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Gordon Aiken:  Morning, it’s Gordon Aitken from RBC.  Three questions please.  First on equity release 
mortgages, you said you’ve basically limited the supply to younger customers, and those wanting higher loans to 
value.  You talked about your active dialogue with the PRA.  What did PRA say to that? You very much implied at 
the start that the government is very keen on lifetime mortgages, so what’s the government saying about you 
limiting supply?  I gather your peers are also doing the same.  Second, on the no neg risk, you’ve said the historic 
risk has been 1 in 1000.  The next ten years it sounds like 1 in 4000.  Solvency II treats a risk already well inside 1 
in 200.  What is that, one in what?  What are the PRAs most prudent proposals?  What does that equate to, one 
in what?  Finally, on annuity reserve releases, Legal & General said that they would expect to release more in 
2018 than they had done in 2017.  Can you say the same?  In the 2017 numbers you made a reserve addition on 
the lifetime mortgage book by bringing life expectancy forward, reduced it by a year.  Do you need to do the 
same again this year?  Thank you. 

Rodney Cook:  I will tackle the first one in terms of the PRA and the government.  David, if you can handle the 
neg, and I think we do have a view what the CP means in terms of what sort of economic stress, and if you 
wouldn’t mind also doing the one about mortality experience and reserves.   

So, just to be clear, the PRA has been seeking through an RFI from the industry and from us the impacts on our 
specific portfolios.  Up until the announcement of the CP, they didn’t have all of the infinite detail of individual 
portfolios, how could they?  So, we are providing that.  We have provided them recently the expected neg 
experience on our own portfolio. Every company’s portfolio, Gordon, by definition, will be different.  I hope that 
they will take a careful regard for our own portfolio which we’ve presented to you today.  As you can gather, we 
are not working in a non-existent theoretical world, we know exactly the 50,000 customers that we have 
mortgages with in Just Retirement.  We are experts at longevity, so we have a very clear and fairly accurate view 
of what’s going to happen over each of the next ten years in terms of those redemptions.   

As David said, we have calculated that we expect £2.5 billion of redemptions, and that in that extreme scenario 
stress of 28% fall tomorrow, and no inflation for the next ten years, we would experience around £69 million of 
shortfalls.  Could I just make clear, though, for everyone listening, that a shortfall is not a loss to us.  It is just not 
achieving as high a yield on that asset as shareholders might have wished.  Just to be clear, we will still achieve, 
after the £69 million of shortfalls, a return of just over 5%.  So, when David says that these are very attractive 
assets, I’ve presented an extraordinarily extreme scenario.  We, and I think on behalf of our shareholders, will 
not be disappointed to have achieved 5% return even under that scenario.   

The House of Lords and the government are well briefed on the challenges in later life and up until now they 
have been fully supportive of people accessing the value of their homes.  We don’t see why they would have 
changed their view on that.  The government of course is very closely concerned about the cost of care and the 
cost to the tax payer of the increasing burden of the retired population.  So, we see the product as a critical one.  
I believe everyone in this room knows that life insurers and people who are matching long term annuity 
liabilities are the obvious and most appropriate provider of these mortgages because of the asset match.  David, 
can you speak about the neg and the mortality, please? 

David Richardson:  Yes, it is tricky to translate some of these scenarios into, you know, one in x year type events.  
As I’m sure you know, Solvency II is meant to be calibrated to 1 in 200-year risk over a one-year time period.  As 
we’ve demonstrated here, neg risk isn’t a one-year time risk, it takes 20-30 years for it to really fully materialise.  
So, we need to be a little bit careful on that, which is why we showed those long-term graphs on slide eighteen 
that allow you to get a feel versus other benchmarks.  What you can see there is, if you include our standalone 
property SCR, the equivalent standalone property stress on Moody’s is slightly stronger, but it’s in the same 
ballpark, but it’s about AAA.  Now, you can look up Moody’s AAA risk of defaults as much as I can.  It varies by 
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term, and as I understand it, it’s, kind of, over twenty years, well over 1 in 1000.  So, you’re talking about very, 
very extreme events here.   

