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Scottish Friendly has performed strongly 
in 2014. We continue to deliver results 
that meet our strategic objectives of 
growth and diversification and which 
provide long term value for members. 
These results are possible because we provide products 
and services of value to all our customers, helping them  
to secure their and their families’ futures by saving, 
investing and protecting. 

A key component of 2014’s sales growth was the  
addition of new business partners. Strong sales continued 
from our protection business in conjunction with our 
distribution partners.

FINANCIAL HIGHLIGHTS

Notes 
1 Annual Premium Equivalent, gross of reinsurance
2  Assets under management include assets in the Scottish Friendly  

Investment Funds ICVC

SALES (APE)1

ASSETS UNDER MANAGEMENT 2

NUMBER OF MEMBERS

Assets under management in 2014 rose to over £1 billion,  
a significant milestone for the Group. The number of 
members rose by over 10,000.

Markets and economies are likely to remain fragile 
however Scottish Friendly’s results in 2014 continue  
to show how our long-term strategy can successfully  
rise to such challenges. 

The shaded section at the right of each of the bars refers to protection 
business sales with the remainder relating to Savings and other business sales

417,000

£21.6m

£1,078m 2013 £997m

2013 £8.4m  £12.2m
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CHAIRMAN’S STATEMENT

As intimated last year, 2014 saw Scottish Friendly’s entry 
into the group life market with leading employee benefits 
firm, Punter Southall. We also reported a new partnership 
with Ascentric, part of Investment Funds Direct, for  
whom we provide an onshore bond wrapper for an 
investment platform. 

In February 2015 we announced the potential takeover  
of Marine and General Mutual (M&GM), due to complete 
by June 2015 subject to approval in due course by members, 
regulators and the High Court. M&GM has over £1 billion 
in assets and the size of the potential transaction is 
therefore such that Scottish Friendly is expected to double 
its assets under management, bringing opportunities for 
significant economies of scale.

Although economic growth has made a welcome return 
and incomes have shown tentative signs of rising above 
prices for the first time in years, the fact remains that 
families still feel ‘squeezed’. It is therefore key to delivering 
returns for members that we continue to drive further 
efficiencies wherever possible, and continue to develop 
new products that will support protection and long term 
savings. Strategic plans are in place to achieve these goals.

Michael Walker
Chairman

STRATEGY 

Scottish Friendly’s healthy performance in 2014 is 
underpinned by a clear focus on our strategic objectives. 
Our strategy is aligned with long-term trends in the 
economy, including changing demographics, increasing 
digital engagement, reduced welfare spending and a wide 
recognition of the need for individuals to invest more for 
the long-term. The aim of our three-part Diversify and 
Grow strategy is to generate enduring value for members. 
This is achieved by developing organic growth prospects 
while capitalising on cost efficiencies within our 
administration, by successfully delivering business  
process outsourcing and white-labelling functions  
for partners and by identifying merger and consolidation 
targets in the life sector.

Last year we reported on the strong rise in sales and 
increase in members as a result of major collaborations 
with organisations such as Beagle Street and Neilson 
Financial Services whose brands include Smart Insurance 
and Sorted Insurance. I am delighted to report that in 
2014 Scottish Friendly signed a deal with the major UK 
financial services business Sun Life Direct (owned by 
multinational financial services business, AXA). Sun Life has 
been a leading direct marketing financial services provider 
for decades and in 2014 the company underwent a brand 
re-launch in which Scottish Friendly’s My ISA and term 
assurance products played a key role.

Scottish Friendly has again delivered a strong performance in 2014 and our strategic 
objectives continue to be met with considerable success. The results reflect our  
efficiency, innovation and commitment to high quality customer service. 

Scottish Friendly provides protection and investment products, increasing opportunities 
for customers to both build and protect their families’ wealth. With more than 150 years  
of experience in providing savings and protection services, whatever the prevailing economic 
conditions, we believe Scottish Friendly is well positioned to continue to offer value to 
customers and to manage capital prudently.
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The lead up to the September 2014 referendum on whether 
Scotland should become an independent country created 
a degree of uncertainty among some existing and potential 
customers, however that proved to be temporary as can 
be seen in the sales results for the year. Further political 
and financial insecurity lies ahead both in Eurozone 
countries and in the UK, with the forthcoming General 
Election potentially resulting in a referendum on whether 
the UK should remain part of the EU. Scottish Friendly  
has an established track record of responding rapidly to 
political, economic and social change and we remain well 
placed to take any appropriate action as events occur. 

THE REGULATORY ENVIRONMENT

There have been a number of changes in the regulatory 
environment over the past 12 months, including changes  
to the ISA regime in March 2014 and announcements  
by the Government of plans to allow greater access  
to pensions savings. Scottish Friendly was very quick  
to reflect the ISA changes, and we continue to keep  
a watching brief over potential opportunities arising  
from the pension changes as the new regime develops. 

The costs of the financial services regulators continue  
to increase year on year, placing additional pressures  
on achieving efficiencies elsewhere in the business  
in an effort to minimise the impact on our members. 

Solvency II, the risk-based regulatory regime being 
introduced at the beginning of 2016 for insurance 
companies in the EU, will affect the way insurers’ capital 
requirements are maintained and reported. An internal 
Solvency II project has been ongoing for some time  
to ensure our full compliance within the regulatory 
timetable. Enhancements have been made to our risk 
management framework and internal reporting and we  
are well on track to ensure compliance with Solvency II. 
The new regime is not anticipated to impact significantly  
on our existing strong capital position.

CORPORATE GOVERNANCE

Scottish Friendly subscribes to the UK Corporate 
Governance Code, annotated for Mutual Insurers, in  
order to ensure compliance with all principles of strong 
corporate governance and to evidence this effectively.  
Our governance structure continues to evolve in line with 
developments in best practice and regulatory changes 
such as Solvency II mentioned above. In recent years there 
has been significant investment in particular in Scottish 
Friendly’s risk management framework. In 2014 the Board 
decided to split the Audit and Risk Committee into two 
separate Board Committees to enable more effective 
focus on audit and reporting and risk management. 
Specific details are included in the Report on Corporate 
Governance on pages 9 to 13 of this Annual Report.  
The corporate governance structure is designed to ensure 
the business is managed in the best interests of Scottish 
Friendly members, and reflects the importance the Board 
attaches to its responsibilities. 

We have maintained our ISO 27001 and ISO 22301 
certifications, the International Standards for Information 
Security Management and Business Continuity Management 
respectively, further examples of our commitment to best 
practice and to continuing improvement of our key processes 
wherever possible.

Our proactive approach is also apparent in our 
membership of the Association of Financial Mutuals 
(AFM). By taking an active role in the AFM and supporting 
its governance standards, we are not only able to promote 
the interests of our own members but also play an 
important part in sustaining the value of mutuality  
in the UK.

CORPORATE SOCIAL RESPONSIBILITY

In 2014 Scottish Friendly strengthened its long-standing 
sponsorship of the Scottish Friendly Children’s Book Tour 
in conjunction with Scottish Book Trust, extending the 
geographical reach of the programme. The programme 
focuses on promoting literacy for young people 
throughout the UK and has won many awards and 
commendations over the years. The Scottish Friendly 
Children’s Book Tour continued to receive extremely 
positive reactions from young people and press coverage 
in 2014 and we hope to build on this further in 2015.

CORPORATE RECOGNITION

Scottish Friendly’s New ISA range has been instrumental 
in increasing our sales of savings and investments and we 
were particularly pleased that My ISA was shortlisted for 
Product of the Year at the 2014 Scottish Business Awards. 
With nominations for the award crossing all market 
sectors, we were beaten, not by a financial services 
product, but by ‘Grand Theft Auto V’ – the best-selling 
video game of all time!

THE BOARD

There were no changes to Board membership in 2014.  
Jim Jack, the Vice Chairman and Senior Independent 
Director, has been a Board member since July 2006 and 
intends to step down as a Director at the 2015 Annual 
General Meeting in April, just before the ninth anniversary 
of his appointment to the Board. I am delighted to record 
my sincere thanks to Jim, both personally and on behalf  
of the whole Board, for his significant contribution to 
Scottish Friendly during his time on the Board. I would 
also like to affirm my thanks to all Board members for 
their support, guidance and valued contributions during 
the past year.

SCOTTISH FRIENDLY’S PEOPLE

I would like to thank everyone at Scottish Friendly for their 
considerable contribution to another successful year for 
Scottish Friendly. With their skills and commitment, I am 
confident we can continue to provide our members and 
partnerships with value and service in the years ahead.
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CHIEF EXECUTIVE’S REVIEW

Fiona McBain
Chief Executive

distinction between Cash and Investment ISAs. Customers 
can now invest their whole allowance in stocks and shares, 
or cash, or any mixture of the two. This increase in support 
for ISAs by the Government means the New ISA is set to 
be even more popular with Scottish Friendly customers 
and offers the potential for further partnership prospects. 

The Government also announced unexpected changes in 
the pensions arena in 2014, in terms of greater flexibility 
and access to pensions savings. Scottish Friendly is 
examining the extension of My Plans into the new flexible 
pensions regime as this market is no longer just for retirees 
but for all investor types. We welcome the Government’s 
proposal to give people more flexibility in how to use their 
pensions savings, however it is even more important that 
people fully understand the implications and consequences 
of decisions and financial rules are therefore likely to tighten 
in this area in future. 

Business process outsourcing
We expanded our range of partnerships in 2014 and have 
already expanded it further in 2015. These collaborations 
have helped drive Scottish Friendly’s exceptionally strong 
sales figures in recent years and we are confident this 
trend will continue.

Each strategic alliance is aimed at diversifying Scottish 
Friendly’s sources of income as well as enabling new 
routes to market. In 2014 we entered a partnership with 
Ascentric, providing an onshore bond wrapper for its 

SCOTTISH FRIENDLY’S STRATEGY

Organic growth
The pattern of strong sales set by Scottish Friendly’s My 
Plans platform in 2013 continued in 2014. The flexibility 
and innovation of the My Plans platform were key factors 
in attracting major brand Sun Life Direct, part of the AXA 
group, to partner with Scottish Friendly in 2014 to provide 
our My ISA product to its customers. This important 
long-term business development for Scottish Friendly  
is just one example of our ability to innovate and 
manufacture products for leading brands in the UK. 

The My Plans platform also positions Scottish Friendly 
positively for the change in legislation in April 2015  
which will permit investors in Child Trust Funds (CTF) to 
move a CTF into a Junior ISA (JISA). This change creates 
considerable opportunities for Scottish Friendly to attract 
new customers to our My JISA product which sits on the 
My Plans platform and which emulates the flexibility and 
innovation offered by My ISA.

2014 was a major year for ISAs and Scottish Friendly,  
as always, was able to adapt with speed and efficiency, 
particularly following the March Budget when ISAs  
were given an important stimulus by the Government 
announcement introducing the New ISA in July. We were 
able to provide customers with information in line with 
the new regulations, including an easy-to-follow video, 
within a matter of days. The New ISA allows investors  
to pay in up to £15,000 a year tax-free and simplifies  
the investment rules considerably, largely removing the 

Scottish Friendly’s three part ‘Diversify and Grow’ strategy has continued to deliver  
strong results. We have been able to maintain the costs of acquiring new business  
and sales of life, protection and pension products have increased again this year. 
Membership numbers have again risen. The administrative cost ratio has been  
improved even further and assets under management grew to over £1 billion. 

These results reflect the tangible benefits of Scottish Friendly’s strategy for our  
members and business partners.
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investment platform. Scottish Friendly’s associations  
with Beagle Street, Neilson Financial Services and,  
more recently, Sun Life Direct and Punter Southall,  
have extended our activities to include the production  
and administration of protection plans. 

