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Gordon Aitken (RBC):  Thanks.  It’s Gordon Aitken from RBC.  Now annuities are a great 

opportunity, ultimately very profitable business, but they are capital-intensive.  The more you write, the 

solvency will go down.  So firstly, what level of solvency margin will trigger a need for more capital?   

Secondly, I mean, our view is that shares are where they are because the market’s viewing right now an 

equity issuance.  David mentioned you have options here, so he mentioned debt insurance,  reinsurance 

and asset optimisation.  Can you confirm that you will explore all of those, probably in that order, 

before equity issuance?  Just finally, on debt, you talked about your progress towards getting a credit 

rating, and what do you think your debt capacity is?  Maybe just say it’s higher or lower than the 

number that we expect, which is £250 million.  Thank you. 

Rodney Cook (JRP Group Chief Executive Officer):  Okay, if I just comment on the debt, there are 

a lot of questions there, and I’ll pass the others over to David.   

So clearly, the reason for going to the point of showing our equity-backed ratio is to hopefully get 

across to the market that we see ourselves as well-placed, vis-à-vis our competitors, in terms of the 

equity we’ve already received kindly from investors.  So yes, we don’t believe, when you see that 
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chart, that there is any need, at this point, to ask our equity investors to move our position.  The options 

that David clearly set out, in terms of reinsurance and the debt markets, are the options we would 

pursue to give ourselves greater flexibility, or to grow even faster than what we might otherwise plan.  

The limit to your tier two debt is 50% of the SCR and there was a chart, forgive me, I won’t recall 

exactly the amount, but it’s very substantial.  So if the SCR is 1.4 billion and we’ve issued £100 

million of debt however, the other constraint there, Gordon, is your leverage ratio.  So we would be 

mindful of what the market would see as a reasonable leverage ratio vis-à-vis our competitors, and it 

might be the 25% to 30% range rather than-, you can do your own sums, if you use £700 million of 

debt, that might be the limit, but that’s not what we would seek to pursue.  I think that would answer 

your question, is £250 million the limit?  We would think that it’s not as low as that, and you can do the 

sums to work out what 25% to 30% leverage might be. 

So I’m happy with the order that you said, which would have further equity right down at the bottom.  I 

think this clearly shows-, and while David was obviously saying, right in the middle of the pack, I 

don’t actually call that much difference between 128, 129, 127, recognising that the three parties to the 

right, 132, 134 and 151, are obviously higher.  David, can you just pick up on the capital consumption? 

David Richardson (JRP Group Deputy CEO and MD of UK Corporate Business):  Yes, and 

maybe just to build on Rodney’s comments, just for avoidance of doubt, looking at asset optimisation 

and Solvency II world and reinsurance is, kind of, part of the day job.   

It’s just that the metrics and the rules of the game of Solvency II have changed, so we’re taking a fresh 

look at that, and particularly as a merged entity doing that.  In terms of absolute solvency levels or 

particular triggers, I think what we’ll say on that point at this stage is, the board is comfortable with 

where the company is at the moment, and comfortable with the level of resilience that we’re 

demonstrating through the sensitivities.   

So we will continue to explore these other options that will, frankly, as I think Rodney has covered 

most of it, give us additional flexibility.  We see no need to, kind of, deviate from that track. 

Rodney Cook:  As we’ve promised, the 5
th

 of October is when we are going to give you a much bigger 

exposé on capital than planned for this morning.  Yes, Greg? 

Greig Paterson (KBW):  Morning, gentlemen.  Greig Patterson, KBW.  Three questions, as usual.  

The warehousing of the lifetime mortgages so they get transferred across to the new business margin, 

that should boost the Solvency II ratio, if I’m not mistaken.  I wonder if you could just, sort of, quantify 

the effect, once you’ve used up the warehousing this year.   

Second question, we’ve seen Scottish Widows enter, we’ve seen Canada Life come back, we’ve seen 

Legals write its first medically underwritten annuity, and we’ve heard Aviva say that they will sharpen 

their pencil in the second half of the year.  I was wondering if you were seeing any other effects or, you 

know, any views on where you see competitive forces for the more important second half of the year in 

bulks.   

Then a third question, assuming that you issue what I think is about £400 million of debt and go to the 

reinsurance market, that should boost your ratio to around about 160%, 170%.  At that point, I’m trying 

to understand what your, sort of, level of annuity growth can be, because I think that’s a key rerating 

catalyst, and how that fits into the dividend policy, because you’ve been rather quiet on the dividend 
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policy and obviously that’s the other lever.  So, I mean, the key question, as you’ve heard, is, how 

quickly, what’s the, sort of CAGR you can actually finance once you’ve pulled all the levers?  That's 

what I’m interested to know. 