With respect to annuity reserve releases and longevity reviews, we absolutely will be doing a full review of our 
longevity bases on all major product lines at the end of the year: lifetime mortgages, and our GIFL and DB 
business.  The underlying general trends continue to be very favourable, as you see with the CMI, and you’ve 
commented on yourself.  We just need to be a little bit careful translating that into our portfolio and so at this 
stage, we haven’t concluded that work, so it would be too early to give you a definitive steer one way or the 
other on that.   

Greig Paterson:  Hello, it’s Greig Paterson, KBW.  I’ve got about ten questions, but I’ll only ask three.  I’ve been 
sitting here trying to prioritise. 

The first one is, in the auditor’s statement there was some debate about going concern with the directors 
etcetera, whether you could enlighten us what was going there?  If for some reason auditors decided to classify 
as a non going concern, what the implications would be of that.  Second thing is, you mentioned restricted Tier 1 
debt, and the capacity there obviously doesn’t contribute to Fitch’s ratings, it’s treated as equity, so it’s a 
positive there.  But, if you issue any significant amount of that debt, your fixed charge cover is going to drop into 
BBB range and then you’ll be put on a negative rating watch.  So, my question is whether you do actually have 
capacity to issue restricted Tier 1 and maintain your credit rating.  The third question is this 10.3 surprised on 
the upside versus consensus, and my numbers, on the margin. Am I correct in that one of the reasons underlying 
that is that you’ve repriced for SS3/17, but you haven’t changed either the IFRS NNEG assumptions, or how that 
translates into the liability discount rate?  In fact, in other words, there’s an accounting boost going through. 

Rodney Cook:  Firstly, be absolutely clear, there’s no question about whether the company is a going concern or 
not, and Simon will clarify the statement.  RT1 issuance, Simon, and the margin of 10.2, what does it include 
with respect to SS3/17. 

Simon Thomas:  Starting with the going concern, the first point to make is that the accounts are unqualified in 
relation to both the audit and the going concern basis.  Clearly as part of a going concern assessment, the 
directors have to make a consideration of any material uncertainties.  That’s what you’ll see in the back.  
Unsurprisingly, one of the material uncertainties we’ve got at the moment is around this CP, and where it’s 
going.  Taking account of all the projections that we can think of, the directors have concluded we’re certainly 
going concern, and there’s absolutely no question about us being able to pay our debts in the normal course of 
business, so that’s that point.   

The second point I’ll go to is the margin point, and it’s an interesting one.  I was trying to allude in the speech to 
the fact that the benefit this year that we’ve seen come through has been particularly around the pricing side.  I 
think I highlighted the DB in particular.  If you think about it, we’re in a position whereby this market has really 
taken off.  It really has, it’s had a step change.  Ordinarily, Greig, if we’d been sat in the first half of any year was 
normally the quietist part of the year.  That’s completely changed, and because of that, we’ve been able to 
selectively price, looking for better IFRS returns but also better capital margin benefits coming through.  So, 
that’s allowed us to pick and select a better range of DB schemes coming through.  We’ve been able to pick up 
some pricing there. 

Greig Paterson:  You haven’t changed your IFRS basis? 
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Simon Thomas:  No. 

Greig Paterson:  Yet you’ve changed your pricing. 

Simon Thomas:  Yes, we’ve gone in, we’ve been able to price, shall we say, a little more positively towards us, 
let’s put it that way.  Similarly, on the GIFL side, we talked about this last year, on the GIFL side we have a whole 
matrix of conditions and a matrix of ages.  We’ve been able to target more selectively there, we’ve become 
more sophisticated and that certainly gives us a benefit as well.  On the mortgages, last year I tried to guide you 
down a bit, to say, ‘Look, it could be an 8% margin coming through.’ Starting with an eight, I think I said.  That 
was because we were concerned about competition coming into the mortgage base.  Frankly, the mortgage 
market, as we’ve seen on the chart, grew by another 32%, and that has therefore meant that the mortgage 
yields we were getting have come off a little but nowhere near as much as we first expected.  Then finally, Greig, 
the other thing I’d flag is obviously putting through an extra 60% more business, you get a bit of operational 
gearing as well in the expenses, but that’s relatively small. 

Rodney Cook:  RT1, please. 

Simon Thomas:  RT1, now, Greig, your question on that was to do with rating.  Just repeat the question again. 