Mergers and consolidation
This strand of our strategy is particularly targeted at 
achieving additional economies of scale. We were therefore 
especially pleased to announce in early 2015 the potential 
takeover of Marine & General Mutual. Subject to a number 
of approvals, this transaction is expected to result in 
significant long term value for Scottish Friendly and 
Marine & General Mutual policyholders.

In addition, the six transfers of engagements completed to 
date since 2006 continue to make a positive contribution 
to each set of policyholders. 

RESULTS

Scottish Friendly delivered sound results in 2014. Total sales 
increased by 5% to £21.6 million APE (the industry standard 
measure of annual premium equivalent – regular premiums 
plus one tenth of single premiums); the corresponding 
amount in 2013 was £20.6 million. Of this, protection 
sales were £12.2 million (2013: £12.2 million) and savings 
and investment sales £9.4 million (2013: £8.4 million) an 
increase of 12%, reflecting the success of our organic 
growth initiatives described above. Our overall acquisition 
cost-to-sales ratio was maintained at 68% (2013: 68%). 
Sales in the period are expected to make a significant 
positive contribution to future policyholder returns.

Gross premium income in 2014 increased to £70 million 
(2013: £64 million). The ratio of administration expenses to 
premium income APE was further reduced to 8.6% (2013: 
9.9%), reflecting the efficiency of our operations. This is a 
significant achievement given the continuing increases in 
regulatory costs and, whilst cost pressures are more likely 
to increase than decrease in future years, we expect to 
continue to be more efficient than our industry peers. 

Scottish Friendly’s membership grew in 2014 to 417,000 
(2013: 404,000). Scottish Friendly administers over  
1 million policies across more than 150 product lines.

INVESTMENT PERFORMANCE

The return on the asset shares within the Scottish Friendly 
with-profits fund for 2014 was 4.9% (2013: 10.4%) reflecting 
a year where markets fluctuated and suffered from 
considerable uncertainty over the extent of the recovery 
in the UK and key global markets; for example, the return 
on the FTSE All-Share Index for the year was just 1.2%. 
Please note that Scottish Friendly’s investment return 
figures are net of fund management charges as compared 
to the majority of published returns which are reported 
gross of charges. We have been able to maintain annual 
bonus rates over 2014 and have increased final bonus 
rates for some policy types maturing in 2015. Scottish 
Friendly assets under management rose to £1,078 million 
(2013: £997 million).

Scottish Friendly’s capital position is sound and significantly 
in excess of the regulatory requirements. We continue to 
concentrate on a conservative balance sheet structure and 
robust risk management framework in order to preserve 
the capital position and diverse cash flows.

Scottish Friendly’s Fund for Future Appropriations has 
increased from £95.8m to £97.4m. The Fund for Future 
Appropriations represents funds that have not been 
allocated to specific policyholders and free assets.

CUSTOMER SERVICE

As a mutual Scottish Friendly is owned by its customers and 
is committed to being customer centric. We continually 
monitor our service standards against targets and seek 
feedback from customers through focus groups and 
feedback surveys. We are focused on achieving high 
standards of service at the same time as retaining tight 
control over costs and ensuring that our administration 
costs remain very competitive.

In 2014, Scottish Friendly introduced a new promotion to 
customers: My Benefits. This allows clients who register 
with Scottish Friendly’s My Plans service and opt to go 
‘paperless’ to benefit from a range of offers from major 
retailers such as ASDA, Sainsbury’s, and Apple.

Scottish Friendly has also launched a version of its website 
for mobiles in order to facilitate the increasing use of mobile 
devices to make transactions.

OUTLOOK

Although the outlook has improved, conditions in our core 
markets remain difficult. The financial climate in the UK 
means that people are still finding it tough to invest in 
providing for the future. Those with extensive personal 
debts will struggle further once interest rates begin  
to rise. Scottish Friendly must make certain it continues  
to be positioned as competitively as possible so that  
it can continue to adapt to the changing financial and 
political environments.

The Government has reduced the UK deficit but annual 
expenditure still runs in excess of tax receipts so a period 
of prolonged austerity is almost certain, regardless of the 
outcome of the 2015 UK General Election.

Political insecurity worldwide is also likely to make its mark 
on the economic situation in 2015. In the UK, a potential 
referendum on its future as part of the European Union 
may create uncertainty. Elsewhere the Eurozone remains 
troubled and is affecting markets worldwide.

Scottish Friendly has consistently proved its ability over 
the last few years to succeed in times of change, including 
in difficult economic circumstances.

In line with our proven strategy, we shall carry on seeking 
out opportunities that will benefit our members and our 
partners, offering quality products and service.
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DIRECTORS

DAVID C HUNTLEY BA, FIA 

Appointed as a Director in January 2013. Chairman of  
the Remuneration Committee (from February 2014) and 
the Risk Committee. Member of the Audit Committee. 
With over 30 years of experience across the Life and 
Pensions industry as well as in consulting and executive 
business coaching, has held senior positions in a number 
of businesses including Managing Director of Pearl Life 
Division and CEO of Swiss Re Life and Health Australia. 
Non-Executive Director of FIL Life Insurance Limited,  
and FIL Life (Ireland) Limited.

FIONA C MCBAIN MA, ACA

Chief Executive
Appointed as a Director in April 2005 and as Chief Executive 
in January 2006. A chartered accountant with over 30 years’ 
experience in the financial services sector. Joined Scottish 
Friendly in 1998. Member of the Nomination Committee, 
Investment Committee and Risk Committee. Director  
of the Scottish Friendly Assurance subsidiary companies 
Scottish Friendly Asset Managers Limited, Scottish Friendly 
Insurance Services Limited, S.L. Insurance Services Limited 
and SFIS (Nominees) Limited. Director of the Association 
of Financial Mutuals and of Scottish Mortgage Investment 
Trust PLC. Vice Chair of Save the Children, UK and Director 
of its subsidiary, Humanitarian Leadership Academy.

JIM GALBRAITH BSC, MBA, FFA

Deputy Chief Executive
Appointed as a Director in April 2006. A qualified actuary 
with over 30 years’ experience in the life insurance industry. 
Joined Scottish Friendly in 1988. Member of the Investment 
Committee. Director of the Scottish Friendly Assurance 
subsidiary companies Scottish Friendly Asset Managers 
Limited, Scottish Friendly Insurance Services Limited,  
S.L. Insurance Services Limited and SFIS (Nominees) Limited. 
Trustee of the Scottish Legal Life Pension Scheme.

MICHAEL J WALKER LLB

Chairman
Appointed as a Director and as Chairman in January 2009. 
Chairman of the Nomination Committee and a member  
of the Remuneration Committee, Investment Committee 
and Risk Committee. Director of the Scottish Friendly 
Assurance subsidiary companies Scottish Friendly Asset 
Managers Limited, Scottish Friendly Insurance Services 
Limited, S.L. Insurance Services Limited and SFIS (Nominees) 
Limited. Trustee of both the Scottish Friendly Assurance 
Society Limited Pension and Life Assurance Scheme and 
the Scottish Legal Life Pension Scheme. Former Chairman 
of legal firm Maclay Murray & Spens. Non-Executive 
Chairman of Walkers Shortbread Limited and Broadgate 
Mainland Limited. 

JIM W JACK MA, CA

Vice-Chairman and Senior Independent Director 
Appointed as a Director in July 2006. Chairman of the 
Audit Committee and a member of the Nomination 
Committee, Remuneration Committee and Risk Committee. 
A chartered accountant with many years’ experience in 
the financial services industry. Director of Omnilife Insurance. 
Member of the Case Management Committee of the 
Financial Reporting Council. Previously held senior financial 
positions in the Prudential Group.

SIMON EC MILLER

Appointed as a Director in June 2010. Chairman of the 
Investment Committee and member of the Remuneration 
Committee. He has many years of experience in the 
financial services sector. He is Chairman of Brewin Dolphin 
Holdings, Dunedin LLP, Blackrock North American Income 
Trust and JP Morgan Global Convertibles Income Fund.

DERMOT J JENKINSON 

Appointed as a Director in November 2011. Member of  
the Audit Committee and of the Nomination Committee. 
Over 30 years’ commercial executive and non-executive 
experience in developing and managing a wide range  
of businesses in the UK, USA and EU, covering services, 
distribution, corporate finance and advice. Scottish 
Entrepreneur of the Year 2009. Currently Non-Executive 
Director of John Menzies plc and other private companies 
and Executive Chairman of Ascensos Limited.

EXECUTIVE

FC McBain MA, ACA Chief Executive 
J Galbraith BSc, MBA, FFA Deputy Chief Executive 
DA Elston LLB, Solicitor  Head of Corporate Services  
L Gilmore BA (Econ), ACA Head of Finance  
NE Lovatt ACII, BA, MSc (Dip) Sales and Marketing Director 
D MacLeod MSci, BAcc, FFA Head of Actuarial, Actuarial Function Holder 
I Neilson Head of Client Services 
J Wilson BSc, BEng, MSc Head of IT 
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STATEMENT OF SOLVENCY

In the opinion of Scottish Friendly’s Actuarial Function 
Holder, Scottish Friendly had the required margin of 
solvency as prescribed in the Prudential Sourcebook  
for Insurers (INSPRU) for each class of relevant business  
as at 31 December 2014.

GOING CONCERN BASIS

The Board is satisfied that it is appropriate for Scottish 
Friendly to draw up financial statements on the going 
concern basis. The Board considers that Scottish Friendly 
has adequate resources to continue in business for the 
foreseeable future. In making this assessment the Board 
has considered the above statement of solvency from the 
Actuarial Function Holder, which is further supported by 
actuarial valuation and market scenario reporting made  
to the Board on a regular basis, including the Individual 
Capital Assessment. It is also noted that the Group 
maintains substantial cash reserves to cover anticipated 
policy outflows and further contingency is available in 
that the majority of the investments on both Balance 
Sheets are held in readily realisable unit funds.

EMPLOYEES

Scottish Friendly is committed to a policy which ensures 
that, in all aspects of recruitment, training and career 
development, equal opportunities are afforded to job 
applicants and employees irrespective of their age, race, 
religion, sex, marital status, sexual orientation or disability. 
If employees become disabled during the period of 
employment, Scottish Friendly will endeavour to retrain or 
redeploy individuals to enable their employment to continue.

Scottish Friendly has an established system of 
communication utilising a clearly defined line management 
structure both to convey information concerning Scottish 
Friendly’s performance to staff and to receive from staff 
input relative to Scottish Friendly and their part in its 
operation. Regular meetings are held by managerial staff 
for this purpose, reinforced by intranet updates and other 
written communications. In addition, a Staff Committee 
acts as a further mechanism through which matters, both 
formal and informal, can be communicated between staff 
and the Executive.

The Directors have pleasure in submitting their Annual 
Report and Accounts for the year ended 31 December 
2014. This report should be read in conjunction with  
the Strategic Report on pages 1 to 5.

BUSINESS OBJECTIVES AND ACTIVITIES

The principal activity of Scottish Friendly Assurance Society 
Limited (‘Scottish Friendly’) is the transaction of long-term 
insurance business in the United Kingdom. In accordance 
with the Friendly Societies Act 1992, the Directors confirm 
that all activities carried on during the year by Scottish 
Friendly are believed to have been carried on within  
its powers.

