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Good morning everyone. I’m Rodney Cook, CEO of Just Group plc. I am 

joined as usual by our CFO, Simon Thomas and our Deputy CEO, David 

Richardson.

I’d like to thank Nomura for the use of their conference facilities and welcome 

all of you joining us today, including those on the webcast. We really 

appreciate your interest.

I’ll start by giving you a brief update on how we see the business. Simon will 

then go through the numbers in more detail, and David will talk about our 

capital position.  

Now we do appreciate that these results are overshadowed to a certain extent 

by the uncertainties surrounding the regulatory treatment of LTMs and our 

consequent capital position.  Each of us will be addressing the matter, do not 

fear. 

So, to the results highlights.
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The two big operating highlights today are the 64% growth in Retirement 

Income sales and the 10.2% new business margin. 

The sales growth is a record for our Group but what’s more pleasing is the 

10.2% new business margin, which is more than double the margin in H1 16 

and reflects our continued pricing discipline.

The combination of an excellent sales performance and a continued focus on 

margin has helped us to deliver an 88% increase in new business profit and 

an 85% increase in adjusted operating profit. The markets we have chosen to 

compete in are attractive - they provide growth that enables Just to price 

selectively and achieve mid teen rates of return on new business capital.

Moving now onto the fourth bullet. As we said at the preliminary results, now 

that the merger is complete and the cost saves have been achieved we are 

able to give our attention to how we can disrupt markets and diversify our 

model by focusing our investment on innovation. 

Since the prelims we have continued to develop our capabilities in HUB 

Group, our professional services and distribution business.  We have 

launched HUB Pension Solutions, a new fintech business and to complement 
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this we have recently acquired a small pension consulting business called 

Corinthian. This week HUB Financial Solutions launched a major partnership 

with M&G Prudential, to provide shopping around services to their retirement 

customers looking to purchase a guaranteed income for life.  This is the 

largest deal of this kind we have signed.

These initiatives extend the Group’s capabilities and help us to grow our 

addressable markets. We will start seeing the benefits in our 2019 results.

And finally, our Embedded Value per share increased to 230p, and our 

Tangible IFRS Net Asset Value was 169p at the end of June. Given the 

uncertainty surrounding the potential outcomes from CP13/18 the Board has 

made a decision to defer any interim dividend declaration until the position 

with respect to the PRA’s ongoing consultation has been concluded.

I will talk more about the attractive growth markets in which we operate 

shortly.  First let me address what I am sure most of you are waiting for – the 

PRA’s consultation paper CP13/18 and the potential consequences for the 

capital position of Just.  
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As you know it’s an open and ongoing consultation – so of course we don’t 

have the answers yet – nobody does.

There are 3 key messages I’d like you to take away, which Simon and David 

will expand upon:

First we have already made changes to our pricing and product features and 

are writing new business on terms we believe will be attractive to 

shareholders in the new world;

Second, having addressed new business, CP13/18 is substantially a back 

book issue. Today we’ll show the strength of our mortgage portfolio and how 

conservative our current position is;

And finally we will explain that we continue to plan actively for a wide range 

of possible outcomes so the Board are equipped to make decisions that 

deliver the best possible outcomes for shareholders.

I think it’s important I say on the record to our shareholders that, obviously, we 

will comply with the regulations when they are concluded.  I should also state 

that we are in active dialogue with the PRA over many aspects of the 

proposals contained within the consultation paper.   
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We are assessing the paper and will put forward constructive challenge and 

alternative solutions directly, and via our trade bodies, the Equity Release 

Council and the Association of British Insurers, for the PRA to consider. As 

you know LTMs are a good asset to match GIfL & DB liabilities and they are 

becoming an increasingly important tool for UK retirees to manage their later 

lives. We believe policymakers at the highest level see the value lifetime 

mortgages provide to UK citizens.  We have concerns that the proposals as 

currently drafted are overly cautious and could have unintended 

consequences for some groups of consumers who may no longer be able to 

access LTMs.

