) the relevant persons shall each use all 
reasonable endeavours to co-operate with 
the Umpire in resolving such disagreement or 
dispute, and for that purpose shall provide to 
him all such information and documentation 
as he may reasonably require; 
 
(b) the Umpire shall have the right to seek 
such professional assistance and advice as he 
may require in fulfilling his duties; and 
 
(c) the fees of the Umpire (and any 

professional fees incurred by him) shall be 
charged equally to the Scottish Amicable 
Insurance Fund (or, following the merger of 
the Scottish Amicable Fund with the WPSF 
pursuant to Paragraph 32 of the Scheme, the 
business previously allocated to the Scottish 
Amicable Insurance Fund) and the Other PAC 
Funds. 
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Definitions 

Main WPSF Asset Pool means the asset pool to which investments of the with-profits policies in 

the WPSF shall be allocated. 

Merger means the merger of the Scottish Amicable Insurance Fund with the WPSF in accordance 

with Paragraph 32 of the Scheme; 

Merger Effective Date means the date on which the Merger takes effect pursuant to Paragraph 

32; 

Merger Threshold Date means the date when the Scottish Amicable Insurance Fund would be 

expected to reach the threshold of £1,000,000,000, as adjusted for RPI referred to in Paragraph 

32(a) as determined prior to the Merger Effective Date by the Appointed Actuary and agreed by the 

Monitoring Actuary; 

Risk Benefits means benefits for policyholders in respect of any Transferred Policies relating to 

mortality and longevity, but shall not include guarantees such as Guaranteed Annuity Rates and 

guaranteed investment returns; 

WPSF means the sub-fund bearing the name “With-Profits Sub Fund” established by PAC; 
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Appendix B: Key principles 

and features of the PFM 

A summary of the Principles of Financial Management provided in the Scheme (prior to 

application of the Proposed Amendments) 

1. The affairs of the SAIF shall be conducted in a sound and prudent fashion. 

2. The investment and bonus policies for the SAIF shall have regard to the interests and 

expectations of the SAIF Policyholders.  

3. The investment policy for the SAIF should be substantially the same as for business in the 
other long-term PAC funds (i.e. the WPSF plus the Defined Charge Participating Sub-Fund), 
as appropriate to the nature of the liabilities. It should also aim to maximise the EBR as far 

as possible, whilst considering the solvency of the fund. 

4. The bonus policy:  

a. should take into account the financial position, performance and experience of the 
SAIF as if the SACF represented free assets of the SAIF, and in such a manner so as 
to distribute equitably all the assets of the SAIF (including all future surplus arising 
in the fund but excluding assets in the SACF) over the remaining life of the 
policyholders;  

b. shall aim to distribute all the surplus assets in the SAIF, in excess of those already 

earmarked for distribution under the current bonus policy, through a uniform CEF.  
c. shall smooth pay-outs consistent with the selected the SAIF investment policy and 

the need to reduce the cost of operating the smoothing policy.  
d. shall aim to provide attractive guaranteed bonuses to the applicable policyholders, 

subject to the investment policy, desired solvency of the SAIF, and the need to 

minimise the expected cost of operating the smoothing policy. 

5. Bonus rates will reference Asset Shares to ensure equity between different groups of 
policyholders. Asset Shares will accumulate with reference to the investment performance, 
expense and taxation experience of the SAIF. Asset Shares will be increased by 0.25% per 
annum in respect of miscellaneous surplus from non-profit and unit-linked business, and an 
allocation or deduction of a smoothing credit or charge.  

6. Pay-outs at maturity will target 100% of Asset Shares, with the addition of the CEF to reflect 

the distribution of surplus assets in excess of those already earmarked for distribution under 

the bonus policy. 

7. A BSA will be maintained, and a smoothing charge or allocation may be levied against, or 
credited to Asset Shares. This amount will be credited/deducted from the BSA.  

8. The BSA charge/allocation will be determined so as to eliminate any deficit or surplus in the 
BSA over the remaining life of the policies, allowing for smoothing costs. The BSA 
charge/allocation, as well as the smoothing charge are subject to a maximum. 

9. Following the merger of the SAIF with the WPSF:  

a. the CEF will be reassessed to ensure that the remaining SAIF assets, any deficit in 
the BSA and any future surplus projected to arise in the SAIF shall be distributed to 
the remaining policyholders, and 

b. Bonuses will reference the enhanced Asset Shares, accumulated at the rate of 
investment return with additions for premiums and deductions for expenses, 
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taxation and risk benefits which reflect the experience of the whole Long Term Fund, 

subject to the smoothing policy of other with-profits policies in the Long Term Fund. 
Smoothing charges will be subject to a maximum. No deductions shall be made in 
respect of shareholder transfers or shareholder tax, and no further allocations shall 

be made in respect of miscellaneous surplus or otherwise, other than the 0.25% 
allocation referred to above.  