Scottish Friendly is authorised by the Prudential Regulatory 
Authority and regulated by the Financial Conduct Authority 
and the Prudential Regulatory Authority. It has four wholly 
owned subsidiaries, (collectively with Scottish Friendly  
‘the Group’): Scottish Friendly Asset Managers Limited, 
Scottish Friendly Insurance Services Limited, S.L. Insurance 
Services Limited and SFIS (Nominees) Limited. Scottish 
Friendly Asset Managers Limited is authorised and regulated 
by the Financial Conduct Authority and conducts the 
business of managers for transactions in Scottish Friendly 
ISAs, JISAs and Child Trust Funds. The principal activity of 
Scottish Friendly Insurance Services Limited is the provision 
of administration services and it is authorised and regulated 
by the Financial Conduct Authority. S.L. Insurance Services 
Limited conducts the business of agents for the transaction 
of general branch insurance. SFIS (Nominees) Limited is 
currently dormant.

Scottish Friendly Investment Funds ICVC, an OEIC  
(Open Ended Investment Company), provides the stocks 
and shares component of the Scottish Friendly ISA and 
Child Trust Fund.

All of the above are registered in Scotland.

BUSINESS REVIEW

A review of the performance of the business during the year 
and the future outlook, including key performance indicators 
is included in the Strategic Report on pages 1 to 5.

DIRECTORS AND CHIEF EXECUTIVE

The current Directors of Scottish Friendly, including the 
Chief Executive, are listed on page 6. 

Further information on the Board is set out in the Report 
on Corporate Governance on pages 9 to 13.
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DIRECTORS’ REPORT 
continued

In preparing these accounts, the Directors are required to:

(a)  select suitable accounting policies and then apply  
them consistently;

(b)  make judgments and estimates that are reasonable  
and prudent;

(c)  state whether applicable United Kingdom Accounting 
Standards have been followed, subject to any material 
departures disclosed and explained in the accounts; and

(d)  prepare the accounts on the going concern basis unless 
it is inappropriate to presume that the Group and 
Scottish Friendly will continue in business.

The Directors are responsible for keeping proper accounting 
records that disclose with reasonable accuracy at any time 
the financial position of the Group and of Scottish Friendly 
and enable them to ensure that the accounts comply with 
the Friendly Societies Act 1992 and the regulations made 
under it. 

The Directors are also responsible for preparing a Directors’ 
Report in accordance with the Friendly Societies Act 1992 
and the regulations made under it.

The Directors have general responsibility for taking such 
steps as are reasonably open to them to safeguard the 
assets of the Group and to prevent and detect fraud and 
other irregularities.

The Directors are responsible for the maintenance and 
integrity of the corporate and financial information included 
on Scottish Friendly’s website. Legislation in the United 
Kingdom governing the preparation and dissemination of 
accounts may differ from legislation in other jurisdictions.

The Board confirms that, in its view, it has complied  
with the above requirements in preparing the Report and 
Accounts and that it considers the Report and Accounts, 
taken as a whole, are fair, balanced and understandable. 

AUDITORS 

In accordance with Scottish Friendly’s Rules, Deloitte LLP 
offer themselves for annual re-appointment at the 
forthcoming Annual General Meeting. 

The Strategic Report and Directors’ Report are approved  
by order of the Directors

DA Elston  
Secretary 
25 March 2015

POLICY ON COMPLAINTS BY MEMBERS

Scottish Friendly’s complaints procedures, detailing  
the action to be taken in the event of a complaint being 
received from a member, are documented in Scottish 
Friendly’s Memorandum and Rules, Complaints Manual 
and Compliance Manual. There is provision for an arbiter 
to be appointed. In the event that Scottish Friendly is unable 
to resolve a complaint to the member’s satisfaction, the 
member is made aware of the option to refer to the Financial 
Ombudsman Service.

POLICYHOLDERS AND MEMBERS

As at 31 December 2014, Scottish Friendly had 1,153,000 
(2013: 1,135,000) policyholders and estimated the number 
of members to be 417,000 (2013: 404,000).

DISCLOSURE OF INFORMATION TO AUDITORS

The Directors who held office at the date of approval of this 
Directors’ Report confirm that, so far as they are aware, 
there is no relevant audit information of which Scottish 
Friendly’s auditors are unaware, and each Director has 
taken all the steps he or she ought to have taken as a 
Director to make himself or herself aware of any relevant 
audit information and to establish that Scottish Friendly’s 
auditors are aware of that information.

STATEMENT OF DIRECTORS’ RESPONSIBILITIES  
IN RESPECT OF THE DIRECTORS’ REPORT AND  
THE ACCOUNTS

The Directors are responsible for preparing the Strategic 
Report, the Directors’ Report, the Report on Corporate 
Governance and the accounts in accordance with 
applicable law and regulations. 

Friendly Society law requires the Directors to prepare 
accounts for each financial year. Under that law, they  
have elected to prepare the accounts in accordance with 
United Kingdom Accounting Standards and applicable law 
(United Kingdom Generally Accepted Accounting Practice). 

The accounts are required by law to give a true and fair 
view of the state of affairs of the Group and of Scottish 
Friendly as at the end of the financial year and of the 
income and expenditure of the Group and of Scottish 
Friendly for the financial year. 
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The matters considered by the Board, and on which it 
receives regular reports, cover financial, business conduct, 
operational and risk matters, including:

•  financial performance against budget, data and analysis 
relating to business volumes, and reports on investment 
strategy and performance; 

•  risk management, through the Risk Management 
Framework; (see Risk Management, below);

•  actuarial matters including solvency and  
capital requirements;

•  operational reports on customer service and staff 
matters; and

•  business conduct information, including performance  
on the six outcomes of the Treating Customers  
Fairly initiative.

Although many of the powers regarding business conduct, 
operational management and day-to-day activities of 
Scottish Friendly are delegated to Executive Management, 
through the Chief Executive, there is a formal schedule of 
matters reserved to the Board for approval which includes: 
the authorisation regime for bank accounts, changes to 
investment parameters and deals outwith those parameters, 
transfers of engagement, the budget and the distribution 
of surpluses and bonuses. The Board also retains 
responsibility for a number of statutory duties relating to 
the prudent management of Scottish Friendly’s activities; 
these include responsibility for maintaining required 
solvency and liquidity levels as well as maintenance  
of requisite accounting records and systems of control. 
The powers retained by the Board, and those delegated  
to the Chief Executive and to Board Committees, are 
reviewed at least annually by the Board.

The roles of the Chairman and Chief Executive are separate 
and their respective responsibilities have been agreed  
and documented.

As a mutual organisation, Scottish Friendly is committed 
to maintaining accountability to its members. All members 
are represented by elected Delegates and the Board meets 
with the Delegates at least twice a year. In addition, members 
can raise points directly via the Member Relations function. 

As a further part of that commitment to accountability, 
Scottish Friendly continues to embrace best practice in 
corporate governance and is committed to the principles 
of the Annotated United Kingdom Corporate Governance 
Code for Mutual Insurers (‘the Code’). 

In line with the principle of ‘comply or explain’ set out in 
the Code, this report describes Scottish Friendly’s compliance 
throughout the period with the principles and provisions 
of the Code.

The Directors consider that, throughout the period under 
review, Scottish Friendly has applied the relevant principles 
and complied with the relevant provisions of the Code as 
amplified by guidance published by the Association of 
Financial Mutuals (AFM) in response to the Code, with 
explanations included where appropriate within this report.

THE BOARD

The Board met formally on eight occasions in 2014. There 
is a schedule of regular reports which the Board considers 
and which is agreed at least annually. Reports are provided 
to Board members in advance of the meetings. All Directors 
were present at the meetings except for apologies from 
one Director on one occasion. Board and Committee 
attendance is set out in the table below (figures in brackets 
are the total number of meetings held during each Director’s 
tenure). In addition to the Board meetings, the Non-Executive 
Directors met with Executive Management in July and 
November to review strategic objectives and the business 
plan for the forthcoming year.

REPORT ON CORPORATE GOVERNANCE

BOARD 
MEETINGS

AUDIT & RISK 
COMMITTEE(S)1

REMUNERATION 
COMMITTEE

INVESTMENT 
COMMITTEE

NOMINATION 
COMMITTEE

Michael J Walker 8 (8) 1 (1) 6 (6) 4 (4) 1 (2)
Jim W Jack 8 (8) 5 (5) 6 (6) – 1 (2)
Simon EC Miller 7 (8) – 5 (6) 4 (4) –
Dermot J Jenkinson 8 (8) 4 (4) – – 2 (2)
David C Huntley 8 (8) 5 (5) 6 (6) – –
Fiona C McBain 8 (8) 1 (1) – 4 (4) 2 (2)
Jim Galbraith 8 (8) – – 4 (4) –
1  As set out below, the Audit & Risk Committee held three meetings prior to separation and the successor Audit and Risk Committees 

met once each.
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REPORT ON CORPORATE GOVERNANCE 
continued

Risk Governance 
Scottish Friendly adopts the ‘Three Lines of Defence’ model 
to define the roles and responsibilities for risk management.

The First Line of Defence is the processes and controls 
that Scottish Friendly has in place to deal with the 
day-to-day business and to manage risks. The Second Line 
describes the committees and functions that are in place 
to provide an oversight of the effective operation of the 
internal control framework, in addition to assurance 
obtained from Compliance and Risk Assurance review 
programmes. Internal Audit provides the Third Line of 
Defence by delivering a programme of risk based audits 
covering all aspects of work undertaken in the First and 
Second Line business areas. Internal Audit may take some 
assurance from the work of the Second Line functions to 
reduce or tailor its checking of the First Line operations. 

The overall responsibility for risk within the business 
ultimately rests with the Board. During 2014, as part of  
a process of continuous improvement, the Board made  
a number of changes to its Risk Governance structure.  
This included the separation of its Audit & Risk Committee 
into two separate Board Committees – the Audit Committee, 
to assist the Board in reviewing the systems of internal 
controls and the external financial reports of the business, 
and the Risk Committee, to provide focused support and 
advice on risk governance and to assist the Board in reviewing 
the systems for managing all aspects of business risk, 
including operational, prudential, business conduct and 
strategic risks. Further information is set out below on the 
activities of the Audit and Risk Committee(s) during 2014, 
in relation to the periods during which each was operational. 

In addition, the ORSA Risk Committee was replaced  
by the Executive Risk Committee (ERC); certain Executive 
responsibilities are delegated to the ERC and the Conduct 
& Operational Risk Committee, (CORC). All Executives are 
responsible for the identification, assessment, management 
and control of risks in their respective areas, delegating 
such parts of this responsibility to appropriate managers 
or other individuals where practical. 

Risk management is embedded in the duties and 
responsibilities of all employees and it is the responsibility 
of managers to ensure that this overall process is maintained, 
and the responsibility of the ERC and CORC to ensure that 
these processes are effectively monitored. The Corporate 
Risk Register is reviewed by the Risk Committee quarterly. 
This sets out the key strategic, conduct and operational 
risks facing Scottish Friendly, the likelihood of occurrence 
and the potential impact.

The Board has overall responsibility for the system of 
internal control and, through a combination of the above 
activities, is able to review its effectiveness annually, 
including financial, operational and compliance controls 
and risk management systems. Its effectiveness has also 
been reviewed by the Board specifically for the purposes 
of this statement. 

Scottish Friendly has established a framework of internal 
controls for the management of risk within its business 
and to safeguard the interests of members. The system is 
designed to manage the risk of failure to achieve business 
objectives, and to provide reasonable assurance against 
material misstatement or loss. Further information on 
Scottish Friendly’s approach to Risk Management is set 
out below.

RISK MANAGEMENT

The role of risk management 
Scottish Friendly considers risk management to be 
fundamental to good management practice and a 
significant aspect of corporate governance. Effective 
management of risk provides an essential contribution 
towards the achievement of strategic and operational 
objectives. Risk management is an integral part of Scottish 
Friendly’s routine decision making and management  
and is incorporated within the strategic and operational 
planning processes at all levels throughout the business. 

