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Introduction 

The purpose of this document is to provide policyholders and other interested parties with a 

summarised version of my report as the Independent Actuary (my Report) on the proposed 

amendments to the Scottish Amicable Life Assurance Society (SALAS) court scheme (the Proposed 

Amendments). 

The SALAS court scheme (the SALAS Scheme, or Scheme) was approved in 1997 following the 

acquisition of SALAS by Prudential (PAC) and the creation of the Scottish Amicable Insurance Fund 

(SAIF).  Further background to the Scheme is included in Section 3 of my Report. The Scheme 

anticipated the eventual merger of the SAIF with the long term insurance funds of PAC once certain 

conditions have been met in the SAIF. 

The Proposed Amendments are required to clarify the terms of any merger and to help facilitate a 

merger of the SAIF within the current structure and practices of PAC’s business.  This includes 

clarification that any merger of the SAIF would be with the Prudential With-Profits Sub-Fund (WPSF).  

The Proposed Amendments also introduce new terms in order to facilitate a merger at an earlier 

point in time than the current Scheme conditions require.  The intention of any earlier merger is to 

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

with-profits policies invested in the SAIF (the SAIF With-Profits Policyholders) to benefit earlier 

from the investment strategy employed by the WPSF. 

The intention of these new terms is to protect the interests of both the SAIF With-Profits 

Policyholders and those policyholders with non-profit policies that transferred from SALAS to PAC 

(together, the SALAS Policyholders) and the policyholders in the WPSF (the WPSF 

Policyholders) in the period between an early and normal merger date.  If the Proposed 

Amendments are approved by the Court of Session in Scotland (the Court), the Company intends 

to pursue a merger of the SAIF and the WPSF earlier than the required merger date, with the 

Company currently targeting a merger of the SAIF with the WPSF on 1 April 2021 (the Merger 

Effective Date).  This is estimated to be approximately three years earlier than the merger date 

that would be anticipated by the conditions currently set out in the Scheme. 

At the point of any merger, the surplus assets of the SAIF will be paid to the SAIF With-Profits 

Policyholders, the holders of SAIF With-Profits Policies, through a one-off uplift to their policy 

Asset Share.  This uplift (the Final Relevant Policies Enhancement) will be calculated at the 

Merger Effective Date, and will replace the uplift currently applied to SAIF With-Profits Policies at the 

point of claim prior to any merger, which is referred to as the Claims Enhancement Factor (CEF). 

Further background to the Proposed Amendments is included in Section 4 of my Report. 

My role, as required by Paragraph 47.2 of the Scheme, is to provide an opinion on whether the 

Proposed Amendments will adversely affect the reasonable expectations of, or reduce the protections 

conferred by the Scheme on, the policyholders that transferred from SALAS to PAC as part of the 

Scheme in 1997 or those that were excluded from that transfer and reinsured from SALAS to PAC 

at that time. These policyholders are the SALAS Policyholders, described above. My role is not to 

provide an opinion on the Company’s merger proposals or the application of the terms of the 

Scheme.  I have, however, considered the governance process through which the merger proposals 

are to be agreed and applied. Further details on my approach are set out below and in Section 5 of 

my Report. 

This Summary Report is intended to be a standalone summary of my Report, but policyholders may 

wish to read my full Report, available on the Company’s website, which provides more details 

regarding the Scheme, the Proposed Amendments and a more comprehensive explanation of my 

conclusions.  My Report also sets out my terms of reference, the reliances and limitations of my 

work and how I believe my work complies with relevant professional actuarial standards. A glossary, 

which defines the terms set out in bold within this document, is contained in Appendix G of my 
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Report. I have signposted the relevant sections of my Report within this Summary Report for 

reference. 

Overall conclusion 

Overall, given the information made available to me by the Company, I am satisfied that the changes 

to the Scheme will not adversely affect the reasonable expectations of, or the protections conferred 

by the SALAS Scheme on, the SALAS Policyholders.   

Specifically, in my opinion, the amendments to the terms on normal merger, described in items A 

to E below, are either consistent with the intentions of the Scheme or provide clarification and I 

therefore do not consider these to adversely impact the SALAS Policyholders. 

Further, the adjustments for early merger, described in F below, are intended to seek to balance the 

interests of the policyholders in the SAIF and those in the WPSF and I agree with such charges in 

principle. However, as these principles will be applied at the point of early merger, I have considered 

the governance arrangements in place around such a merger.  The terms of any 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.   Given the nature 

of the Proposed Amendments in respect of the early merger, and the governance process for early 

merger, I conclude that these adjustments will not have an adverse impact on the SALAS 

Policyholders. 

I have included further details on how I arrived at this opinion below and in Section 6 of my Report. 