Greig Paterson:  The fixed-charge cover, so Fitch’s fixed-charge cover, if you issue a substantial amount of RT1, it 
will drop into the BBB characterisation.  My understanding from speaking to them, I might have it wrong, that 
would possibly trigger a negative outlook. 

Simon Thomas:  I’m not sure that’s quite right.  I think they actually don’t classify it as standard debt in that 
respect, it’s classified as equity.   

Greig Paterson:  Yes, on the leverage ratio, but on the fixed charge cap, they do class it. 

Simon Thomas:  In terms of the overall characterisations of the capital measures, we will consider exactly what 
each one of them will do.  As I go through the various things we’ve got in terms of the actions we could take: 
reinsurance will change things, in terms of the limits, of course, in terms of how you deal with that - particularly 
if you lose SCR by doing that.  Similarly, RT1 will have impacts, as you say, and we’ll have to consider exactly 
what that does, perhaps to a credit rating.  Obviously, the Tier 2 will have an impact in itself which is classified as 
pure debt.  That will be considered in the round, Greig, but at the moment we don’t know what figure we’re 
targeting, because the CP isn’t there yet.   

Edina Rozinka, Goldman Sachs:  Thank you.  Just to follow up on this Tier 2, page twenty.  Edina Rozinka, by the 
way, Goldman Sachs.  Page twenty, you mentioned that your Tier 2 and Tier 3 capacity is 39, or SCR is 39, so the 
capacity is actually 11%.  If you go back to the previous slide, you’re mentioning 100 million Tier 2.  So, what 
exactly is your Tier 2 capacity, especially if you are planning to have reinsurance? 

Simon Thomas:  As I said, it will really depend on exactly how the CP lands, and exactly how much reinsurance 
we decide to go for.  I think in the discussion that we had earlier, I was flagging that from the perspective of 
reinsurance, we have been pleasantly surprised, let’s put it that way, with the interest that we’ve seen.  Whilst I 
can’t go into any details, there are a number of reinsurers who are interested here, and I would say to you that, 
clearly the pricing of that will dictate exactly how the reinsurer looks at this particular aspect.  The pricing will 
also dictate exactly the impact on, Tier 1, effectively, because unfortunately as I said before, it doesn’t come for 
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free, so you will have to give away some value.  It’s thinking about the balance between the capital strain that 
you’re taking for all that and the cost that you’re taking, the capital benefit should I say, you’re getting, against 
the cost itself in the first place. 

Rodney Cook:  Just to be clear, when you do reinsurance like this, you will release into available equity a sum 
which can be deployed against the remainder of your business, if that makes sense.  The reason why we can’t be 
specific on what amount of Tier 2 you can have, is what will be the remaining solvency capital requirement?  
Your Tier 2 and Tier 3 capital is limited to 50% of your solvency capital requirement.  As Simon said, if at the 
same time you were to recall the PLACL debt, which is £100 million, then there’s potential to have a market 
sized issuance.  Then this one, and then Andrew. 

Marcus Barnard:  Marcus Barnard from Numis.  Could you share with us any insights you’ve got about the 
deferment rate, because this is something I certainly hadn’t heard of more than six months ago.  It seems a 
rather arbitrary rate that’s come out of this consultation paper, and it seems to be something that is having a 
material impact on your capital.  You know, any help in explaining this in this forum would probably help all of 
us.  Sorry to put you on the spot. 

Rodney Cook:  So, just a couple of opening comments.  Obviously, the option pricing theory is more focused on 
equity markets and it’s usually focused on deep and liquid markets.  There are not deep and liquid markets for 
lifetime mortgages, and as far as I know there’s no market for deferred purchase of people’s homes.  Just to be 
clear, in option pricing the dividends that are paid are an important aspect, and as you know, if you pay a 
dividend from a company it has an impact on its value when the dividend leaves the company.  Our observation 
is that in properties, whether you pay rent or not pay rent has no impact on the value of the property at sale.  
So, there are quite a number of concepts, all being conflagrated on top of one another as we’re trying to, or 
someone is trying to, apply a theoretical approach from one set of financial instruments to the mortgage 
market.  David, any further comments?  Where does 1% or 2% come from? 