Risk Management Framework
Scottish Friendly maintains a Risk Management Framework 
(‘RMF’), which sets out how risk management operates 
throughout the business and how it is linked to Risk 
Appetite and Risk Policies, the strategy of the business  
and the capital management of the business. 

The key objective of the RMF is to ensure that Scottish 
Friendly has a sound and consistent basis for measuring, 
controlling, monitoring and reporting risk at all levels,  
for establishing its appetite for risk and for managing  
its capital accordingly. It sets out the processes involved  
in the identification, assessment, analysis, management 
and mitigation of all risks facing Scottish Friendly together 
with an explanation of the governance of the risk process 
throughout the business. In addition, the RMF refers to 
other aspects of the management of the business which 
have a bearing on the management of risk including the 
Individual Capital Assessment (ICA), Own Risk and Solvency 
Assessment (ORSA) and the forthcoming requirements of 
the Solvency II Directive, to be in place by 1 January 2016. 
There are five key elements or ‘pillars’ in the RMF by which 
the key risks (Operational, Financial, Solvency, Strategic 
and Reverse Stress Testing) are documented and managed, 
and responsibility apportioned.

The aim of the RMF is to ensure that Scottish Friendly 
stakeholders have relevant awareness of the risks facing 
the business, the business’s Risk Appetite, its Risk Culture 
and how these affect the strategy of the business. 
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Jim Jack has continued to serve as the Senior Independent 
Director; as such, he may, as necessary, lead meetings of 
the independent Non-Executive Directors (with/without 
the Chairman being present), be available to members 
through the Member Relations function to understand 
their concerns (in the event that other contacts within 
Scottish Friendly are inappropriate or have failed) and  
to present these views to the Board as a whole, and  
to lead the performance evaluation of the Chairman.

Scottish Friendly’s Rules provide for all Directors to stand 
for re-election at least once every three years. All Directors 
who have been a member of the Board for nine years from 
date of election are subject to annual re-election at the 
Annual General Meeting. There were no directors who have 
been a member of the Board for more than nine years in 
2014. As advised in the Strategic Report, Jim Jack intends 
to retire as a Director at the forthcoming Annual General 
Meeting in April ahead of the nine year anniversary of his 
appointment in July and a process is in place to replace him.

In line with the Code, the submission of any Non-Executive 
Director for re-election for a term which means he would 
serve more than six years is subject to particular review, 
taking into account the need for progressive refreshing  
of the Board. 

In 2014 the Board again considered the recommendation 
in the Code that all Directors should be re-elected at  
the Annual General Meeting. Its view remains that such  
a provision could in certain circumstances have implications 
for the ongoing financial stability of Scottish Friendly 
which would not be in the interests of its members. It will 
however continue to consider the recommendation annually.

Particulars of Directors’ remuneration are given in the 
Directors’ Remuneration Report on pages 15 to 16.

PERFORMANCE EVALUATION

On at least an annual basis, the Chairman conducts  
a performance evaluation of each Director in order  
to verify that each continues to contribute effectively  
and demonstrate commitment, including time 
commitment, to the role. Feedback from the evaluation  
is communicated individually to the Director by the 
Chairman. The performance of the Chairman is reviewed  
by the Non-Executive Directors, led by the Senior 
Independent Director, taking into account the views  
of the Executive Directors. Executive Directors are 
appraised in respect of their directorial duties.

The performance of the Board and its Committees  
is also considered on at least an annual basis and  
the results shared with the Board as a whole. 

Principal risks
The principal risks to which Scottish Friendly is exposed 
are financial markets risk, life insurance risk, operational 
risk and strategic risk. The Strategic Report on pages 1 to 5 
discusses, in overview, Scottish Friendly’s assessment of 
the current risks and uncertainties facing the Group and 
the strategies and other activities being exercised to 
mitigate these risks. 

Financial Markets risk could impact the achievement of 
Scottish Friendly’s strategy, either through reducing capital 
available to fund growth or by dampening demand for 
investment related products. The Board manages this  
risk through incorporating scenario analysis in the setting 
of the annual strategic plan, for example by considering 
the extent to which strategic initiatives are resilient to 
low-growth scenarios. The increased diversification of 
Scottish Friendly’s sources of income to include income 
independent of returns on investments is also designed  
to mitigate this risk.

Life Insurance risk could also impact the achievement  
of Scottish Friendly’s strategy, as uncertainties as to  
the occurrence, amount and timing of future cash flows 
due to demographic and claim experience differing from 
that expected could adversely impact policy bonuses  
and therefore policy returns relative to other providers or 
substitute products. This is considered as part of Scottish 
Friendly’s RMF, and in particular the monitoring and 
management of its business plans and capital requirements.

Operational risk could impact the achievement of Scottish 
Friendly’s strategy if losses arise as a result of operational 
failure, a breakdown in outsourcing arrangements, or if 
Scottish Friendly’s reputation is damaged. This is managed 
through the RMF, ERC and CORC.

Strategic risk is considered in detail within the annual 
Strategic and Business Plans, approved by the Board  
in December, and progress against the business plan  
is reported to the Board monthly.

The key financial risks facing Scottish Friendly are covered 
within the Individual Capital Assessment (ICA), which is 
presented to the Board on a six-monthly basis.

DIRECTORS

Brief biographies of the current Directors are set out on 
page 6.

In addition to the Chairman and Vice-Chairman, the Board 
comprised, as at 31 December 2014, three other Non-
Executive Directors and two Executive Directors, being  
the Chief Executive and the Deputy Chief Executive.  
This composition is considered to provide an effective  
and balanced mix of skills and experience to meet the 
Board’s remit. 

The Nomination Committee has reviewed the length  
of service of the Non-Executive Directors and considers 
that they all meet the criteria of independence.
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REPORT ON CORPORATE GOVERNANCE 
continued

BOARD COMMITTEES

The terms of reference of the current Committees  
of the Board – Audit, Risk, Remuneration, Nomination  
and Investment – are available on the Scottish Friendly 
website at www.scottishfriendly.co.uk/customer-centre/
board-committee-terms-of-reference. Membership of  
the Committees of the Board is intended to make best  
use of the skills and experience of the Directors. The work 
carried out during 2014 by the Audit & Risk, Audit, Risk, 
Nomination and Investment Committees in discharging 
their responsibilities is summarised below. The work 
carried out by the Remuneration Committee is described 
within the Directors’ Remuneration Report on pages 15 to 16.

AUDIT & RISK COMMITTEE (UNTIL SEPTEMBER 2014)

Jim Jack (Chairman) 
Dermot Jenkinson  
David Huntley 

The terms of reference of the Audit & Risk Committee 
included all matters indicated by the Code. The Committee 
consisted of three independent Non-Executive Directors,  
at least one of whom has recent and relevant financial 
experience, in line with the code. The Head of Corporate 
Services acted as Secretary to the Committee. 

During 2014 the Committee met on three occasions and 
all members were present at the meetings. The Committee:

•  reviewed the operational and business conduct risks 
within Scottish Friendly and ensured that appropriate 
systems and controls were in place to manage these 
risks, as required by the PRA and the FCA, taking such 
action as was necessary to ensure compliance. Each 
quarter, the Committee received reports from the 
Executive on operational risks and business conduct 
compliance in addition to an annual compliance report;

•  considered, in advance of the external audit commencing, 
the Audit Plan which highlighted key judgment areas 
and summarised changes in reporting requirements;

•  reviewed the annual financial statements and regulatory 
returns and approved them for submission to the Board. 
The Committee focused particularly on major judgmental 
areas and compliance with accounting standards and 
legal requirements, including the regulations and guidance 
of the PRA. The Committee reviewed thoroughly the 
external auditor’s detailed report on the draft documents 
and obtained satisfactory explanations where necessary. 
The Committee also reviewed the external auditor’s 
final report on internal controls and ensured that 
follow up action was completed where necessary;

•  approved the internal audit programmes and received 
regular progress reports from internal audit and 
ensured that recommendations made were followed up. 
The Committee also monitored co-ordination between 
the internal and external auditors and ensured that the 
internal audit function was adequately resourced and 
had appropriate standing within the organisation; and

•  assessed the effectiveness of the external and internal 
audit processes through the reporting that it receives 
from the respective auditors who were present at each 
Committee meeting. Separately on one occasion during 
the year the Committee met with each of internal and 
external audit in the absence of management.

In planning its work and reviewing the audit plan of the 
external auditors, the Committee took account of the most 
significant issues and risks, both operational and financial, 
likely to impact on the Group’s financial statements.  
The two areas which have most impact on the financial 
statements and returns are:

•  the calculation of life insurance technical provisions  
on a realistic basis. The Board reviews twice yearly 
reports from the Actuarial Function Holder covering 
methodology, assumptions, significant judgements  
and other factors impacting the provisions; and

•  the appropriate recording and valuation of the 
investment portfolio. Approximately 98% of the 
investment portfolio by value can be verified against 
daily market prices. Scottish Friendly uses appropriate 
independent safeguarding and custodian arrangements. 
The Committee has reviewed the control environment 
as relates to investments, including relevant internal  
or external audit activity. 

Both the Board and the external auditor have safeguards 
in place to prevent the auditor’s independence and 
objectivity being compromised. The external auditor 
reports regularly to the Committee on the actions that it 
has taken to maintain its independence. Deloitte was first 
appointed as auditor following a tendering exercise in 2012. 

From September 2014, all responsibilities of the Audit and 
Risk Committee have been taken on by either the Audit 
Committee or the Risk Committee.
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AUDIT COMMITTEE (FROM SEPTEMBER 2014)

Jim Jack (Chairman) 
Dermot Jenkinson  
David Huntley 

The Committee assumed all responsibilities of the  
Audit & Risk Committee in relation to assisting the Board  
in reviewing the systems of internal controls and the 
external financial reports of the business, including 
facilitation of the work of both internal and external auditors. 

The Committee consists of three independent Non-Executive 
Directors, at least one of whom has recent and relevant 
financial experience, in line with the code. 

During 2014 the newly appointed Committee met on one 
occasion and all members were present at the meeting. 
The Head of Corporate Services acts as Secretary to  
the Committee. In line with the Code the Committee 
considers that at least one member of the Committee has 
recent and relevant financial experience. The Committee 
has recommended that Deloitte be re-appointed at the 
2015 Annual General Meeting. 

RISK COMMITTEE (FROM SEPTEMBER 2014)

David Huntley (Chairman) 
Jim Jack  
Michael Walker 
Fiona McBain 

The Committee assumed all responsibilities of the Audit  
& Risk Committee in relation to providing focused support 
and advice on risk governance, assisting the Board in 
reviewing the systems for managing all aspects of business 
Risk, including operational, prudential, business conduct 
and strategic risks. The Committee takes account of the 
most significant issues and risks, both operational and 
financial, likely to impact on the Group’s financial statements.

During 2014 the newly appointed Committee met on one 
occasion and all members were present at the meeting. 
The Head of Corporate Services acts as Secretary to  
the Committee. 

NOMINATION COMMITTEE

Michael Walker (Chairman) 
Jim Jack 
Fiona McBain  
Dermot Jenkinson 

During 2014 the Committee met formally on two occasions 
and informally on a number of occasions in relation  
to interviews for a prospective position. The Committee 
ensures that plans are in place for orderly succession  
for appointments to the Board. The Committee leads the 
process for such appointments and makes recommendations 
to the Board, taking into consideration the time 
commitments required of Non-Executive Directors and 
their independence. It considers the overall balance of 
skills, experience and knowledge to ensure that Directors 
bring informed and independent judgement to the Board.

The Committee also ensures that Scottish Friendly’s 
employee policies, described on page 7, are applied  
in Board nomination matters.