I’d like to make a comment on prudence. We at Just are committed to 

maintaining prudent levels of capital.  We are a customer centric business, 

focussed on helping people achieve a better later life.  We owe it to our 

customers to have sufficient levels of capital and flexibility to take action in the 

event of more difficult economic times.  We already have that.

We judge that the proposals in the consultation paper go beyond this.  In our 

view they seek to require capitalisation for an extremely adverse housing 

market scenario.  A scenario, in fact, which goes further than the Bank of 

England extreme stress tests for property. This could result in an adverse 

impact on the retirement income paid to new retirees across the industry.  The 

proposal also assumes that we would have no flexibility in the actions that we 

could take over the next twenty years to mitigate the potential consequences 

of such a scenario. 

So, the consultation process is ongoing and finishes at the end of this month 

and we currently expect the final supervisory statement to be published 

before the end of the year. When the finalised statement is issued we will be 

able to determine the effect it has on our capital position.   We are preparing, 

as you would expect, for a broad range of potential outcomes. If we do need 

to enhance our capital position we have scope do so by using a range of 

financial instruments.  Simon will discuss these options in a moment.

So just to reinforce my opening remarks, this is substantially a back book 

issue.  Our new business pricing has been adapted to comply with the 

Supervisor Statement 3/17 and we expect to earn attractive IRRs on new 

business shareholder capital deployed in the new world. 
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Now back to the exciting stuff – the markets in which we operate.  

Despite the very strong sales growth in the first half of 2018, our strategy has 

been about growing profit not headline sales, and we have again used these 

expanding markets to choose more attractive risks.

Starting with the chart on the top left. The DB market is experiencing a step 

change in activity.  Industry volumes in H1 18 have been £7.8bn, well above 

last year’s first half and are likely to be even bigger in the second half.  Back 

in July Hymans Robertson estimated the market could be worth £18bn and a 

total of £35bn after including insurer to insurer business.  You’ll know their 

research identified there is a potential £700bn of de-risking to come over the 

period to 2031. We target the up-to £250m transaction size sub-segment and 

are increasing our risk selection in the second half of the year.

Turning now to Guaranteed Income for Life, GIfL. The outlook continues to be 

positive. The top right chart shows that the open market, that’s our 

addressable market, continues to increase as a proportion of the total market 

and we expect that will continue.  The open market is now bigger than the 

internal market. We were pleased to see the Financial Conduct Authority’s 
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recent proposal to strengthen their rules that require pension companies to 

show the best quote available from the whole of the open market, including 

enhanced rates, in order to stimulate shopping around from the 6 GIfL 

companies who are active in the open market. 

So turning to the chart on the bottom left. Growth in the lifetime mortgage 

market continues to be very strong.

The market increased by 32% in the first half of this year, following 42% 

growth in calendar year 2017.  You’ll note that the first half of 2018 was bigger 

than the whole of 2015. Customers are increasingly disposed to using the 

equity in their homes to help them in later life. 

So now over to Simon to take you through the numbers.
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Thanks Rodney. I’m Simon Thomas, Group CFO, and I’d like to add my 

welcome to all of you. 

We’ve had a good start to the year in terms of operating profit and are proud 

of the progress we have made.
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This slide shows the summary IFRS result. Let me go into a little more detail. 

Our adjusted operating profit grew by 85%, mainly driven by the 88% increase 

in new business profit. I’ll talk about the new business profit and margins in a 

later slide.

The in-force profit was a little down on H1 17, but the same as H2 17.  The

impact of a higher opening actuarial reserve was more than offset by reduced 

earnings on surplus and by the small effect of corporate bond spread 

tightening 

Operating variances & assumption changes produced a small positive.

The increased development costs were flagged at year end – this is mainly 

our investment in GIfL plug in and HUB Pension Solutions

The increase in our reinsurance and finance costs is of course due to our 

issue of a £230m Tier 3 bond in February this year.

So looking at our sales in a little more detail.
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Retirement Income sales growth for the first half was an exceptional 64%, 

driven by a step change in the level of DB sales.

The DB market has very exciting long-term growth characteristics and had a 

very good first half.  The good news is that employee benefit consultants have 

changed the way that they do business and so are able to unlock many more 

of these pension de-risking opportunities than they could in the past.  This, 

together with the improved funding of schemes, means that the market is 

likely to be bigger and probably less seasonal going forward.