Rodney Cook:  Okay, well, I’m not sure we’re going to actually give you an exact number, but the 

Capital Markets Day on 5
th

 of October will enable you to calculate more of this.  If I do the last one, 

clearly we’ve spoken about the debt opportunity and the ability that that would give us in greater 

flexibility.  David will answer the questions on warehousing, and also he is the managing director of 

our defined benefit business, so he can talk to you explicitly about the DB competition.   

The critical issue on warehousing, Greg, is that we are only recognising 25% of those mortgages.  So 

you can do the sums, of course we’ve written more mortgages since July.  We didn’t explicitly cover 

those because we thought the volume of DB was the important one to highlight to the market.  So we’re 

pretty well-placed, we feel, for the volumes of DB business and GIfL business that we’d like to write 

for the balance of the year.   

As Simon said, the operational leverage is important to the margin as well, but just simply the 

absorption of my costs and Simon’s costs, we get paid the same and spread over half the business or 

twice the business, all of those costs come through.  I think you can do your own calculations, if you 

add £300, £200, £400 million onto the debt, you can do your own calculations to what the ratio would 

be.  David, I think it is important you let Greg understand. 

The one important thing, Greg, is we do actually have to hold capital with respect to those unmatched 

mortgages.  Mortgage writing has already consumed capital, that’s why we’re comfortable with the 

resilience of the ratio.  That extra mortgages has absorbed capital, but the margins don’t come until you 

match. 

David Richardson:  So, yes, on that specific point, you’re absolutely right, Greg, you do take a bit of a 

capital strain if you’re writing more mortgages than you can match to annuities, either GIfLs or DB.   

So there will be a little bit of a benefit from that in the second half, but it’s not going to be a material 

amount because whilst we absolutely only reflect 25% of the new business profit in our first numbers, 

we do aim to match our assets and liabilities as efficiently as possibly in our Solvency II balance sheet.  

So it’s not like we’re rigid in the 25% matching, we will utilise as much of those cashflow as possible.  

So it’ll be a little bit of a benefit but it’s not a material amount.   

On the DB market, I mean, the first thing to say is we do welcome competition.  I think ultimately this 

is going to be a supply-constrained market rather than a demand-constrained market.  So seeing Canada 

Life, Scottish Widows, participating in the market and overlapping in some of the size of transactions 

that we look at is actually something we welcome, because that does tend to stimulate market activity 

in itself and tempts trustees, via their advisors, to put blocks up for trade.  In terms of how that 

translates into pricing though, it’s been pretty flat, the pricing, post-Solvency II, in terms of what the 

trustees will see, but I would point out that we have been seeing a pickup in our mortgage yields. 

So if the end customer and trustees are seeing the same price, that can sometimes translate into a better 

margin for us, because of the pickup on the lifetime mortgages.  It’s all ebb and flow as well, but 

overall we’re pleased with the margins of getting on the DB space, and the outlook for the rest of the 
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year is good.  It is always helpful to get your runs on the board early, so the fact that we’ve done over 

£330 million of DB in Q3 is, again, something which we’re happy to have achieved.   

The last thing was just one small point to clarify in reinsurance, Greig, and just to manage expectations.  

Reinsurance is not aimed at improving the existing ratio because anything you do on the back book will 

pretty much get diluted away under transitionals.  That will be one of the triggers, if it was a material 

transaction, recalculate the transitionals.  It’s more about minimising the capital strain on new business, 

that’s how you look at your reinsurance arrangement. 

Rodney Cook:  Just to conclude, I’ve brought back up slide four, which is the DB market.  It came to 

our attention from some questions, probably not from this floor but from actual investors, fund 

managers, there was a thought that we concentrated on small schemes.   

What I want to clarify to you is that we’ve concentrated on small transactions, so we’re quite 

comfortable, £200 million, maybe £300 million, size of transaction.  People thought that that might 

have implied that we were dealing with companies and schemes that had less than 1,000 members.  Just 

to be absolutely clear, these big schemes-, and we’ve dealt with twenty very large companies that have 

had a lot more than 1,000 members, because they are de-risking in tranches.  They’re de-risking their 

pensioners, and you can have a FTSE 100 company de-risking £100 million, £200 million.  Sure, we 

wouldn’t take on their whole scheme at £3 billion or something, but we have done multiple deals with 

twenty large schemes in the UK.  So just to be clear, some people did think that our addressable market 

was only tiny pension companies.  That is not the case, and most particularly in top slicing.  So, Oliver. 

