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Introduction 

(1.1) In the last few years there has been, in the 
United Kingdom, a significant increase in the number of 

transfers and mergers of life assurance portfolios and 

it seems likely that activity in this area will increase 

over the next few years. The reasons for such transfers 

are varied for example: 

(i) The purchase by an insurance company writing 

primarily conventional products of a unit-linked 

office, and the desire to rationalise its business 

into one company; 

(ii) The purchase of a closed portfolio which is 

no longer viable on its own and the merging thereof 

with a larger business; 

(iii) The desire to localise an overseas branch, 

by transferring the branch business into a UK 

registered company; 

(iv) The wish to demutualise by the policyholders 

of a mutual assurer by the transfer of the business 

to a proprietary office. 



As distribution channels change, due partly to the 

effects of the Financial Services Act, it is likely that 

a number of UK life assurers will find it difficult to 

write sufficient volumes of new business to remain 

viable and will hence seek to merge their business with 

another assurer or else put their business up for sale. 

Similar pressures for transfers and mergers are taking 

place in other countries. 

(1.2) In the UK the legislation requires an 
independent actuary to report on the terms of the Scheme 

of transfer or merger. This paper explores various 

matters which, in the author's view, ought to be 

considered by the independent actuary. It also 

discusses various other aspects of the independent 

actuary's role and potential problems which can occur. 

Legislative Background 

(2.1) Under Section 49 of the UK Insurance Companies 
Act 1982, one of the companies concerned has to apply to 

the High Court by petition for an Order to sanction any 

Scheme of transfer or merger. The Court shall not 

determine an application "unless the petition is 

accompanied by a report on the terms of the Scheme by an 

independent actuary". 

(2.2) The Act does not state who appoints the 
independent actuary, nor to whom the actuary reports. 

The Act requires copies of the actuary's report to be 

sent to the Secretary of State (who through the 

Department of Trade & Industry ("DTI") is responsible 

for the supervision of insurance companies) and also to 

be available for inspection at the offices of the 



companies concerned. Unless the Court otherwise directs 

a summary of the report, "sufficient to indicate the 

opinion of the actuary on the likely effects of the 

Scheme on the long term policyholders of the companies 

concerned", has to be sent to all policyholders and 

every member of the companies. This is the only 

reference in the Act as to what ought to be stated in 

the actuary's report. 

(2.3) Under the legislation the Secretary of State 
and any person (including an employee of the companies 

concerned) who alleges that he would be adversely 

affected by the carrying out of the Scheme is entitled 

to be heard by the Court. 

(2.4) Similar legislation operates in a number of 
countries, especially those whose legislation has its 

roots in English law. In some countries the appropriate 

Minister has to approve the Scheme. It is also required 

in certain countries that the actuary has to be approved 

by the supervisory authority. 

General conunents on the legislation 

(3.1) It will be noted that under the UK legislation 
the role of the independent actuary is ill defined. 

However, in petitioning the Court, Counsel for the 

petitioner would normally see the independent actuary as 

providing expert evidence for the Court that none of the 

policyholders will be adversely affected by the Scheme. 

It is not normally deemed to be part of the role of the 

independent actuary to consider the interests of 

shareholders or employees, although these persons might 

have an interest in the terms of the Scheme. The 



actuary is normally appointed by the petitioner (who 

would also be responsible for his fee) and the 

appointment is not approved by the Court. In practice 

the MI1 could object to an appointment and if the 

petitioner persists with the appointment then the DTI 

could give reasons to the Court for their objection 

either at the preliminary hearing for Directions or at 

the full hearing. However, if the role of the 

independent actuary is to advise the Court, should he 

not be-appointed by the Court, or at least be formally 

approved by the Court or DTI? The former could, 

however, add considerably to the time which a Scheme 

could take to complete. 