David Richardson:  I’m not going to comment on the derivation of those, but the concept that underlies them is 
that somebody would pay less than current market value for property which they can’t take ownership for a 
period of time. If you’ve got a one year waiting period before you get a property and the deferment rate is 1%, it 
means you pay 99% of the current market value today for that right, which is, as you just can hear as you start to 
describe that, is a tricky concept to get your head around when it comes to residential properties.  It’s one of the 
areas that we will feed into for the consultation.  I think there are number of ways of skinning the cat to try and 
get to the types of outcomes that maybe the PRA are trying to achieve, but we just need to be very careful how 
they are applied so you don’t get the counterintuitive and procyclical outcomes that I described earlier.   

Andrew Crean:  Morning, it’s Andrew Crean, from Autonomous.  Three questions, if I can.  I think you got 1.8 
billion of TMTPs.  Could you tell us how much of those are related to equity release mortgages, and therefore at 
risk for being amortised over three years as opposed to thirteen and a half years?  Secondly, your evaluation of 
the impact of the no-neg was done.  You chose ten years out, whereas I think it would be much more interesting 
and instructive if you told us over the lifetime of the mortgage, because obviously, the nneg rolls up each year.  
You know, taking an arbitrary ten-year point, it doesn’t really give you a flavour of the reality.  Then thirdly, I 
wanted to talk to you a little bit about your sales outlook.  On the one hand you’re talking about very exciting 
industry outlook, and on the other you’re talking about limiting the amount of sales you’re doing because of the 
balance sheet and the capital.  Notwithstanding the auditor’s report saying there’s a significant doubt about the 
group’s ability to continue with the going concern, whether that will have an impact on some of the employee 
benefit consultants, in terms of giving new BPA business? 
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Rodney Cook:  So, let me just cover off the word ‘doubt’.  That is an auditing and accounting statutory set of 
words, and that is why it is in there.  I’ll ask David to do any comment on 1.8 billion of TMTP.  The critical one 
though, Andrew, is you immediately turn to a three-year glide path, and the reason we don’t have any specific 
guidance to give you is we don’t know whether three years is the final answer.  Can I just pick up the NNEG and 
why did we choose ten years?  Well, ten years is a nice round number.  Let’s be absolutely clear.  I said that 
whatever the new rules are, our business will comply with those.  The transitional will disappear in thirteen 
years.  So, if you had asked me why didn’t I produce thirteen years’ worth of neg figures, I think that that would 
be a valid pushback.  We picked ten because it sounded less arbitrary.   

To be clear, the twenty years that you asked for, forgive me, is not relevant because we will be committed one 
way or another to be fully compliant with whatever the regulator requires.  So, at the end of the glide path 
period, be it three years, ten years, thirteen years, it wouldn’t go past thirteen years, because as you know that’s 
the remaining period of the transitional.  So, going back to what I said, we’ve adopted and adapted for our new 
business.  We are focused on the business we wrote between 2005 and 2015, and as you know we wrote all of 
that business under the rules and compliant with our regulators requirements in each and every one of those 
years.  So, the reason for presenting the ten years is to share, and we’ve shared the numbers with the PRA, is to 
say, is there something special about three years?  Very clearly to us, ten years wouldn’t pose any risk to 
customers over that period.  So, that is why we chose ten.  David, any comment on the 1.8 billion? 

David Richardson:  So, we don’t have that split to hand, Andrew, how much of it just relates to LTMs, but it 
would be a misleading number anyway because CP13/18 is not about wiping out all the TMTP.  It is about 
moderating the amount of matching adjustment, and if you roll it back into Solvency I it would also moderate 
the amount of liquidity premium there, and there would be some reduction in TMTP, but it’s not talking about 
eradicating entirely the TMTP.  There would still be some liquidity premium in the old Solvency I world that you 
would glide path from.  So, we don’t have that figure here.  Rodney made the point about ten years.  It was a 
round number, it was shown that a reasonable glide path longer than three years is entirely sustainable and 
would seem appropriate.  I just looked it up here.  If you were to take the central projection and extend it from 
ten years to fifteen years, the 1 million of expected shortfall becomes 2 million, so it doesn’t suddenly leap up. 

Rodney Cook:  Simon, will you cover the important point Andrew’s making about the impact on our business if 
we slowed sales significantly? 