The Code recommends that a majority of members  
of the Nomination Committee should be independent 
Non-Executive Directors. The Chairman was independent 
on appointment and the Board was satisfied that the 
composition of the Committee and its operation was 
sufficient to ensure the Committee’s independence  
and objectivity.

INVESTMENT COMMITTEE

Simon Miller (Chairman) 
Michael Walker  
Fiona McBain  
Jim Galbraith

During 2014 the Committee met on four occasions, with 
all members present. The Investment Committee oversees 
Scottish Friendly’s investment holdings and performance 
on behalf of the Board. The terms of reference of the 
Committee include making decisions on asset allocation 
and strategy of the Scottish Friendly funds in line with the 
liabilities, relevant risk appetite and parameters established 
by the Board or by the relevant fund objective, and also 
monitoring risk appetite, investment parameters and fund 
objectives, making recommendations to the Board as 
appropriate. External fund managers and investment advisors 
are routinely invited to present to the Committee.
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MEMBER RELATIONS

Scottish Friendly’s Delegate system has proven to be an 
effective model for communicating with members and  
will continue to be the cornerstone around which Scottish 
Friendly fulfils its responsibilities to engage with, and be 
accountable to, its members. The 30 Delegates are elected 
to represent geographic constituencies and Delegate 
positions are advertised annually for the one third retiring  
by rotation. 

The Annual General Meeting, held in April, provides  
an opportunity to inform the Delegates on business 
performance and future strategy. This is supplemented  
by additional Delegates’ meetings held at least annually. 
Delegate attendance at meetings has always been very good.

Scottish Friendly’s member relations strategy  
includes hosting a dedicated members’ area at  
www.scottishfriendly.co.uk/customer-centre on the 
Scottish Friendly website which promotes two-way 
communication by providing access to information of 
particular relevance to members and through a dedicated 
email link which members can use to provide feedback. 
This members’ area also includes dedicated areas for those 
members joining as a result of transfers of business. 
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DIRECTORS’ REMUNERATION REPORT

Non-Executive Directors’ duties and responsibilities are 
set out in Scottish Friendly’s Governance and Control 
Procedures Manual. Non-Executive Directors initially hold 
office until the conclusion of the Annual General Meeting 
following their appointment, at which they are eligible for 
election without nomination. The circumstances in which 
a Board member would be required to vacate office are  
set out in the Rules of Scottish Friendly.

Fees for Non-Executive Directors are monitored  
and reviewed annually with changes effective from 
1 May through approval by the Board. Fees are designed 
to recognise the responsibilities of Non-Executive 
Directors and to attract individuals with the necessary 
skills and experience to contribute to the future 
development of Scottish Friendly. 

Fees are made up of an annual fee covering Board and 
Committee membership. Additional fees are payable  
to the Chairman and Vice-Chairman and to the Chairs  
of the Audit & Risk, Audit, Remuneration and Investment 
Committees in respect of the additional responsibilities 
relating to those roles. Fees are neither performance-related 
nor pensionable and Non-Executive Directors do not 
receive any additional benefits. 

Non-Executive Directors receive reimbursement of  
travel and accommodation costs where required for 
attending meetings.

The Chief Executive serves as a Director of the Association 
of Financial Mutuals; this role is not remunerated. In 
addition, the Chief Executive serves on the FCA Small 
Business Practitioners’ Panel; the remuneration for this 
service is retained by Scottish Friendly. Outside her 
commitment to Scottish Friendly, the Chief Executive 
serves as a Director of Scottish Mortgage Investment  
Trust PLC, and retains a fee of £29,000 per annum,  
and as a Vice Chair of Save The Children UK and Director  
of its subsidiary, which are not remunerated.

SERVICE CONTRACTS

The Executive Directors have service agreements  
with a notice period of less than 12 months. The service 
agreements do not have a fixed term and provide for 
retirement at age 65. 

In the event of termination, any payments made would  
be based on individual circumstances including the reason 
for termination and contractual obligations.

REMUNERATION COMMITTEE

David Huntley (Chairman from 28 February 2014) 
Michael Walker (Chairman until 28 February 2014) 
Jim Jack 
Simon Miller 

The terms of reference of the Remuneration Committee 
include reviewing the remuneration of the Board,  
and determining appropriate levels of Executive 
Management remuneration. 

The Committee consists of three independent Non-Executive 
Directors, as well as Michael Walker, who was considered 
independent on appointment, in line with the Code. The 
Chief Executive acts as Secretary to the Committee.

The Code recommends that the company Chairman should 
not chair the Remuneration Committee. During the period 
up to 28 February 2014 in which Michael Walker chaired the 
Committee, the Board was satisfied that the Committee’s 
independence and objectivity was not prejudiced and  
he was not involved in the consideration or setting  
of the Chairman’s fees.

Scottish Friendly’s policy is to provide a competitive 
remuneration package which will attract and retain the 
appropriate calibre of Executive and Non-Executive Directors.

Executive Director salaries are reviewed annually  
by reference to comparable positions in other 
organisations and any change to salary is effective from  
1 January. In reviewing salaries, the Committee takes into 
account remuneration trends in the financial services 
sector, as well as considering wider economic influences. 
The Remuneration Committee ensures that it remains 
appraised of these factors and of best practice, taking 
external advice where appropriate. 

During the period, the Committee took advice from 
remuneration consultant KPMG LLP. It has no other 
connection with the company.

The remuneration package for Executive Directors 
incorporates a performance element which is targeted at 
increasing growth and cost efficiencies, generating longer 
term value for members. Payments are capped at 50%  
of salary. 

Both current Executive Directors are deferred members of 
the Scottish Friendly Pension and Life Assurance Scheme. 
This is a defined benefit retirement plan which provides,  
at normal retirement date, a lump sum benefit and a 
pension based on salary and length of service. Since 2012, 
no further new benefits have been accrued under the 
Scheme; both Executive Directors receive payments in 
lieu, as disclosed in the Directors’ Emoluments table.

The Executive Directors are also entitled to a company car 
and healthcare insurance.
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Directors’ emoluments (audited)

SALARY  
AND FEES 

£000

PERFORMANCE 
PAY 

£000
BENEFITS1 

£000

TOTAL YEAR 
ENDED 
31 DEC 

2014 
£000

TOTAL YEAR 
ENDED 
31 DEC 

2013 
£000

Chairman

Michael J Walker 63 – 9 72 68

Executive Directors

Fiona C McBain 316 79 116 511 508
Jim Galbraith 257 64 97 418 414

Non-Executive Directors

David C Huntley 35 – 6 41 38

Jim W Jack 40 – 1 41 41
Dermot J Jenkinson 34 – 1 35 34
Simon EC Miller 37 – – 37 36

1   For Executive Directors, benefits comprise the provision of a company car and healthcare insurance, as well as,  
since 6 April 2012, the provision of pay in lieu of pension contributions. For the Non-Executive Directors, figures  
in the benefits column comprise travel and accommodation cost reimbursements.

 

Pensions (audited) 

ACCRUED 
PENSION AT 

31 DEC 
2014 

£000

TRANSFER 
VALUE AT 

31 DEC 
20131 

£000

TRANSFER 
VALUE AT 

31 DEC 
20141 

£000

INCREASE IN 
TRANSFER 

VALUE 
£000

Executive Directors

Fiona C McBain 67 1,376 1,569 193
Jim Galbraith 96 1,704 1,978 274

1  The transfer values have been calculated in accordance with The Occupational Pension Schemes (Transfer Values)
(Amendment) Regulations 2008.

DIRECTORS’ REMUNERATION REPORT
continued
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INDEPENDENT AUDITOR’S REPORT TO THE MEMBERS  
OF SCOTTISH FRIENDLY ASSURANCE SOCIETY LIMITED

OPINION ON FINANCIAL STATEMENTS OF SCOTTISH FRIENDLY ASSURANCE SOCIETY LIMITED  
(“SCOTTISH FRIENDLY”)

In our opinion:

•  the financial statements give a true and fair view of the state of Scottish Friendly’s and the Group’s affairs as at  
31 December 2014 and of the income and expenditure of Scottish Friendly and the Group for the year then ended  
in accordance with United Kingdom Generally Accepted Accounting Practice; and

•  have been properly prepared in accordance with the Friendly Societies Act 1992.

The financial statements comprise the Group and Scottish Friendly Income and Expenditure Accounts, the Group and 
Scottish Friendly Balance Sheets and the related notes 1 to 17. The financial reporting framework that has been applied  
in their preparation is applicable law and United Kingdom Accounting Standards (United Kingdom Generally Accepted 
Accounting Practice) as applied in accordance with the provisions of the Friendly Societies Act 1992.

GOING CONCERN

We have reviewed the directors’ statement on page 7 that the Group is a going concern. We confirm that:

•  we have concluded that the directors’ use of the going concern basis of accounting in the preparation of the financial 
statements is appropriate; and

•  we have not identified any material uncertainties that may cast significant doubt on the Group’s ability to continue 
as a going concern. 

However, because not all future events or conditions can be predicted, this statement is not a guarantee as to the 
Group’s ability to continue as a going concern.

OUR ASSESSMENT OF RISKS OF MATERIAL MISSTATEMENT

The assessed risks of material misstatement described below are those that had the greatest effect on our audit strategy, 
the allocation of resources in the audit and directing the efforts of the engagement team:

Risk Response to Risk
Actuarial valuations and assumptions
The assessment of the calculation of technical 
provisions of participating contracts on a realistic 
basis requires management to make significant 
judgements about assumptions and in particular 
that the asset share applied to the policies and  
the cost of guarantee granted to policyholders  
are appropriate.

We have engaged actuarial specialists to challenge management’s 
key judgements and the methodology used for consistency  
with recent experience and market data. These are used in the 
calculation of the technical provisions for participating contracts 
as applicable in the realistic balance sheet and are described in 
note 17. We also completed testing on the underlying policyholder 
data used in the reserving process in order to evaluate its 
completeness and accuracy and tested the output of calculations 
and analysis of results.

Valuation and existence of investments
The investments balances of £484m non linked and 
£252m linked, set out in notes 9 and 10, represent 
the majority of the assets held. There is a risk of 
misstatement if investments are inappropriately 
recorded or are not valued appropriately.

We have tested the existence of investments by obtaining samples 
of independent confirmations from custodians and third parties 
and have also independently tested the market prices used to 
value these investments. We additionally tested management’s 
controls to value and reconcile investment balances.

Third party service organisations
The reliance on third parties for outsourced services 
can lead to complexities in oversight and governance. 
There is a risk that errors or failures of outsourcers 
adversely impact the Group’s financial results.

We have obtained and assessed the available controls reports and 
tested the design and implementation of management controls 
in place regarding oversight and monitoring of third parties 
including obtaining copies of service agreements in place with 
third parties and testing samples of underlying source data and 
key reconciliations.

The description of risks above should be read in conjunction with the significant issues considered by the Audit Committee 
discussed on page 12.
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Our audit procedures relating to these matters were designed in the context of our audit of the financial statements  
as a whole, and not to express an opinion on individual accounts or disclosures. Our opinion on the financial statements  
is not modified with respect to any of the risks described above, and we do not express an opinion on these individual matters.

OUR APPLICATION OF MATERIALITY

We define materiality as the magnitude of misstatement in the financial statements that makes it probable that the 
economic decisions of a reasonably knowledgeable person would be changed or influenced. We use materiality both  
in planning the scope of our audit work and in evaluating the results of our work.

We determined materiality for the group to be £2.9 million (2013: £2.9m), which is 3% (2013: 3%) of the Funds for 
Future Appropriation.

We agreed with the Audit Committee that we would report to them all audit differences in excess of £140,000  
(2013: £143,000), as well as differences below that threshold that, in our view, warranted reporting on qualitative 
grounds. We also report to the Audit Committee on disclosure matters that we identified when assessing the overall 
presentation of the financial statements.