  



Appendix C: Key Merger Proposals 

60 
Report of the Independent Actuary on the proposed amendments to the Scottish Amicable Life Assurance Society Court 

transfer scheme 

 

Appendix C: Key Merger 

Proposals 

The following table provides a summary of the current Merger Proposals, indicating which 

of these proposals required changes to the Scheme:  

 

Area Proposal 
Reason for change 
required to Scheme 

Capital 

support 

 SACF capital support no longer applies 

 Charges deducted from asset shares & fees payable by 

the SAIF to the WPSF for SACF support cease. 

No change 

Surplus 
Distribution 

Any negative balance on the BSA (net of future smoothing 
allocations/charges) is written off on merger, with the cost 
borne by the WPSF. 

Wording in Scheme 
unclear 

Asset shares  Asset share calculation methodology unchanged, no 
allowance for shareholder transfers or tax. 

 Miscellaneous surplus credits to asset shares continue 

at 0.25% p.a., but no allocation of WPSF miscellaneous 
surplus.  This includes any future surplus arising on the 
SAIF Policies. 

 No entitlement to any distribution of the WPSF estate. 

No change 

Risk appetite Requirement to manage the SAIF business with similar risk 
as WPSF no longer applies.  Combined fund managed to 

WPSF risk appetite. 

No change 

Bonus policy Retain separate SAIF bonus series. 
No change 

Operational 
Risk 

Operational risk in respect of the SAIF business will transfer 
to the WPSF. 

No change 

Investment 
strategy 

Assets backing the SAIF asset shares (including the Final 
Relevant Policies Enhancement) will be invested in the same 
asset mix as WPSF asset shares. 

Proposal inconsistent 
with Scheme wording 

Expense 
allocation 

Merge the SAIF and the WPSF expenses into combined per 
policy expense. 

Wording in Scheme 
unclear 

Expense 
allocation 

The costs of the merger will not be paid by the SAIF. (These 
will be allocated between the WPSF and shareholder funds). 

No change 

Bonus policy SAIF bonus rates to be determined consistently with WPSF, 

but different bonus series. 
Wording in Scheme 

unclear 

Surplus 
Distribution/ 
GAO Charge 

Final distribution of the SAIF Inherited Estate plus the value 
of any excess BSA Allocation above the GAO Charge, will be 
effected via the Final Relevant Policies Enhancement.  
 

The CEF and BSA Allocation will be determined in line with 
methodology adopted from the 2020 bonus declaration with 
allowance for risk premia. 

Proposal inconsistent 
with Scheme 

wording/wording 
unclear in Scheme 

Timing of 

Claims 
Enhancement 
Factor 
calculation 

An Estimated Final Relevant Policies Enhancement will be 

calculated in advance of the Merger Effective Date and 
implemented on the Merger Effective Date. The Actual Final 
Relevant Policies Enhancement, as at the Merger Effective 
Date will be calculated thereafter and implemented on the 
following bonus declaration.   

Current Scheme 
wording is not 

practical and will be 
updated to reflect 

current practice. 
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Appendix D: Background to 

the current supervisory 

regime 

The SAIF is required to hold regulatory capital in line with the current supervisory regime, Solvency 

II, which came into effect on 1 January 2016.  

The Solvency II guiding principles set out how an insurer’s assets and liabilities should be valued 

using the principles of market consistency.  Insurance liabilities are referred to as Technical 

Provisions under Solvency II. 

Under Solvency II, Technical Provisions are comprised of two components:  

1) The Best Estimate Liabilities (“BEL”), constructed as a best-estimate of the cost that will be 

incurred in meeting obligations to policyholders; and 

2) The Risk Margin, which is a margin designed to ensure that the value of Technical Provisions is 

sufficient to provide compensation for another insurer to take over and meet the insurance 

obligations of that company. 

The excess of assets over liabilities are referred to as the “Own Funds”.  

The primary capital requirement under the Solvency II regime is known as the Solvency Capital 

Requirement (“SCR”).  It is risk-based in nature and set at a level that is expected to be sufficient 

to cover losses arising from an event or combination of events over a one year time horizon that is 

of a severity that is expected to happen only once every 200 years.  This amount can be calculated 

using a Standard Formula, prescribed by the European Insurance and Occupational Pensions 

Authority (“EIOPA”), one of the European supervisory authorities responsible for macro-prudential 

oversight at the European Union level, or by an Internal Model which, for UK insurers, is subject to 

approval by the Prudential Regulation Authority (“PRA”).   