DB sales were almost two and a half times higher than in the same period last 

year.  We have maintained our pricing discipline and are ahead of plan.  The 

focus, as before, is on relatively smaller transactions where our asset liability 

management works best and where our medical underwriting can add most 

value. 

Product innovation is important and the launch of our DB Choice proposition 

in November has been positively received by EBCs.

The pipeline remains very well stocked and market pricing discipline is robust, 
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with multiple potential transactions of various sizes in our target segment. 

The GIfL open market continues to gain traction and the FCA is helping in this 

regard, supporting our 9% sales growth.  Our own distribution company HUB 

Financial Solutions is at the forefront of innovation in the industry, linking up 

with more and more pension companies and channels to help bring retirees a 

panel of insurers to choose from rather than just defaulting to the company 

that helped them save for their retirement. 

Lifetime mortgage advances are up 36%, a touch ahead of the market. 

However, our LTM growth has been below our DB & GIfL volume growth.

Now turning to new business margins.
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Our disciplined growth strategy has led to further new business margin 

expansion from 5.0% in H1 16 to 8.9% in H1 17 and now 10.2% in H1 18

Combined with Retirement Income sales growth of 64% this has led to a near 

doubling of new business profits compared to H1 17.  This highlights the 

strength of our new business franchise and its high return characteristics.

This strength in the new business margin was driven by many of the same 

things we have discussed before, including;

• Firstly & most importantly, pricing.  

The strong growth in DB demand has meant that pricing has been reasonably 

attractive.  

In the GIfL market we have maintained pricing discipline and made some 

further improvements in risk selection.

• Also GIfL and DB margins were helped by continued attractive mortgage 

yields. Growth in supply has been exceeded by growth in demand, and 
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mortgage spreads have remained healthy. This has supported attractive 

overall new business margins

• Finally, in relation to expenses, in the first half we have benefitted from 

operating leverage on the cost base due to the strong sales growth

Looking ahead, the strength of the first half means that we are in a position to 

price even more selectively over the second half.  

And we have already taken action to improve our prices in light of the CP, as 

have others, to make sure that we obtain an appropriate return on capital.

We remain comfortable with full year expectations, albeit with moderated 

volume in the second half and higher margins than previously expected. 

However, the outlook is undoubtedly made uncertain by the wide range of 

possible outcomes of CP13/18 and the Board is focused on attaining clarity 

as soon as possible.

This strong new business performance provides clear evidence that our new 

business story represents an exciting investment opportunity, especially 

considering the structural growth opportunity our markets offer

Now turning to our in-force. 
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Our first half in-force profit is flat on second half of 2017 although it has 

slipped a little from the first half of last year.

While opening reserves for the period grew, the flat in-force profit is reflective 

of a couple of other factors, both themes that we saw in 2017. 

• Firstly returns on surplus assets have reduced as we have continued to 

use up surplus mortgages and longer term bonds which have been replaced 

with a greater proportion of shorter term bonds and cash.  In 2017, we had 

been warehousing mortgages in the surplus assets which benefitted the 

return.

• Secondly credit spread narrowing in 2017 creates an unflattering 

comparative effect in 2018 as we assume slightly lower margins.  

Looking ahead, for the remainder of the year, subject to spread 

developments, I’d expect the second half In-force profit to be similar to the 

first half. ‘ 

Next I wanted to look at our statutory result, specifically the non-operating 
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items.
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First of all, non-recurring and project expenditure of £8m was up from £3m.

The main costs here are IFRS 17 expenses, some IT migration activity and 

the completion of our GDPR project.

The Investment & economic profit line has made a net negative contribution of 

£59m. 

• By far the dominant factor here was the impact of interest rate changes  -

where risk free rates have increased by c 25bps at the 10 year duration 

compared to Dec 2017.