Simon Thomas:  Yes, Andrew, I mean I think frankly the direction we were giving you there was the fact that I 
didn’t want people to double what we did in the first half, putting it bluntly.  Analyst expectations are, obviously 
quite a bit lower than that, it terms of doubling it, and what we’re indicating here is that we’re well ahead of our 
plan.  The second half of the year, clearly the pricing changes we’ve put through which we’ve talked about, and 
indeed the pricing changes that we’re putting through at the moment, will likely lead to slowing up of the new 
business volumes coming through.  Obviously, we’ll have a pick up in the margin as well.  Just to flag, though, we 
put pricing changes through just after the start of July on the individual business and also, we’ve done it again in 
August.  Directionally, what I’d say to you, is that the market has reacted, what I’d describe as economically in 
terms of, they have responded as well.   

I think people are starting to recognise that CP direction is going this way and therefore we need to take on a 
greater amount of allowance for the fact we’ve got extra capital behind it.  Similarly, on the DB side we have 
also looked at individual schemes to price and priced a little bit more aggressively.  Aggressively in terms of 
beneficial to our side.  That again has meant that we’ve taken on new business at slightly better margins.  
However, just to pull you back on one thing, the mortgage side.  We have reshaped the mortgages and have 
taken away what I would describe as some of the longer duration mortgages, so we’re changing the shape.  We 
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are removing some of the younger ages, in terms of our competitive position on younger ages, our competitive 
position on joint lives, which is basically shortening the duration of the mortgages.  In doing so, you get less of 
an IFRS pick up on those compared to the ones we may have written in the first half.  I think those two broadly 
net off in terms of the GIFL changes, the DB changes, and the mortgage changes.  So, that’s where we’re going. 

Oliver Steel:  Morning, Oliver Steel, Deutsche Bank.  So, three questions.  First is, if UK residential property 
prices remain unchanged in the second half, is that another 50 million off the solvency, and so on?  Secondly, in 
relation to reinsurance, the calculation I’ve done is that if you manage to reduce your SCR by 20%, from 
reinsurance, which sounds a pretty tall order, then actually you have no Tier 2 or Tier 3 debt capacity.  So, is that 
approximately the right, sort of, calculation?  Or, is there some wrinkle there which we should be aware of?  
Then the third question is, you’ve restated your calculation of strain to take into account SS3/17, which my 
understanding is, that was the forerunner of CP13/18.  I think I’ve read somewhere that you’ve not taken into 
account any CP13/18 numbers into your solvency calculation.  I’m just wondering if you can clarify exactly 
what’s happening there.  Are you using exactly the same numbers and assumptions in both your strain and your 
solvency numbers? 

Rodney Cook:  Right.  David if you do what happens with flat UK property every half year, and the view 
thereafter.  Just to explain the reinsurance, we are thinking here not of more longevity swaps.  This is about 
reinsuring the whole portfolio and releasing the surplus capital that’s held against that portfolio.  So, reinsuring 
a whole portfolio, and that will release equity that then is available for the rest of the group and from itself.  
Then that would also assist with any capital actions at all when they have built on top of the lower SCR.  Just to 
be clear, in any three-year, five-year, forward period, your SCR is growing.  So, we didn’t say to you that the Tier 
2 availability is tomorrow.  As the SCR grows over the next so many years, there are points during that forward 
projection when there is Tier 2 capacity.  So, that’s the critical one on that.  Importantly, Greig asked me the 
same question earlier.  CP stands, obviously, for Consultation Paper.  The CP13/18 is to clarify the Supervisory 
Statement 3/17.  So, it’s on the same topic, it’s been extended, clearly, because on 2nd July it started talking 
about back book more explicitly than if you look back to July 2017.  David, what happens in the next six months 
with a flat property market? 

David Richardson:  Yes, so, the sensitivities, allow you to scale adjustments as you see.  If we had 0% growth 
over the second half of the year, that would be a variant of about 2.1%.  So, you can just apply that to the 
sensitivity provided there.  On the strain number that we’ve shown in the Solvency II waterfall, the new business 
strain has been measured using the principles of SS3/17, which are the same as CP13/18, with a volatility of 12% 
and a deferment rate of 0.5%. And that is the basis that we are currently applying in our balance sheet.  It is 
consistent with our current balance sheet, 12%, 0.5%.  Solvency II balance sheet, it’s all Solvency II, the SS3/17 is 
only impacting that.   