The excess of assets over liabilities and the SCR is referred to as the Excess Own Funds.   
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Appendix E: Data and 

Reliances  

This section lists the items of information that I have received, reviewed and relied upon in relation to 

the preparation of this Report.  This includes various emails and documents received from Management 

of the Company, regulatory correspondence and publicly available information.  

Document description Date of document 

Communication with Regulator   

Regulator briefing pack 20/12/2019 

Board communications  

Merger approach overview 26/06/2019 

Merger approach update 14/11/2019 

Scheme Amendments - Background, details and impact  

SALAS Scheme (Original) 1997 

SALAS Scheme (Reflecting Proposed Amendments) 28/08/2020 

Principles for SAIF Merger - Adjustments on early merger 26/06/2020 

Principles for SAIF Merger - Technical Issues (normal merger) 23/06/2020 

Overview of changes to SALAS Scheme 15/12/2019 

SAIF/WPSF Merger – Allowance for operational risk 13/12/2019 

Impact of merger at HY19 09/01/2020 

Diagrams illustrating the pre- and post-merger asset pools 30/06/2019 

Table of historic With-Profits fund sizes YE14-YE19 29/01/2020 

SAIF merger - calculation 07/02/2020 

SALAS Scheme with tracked changes 23/07/2020 

Treatment of SAIF Expenses post-merger 21/02/2020 

YE18 & HY19 values – impact of early merger changes 20/02/2020 

Solvency and Management  

Solvency and Management Report 13/12/2019 

Solvency and Management Report - Appendix 13/12/2019 

Updated Solvency Position and Merger Analysis at Q1 2020 15/06/2020 

Stress testing impact (SAIF and WPSF) at Q1 2020 30/06/2020 

Governance  

Prudential Memorandum and Articles  01/11/2007 

Prudential With-Profits Committee Terms of Reference  28/11/2019 

SAB Terms of Reference 1997 

With-profits practices  

SAIF BSA and TR monitoring (2015 to 2018) Various 

Public reports and financial disclosures  

PPFM 2019 11/2019 

PPFM Addendum 31 Dec 2018 04/09/2019 

PPFM Compliance 2018 04/06/2019 
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Appendix F: Certification 

As required under Paragraph 47.2 of the SALAS Scheme by the Court of Session on 30 

September 1997 (the “Scheme”) in respect of a proposed variation to the Scheme. 

In accordance with the requirements of Paragraph 47.2 of the Scheme, I hereby certify that, in my 

opinion, the proposed variations to the Scheme, as set out in the appendix to the application to the 

Court of Session, will not adversely affect the reasonable expectations of, or reduce the protection 

conferred by this Scheme on, the holders of Transferred Policies or Excluded Policies, as defined in 

paragraphs 1.9 and 1.12. 
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Appendix G: Glossary 

Actual Final Relevant Policies Enhancement is the claims enhancement factor calculated based 

on the financial position of the SAIF as at the Merger Effective Date and that will apply from the first 

bonus declaration after the Merger Effective Date. 

Actual Post-Merger Smoothing Payment is the Post-Merger Smoothing Payment applicable from 

the first bonus declaration after the Merger Effective Date. 

APS refers to the Actuarial Professional Standards issued by the Institute and Faculty of Actuaries. 

CEF is the Claims Enhancement Factor, the uplift to policyholder fund values which is applied at the 

point of claim.  This is the term used prior to any merger, with the Final Relevant Policies 

Enhancement being the equivalent post-merger uplift. 

Contracts (Rights of Third Parties) Act allows third parties to enforce terms of contracts that 

benefit them in some way, or which the contract allows them to enforce.  It also grants them access 

to a range of remedies if the terms are breached.  The Act also limits the ways in which a contract 

can be changed without the permission of an involved third party. 

Court refers to the Court of Session in Scotland. 

Court of Session Application is an application that will be presented to the Court of Session in 

Scotland for the approval of the Proposed Amendments to the Scheme.  

DCPSF is the Defined Charge Participating Sub-Fund, a 100:0 with-profits sub-fund of the Prudential 

With-Profits Fund. 

Deloitte is Deloitte MCS Limited, a subsidiary of Deloitte LLP.  Registered office: Hill House, 1 Little 

New Street, London EC4A 3TR, United Kingdom.  Registered in England and Wales No 3311052.  

Excluded Policies are the policies which remained within SALAS on 30 September 1997, when the 

long term business of SALAS was transferred to Prudential, but were reinsured in full to Prudential. 