• The IFRS balance sheet is negatively affected by increases in interest rates 

and this accounted for c £35m of the £59m investment variance

• Other aspects included the fact that house prices were broadly flat over the 

half year, together with a slight widening of credit spreads, offset by no 

Corporate bond defaults and some changes to the gilt/ swap spreads
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Finally the cost of the amortisation of intangible assets is flat over the year

Now I will examine the significant flexibility that we have to adapt our capital 

position
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We have already talked a little about CP13/18 and how there is significant 

uncertainty over exactly what it will look like in final form and its potential 

effect on our capital position.  I am going to give you an idea of the various 

capital levers that we have at our disposal.

Before we would turn to capital issuance, the board will ensure that we make 

the absolute best use of the capital we already have and this would include 

carefully considering the volume of new business that we write. 

The first source of external capital we have listed on the slide is reinsurance.  

If UK insurers need more capital to back LTM assets, then we could look to 

pass the risks to reinsurers and reduce our capital requirements 

commensurately .  We are looking at a number of options in this area and 

have been very pleased with the level of interest out there.  Whilst there is 

interest, these solutions do not, of course, come for free.  There would be a 

cost to them and we will need to balance how much future profit we can give 

up with the improved level of capitalization that they would bring.  

Another possibility is hybrid debt. Earlier this year we successfully issued 

£230m of 7 year Tier 3 capital with a 3.5% coupon.
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There is some room in the Tier 2 bucket and there would be more if the 

PLACL £100m 9.5% debt is called in Q1 20.  

But there is most room in the Restricted Tier 1, or RT1, bucket. The Solvency 

II regulations limit RT1 capacity to 25% of Unrestricted Tier 1, implying 

significant capacity.

Also remember that twelve months ago we announced a five year revolving 

credit facility. This gives us flexible access to liquidity at interest rates broadly 

100b.p. less than under the previous senior term facility. The facility remains 

undrawn and gives us up to £200m of liquidity if need be.

Finally, equity. It is, of course, our most costly source of capital. The Board 

will consider the optimal capital mix and would only issue equity to the extent 

it is considered necessary.

So we have a number of levers to pull when we know the outcome of the 

consultation paper.

Now I’ll hand over to David, who will take you through our capital position and 

our thoughts on the CP in more detail.
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I’m going to focus on the capital position, before handing back to Rodney for 

concluding remarks. 

14



There has been a lot of comment on Lifetime Mortgages in recent weeks, 
with a particular focus on their treatment on the regulatory balance sheet.  
In the coming slides there are 5 key areas that I would like to cover briefly:

First – LTMs are a good match for our long term liabilities and are an 
appropriate asset for annuity providers to invest in.  Complex changes to 
regulatory rules should not distract us from that fundamental point

Second – Just has always managed our exposure to NNEG risk carefully with 
the result that the likelihood of significant shortfalls is low.

The third point is that Just, in common with our industry peers, already 
makes very significant allowance for NNEG risk in our S2 balance sheet

The fourth area is the Matching Adjustment itself; let’s not lose sight that it 
is an integral part of the rules.  One which the PRA and industry joined forces 
to secure.  
- The Matching Adjustment dampens volatility and encourages investment 
in long term matching assets
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The final point relates to CP13/18; this is an ongoing consultation and we 
will constructively challenge it in a number of key areas.  Of course we will 
plan for a full range of outcomes, but we will also make all reasonable 
efforts to get to a more appropriate outcome than the current draft.

Turning to each of these points in more detail…
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A lot of emphasis is placed on the attractive risk-adjusted yield offered by 
LTMs.  This helps us to offer higher Retirement Income to our Customers.  
But it is worth reminding ourselves that from a risk management 
perspective, LTMs also offer very attractive cashflow matching 
characteristics.  

We show this in the top right chart. First we have split out a representative 
GIfL liability profile in the top blue line, and a representative DB profile which 
starts off as the lower red line. The DB liabilities can have a much longer tail, 
typically due to a higher level of indexation compared to GIfLs. Together 
these give you an aggregate liability profile.  Then we show a representative 
asset profile from a mix of corporate bonds (the pink area) and LTMs which 
is the blue area.  You can see that the longer duration cashflows from LTM 
assets are a good match for later liability cashflows, in particular for DB 
business. 