( 3 . 2 )  The question also arises as to how one defines 
"independent". It is clearly unacceptable for an 

actuary to act where he is an employee or policyholder 

of one of the companies involved or if he has rendered 

advice to one of the companies. Should he, however, be 

barred from acting if he ceased to be involved with the 

company more than, say, 10 years ago or, where the 

actuary is a partner in an actuarial partnership, if one 

of his partners has or had some form of fiduciary 

relationship with one of the companies. This is an area 

which might usefully be clarified. 

( 3 . 3 )  The Scheme presented to the Court is that of 
the petitioner and not that of the independent actuary. 

It would not appear to be the role of the independent 

actuary to formulate the Scheme, but rather to comment 

thereon and suggest to the Court any special 

Undertakings which he considers desirable. However, 

having said this it would be normal practice for the 

actuary to be involved in formulating the details of the 

Scheme, so that the petitioner can present a Scheme to 



the Court which has the full approval of the independent 

actuary. It does not appear to be the role of the 

actuary to comment on whether this is the best Scheme 

which might be available but only on the likely effects 

of the Scheme. In practice the actuary might for a 

particular Scheme in respect of a closed portfolio of 

participating (with profit) business state in his report 

that "in his view the proposed-Scheme does not impair 

the reasonable expectations of the policyholders- 

concernedft. However, if the petitioner were to increase 

the assets backing the closed fund significantly then 

the independent actuary might properly add to the above 

statement 'land indeed is likely to enhance the benefits 

which the policyholders might reasonably have expected". 

( 3 . 4 )  Normally the DTI will intimate at the 
definitive hearing that it does not wish to make any 

representations (having already been consulted at the 

preliminary stage) and the Court will be so informed. 

If, however, the advice given to the DTI by its 

actuarial adviser is at variance with the view expressed 

by the independent actuary then difficulties could 

ensue. In practice this sort of difficulty could arise 

where the independent actuary is happy that the 

policyholders "reasonable expectations" are unlikely to 

be impaired but the DTI takes a different view on what 

are the policyholders' reasonable expectations. It is 

normal for this difference of opinion to be resolved 

prior to going to Court. Indeed if the DTI persuades 

the petitioner to offer transferring policyholders 

better terms than originally agreed with the independent 
actuary then the independent actuary should be able to 

strengthen his endorsement of what is proposed. Another 

difficulty which can arise is where a disgruntled 

policyholder (or group of policyholders) persuades the 



Court that modifications are required. In practice this 

very rarely happens, but on one occasion the hearing was 

adjourned for the petitioner and objectors to reach a 

compromise. Potentially any change to the Scheme at 

this stage may require a supplementary report by the 

independent actuary. 

Interpretation of the independent actuary's role 

(4.1) In the UK the independent actuary has normally 
seen his role as first considering the overall security 

of the policyholders concerned after the transfer/merger 

and second to ensure that the "reasonable expectations1' 

of the participating (with profit) policyholders are not 

impaired. The independent actuary may also comment on 

any loss of voting rights. 

(4.2) In the UK insurance companies are subject to 
strict reserving requirements and it is also necessary 

to retain a minimum level of free reserves in excess of 

the statutory reserves on a laid down formula. The 

effect of this is such that the actuary will normally 

have little difficulty in satisfying himself as to the 

security of policyholders after a transfer/merger, 

particularly with regard to guaranteed benefits. 

However concerns can arise where a block of business is 

being transferred from a branch of a large international 

company to a much smaller local company, as the 

transferring policyholders will lose the protection of 

the worldwide assets of the international company. In 

such cases the independent actuary needs to consider 

whether the accepting company is properly capitalised, 

particularly with regard to the writing of new business. 



(4.3) It is not the intention of this paper to cover 
in any depth the determination of a policyholder's 

reasonable expectations. Although the term "reasonable 

expectations" is embodied in the UK Insurance 

legislation, it is not defined and has to date not been 

interpreted by the Courts. The actuary, therefore, is 

left to interpret the phrase as he sees proper, having 

regard, inter alia, to the product under consideration, 

the history and policy of the assurer and any 

illustrations given to the policyholder. This paper 

considers very briefly three categories of policy under 

this heading, namely: 

(i) Conventional participating (with profit) 
policies 

(ii) Deposit administration (interest sensitive) 

products 

(iii) Modern unit-linked contracts. 