Final Relevant Policies Enhancement is the estimate of the Final Relevant Policies Enhancement 

that wilol be calculated in advance of the Merger Effective Date and to be applied in the period 

between the Merger Effective Date and the first bonus declaration after the Merger Effective Date, 

from which point the Actual Final Relevant Policies Enhancement will apply. 

Estimated Post-Merger Smoothing Payment is an estimate of any charge to be deducted from 

asset shares and added to the BSA calculated in advance of the Merger Effective Date and applicable 

in the period between the Merger Effective Date and the firt bonus declaration after the Merger 

Effective Date. 

FCA is the Financial Conduct Authority, the conduct regulator for the UK financial services industry, 

with objectives to protect consumers of financial services, enhance market integrity and promote 

healthy competition between financial services providers.  

Final Court Hearing is a hearing of the Court of Session in Scotland where it will be decided whether 

changes to the Proposed Amendments will be approved.   

Final Relevant Policies Enhancement is the enhancement to SAIF With-Profits Policies asset 

shares to be paid at the point of claim from the Merger Effective Date.  
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FRC is the Financial Reporting Council, the UK’s independent regulator who is responsible for setting 

standards for corporate reporting and actuarial practice and monitoring and enforcing accounting 

and auditing standards. 

FSMA is the Financial Services and Markets Act 2000, as amended. 

Guaranteed Annuity Rate (“GAR”) refers to the guaranteed rate at which a policyholder can 

convert their fund.  

Guaranteed Annuity Option (“GAO”) is an option on certain policies which allows a policyholder 

to convert part of all of their fund to an annuity at retirement at the Guaranteed Annuity Rate. 

Independent Actuary refers to Richard Baddon of Deloitte MCS Limited whose appointment by the 

Company involves producing a report under the requirements of Paragraph 47.2 of the Scheme. 

Initial Court Hearing is the first hearing of the Court of Session in Scotland regarding the Proposed 

Amendments at which my Report will be presented for consideration. 

Interested Party is any person who has or asserts a right to receive a copy of any of the Reports, 

as relevant under the terms of FSMA, or any non-EEA resident policyholder who has or asserts a 

right to receive a copy of such relevant Reports under the terms of local legislation. 

Long Term Fund was originally defined in the Scheme as the fund established and maintained by 

PAC in respect of its long term business pursuant to Section 28 of the ICA. Following structural 

changes made to the Long Term Fund, more recent references include all the Long Term Funds in 

Prudential, including the shareholder fund. 

Main WPSF Asset Pool means the asset pool to which investments of the with-profits policies of 

the WPSF are allocated. 

Merger means the merger of the Scottish Amicable Insurance Fund with the WPSF in accordance 

with Paragraph 32 of the Scheme. 

Merger Effective Date means the date on which the Merger takes effect pursuant to Paragraph 

32. 

Merger Threshold Date (or Threshold) means the date when the Scottish Amicable Insurance 

Fund would be expected to reach the threshold of £1,000,000,000, as adjusted for RPI referred to 

in Paragraph 32(a) as determined prior to the Merger Effective Date by the Appointed Actuary and 

agreed by the Monitoring Actuary. 

Post-Merger Smoothing Payment is the charge to be deducted from asset shares from the Merger 

Effective Date to be added to the Final Relevant Policies Enhancement in the event of a negative, or 

very small, BSA Allocation. 

Regulator(s) means the applicable regulator(s) of the UK insurance industry, the Prudential 

Regulation Authority and Financial Conduct Authority.   

Report is this Report, as required under Paragraph 47.2 of the Scheme.  

Reserve(s) are determined by performing a calculation, in respect of a policy or group of policies, 

of the present value of future benefits and expenses less premiums or charges, using specified 

assumptions for future experience. 

SAB refers to the Scottish Amicable Board, a supervisory arrangement created following the SALAS 

Scheme to support the monitoring and management of the SAIF and its policyholders. 
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SACF refers to the Scottish Amicable Capital Fund, a capital support account provide by the WPSF 

to the SAIF. 

SAF is the Scottish Amicable Funds, which comprises both the SAIF and the SACF. 

SAIF is the Scottish Amicable Insurance Fund, part of The Prudential Assurance Company Limited, 

which operates subject to the Scottish Amicable Life Assurance Society scheme. For the purposes of 

this Report it includes the with-profits investment element of the SAA policies invested in the SAIF. 

SAIF Policies are those policies which are allocated to the SAIF. 