Going a step further, in the bottom left chart, we have split the cashflow
profiles of different types of LTM. There is not a single LTM product – there is 
a range of products to meet different customer needs. As of January of this 
year there were 86 different types of LTM products in the market.  These can 
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have quite different cashflow profiles ranging from Lump Sum products with 
the most back end loaded cashflows, through to drawdown mortgages 
which sit in the middle of the range and a niche but growing segment of 
interest serviced mortgages which have the shortest duration.

The ability to originate different types of LTMs and then dynamically 
allocate those LTMs to the underlying annuity liabilities is a key capability 
for Just.  We vary our LTM allocation depending on the GIfL/DB scheme 
liabilities on one side and the mix of LTMs available to match on the other 
side.

To further illustrate the value LTMs offer for ALM purposes, the graph on the 
lower right hand side shows how the number of Sterling corporate bonds 
issuers dwindles once you get past a term of about 20 years.  With the 
corporate bond market getting thinner at those tenors, LTMs provide a very 
useful solution for long term investors.

Add into the mix that LTMs provide a partial longevity hedge for Retirement
Income liabilities, with both lengthening if customers live longer, and this 
gives you a flavour of why we think LTMs are a good matching asset and a 
sensible part of the business model.  

This is an important point which can sometimes get lost in the midst of 
complex discussions around esoteric concepts such as deferment rates. 
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Of course there are risks around LTMs, with most time focussed on the No 
Negative Equity Guarantee.  We manage these risks actively, at the point of 
underwriting, such that exposure to actual NNEG shortfalls is low.

These controls include:
• Low Loan to Value ratios, which vary by age
• Geographic diversification
• Valuation and risk controls on the underlying properties

Our average LTV across the entire portfolio currently stands at 31%.  The 
graph in the top right shows that there is a negligible amount of loans with 
LTVs in excess of 50%.

This has resulted in very low levels of NNEG shortfalls in the past AND low 
levels of expected shortfalls in the future.  In the bottom right graph we 
analyse the JRL portfolio in detail, which accounts for over 75% of our LTMs.  
Since we started writing these products 13 years ago, there have been only 
13 NNEG shortfalls out of 9,510 redemptions, amounting to a total shortfall 
of £250k out of total redemptions of £765m.
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On a central estimate basis, the number of NNEG claims is expected to 
remain very low over the next 10 years, reaching only 4 in calendar year 
2028.  In £ terms the cumulative amount of NNEG shortfalls is only 
expected to reach £1m by 2028, out of £2.5bn of redemptions expected 
over that period.

This emphasises that NNEG risk is something we have managed very 
carefully since inception and is well “out of the money” on the vast majority 
of cases

Of course there are longer term risks of adverse deviation and for this 
reason we set aside significant amount of reserves and capital in our S2 
basis.
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Just, along with our peers regulated by the PRA, already make significant 
allowance for the risk on LTMs in our Solvency 2 balance sheet.

One way to measure this is to solve for the level of house price falls we 
would need to experience on the Just portfolio in order to give rise to NNEG 
shortfalls equivalent to the allowance we make for LTM risks in Solvency 2.  

Looking just at our current Solvency II base balance sheet, future house 
prices on the properties underlying our LTMs would need to fall 0.3% in 
nominal terms each and every year over the next 50 years.  Why is this so 
much lower than our headline HPI assumption of 4.25% pa?  Let’s look at 
this in the top right chart:
- we use option pricing techniques to allow for volatility around our best 
estimate assumption; together with an allowance for dilapidation risk, this is 
equivalent to assuming a uniform reduction in HPI growth of 3% pa in all 
future years
- a further buffer is provided by the Solvency 2 requirement for LTMs to be 
securitised to create notes that qualify for Matching Adjustment.  The 
assumed yield on the securitised notes is significantly below that expected 
on the underlying LTMs, in particular following the changes we have made 
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to comply with the requirements of SS3/17.  This buffer is equivalent to 
assuming a further uniform reduction in HPI growth of just over 1.5% pa in 
all future years

Moving past the Solvency 2 base balance sheet, we hold solvency capital 
requirements solely for property risk.  We would need to see a further 1.4%
per annum reduction in HPI to fully erode our stand-alone property risk 
capital at 100% SCR coverage.