Simon Thomas:  Let’s be clear, Oliver, the pricing changes that we’ve put through in July and August, and the 
changing to the shape of the mortgages, will change that strain figure going forward, will obviously be beneficial 
to that strain figure going forward.  

Alan Devlin:  Thanks.  Alan Devlin of Barclays.   A couple of questions, just to follow up on your last comment on 
your new business strain going forward, given the changes in annuity prices and the shape of the LTMs.  Where 
do you expect that 8% strain to go to in H2, given the -0.5% deferment rate.  Secondly, you’ve talked a lot about 
the reinsurance options.  That was the first capital lever, you’ve talked about.  How material could that be?  
You’ve already reinsured 75% of your longevity.  How material could the total reinsuring the back book be, and 
how much benefit could that potentially give to you?  Could that answer a lot of your capital problems?  Thanks. 
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David Richardson:  In terms of new business strain looking forward, we’re not giving specific guidance today, 
because clearly, we’ve just been pushing through these pricing changes in the last few weeks.  There is a lead 
time to see how that’s going to play out.  Ultimately, it’s going to depend on CP13/18 and where that lands.  
What we are doing is focussing on reducing new business capital strain and increasing the return on shareholder 
capital.  I would maybe manage down expectations for the second half of the year, because if you make a 
change to pricing in July or August, that’s really going to start impacting sales in September or October.  It’s 
going to be a gradual change.  We’ll be able to see how the market reacts as well. 

Rodney Cook:  There’s a good flow of applications in the last two weeks, which are all on the new pricing basis, 
so it hasn’t stopped, if that assists.  Was there a second part to that for Simon? 

Simon Thomas:  Alan, you were asking about the materiality potential of the reinsurance contracts, that’s right?  
I can’t give you any figures, Alan, but the organisations we’re dealing with are serious organisations.  There are a 
number of them.  They will only be interested in something that’s reasonably material, let’s put it that way. 

Rodney Cook:  So, just to be clear, they will remove the solvency capital requirement attached to all of the 
assets, and the remainder of 25% of any un-reinsured life proportions.  So, effectively apart from some collateral 
capital that we might hold against the reinsurer risk, which I think you would understand, then the SCR would 
largely disappear.  Steve, because we’re getting close to conclusion, is there a webcast question? 

Moderator: Thank you to all those on the webcast that have asked questions.  I think a number of them have 
been answered, but there’s a couple on pricing which may be worth answering.  So, from Abid at Credit Suisse, 
he’s asked, ‘Would the new business margin remain unchanged once you implement the final CP13/18 rules?  
I.e.  can you increase pricing to offset the higher cost of capital?’ Then a related one, which is, ‘When did you 
reprice the LTM offerings in response to 13/18?  How much impact will this make in H2 margins?  Have other 
providers also repriced?’ 

Rodney Cook:  Okay, so, Simon, I think you have answered the question.  We didn’t alter the prices for lifetime 
mortgages, we’ve altered the LTVs and the length of the portfolio.  On one hand that has a reduction on the IRFS 
margin, however, that is offset by the fact that we are potentially moderating the volumes we’re seeking in the 
second half, which allows us to get higher margin per case.  His other question about pricing, we have already 
put through more than one pricing increase.  Just to be absolutely clear, we are not happy that we are increasing 
prices for annuity customers, and DB schemes in the UK, but when you are required to hold greater amounts of 
capital against that risk, we need to deliver an appropriate return on that capital for shareholders, and the 
customers in the future therefore will pay for that.  The real benefit of the risk selection and the higher margin is 
that that reduces a commensurate amount of capital as well.  So, higher margin, lower capital requirement, 
gives a higher return on that capital.  David is only clarifying point you want to make on that? 

David Richardson: I think that captures the key drivers. 

Rodney Cook:  Well, ladies and gentlemen, it’s eleven o’clock.  We’ve passed our time for our next set of media 
interviews, which I’m very much looking forward to.  Thank you again for your time today.  If I can just remind 
everyone, these were the best set of financial results in the entire corporate history of our company. 