SAIF Policyholders are the holders of policies within the Scottish Amicable Insurance Fund. For 

the purposes of this Report, it includes the SAA policyholders where the with-profits investment 

elements of their policies are invested in the SAIF as well as policyholders of non-profit policies. 

SAIF With-Profits Policies are the policies in the SAIF or that are reinsured to the SAIF which 

offer the benefit of sharing in the profits and losses of the SAIF through the application of regular 

bonuses and the Claims Enhancement Factor. 

SAIF With-Profits Policyholders are the holders of the SAIF With-Profits Policies. 

SALAS refers to the Scottish Amicable Life Assurance Society. 

SALAS Policyholders are the Transferred Policies and Excluded Policies that were subject to the 

SALAS Scheme. 

SALAS Scheme or Scheme is the Scottish Amicable Life Assurance Society scheme to which the 

operation of the SAIF is subject to. 

Solvency Capital Requirement (SCR) is the primary capital requirement under the Solvency II 

regime and is set at a level that is expected to be sufficient to cover losses arising from an event or 

combination of events that is of a severity that is expected to happen only once every 200 years 

over a one year time horizon. 

Solvency II is the solvency regime for all EU insurers and reinsurers, which came into effect on 1 

January 2016. 

Supplementary Report is a Report produced in advance of the Final Court Hearing, to consider 

the impact of the Independent Actuary’s conclusions of events that have happened subsequent to 

the release of the initial Report. 

TAS 100 is the Technical Actuarial Standard 100: Principles for Actuarial Work, containing generic 

principles and provisions for actuarial work, as defined in the Scope and Authority of Technical 

Standards of the FRC. 

TAS 200 is the Technical Actuarial Standard 200: Insurance, containing insurance related principles 

and provisions for actuarial work, as defined in the Scope and Authority of Technical Standards of 

the FRC. 

The Company refers to Prudential (see definition) 

Transferred Policies are all the policies which transferred to Prudential on 30 September 1997 

when the long term business of SALAS, other than the Excluded Policies, was transferred to the 

Prudential. 

PAC refers to the Prudential Assurance Company Limited registered in England and Wales under 

number 15454.  
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Part VII transfer is a court-sanctioned legal transfer of some or all of the policies of one company 

to another governed by Part VII of the Financial Services and Markets Act 2000 (FSMA). 

Principles and Practices of Financial Management (PPFM) is a document describing how a 

with-profits fund is managed.  Each with-profits fund is required to make its PPFM publicly available. 

Proposed Amendments are the changes to the SALAS Scheme that have been deemed necessary 

to reflect the current practices for managing the SAIF where these practices are either not defined 

or are ambiguous within the current SALAS Scheme wording; and to introduce additional safeguards 

for policyholders of the SAIF and the WPSF in the event of an early merger of the SAIF in to the 

WPSF. 

Prudential refers to The Prudential Assurance Company Limited registered in England and Wales 

under number 15454.  

Prudential With-Profits Fund is the collective term used for the three Prudential with-profits 

funds; the With-Profits Sub-Fund, the SAIF and the DCPSF. 

With-Profits Committee means the With-Profits Committee of PAC which has responsibility for 

advising the PAC Board on the management of PAC's with-profits business pursuant to rules and 

guidance issued from time to time by the Secretary of State. 

WPSF refers to The Prudential Assurance Company Limited’s With-Profits Sub-Fund, a 90:10 fund 

within the Prudential With-Profits Fund. 

WPSF Policies are policies which are allocated to the With-Profits Sub-Fund. 

WPSF Policyholders are the holders of WPSF Policies.  
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This document is confidential and it is not to be copied or made available to 

any other party. Deloitte MCS Limited does not accept any liability for use of or 

reliance on the contents of this document by any person save by the intended 

recipient(s) to the extent agreed in a Deloitte MCS Limited engagement 

contract.  

 

If this document contains details of an arrangement that could result in a tax 

or National Insurance saving, no such conditions of confidentiality apply to the 

details of that arrangement (for example, for the purpose of discussion with 

tax authorities). 

 

Deloitte MCS Limited is registered in England and Wales with registered 

number 03311052 and its registered office at Hill House, 1 Little New Street, 

London, EC4A 3TR, United Kingdom.  

 

Deloitte MCS Limited is a subsidiary of Deloitte LLP, which is the United 

Kingdom affiliate of Deloitte NSE LLP, a member firm of Deloitte Touche 

Tohmatsu Limited, a UK private company limited by guarantee (“DTTL”). DTTL 

and each of its member firms are legally separate and independent entities. 

DTTL and Deloitte NSE LLP do not provide services to clients. Please see 

www.deloitte.com/about to learn more about our global network of member 

firms. 
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