Adding it all up we would need to see nominal house price falls of -1.7% pa 
in each future year to give rise to actual NNEG shortfalls equivalent to the 
allowance we make for LTM risk in Solvency 2.

Another way of expressing this is that in order to reproduce that level of 
NNEG shortfalls we would need to see house prices fall by 28% immediately 
and never grow from that level.  The graph on the bottom left hand side 
shows how this extreme scenario would play out in practice.  You can see 
that there would NOT be an immediate spike in NNEG shortfalls following 
the 28% fall; you can see that the number of NNEG shortfalls remains 
negligible for the first few years and cumulative NNEG shortfalls only exceed 
£10m by 2025.  

When you get to the end of 10 years the cumulative NNEG shortfalls are 
£69m.

This emphasises that even in a very extreme scenario such as this, NNEG 
shortfalls are a very long term exposure.  It is the combination of a sharp 
fall and no subsequent recovery over a very long period which causes the 
issue; not just the initial sharp fall.

How does this level of prudence compare to other benchmarks?  The chart 
at the bottom right attempts to show this.  The Bank of England base and 
stress tests are in shades of green.  Over the long term both assume 
significant house price appreciation in nominal terms. 

Over the long term, which as demonstrated above is what matters for 
actual NNEG shortfalls, our base balance sheet produces a more prudent 
outcome than the Bank of England stress scenario for banks.  In relation to 
property risk only, it is broadly in line with Moodys AA.

When you then allow for the SCR we hold for stand alone property risk we 
start approaching Moodys AAA property stress.

18



So, we appear to be managing the NNEG risk well and we set aside 
significant allowance for LTM risks on our SII balance sheet.

This brings us then to the Matching Adjustment and the potential changes in 
its treatment announced in the PRA’s CP13/18 on 2nd July.

First of all it is worth restating that the MA is a key part of the S2 rules.  The 
PRA support it and have been vocal advocates of it; in July Sam Woods, Chief 
Executive of the PRA, was emphasising its virtues to the Treasury Select 
Committee.  He highlighted that it dampens volatility and encourages long 
term investment.

Although the PRA support the MA, they have expressed some concerns 
around the amount of MA benefit that certain asset classes deliver with 
LTMs being the most prominent case.  This led to the publication of CP13/18 
in July which consults on how SS3/17, issued in July last year, should be 
applied in practice.

As Rodney has already stated, there are a broad range of potential 
outcomes under CP13/18, in particular how it applies to the back book.  In 
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terms of the substance of the CP it is fair to say that we see challenges 
relating to a number of its key aspects.  These include:
• Applying the CP to LTMs which were written in the past, and complied 

with the prevailing regulations at that time, does not seem appropriate to 
us. This is particularly the case for business written prior to Solvency 2.  
As I have shown in the earlier slides, the risk of NNEG shortfalls is not an 
imminent one and therefore even if these new standards are to be 
applied to the back book then a lengthy glidepath from the current level 
of provisions would seem appropriate

• Applying the CP as currently drafted would introduce significant interest 
rate volatility into the S2 balance sheet in our current ultra-low interest 
rate environment.  It would actually introduce a degree of pro-cyclicality, 
with the Matching Adjustment falling when risk free rates fall.  This 
volatility and pro-cyclicality does not seem aligned with the objectives of 
the Matching Adjustment.  It is also inconsistent with how the Matching 
Adjustment operates for other asset classes such as corporate bonds and 
infrastructure.

• There is a lack of clarity over how it should apply in SCR calculations and 
this could introduce counter-intuitive outcomes if not applied carefully

• The Matching Adjustment is not derived from market consistent 
principles.  Yet the key valuation principles of CP13/18 are driven by 
market consistent principles.  It is therefore not surprising that it gives 
rise to unusual outcomes such as the volatility and pro-cyclicality.

Of course it is worth repeating that CP13/18 is a consultation and there is 
the opportunity for all stakeholders to feed their points into the PRA before 
it issues definitive guidance by the end of the year.  We will be making a full 
submission, which will include suggested improvements as well as providing 
input to the Equity Release Council and ABI. 