(4.4) Conventional with profit policies - Under a 
typical UK contract, profits will be distributed partly 

as guaranteed reversionary bonus and partly as terminal 

bonuses which are only determined at the time the policy 

becomes a claim. The independent actuary needs to 

consider what is likely to be the future policy of the 

company in this regard. This will involve, inter alia, 

an analysis of past bonus policy, bonus methodology and 

the extent to which the actuary considers the company 

has over or under distributed in the past. In many 

instances this will involve a consideration of to whom 

the "free reserves" of a company belong (often in the UK 

referred to as the "estate" and which might have arisen 

from previous generations of policyholders). Different 



considerations will arise where the business is being 

transferred to a closed fund or where it will be part of 
an on-going fund. Where the business is being 

transferred to a closed fund the actuary will be 

concerned with the initial amount of the fund, whether 

assets are to be segregated and the mix thereof, 

reinsurance and how expenses are to be debited to the 

closed fund. In addition it would often be desirable 

that there is a provision that when the number of 

policyholders falls to a certain size, all the surplus 

is distributed, on a realistic basis, to the then 

remaining policyholders. Where the business is being 

transferred to an open fund the actuary will be 

concerned in particular with bonus linking both as 

regards reversionary bonuses and terminal bonuses. 

Consideration might also need to be given to the basis 

on which new policyholders will participate in surplus 

and the basis for determining new premium rates. In 

practice the petitioner might give some form of 

generalised undertaking in this regard. To a 

significant extent the actuary will need to ascertain 

each company's method of determining reversionary and 

terminal bonuses to ensure that none of the 

policyholders suffers. These are all areas which 

require a significant degree of actuarial judgement. 

( 4 . 5 )  In the transfer of with profit business, it is 
often desirable to guarantee a minimum level of 

reversionary bonus for a period (often 5 years), subject 

to no significant adverse change in economic 

circumstances. It is also not uncommon to have a 
special transfer bonus, partly to reflect any 

in-equality in bonus linking and partly as an inducement 

to policyholders to accept the transfer (in practice 

such a bonus will often be met out of the company's 



"estate"). It is also not uncommon to include some form 

of undertaking not to reduce unguaranteed cash surrender 

values, unless there is a significant increase in 

interest rates. 

(4.6) Deposit administration products - Such 
contracts are considered by many companies to be non 

profit contracts. In practice they normally offer a 

minimal guaranteed rate of interest (perhaps 3% per 

annum) and some form of capital guarantee. Under a 

typical contract each year the company will credit bonus 

interest and may offer a terminal bonus for certain 

products. The bonus interest will typically be 

determined with regard to a segregated portfolio of 

assets and the independent actuary needs to be satisfied 

that this will continue in an equitable manner after 

transfer/merger. 

(4.7) Unit linked contracts - These are normally 
considered in the UK to be non profit contracts. 

However, modern UK contracts often allow the company to 

vary both the mortality and expense charges and the 

independent actuary should be concerned that 

unfavourable changes do not occur after the 

merger/transfer, which would not have occurred if no 

merger/transfer takes place. Possible safeguards are 

for the petitioner to undertake no increases in the 

charges for a period of years and/or only increases 

which are in line with those being made by the majority 

of similar companies. 



Conclusions 

(5.1) No two transfers or mergers are alike and in 
each case the independent actuary needs to exercise his 

judgement to ensure that he can give a proper view to 

the Court of the effect of a proposed Scheme on the 

policyholders involved. This paper highlights a number 

of areas which the actuary will need to consider in 

detail. 

( 5 . 2 )  In the UK the role of the independent actuary 
is ill defined, as is how he is appointed and by whom. 

It seems desirable that these aspects should be 

considered in depth particularly as the number of 

mergers/transfers in the UK is likely to increase rather 

than decrease over the next few years. 
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