AN OVERVIEW OF THE SCOPE OF OUR AUDIT

Our group audit scope included the audit of all subsidiaries and these were subject to a full scope audit for the year ended 
31 December 2014. The audits of the subsidiaries were performed at a materiality level calculated with reference to the 
scale of the business concerned and which was lower than group materiality.

OPINION ON OTHER MATTERS PRESCRIBED BY THE FRIENDLY SOCIETIES ACT 1992

In our opinion:

•  the Strategic Report and the Directors’ Report have been prepared in accordance with the Friendly Societies Act 1992 
and the regulations made under it, and the information given therein is consistent with the financial statements for 
the financial year.

OPINION ON OTHER MATTERS PRESCRIBED BY OUR ENGAGEMENT LETTER

In our opinion:

•  the part of the Directors’ Remuneration Report which we were engaged to audit has been properly prepared  
in accordance with Schedule 8 to the Companies Act 2006 The Large and Medium-sized Companies and Groups 
(Accounts and Reports) Regulations 2008, as if those requirements were to apply to Scottish Friendly.

MATTERS ON WHICH WE ARE REQUIRED TO REPORT BY EXCEPTION 

Adequacy of explanations received and accounting records
We have nothing to report in respect of the following matters where the Friendly Societies Act 1992 requires  
us to report to you if, in our opinion:

• proper accounting records have not been kept; or

• the financial statements are not in agreement with the accounting records; or

•  we have not received all the information and explanations and access to documents that we require for our audit.
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OUR DUTY TO READ OTHER INFORMATION IN THE ANNUAL REPORT 

Under the International Standards on Auditing (UK and Ireland), we are required to report to you if, in our opinion, 
information in the annual report is:

•  materially inconsistent with the information in the audited financial statements; or

•  apparently materially incorrect based on, or materially inconsistent with, our knowledge of the group acquired  
in the course of performing our audit; or

• otherwise misleading.

In particular, we are required to consider whether we have identified any inconsistencies between our knowledge 
acquired during the audit and the directors’ statement that they consider the annual report is fair, balanced and 
understandable and whether the annual report appropriately discloses those matters that we communicated  
to the audit committee which we consider should have been disclosed. We confirm that we have not identified  
any such inconsistencies or misleading statements. 

RESPECTIVE RESPONSIBILITIES OF DIRECTORS AND AUDITOR 

As explained more fully in the Directors’ Responsibilities Statement, the directors are responsible for the preparation  
of the financial statements and for being satisfied that they give a true and fair view. Our responsibility is to audit and 
express an opinion on the financial statements in accordance with applicable law and International Standards on Auditing 
(UK and Ireland). Those standards require us to comply with the Auditing Practices Board’s Ethical Standards for Auditors.

We also comply with International Standard on Quality Control 1 (UK and Ireland). Our audit methodology and tools 
aim to ensure that our quality control procedures are effective, understood and applied. Our quality controls and 
systems include our dedicated professional standards review team and independent partner reviews.

This report is made solely to Scottish Friendly’s members, as a body, in accordance with section 73 of the Friendly 
Societies Act 1992. Our audit work has been undertaken so that we might state to Scottish Friendly’s members those 
matters we are required to state to them in an auditor’s report and for no other purpose. To the fullest extent permitted 
by law, we do not accept or assume responsibility to anyone other than Scottish Friendly or Scottish Friendly’s members 
as a body, for our audit work, for this report, or for the opinions we have formed.

SCOPE OF THE AUDIT OF THE FINANCIAL STATEMENTS

An audit involves obtaining evidence about the amounts and disclosures in the financial statements sufficient to give 
reasonable assurance that the financial statements are free from material misstatement, whether caused by fraud or 
error. This includes an assessment of: whether the accounting policies are appropriate to Scottish Friendly Group and 
Parent’s circumstances and have been consistently applied and adequately disclosed; the reasonableness of significant 
accounting estimates made by the directors; and the overall presentation of the financial statements. In addition, we read 
all the financial and non-financial information in the annual report to identify material inconsistencies with the audited 
financial statements and to identify any information that is apparently materially incorrect based on, or materially 
inconsistent with, the knowledge acquired by us in the course of performing the audit. If we become aware of any apparent 
material misstatements or inconsistencies we consider the implications for our report.

David Claxton ACA (Senior Statutory Auditor)  
for and on behalf of Deloitte LLP 
Chartered Accountants and Statutory Auditor 
Glasgow, United Kingdom 
25 March 2015 

INDEPENDENT AUDITOR’S REPORT TO THE MEMBERS  
OF SCOTTISH FRIENDLY ASSURANCE SOCIETY LIMITED
continued
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INCOME AND EXPENDITURE

Technical Account – Long Term Business 
For year ended 31 December

NOTE

GROUP 
2014 
£000

GROUP 
2013 
£000

SCOTTISH 
FRIENDLY 

2014 
£000

SCOTTISH 
FRIENDLY 

2013 
£000

Earned Premiums 3 70,101 64,176 70,101 64,176
Reinsurance Premiums 3 (6,620) (2,533) (6,620) (2,533)
Earned Premiums, Net of Reinsurance 63,481  61,643 63,481  61,643 
Investment Income 4 27,600 36,121 28,457 37,802
Unrealised gains/(losses) on Investments 25,129  29,418 25,714  28,997
Other Technical Income 2,147 2,078 – 34

118,357  129,260 117,652 128,476 

Claims Incurred 5 88,772  95,121 88,772  95,121
Change in Other Technical Provisions 12 (2,870) 23,637 (2,870) 23,637 
Net Operating Expenses
 Acquisition Costs 6 20,180  14,097 20,180  14,097 
 Administrative Expenses 7 8,743  6,589 8,743  6,589 
Investment Expenses & Charges 253  235 253  235 
Other Technical Charges 1,672  612 1,122  – 
Tax attributable to Long Term Business 8 147  178 (8)  6 
Actuarial (gain)/loss re pension scheme (185) (14) (185) (14) 
Transfer to/(from) the Fund for Future Appropriations 12 1,645 (11,195) 1,645 (11,195)

118,357 129,260 117,652 128,476

 
Except as disclosed above, there are no recognised gains or losses for the year. All results are derived from  
continuing operations.

The inclusion of unrealised gains and losses reflects the marking to market of investments in the balance sheet; as this  
is not deemed to be a departure from the unmodified historical cost basis of accounting, a separate note of historical 
cost profits and losses is not given.

The notes on pages 23 to 36 form an integral part of these accounts.
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BALANCE SHEET

Assets  
As at 31 December

NOTE

GROUP 
2014 
£000

GROUP 
2013 
£000

SCOTTISH 
FRIENDLY 

2014 
£000

SCOTTISH 
FRIENDLY 

2013 
£000

Investments 9
Land & Buildings 3,300  3,300 3,300  3,300 
Other Financial Investments 484,209  473,973 484,126  473,915 
Investments in Group Undertakings – – 3,779 3,193 

Assets Held to Cover Linked Liabilities 10 251,542 251,338 251,542  251,338 

Reinsurers’ Share of Technical Provisions

Long Term Business Provision 146,713  69,958 146,713  69,958 

Debtors

Debtors arising out of Direct Insurance Operations  539  293 539  348 
Taxation Recoverable 2,467  4,297 2,467  4,297 
Other Debtors 1,112 1,284 985 1,318

Other Assets

Tangible Assets 11 285  329 285  329 
Cash at Bank & in Hand 79,818 88,497 75,503 83,394 

Prepayments & Accrued Income

Prepayments & Accrued Interest, Dividends & Rents 2,380  2,410 2,380  3,409 

Pension Scheme surplus  – 44 – 44
972,365  895,723 971,619 894,843 

Liabilities 
As at 31 December

Fund for Future Appropriations 12 97,451  95,804 97,451  95,804 

Technical Provisions 12 
Long Term Business Provision 607,735  534,296 607,735 534,296 
Claims Outstanding 12,463  12,706 12,463  12,706 

Technical Provision for Linked Liabilities 12 248,545  248,099 248,545  248,099 

Creditors

Creditors arising out of Direct Insurance Operations 1,755  1,082 1,755  1,082 
Other Creditors including Taxation & Social Security 2,971  2,855 2,225 1,975
Deferred Taxation – – – –

Accruals and Deferred Income 1,445  881 1,445  881 

972,365 895,723 971,619 894,843 

 
Approved by the Directors and signed on 25 March 2015 on their behalf by: 

MJ Walker  FC McBain 
Chairman Director and Chief Executive

The notes on pages 23 to 36 form an integral part of these accounts.
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NOTES TO THE ACCOUNTS

1.  BASIS OF PREPARATION

 The Accounts have been prepared in accordance with applicable accounting standards and under the historical cost 
accounting rules, modified to include the revaluation of investments. They have also been prepared in accordance with 
The Friendly Societies Act 1992, The Friendly Societies (Accounts and Related Provisions) Regulations 1994 and the 
Statement of Recommended Practice on Accounting for Insurance Business issued by the Association of British Insurers 
(the ‘ABI SORP’, as revised in December 2005 and amended in December 2006).

The accounts have been prepared on a Going Concern basis; as confirmed in the Directors’ Report.

As a mutual life assurance society, under Financial Reporting Standard 1, Scottish Friendly is exempt from the 
requirement to prepare a cash flow statement. 

2.  ACCOUNTING POLICIES 

Basis of consolidation
The Group accounts consolidate the assets, liabilities and income and expenditure account transactions of Scottish Friendly 
Assurance Society Limited together with its subsidiary undertakings. The ongoing results of subsidiary undertakings are 
included within Investment Income, Other Technical Income and Other Technical Charges. The net results are included  
in the Fund for Future Appropriations for the Group. The activities of Scottish Friendly and the Group are accounted for 
in the Income and Expenditure Technical Account – Long Term Business.

Premiums
Earned premiums are accounted for when the policy liability is set up and the premiums become due for payment; 
reinsurance premiums are accounted for when they become payable.

Investment income and expenses
Investment income and expenses include dividends, interest, rents, gains and losses on the realisation of investments and 
the related expenses. Dividends are included as investment income on the date on which the shares are quoted ‘ex-dividend’. 
Interest, rents and expenses are accounted for on an accruals basis. Realised gains and losses on investments are calculated 
as the difference between net sales proceeds and the original cost. The movement in unrealised gains and losses recognised 
in the year also includes the reversal of unrealised gains and losses recognised in earlier years in respect of investment 
disposals in the current period.

Unrealised investment gains and losses
Unrealised investment gains and losses are calculated as the difference between the valuation at the balance sheet date 
and the valuation at the last balance sheet date or purchase price, if acquired during the year. All unrealised gains and 
losses are included in the long-term business technical account.

Claims
Claims incurred, which include related claims handling expenses, are accounted for, in the case of death claims and surrenders, 
when they are notified to Scottish Friendly and, in the case of maturities and annuities, when they become due. Claims 
on participating business include bonuses payable. Reinsurance recoveries are credited to match the relevant gross amounts.

Acquisition costs 
Acquisition costs comprise all direct and indirect costs arising from the conclusion of insurance contracts. 

Taxation
The charge for taxation in respect of business that falls outside the tax-exempt limit is based on the rules for the taxation 
of friendly societies, as applied to items included in the long-term business technical account for the year. It also takes 
into account deferred taxation arising from timing differences between the recognition of gains, losses and certain items 
of expenditure in the financial statements and recognition for tax purposes. Deferred tax assets are recognised to the 
extent that they are judged to be recoverable in future periods.
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2.  ACCOUNTING POLICIES continued

Valuation of investments
Investments, including those held to cover linked liabilities, are stated at the current market value as described below.