Notwithstanding the points I’ve just made, the Board is preparing for a full 
range of outcomes.
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Our Solvency II capital coverage ratio on a regulatory basis was 150% as at 

30 June 2018.  This benefitted from favourable market movements over the 

first six months of the year, predominantly rising risk-free rates.  If you allow 

for a notional TMTP recalculation at 30 June 2018, our underlying Solvency II 

capital coverage ratio was 142% compared to 139% at the year end.  The 

increase in coverage ratio we saw during H1 18 was due to the T3 bond and 

I’ll take you through the moving parts on the next slide. 

The economic capital ratio at the end of the half was 256%.  It’s worth 

remembering that this is calibrated to 1 in 200 year risk events.  It is much 

higher than our Solvency II capital ratio as it reflects our true economic view 

and does not contain the more onerous elements of Solvency II, such as the 

risk margin, SS3/17 or inefficiencies introduced by the structuring required to 

make lifetime mortgages eligible for matching adjustment treatment under 

Solvency 2. 

The gap between Economic and Solvency 2 capital ratios widened during the 

first half of 2018 and don’t be surprised if the gap continues to increase as we 

layer on more business under the SII regime.
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Moving to the next slide, I will take you through the change in the Solvency 2 

surplus during the first half.
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This chart shows the development in our Solvency II surplus over the last six 
months to end June. Note that all figures here are net of tax

First, our year end surplus in 2017, as disclosed in our Solvency Financial 
Condition Report in June, was £596m, a Solvency II coverage ratio of 139%. 
This position reflected a 2% reduction compared to the preliminary estimate 
we included in the Report and Accounts in March.  This change arose due to 
a reduction in our internal LTM note ratings and spreads in the Solvency 2 
balance sheet.  These changes reflected our interpretation at the time of 
supervisory statement SS3/17. 

Second, as you are aware, we successfully raised £230m of Tier 3 debt in 
February and that improved our capital coverage ratio by 15%. 

In-force surplus over the period was £61m and this represents the gradual 
release of all the prudent margins Solvency II requires you to hold, including 
risk margin and SCR, and allowing for half a year’s amortisation of 
transitionals.  The level of surplus generation in the first half of 2018 is 
slightly lower relative to 2017.  This is primarily due to a delay in moving 
PLACL onto an Internal Model, something which is not currently feasible in 
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light of the uncertainty created by CP13/18. Note this is a timing issue and 
is not a reduction in the total level of margins that are expected to emerge.  
We expect underlying in-force surplus to resume its growth from this 
revised level, subject to the important caveat that it depends on the 
outcome of CP13/18.

New business strain over the period, loaded for post-synergy cost levels, 
was £95m.  On £1.2bn of new business premiums, that represents a strain 
of 8% of premium. This is higher than our previous “mid-single digit % of 
premium” guidance. This increase in strain was due to the stronger 
reserving required by SS3/17. Despite this additional strain we still expect a 
mid-teen IRR on shareholder capital deployed in new business during the 
first half of the year.

In light of SS3/17, since June we have reviewed our pricing of GIfL and DB 
business as well as making changes to LTM terms.  These are reducing new 
business strain and improving return on capital.  

At this stage it is not possible to predict with accuracy how new business 
returns will be impacted by CP13/18, however based on our current 
understanding of the consultation we expect new business to deliver 
attractive returns on shareholder capital.  As we’ve previously explained 
ultimately the amount of new business strain and IRR is subject to a 
number of variables including business mix, customer rates, the level of 
spreads on LTMs, risk-free rates and other economic variables. 

During 2018, there was £19m of expense variances which includes costs 
incurred in investing in our business and other non-recurring expenditure 
that Simon touched on earlier.

The dividend and interest cost captures the final dividend paid in May, and 
also reflects the coupons that have been paid on our Tier 2 debt in the 
period. A full year of interest costs on all Tier 2 and Tier 3 debts are expected 
to be £40m pre-tax.