My Approach 

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

and the potential impact of each of the changes on the interests of the SALAS Policyholders. My 

focus has primarily been on the SAIF With-Profits Policyholders, as their policies are the most likely 

to be affected by any changes to the Scheme.   

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.    

I also consider it appropriate to consider the Proposed Amendments by category as set out in A to 

F in my summary of the Proposed Amendments, below.  I have therefore considered the Proposed 

Amendments individually and by category.  I have, additionally, provided my conclusion on the 

overall impact of the Proposed Amendments. 

My role is only to provide an opinion on the SALAS Policyholders, therefore I have not considered 

the impact of the Proposed Amendments on any other policyholder group. 

Further details on my approach to providing this opinion are included in Section 5 of my Report.  

Summary of the Proposed Amendments and my conclusions 

I have considered the Proposed Amendments by considering the following six categories of changes 

to the Scheme: 

A. 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 
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D. Winding up of the SAIF Bonus Smoothing Account 

E. Surplus distribution 

F. Adjustments applied for early merger   

Below is an overview of the Proposed Amendments under each category heading alongside my 

conclusions. These have been considered in detail in Section 6 of my Report. 

A. Merger of the SAIF with the WPSF 

 

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.   

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 the SALAS Policies. 

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

strategy  

 

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 the most recent European-wide regulatory solvency regime, 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.     

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 primarily 

driven by the experience of the WPSF, which comprises the majority of the PAC with-profits business, 

and, as discussed above, was the only other with-profits fund within PAC when the SALAS Scheme 

became effective.   

The Scheme has also been updated to clarify that, on merger, the assets of the SAIF will be invested 

in the main pool of assets within the WPSF, the Main WPSF Asset Pool. This will allow SAIF With-

Profits Policies to be managed by reference to the performance and experience of the same asset 

pool underlying the WPSF, which I consider to be the original intention of the Scheme. 

The Proposed Amendments will also seek to clarify the definition of “Risk Benefits” within the 

Scheme, in order to confirm that no future charges may be taken from SAIF With-Profits Policies in 

respect of the costs of guarantees after the Merger Effective Date, over and above those in force at 

the merger date.  Again, based on my reading of the Scheme, I consider this amendment to reflect 

the original intentions of the Scheme. 

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 protections conferred 

by the SALAS Scheme on, the holders of SALAS Policies. 
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C. Expenses and charges to the SAIF With-Profits Policies post-merger 

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

post-merger.  This change will confirm the position stated in Paragraph 11(b) of the Scheme that, 

post-merger, expenses charged to SAIF With-Profits Policies for the administration and investment 

management of their policies, will reflect the performance and experience of the whole of the Long 

Term Fund.  This will be clarified by stating explicitly that Schedule 5 of the Scheme, which describes 

the expenses and charges to be applied to the SAIF With-Profits Policies prior to merger, will cease 

to apply to the SAIF With-Profits Policies at the point of merger. 

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. 

D.  Winding up of the SAIF Bonus Smoothing Account 

Prior to merger, a Bonus Smoothing Account (BSA) is held by the SAIF and used to help manage 

the smoothing policy of the SAIF. 

There is a lack of clarity around the ongoing operation of the SAIF Bonus Smoothing Account (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.  For clarity and 

completeness, an amendment is proposed to the Scheme to confirm that the BSA will not continue 

after any merger.  

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. 

E.  Surplus distribution 

1. Distribution of the Bonus Smoothing Account 

An amendment is proposed to clarify how the BSA will distributed in the cases where it is positive or 

negative at the Merger Effective Date.   

 If the BSA allocation is positive at the Merger Effective Date, this will be allowed for in full 

in the calculation of the Final Relevant Policies Enhancement. 

 If there is a BSA charge at the Merger Effective Date, this BSA charge (the Post-Merger 

Smoothing Payment) will continue; however, this charge will be fixed and will be capped 

at 0.40%.  If the charge is greater than 0.40%, any amount above 0.40% will be met by 

the WPSF.  

Further, 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 smoothing and 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.  

2. Timing of Claims Enhancement Factor application 

Currently the CEF is applied at the point of a claim. The Scheme requires that the Final Relevant 

Policies Enhancement (which replaces the CEF on merger) is added to SAIF Asset Shares at the point 

of merger.  To address the operational complexity expected if the Final Relevant Policies 
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Enhancement is to be applied on the Merger Effective Date, and to more closely align with the current 

timing of applying the CEF, the Scheme will be amended to require the Final Relevant Policies 

Enhancement to be determined at the Merger Effective Date and to be applied to the Asset Shares 

at the point of a claim.  This means that the Final Relevant Policies Enhancement will reflect all future 

premiums, investment returns and charges to be applied to the policy until the point of claim. 

The intention is that all of the surplus of the SAIF is distributed to the SAIF With-Profits Policyholders. 