Land and buildings occupied by Scottish Friendly are valued in accordance with generally recognised methods of valuation. 
The aggregate unrealised surplus or deficit is included in the technical account. 

It is Scottish Friendly’s practice to maintain these assets in a continual state of sound repair and to extend and make 
improvement thereto from time to time; accordingly, the Directors consider that the lives of these assets are so long  
and residual values, based on prices prevailing at the time of acquisition or subsequent valuation, are so high that any 
depreciation would be insignificant.

Shares and other variable-yield securities and units in unit trusts and OEICs are shown in the balance sheet at mid-market 
value at the balance sheet date and mortgages and loans at book value, net of any provision for irrecoverable amounts  
as considered necessary by the Directors.

Fixed income securities are valued at the current market value at the balance sheet date.

Investments in Group undertakings are valued at the net asset value.

Tangible assets 
Depreciation is provided so as to write off the cost less the estimated residual value of tangible assets by equal 
instalments over the estimated useful economic lives as follows: 

Computer Equipment 4 years 
Motor Vehicles 4 years 
Fixtures & Fittings 10 years

Fund for Future Appropriations
The balance on this account represents funds that have not been allocated to specific policyholders. Transfers to and 
from the fund reflect the excess of income over outgoings in each accounting year arising from participating business.

Long-term business provision 
Insurance contracts and participating investment contracts
In accordance with FRS 27, liabilities relating to participating contracts are calculated on a realistic basis. Consistent with  
the Principles and Practices of Financial Management, provision is made for all bonus payments (declared and future, 
reversionary, terminal and planned enhancements). An explicit allowance is made for the time and intrinsic value  
of options and guarantees granted to policyholders and for possible future management actions.

The realistic liabilities are based on the aggregate value of policy asset shares reflecting the premiums, investment return, 
expenses and charges applied to each policy. Allowance is made for policy-related liabilities such as guarantees and 
future bonuses, typically calculated using a stochastic model simulating future investment returns, asset mix and bonuses.

In line with FRS 27 guidelines, the present value of future profits (PVFP) for non-participating business is deducted from 
the participating liabilities; the PVFP is determined in accordance with the Prudential Regulation Authority’s realistic 
capital regime.

Unit-linked liability calculations are based on the fund value at the valuation date plus a reserve where, on a prudent 
basis, it is estimated that future cash outflows cannot be covered by future cash inflows. 

For conventional non-profit business, a gross premium valuation method is used with an explicit expense reserve.

NOTES TO THE ACCOUNTS 
continued
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2.  ACCOUNTING POLICIES continued

Guarantees
Some participating contracts contain guarantees that can increase the benefits payable to the policyholder.  
A market consistent stochastic model is used to determine the potential liability for the following guarantees:

• the sum assured and declared reversionary bonuses on with-profits policies; and

•  unitised with-profits plans containing guarantees that the market adjustments will not be applied at specific times.

Bonuses
Vested reversionary bonuses, including the current declaration, are dealt with in the technical account under  
‘change in other technical provisions’. Terminal bonuses paid during the year are included as part of claims incurred.

Pensions 
Scottish Friendly operates a money purchase group personal pension scheme. Employer’s contributions in respect  
of eligible employees are charged to the technical account (administrative expenses) based upon a fixed percentage  
of pensionable remuneration.

Scottish Friendly also operates a non-contributory pension scheme, closed to new entrants and future accrual. This 
scheme provides benefits for staff based upon final pensionable earnings. The pension scheme assets are secured by  
an insurance policy which is valued at its surrender value, which matches the liabilities under the scheme. The pension 
scheme liabilities are measured using a projected unit method and discounted at the current rate of return on a high 
quality corporate bond of equivalent term and currency to the liability.

The cost of providing staff pensions in relation to the non-contributory scheme was charged to the long-term business 
technical account with the related policy liability forming part of Scottish Friendly’s long-term business provision.

In addition, following the transfer of engagements in 2007, Scottish Friendly took over operation of the Scottish Legal 
Life Pension Scheme, a defined benefit scheme closed to new entrants and future accrual. Prior to the transfer out of 
scheme assets and liabilities in 2014, as described in Note 14, any surplus or deficit of scheme assets over liabilities was 
recognised in the balance sheet as an asset (surplus) or liability (deficit). The expected return on scheme assets less the 
unwinding of the discount on the scheme liabilities was included in investment income. Actuarial gains and losses were 
recognised in the technical account where they were separately disclosed.

Foreign currencies
Transactions in foreign currencies are recorded at the average rate for the period. Monetary assets and liabilities 
denominated in foreign currencies are translated at the rate ruling at the balance sheet date. All differences are taken  
to the technical account.
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3.  EARNED PREMIUMS

Group and Scottish Friendly
 Earned premiums, all of which relate to direct insurance on individual contracts, can be analysed as follows:

ORDINARY 
ASSURANCE

INDUSTRIAL 
ASSURANCE TOTAL

2014 
£000

2013 
£000

2014 
£000

2013 
£000

2014 
£000

2013 
£000

Annual 58,890 50,211 1,734 1,965 60,624 52,176 
Single 9,477 12,000 – – 9,477 12,000

68,367 62,211 1,734 1,965 70,101 64,176

Comprising:

Premiums from participating contracts 48,734 46,679
Premiums for non-participating contracts 8,269 12,539
Premiums from linked contracts 13,098 4,958
Gross Earned Premiums 70,101 64,176
Reinsurance Premiums (6,620) (2,533)
Earned Premiums, net of reinsurance 63,481 61,643

Where policy holders have the option of investing premiums in either linked funds or accumulating with-profits funds, 
these premiums are included above as premiums from linked contracts. 

Gross new business premiums

SCOTTISH 
FRIENDLY 

2014
SCOTTISH FRIENDLY 

2013
ANNUAL 

£000
SINGLE 

£000
ANNUAL 

£000
SINGLE 

£000

New Business premiums 20,628 10,726 19,110 10,880

£12,066,000 (2013: £11,376,000) of new annual premiums and £122,000 (2013: £832,000) of new single premiums related 
to protection business sales, with the remainder relating to savings and investment business sales.

Contributions received for Child Trust Funds, non-insurance ISAs and direct OEIC investments

GROUP SCOTTISH FRIENDLY
2014 
£000

2013 
£000

2014 
£000

2013 
£000

Annual Contributions 3,039 2,930 – –
Single Contributions 1,069 1,390 – –

Contributions relate to business conducted by Scottish Friendly’s subsidiary, Scottish Friendly Asset Managers Limited. 

NOTES TO THE ACCOUNTS 
continued
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4.  INVESTMENT INCOME

GROUP SCOTTISH FRIENDLY
2014 
£000

2013 
£000

2014 
£000

2013 
£000

Income from land & buildings 119 129 119 129
Income from other investments 17,121 17,557 17,978 19,238
Net gains/(losses) on the realisation of investments 10,589 18,720 10,589 18,720
Net (loss) on pension scheme under FRS 17 (229) (285) (229) (285)

27,600 36,121 28,457 37,802

5.  CLAIMS INCURRED

Group and Scottish Friendly

ORDINARY 
ASSURANCE

INDUSTRIAL 
ASSURANCE TOTAL

2014 
£000

2013 
£000

2014 
£000

2013 
£000

2014 
£000

2013 
£000

Deaths 2,972 3,508 3,072 2,708 6,044 6,216
Maturities 42,344 49,537 2,314 2,343 44,658 51,880
Surrenders 37,071 36,057 656 690 37,727 36,747

82,387 89,102 6,042 5,741 88,429 94,843
Claims handling expenses 343 278

88,772 95,121

The above figures are stated after taking into account the movement in the provision for outstanding claims (see Note 12). 
They are also stated net of aggregate recoveries received from reinsurers amounting to £3,642,000 (2013: £143,000). 

6.  ACQUISITION COSTS

Group and Scottish Friendly
The total amount of commission payable, comprising acquisition and renewal commission for direct insurance business 
in the year was £13,332,000 (2013: £6,880,000).
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7.  ADMINISTRATIVE EXPENSES

Group and Scottish Friendly
Staff numbers and costs
The average number of persons, excluding directors, employed by Scottish Friendly during the year was 88 (2013: 86).  
The aggregate payroll costs of these persons were as follows:

2014 
£000

2013 
£000

Wages and salaries 2,797 2,574
Social security costs 287 270
Other pension costs 201 160

3,285 3,004

Remuneration of Directors
Details of Directors’ remuneration is included in the Directors’ Remuneration Report on pages 15 to 16.

Remuneration of Auditors

2014 
£000

2013 
£000

Fees payable to the auditor for audit of annual accounts 120 78
Fees payable to the auditor for other services:
 The audit of subsidiary companies pursuant to legislation 8 8
 Other services pursuant to legislation 20 20
 Other services 36 15
Fees in respect of the Scottish Friendly Pension & Life Assurance Scheme audit 3 3

Total administrative expenses in the Technical Account include £2,900,000 (2013: £800,000) of non-recurrent strategic 
expenditure, mainly investment in Scottish Friendly’s core customer administration platform.

8.  TAXATION

GROUP SCOTTISH FRIENDLY
2014 
£000

2013 
£000

2014 
£000

2013 
£000

Corporation Tax and irrecoverable income tax 147 178 (8) 6
Deferred tax charge/(credit) – – – –

147 178 (8) 6

Scottish Friendly also has an unrecognised deferred tax asset of £6,366,000 (2013: £8,578,000) with regards to carried 
forward excess management expenses, unrealised capital losses and other items, that is not considered sufficiently likely 
to be recoverable to be included here.

NOTES TO THE ACCOUNTS 
continued
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9.  INVESTMENTS

Group and Scottish Friendly

2014 
£000

2013 
£000

Land and buildings

At 1 January 3,300 3,300 
Revaluation – –
At 31 December 3,300 3,300

As at 31 December 2014, land and buildings occupied by the Scottish Friendly for its own use are included at Directors’ 
valuation on an open market value basis. Land and buildings were independently valued as at 31 December 2012  
by GVA Grimley at existing use value, for those parts of the property occupied by Scottish Friendly, and market value  
for the remainder. The valuation was carried out in accordance with the RICS Valuation Standards. The property  
is freehold; it is partially let to third parties, income from which is reflected in investment income in Note 4.  
The historical cost of land and buildings at 31 December 2014 was £5,003,000 (2013: £5,003,000).

Other Financial Investments
Group

2014 
MARKET 

VALUE 
£000

2014 
HISTORICAL

COST 
£000

2013 
MARKET  

VALUE 
£000

2013 
HISTORICAL

COST 
£000

Shares and other variable-yield securities and units  
in unit trusts:
 UK Listed Investments 975 2,981 1,097 2,965
 Overseas 1,388 1,641 1,916 2,149
 Unit Trusts and OEIC 472,522 309,908 461,279 325,220
Other Fixed Income Securities 9,238 7,528 9,595 8,814
Loans secured by Mortgages 86 86 86 86
 484,209 322,144 473,973 339,234

Scottish Friendly

2014 
MARKET 

VALUE 
£000

2014 
HISTORICAL

COST 
£000

2013 
MARKET  

VALUE 
£000

2013 
HISTORICAL

COST 
£000

Shares and other variable-yield securities and units  
in unit trusts:
 UK Listed Investments 975 2,981 1,097 2,965
 Overseas 1,388 1,641 1,916 2,149
 Unit Trusts and OEIC 472,439 309,856 461,221 325,168
Other Fixed Income Securities 9,238 7,528 9,595 8,814
Loans secured by Mortgages 86 86 86 86

484,126 322,092 473,915 339,182
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9.  INVESTMENTS continued

Scottish Friendly

Investments in Group undertakings

2014 
NET ASSET 

VALUE 
£000

2014 
HISTORICAL

COST 
£000

2013 
NET ASSET  

VALUE 
£000

2013 
HISTORICAL

COST 
£000

Scottish Friendly Asset Managers Limited 2,364 1,600 1,819 1,600

Principal activity: managers of Scottish Friendly ISAs and Child Trust Funds.   
100% shares held.
 