Finally, there was a negative variance of £61m from other items during the 
period.  The largest single component of this was a negative economic 
experience variance of £49m arising from our property exposure. This was 
driven by property prices being largely flat in the period and hence resulted 
in property prices at 30 June 2018 being around 2.5% lower than expected.  
£49m may appear quite a lot of money to put aside for a relatively small 
variance.  In particular when you bear in mind the low risk of actual NNEG 
shortfalls that I discussed earlier.  Probably the best way to think about it is 
that property price fluctuations in H1 2018 have increased the time value of 
future NNEG shortfalls, as opposed to any significant increase in the intrinsic 
value of future NNEG shortfalls.
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This line also includes the impact from accelerating the amortisation of 
£150m of TMTP over the next three years.  This acceleration is due to a 
revision of our ICG, which you may have picked up in our SFCR.  It has been 
partly offset by a net positive contribution from other variances. 
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This chart shows the sensitivity of our capital position to the key risks that the 

balance sheet is exposed to. 

These sensitivities are calculated using our current Solvency 2 approach - we 

have not attempted to second guess the impact of CP13/18.  Also of course 

they make no allowance for any potential management actions to mitigate the 

impact of the scenarios modelled.

First, we can absorb falls in interest rates.  A 50bp fall from 30 June 2018 

levels would have left the Solvency II coverage ratio 17 percentage points 

lower. For falls bigger than 50b.p., we have positioned the balance sheet so 

that the effect on the coverage ratio is dampened to changes in risk-free rates 

after recalculation of TMTP.  

To be clear, a 50b.p fall does not automatically trigger a recalculation of the 

transitionals, and the TMTP was last recalculated at the end of December 

2017.  

Credit spread expansion is manageable in a Solvency II world and a 10% 

increase in LTM early redemptions would have a negligible effect on SII. 
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Our principle balance sheet risks otherwise remain property and longevity. 

Our exposure to property risk primarily relates of course to our No Negative 

Equity Guarantee on Lifetime Mortgages.  The property stress represents a 

10% permanent fall below the assumed long term trend for property prices, 

and assumes no subsequent recovery of that fall. This stress would have 

reduced Solvency II coverage ratio by 15 percentage points.  

As for longevity, the trends are still favourable. Latest CMI analysis shows 

that the rate of improvement has continued to fall. 

The 5% uniform increase in longevity shown here would represent a material 

surprise to the business given the credibility of our accumulated mortality IP, 

but again this is a risk we could absorb, should current trends dramatically 

reverse. 

And with that, back to Rodney for his concluding remarks.
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So before turning to questions let me conclude today’s session.

The Board are very pleased with the results for the first half of 2018:

• Retirement Income Sales up by 64%

• New business profit rose by 88% and adjusted operating profit by 85%

• New business margin up to 10.2%

• And a range of new innovative solutions developed and launched through 

our HUB businesses.

Simon and David have walked through the some of the detail to set out our 

position and preparedness for CP13/18.  Before I close I’d like to illustrate 

why we feel it would be appropriate to introduce any changes arising from the 

consultation over a sensible period of time:

1. We have resources set aside that provide for an immediate 28% fall in 

house prices with no recovery – ever.

2. Under this extreme stress scenario the cumulative realised shortfalls for 

our JRL life company over 10 years would be less than £70m, suggesting 

that the levels of additional capital talked about by CP13/18 are 

disproportionate.
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So let me close with 3 key points

i. we have a highly attractive new business franchise and have already 

made changes to our pricing and product features - that we believe will 

deliver attractive returns to shareholders in the new world

ii. Having already addressed new business, CP13/18 is a back book issue. 

We have a robust mortgage portfolio which is performing exceptionally 

well – AND ……. We are using prudent assumptions

iii. And finally we are preparing for a wide range of outcomes so the Board 

will be equipped to make decisions that deliver the best outcomes for 

shareholders

Our colleagues across the Group remain committed to our purpose, to help 

people achieve a better later life, and we remain steadfast in delivering 

outstanding services for a wide range of individual customers and corporate 

clients.

Let’s move to questions and I’ll start here in the room.  If you could say your 

name and company for the benefit of those people who are on the webcast.
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