In the event that experience is not as expected in the future, and any surplus is either under or over 

distributed to the SAIF With-Profits Policyholders, this will fall to the account of the WPSF.  Similarly, 

if the costs of applying the Final Relevant Policies Enhancement at the point of claim are higher than 

expected (e.g. due to policyholders paying more premiums than expected), this deficit will be met 

by the WPSF. 

3. Timing of claims factor calculation 

Due to the operational complexity involved in calculating the Final Relevant Policies Enhancement, 

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) and the actual 

Post-Merger Smoothing Payment (the Actual Post-Merger Smoothing Payment).  An 

amendment is proposed to the Scheme to allow for this delay by calculating an estimated Final 

Relevant Policies Enhancement (the Estimated Final Relevant Policies Enhancement) and an 

estimated Post-Merger Smoothing Payment (the Estimated Post-Merger Smoothing Payment) 

prior to the Merger Effective Date.   

The Estimated Final Relevant Policies Enhancement and Estimated Post-Merger Smoothing Payment 

will apply from the Merger Effective Date until the first bonus declaration after this date.  The Actual 

Final Relevant Policies Enhancement and the Actual Post-Merger Smoothing Payment will be 

calculated after the Merger Effective Date in order for it to reflect the balance sheet of the SAIF as 

at the Merger Effective Date. The Actual Final Relevant Policies Enhancement and Actual Post-Merger 

Smoothing Payment will apply from the first bonus declaration after the Merger Effective Date.  

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

Enhancement then no retrospective adjustments will be made to policyholders who exit between the 

Merger Effective Date and the implementation of the Actual Final Relevant Policies Enhancement, 

unless agreed upon by the Appointed Actuary and the With-Profits Actuary, having the objective of 

achieving a fair distribution of the remaining assets of the SAIF. Any expected additional payments, 

plus the associated administrative and processing costs, will be covered by SAIF. 

4. Conclusion 

I consider each of the above changes E.1 to E.3 to provide greater clarity to the practices of 

managing the SAIF business at the point of merger and within the WPSF following the merger of the 

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

the Scheme. 

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. 

F. Adjustments applied at the point of early merger   

To assist with the early merger and to provide additional safeguards to both the SALAS and WPSF 

Policyholders, additional terms will be specified in the Scheme which will apply only in the event of 

a merger before the merger date required by the Scheme. Such an early merger is permitted under 

Paragraph 32(b) of the Scheme, and is subject to certain governance, including agreement between 

the PAC Board and the Scottish Amicable Board (SAB), having taken advice from the Appointed 

Actuary and the SAIF Monitoring Actuary, and subject to the notification of the Prudential Regulation 

Authority and the Financial Conduct Authority.   The terms of such a merger (early or normal) shall 
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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.  These additional terms include the following 

three charges that will be will be applied to the SAIF With-Profits Policyholders through an 

adjustment to the Final Relevant Policies Enhancement:  

 A Capital Charge, to compensate the WPSF for the additional capital it must hold between 

early merger and normal merger.  The charge currently applied to the SAIF With-Profits 

Policyholders for access to capital support from the WPSF will cease following a merger. 

 An Additional Risk Premium, which is intended to compensate the WPSF and its policyholders 

for the additional experience risk that they will be exposed to in the period between early 

and normal merger.  This risk arises as future experience cannot be predicted with certainty 

and no further charges for the costs of financial guarantees can be taken from SALAS Policies 

after the Merger Effective Date, therefore any additional guarantee costs must be met by 

the WPSF.  

 An Operational Risk Premium, which is intended to cover the costs expected to arise in the 

period between early and normal merger from operational risk type events, which the WPSF 

and its policyholders will be exposed to after the Merger Effective Date.  Prior to merger, the 

costs associated with operational risks are met by the surplus assets in the SAIF, and 

therefore have an impact on the assets available for distribution through the Final Relevant 

Policies Enhancement. 

The Final Relevant Policies Enhancement will be fixed at the point of merger, both early or normal, 

subject to the timing points noted in E.3 above. 

These additional charges provide compensation to the WPSF and its policyholders for taking on the 

risks associated with the SAIF earlier than is required by the SALAS Scheme, such that the WPSF 

and its policyholders are not adversely affected by an early merger.  It would be impossible to 

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

SAIF Policyholders and WPSF Policyholders fairly. 

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. 

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 

the protections conferred by the Scheme on, the holders of the SALAS Policies. I consider it fair to 

implement a Capital Charge, as well as the Additional Risk Premium, to compensate the WPSF for 

the additional risks that it is taking on in the case of an early merger. I also consider a reduction in 

the Final Relevant Policies Enhancement due to the Operational Risk Premium to be fair and 

consistent with the current pre-merger approach for SAIF, where SAIF meets the costs of such 

operational risk events. 
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