Scottish Friendly Insurance Services Limited 1,361 600 1,320 600

Principal activity: providers of administration services. 
100% shares held.

S.L. Insurance Services Limited 54 – 54 –

Principal activity: agents for the transaction of general Branch insurance.  
100% shares held. 

10. ASSETS HELD TO COVER LINKED LIABILITIES

Group and Scottish Friendly

2014 
£000

2013 
£000

Market value of assets held to cover linked liabilities 251,542 251,338
Historical cost of assets held to cover linked liabilities 197,681 211,889

Assets held to cover linked liabilities comprise investments, cash at bank, accrued income, taxation balances and accrued 
expenditure. The excess of assets over the technical provision for linked liabilities arises from Scottish Friendly’s policy  
of creating units in linked funds in excess of the immediate requirement to allocate such to policies in issue.

Assets held to cover linked liabilities include £6.1m (2013: £4.9m) of assets held to meet potential future tax liabilities 
relating to linked asset investment gains.

NOTES TO THE ACCOUNTS 
continued
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11. TANGIBLE ASSETS

Group and Scottish Friendly

COMPUTER 
EQUIPMENT 

£000

MOTOR 
VEHICLES

£000

FIXTURES 
& FITTINGS 

£000
TOTAL 

£000

Cost

At 1 January 2014 942 101 445 1,488
Additions 50 – 4 54
Disposals (60) – – (60)
At 31 December 2014 932 101 449 1,482

Depreciation

At 1 January 2014 834 44 281 1,159
Charge for year 49 18 31 98
Disposals (60) – – (60)
At 31 December 2014 823 62 312 1,197

Net Book Value at 31 December 2014 109 39 137 285

Net Book Value at 31 December 2013 108 57 164 329

12. FUNDS AND TECHNICAL PROVISIONS

The movements on funds and technical provisions during the year are as follows:

Group and Scottish Friendly

FUND FOR 
FUTURE 

APPROPRIATIONS 
£000

LONG-TERM 
BUSINESS 

PROVISION
£000

PROVISION  
FOR  

OUTSTANDING 
CLAIMS 

£000

TECHNICAL 
PROVISION 
FOR LINKED 

LIABILITIES 
£000

TOTAL 
£000

At 1 January 2014 95,804 534,296 12,706 248,099 890,905
Change in other technical provisions – (3,316) – 446 (2,870)
Movement in provision for  
 outstanding claims – – (243) – (243)
Transfer from technical account 1,645 – – – 1,645
Exchange rate adjustment 2 – – – 2
Change in reinsurers’ share of long-term  
 business provision – 76,755 – – 76,755
At 31 December 2014 97,451 607,735 12,463 248,545 966,194

The principal assumption underlying the calculation of the long term business provision is that future interest earnings will be 
2% for all assurance business. The mortality table used for ordinary assurance was the AM00 and the Table English Life No. 16 
(Males) was used for industrial assurance.

The Fund for Future Appropriations is determined after taking account of a pension scheme surplus of £nil  
(2013: scheme surplus of £44,000).

The Technical Provision for Linked Liabilities includes a £6.1m (2013: £4.9m) provision in relation to potential future tax 
liabilities relating to linked asset investment gains. 



32

13. COSTS OF BONUSES

Group and Scottish Friendly
Total bonuses attributable to the year are as follows:

2014 
£000

2013 
£000

Year end reversionary bonus declared (included in change in other technical provisions) 2,959 3,290
Reversionary and terminal bonuses paid (included in claims) 11,200 10,981
Total bonuses dealt with in the technical account 14,159 14,271

14. PENSIONS

 Group and Scottish Friendly 

Money purchase group personal pension scheme
Scottish Friendly operates a money purchase group personal pension scheme. For the year ended 31 December 2014,  
the charge included in the technical account relating to the employer’s contributions to this scheme was £201,000  
(2013: £160,000). There were no outstanding or prepaid contributions at the balance sheet date.

Defined benefit schemes 
Scottish Friendly Assurance Society Limited Pension and Life Assurance Scheme
Scottish Friendly operates a defined benefit pension arrangement called the Scottish Friendly Assurance Society Limited 
Pension and Life Assurance Scheme (‘the Scheme’), that is closed to new entrants and since 5 April 2012 has no active 
members. The Scheme provides benefits on a defined benefit basis. The FRS 17 liability value includes an allowance  
for any discretionary increases given to pensions in payment but makes no allowance for future discretionary increases 
given to pensions in payment. Formal wind up of the scheme is expected to be completed in 2015.

Scottish Friendly expects to contribute £5,000 to the Scheme to cover scheme expenses during the year to  
31 December 2015.

The principal assumptions used to calculate Scheme liabilities include:

2014 
%

2013 
%

Discount rate 3.40  4.40
Inflation 3.05 3.40
Revaluation in deferment (CPI) 2.25 2.60
LPI max 5% pension increases 3.05 3.40
Rate of increase in salaries n/a n/a
Post retirement mortality assumption 2000 series, Medium cohort 

Minimum improvement: 
1.5% males, 1.0% females

2000 series, Medium cohort 
Minimum improvement: 

1.5% males, 1.0% females

Under the mortality tables adopted, the assumed future life expectancy at age 65 is as follows:

2014 2013

Males currently aged 45 26.8 26.6
Females currently aged 45 27.1 27.0
Males currently aged 65 23.7 23.6
Females currently aged 65 25.2 25.1

NOTES TO THE ACCOUNTS 
continued
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14. PENSIONS continued

The assets of the Scheme are secured by means of an insurance policy with Scottish Friendly.  

The market values of the policy and the expected rates of return were:
LONG-TERM 

EXPECTED 
RATE OF 
RETURN 

%

VALUE  
AT 31 

DECEMBER 
£000

31 December 2014 3.4 12,197

31 December 2013 4.4 10,332
31 December 2012 4.1 10,153
31 December 2011 4.7 10,358

The fair value of this policy matches the present value of the Scheme liabilities and there is therefore neither a surplus 
nor a deficit in the scheme. No amount is therefore recognised in the balance sheet.

 Amounts recognised in the technical account – long-term business

2014 
£000

2013 
£000

Current service cost (including expenses and life assurance) – –
Past service cost 83 108
Total operating charge (included in Administrative expenses) 83 108

The net change in Scheme liabilities due to assumption changes and experience gains/losses during the year are fully offset 
by a change in the value of the policy and there are therefore no net actuarial gains or losses to report.

Summary of prior year amounts

2014 
£000

2013 
£000

2012 
£000

2011 
£000

2010 
£000

Experience gains/(losses)  
 on Scheme liabilities (395) (2) (184) 68 170
 Changes in assumptions used 
 to value Scheme liabilities (1,503) (75) (838) (374) (522)
 Experience adjustments on  
 Scheme assets, being insurance policy 1,898 77 1,023 305 352

The Scottish Legal Life Pension Scheme
Following the transfer of Scottish Legal Life, Scottish Friendly took over operation of The Scottish Legal Life Pension 
Scheme (‘SLL Scheme’), a funded defined benefits pension scheme.

A full actuarial valuation was carried out at 1 January 2011 and, for the purpose of this disclosure, updated to  
31 December 2014 by a qualified independent actuary. The SLL Scheme is closed to new entrants. Scheme assets  
are stated at their market value as at 31 December 2014 and the present value of the SLL Scheme liabilities has been 
calculated at the same date.

Following purchase of bulk annuity contracts in previous years, members benefits are now fully insured with third party 
annuity providers. During 2014 all the liabilities have been transferred to the third party insurance companies and the annuities 
have been transferred into members own names, meaning that as at 31 December 2014 the SLL scheme no longer holds 
any investments. Formal wind-up of the SLL Scheme is expected to be completed in 2015.
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14. PENSIONS continued

The amounts recognised in the balance sheet are as follows:
2014 
£000

2013 
£000

Fair value of scheme assets – 32,474
Present value of funded liabilities – (32,430)
Net (deficit)/surplus – 44

The amounts recognised in the technical account are as follows:
2014 
£000

2013 
£000

Interest cost 1,417 1,348
Expected return on scheme assets (1,419) (1,343)
Scheme expenses 231 280

229 285
Actuarial gains/(losses) 185 14

Changes in the present value of the defined benefit liabilities are as follows:
2014 
£000

2013 
£000

Opening defined benefit liability 32,430 31,327
Interest cost 1,417 1,348
Actuarial losses/(gains) 4,571 1,123
Liabilities extinguished on settlements (37,973) –
Benefits paid (445) (1,368)

– 32,430

     
Changes in the fair value of the SLL Scheme assets are as follows:

2014 
£000

2013 
£000

Opening fair value of scheme assets 32,474 30,786
Expected return 1,419 1,343
Actuarial gains 4,756 1,137
Assets distributed on settlements (37,973) –
Contributions by employer – 856
Scheme expenses (231) (280)
Benefits paid (445) (1,368)

– 32,474

     

NOTES TO THE ACCOUNTS 
continued
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15. WITH-PROFITS ACTUARY

Mr DJ Lechmere of OAC plc served as the With-profits Actuary for the financial year ending 31 December 2014.

The following information has been provided in response to a request made by Scottish Friendly as required  
by section 77 of the Friendly Societies Act 1992.

Mr Lechmere has confirmed that neither he nor his family were members of Scottish Friendly, nor had they any financial 
or pecuniary interest in Scottish Friendly, with the exception of fees paid to OAC plc for professional services which 
amounted to £96,421 (2013: £80,804). 

16. TRANSACTIONS WITH RELATED PARTIES

The aggregate premiums payable for the year by five Directors and five other members of the Executive in respect  
of Scottish Friendly’s products amounted to £52,723 (2013: £49,124).

At the year end, no Director of Scottish Friendly had any beneficial interest in shares of Scottish Friendly’s  
subsidiary companies. 

17. CAPITAL STATEMENT

Available capital resources 

2014 
£000

2013 
£000

Fund for Future Appropriations 97,451 95,804
Adjustments to assets onto regulatory basis 85,962 72,606
Total available capital resources 183,413 168,410

Analysis of liabilities 

2014 
£000

2013 
£000

Options and guarantees 25,390 22,991
Other policyholder obligations 375,951 372,129
Unit-linked business 248,545 248,099
Other life assurance business 206,393 139,176
Technical Provisions in Balance Sheet 856,279 782,395

Scottish Friendly calculates capital based on the PRA realistic regime.

The Board intends to maintain an appropriate additional margin over regulatory capital to absorb changes in both capital 
and capital requirements.

Capital resource sensitivities
The capital position is sensitive to changes in market conditions and to a lesser extent to assumptions and experience 
relating to mortality, expenses and persistency.

Economic assumptions are set consistent with market prices. Non-economic assumptions are set at best estimate levels 
based on historic experience.

Scottish Friendly holds guarantees in respect of sums assured and reversionary bonus guarantees on with-profits 
contracts. Under the PRA realistic regime, these are explicitly calculated using a stochastic valuation model.
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17. CAPITAL STATEMENT continued

Analysis of Movement

2014 
£000

2013 
£000

Opening capital resources 168,410 173,535
Change in assumptions (719) (65)
Change in management policies 3,533 (11,024)
Change in regulatory requirements – –
New business and other factors 12,189 5,964
Closing capital resources 183,413  168,410

NOTES TO THE ACCOUNTS 
continued
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