Oliver Steel (Deutsche Bank):  Oliver Steel, Deutsche Bank.  So, three questions.   

First, the, sort of, assumptions you used between the two original companies on your new business 

margins, before you merged, were seemingly quite different.  So I was wondering what the new 

business margin you’re now reporting on, what sort of assumptions you’re using relative to the original 

JR and Partnership assumptions, and what’s changed there.  Don’t make it too complicated because I’m 

not very bright.   

Secondly, you’ve got, I think, 22% of your bond portfolio in bank bonds, so I’m wondering if those 

count for the matching adjuster, and actually what on earth you’re doing holding bank bonds, given that 

you’re a highly leveraged financial to begin with.   

Then the third question I’ve got is the capital, the SCR, as a percentage of the gross liability, has 

increased from 8% to roughly 10%.  I think it was actually 8.2% to 9.8%, actually, to be fair.  I know 

it’s a bit more complicated than that, but I wonder if you can just talk us through what the increase was, 

other than the higher cost of new business. 

Rodney Cook:  So, Simon, can you quickly cover the assumptions, and David, the SCR?  Just to be 

clear, of course, we’re pretty comfortable with the fact that the PRA has helped to ensure that the banks 

that we invest in are in a much, much stronger position this year than in 2008 and 2009.  The holdings 

we had with them, none of them let us down at that point, so we’re not uncomfortable with investing in 

UK banks given the capital scrutiny that they’re subjected to, a bit like insurance companies.  

Assumptions, alignment of assumptions, Simon? 
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Simon Thomas (Chief Financial Officer, JRP Group):  Yes, Oliver, we took a look at the different 

approaches associated with the calculation of the new business margin and essentially we’ve adopted 

the JR approach, which essentially caps the amount of mortgages that you can count into the new 

business value at 25%.  Previously Partnership used to take a higher percentage through, and 

particularly for some of the DB schemes they took a higher percentage through, so we’ve taken an 

approach to have that consistent across the piece.   

The second thing, in JR we also took what I would describe as the prudent deductions for asset yields 

and also the mortgage yields.  We put some deductions through against the new business value which 

then we’ve done, effectively, to make sure that the actual yield we were going to get was sustainable, 

and if we got those yields, they would naturally come through the economic variance line, below the 

operating profit.  That has continued, and that’s one of the things that’s come in that £145 million 

Rodney Cook:  We might remind everyone, Simon, that the JRL company is writing all long tail 

business, so DB and GIfLs, and the Partnership life company is writing care and protection.  So it was 

appropriate to continue with the JR approach. 

Simon Thomas:  Yes, so the approach has been consistent, from one period to the next, with the JR 

business. 

Rodney Cook:  Right, David, just quickly, the SCR, 10%, 8.2%? 

David Richardson:  It’s almost entirely driven by the fall in risk-free rates.  The fact that you’ve got a 

much lower discount rate effectively inflates the whole balance sheet, so it makes the assets, liabilities 

and capital bigger. 

Rodney Cook:  Right, one last question here, Andrew, and then we’ll check on the phone and then 

come back to the room. 

Andrew Crean (Autonomous):  Hello, it’s Andrew Crean at Autonomous.  Three questions, actually.   

On the embedded value, you don’t reconcile the free surplus from the start to end year, so we can’t 

work out what’s happening to free surplus.  Could you reinstate that and could you tell us what the free 

surplus was at June?   

Secondly, in very simple terms, could you just tell us, in the Solvency II world, how much capital was 

needed to write the business you wrote in the first six months, and what the net outflow on business 

which maturing was?  It must be possible to give us those simple numbers.   

Thirdly, in terms of further use of transitionals if interest rates fall further, as I had understood, the 

PRA states that you can’t take further transitional benefit-, if the capital, under a Solvency II basis, falls 

below the Solvency I basis.  Are you restricted on that, and therefore is that sensitivity pertinent to you? 

Rodney Cook:  Right, so, Simon, if you answer the question on free surplus, or you can call on 

David’s help if that’s required.  Andrew, unfortunately, for today, we are not giving detailed numbers 

on capital consumption.  That is being saved for the 5
th

 of October, and we will go into much greater 

detail at the Capital Markets Day.  David, transitional explanation, the movement.  So Simon first, free 

surplus? 
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Simon Thomas:  On the free surplus, we haven’t got that disclosure in here.  We will look at that, 

possibly for the year end.  We will consider that, yes, possibly for the 5
th

, and we’ll come back to you 

on that, okay? 

David Richardson:  So, on your question on the transitionals, you’re absolutely right, there is a limit 

applied to how much transitionals you can bring through the balance sheet, such that the total financial 

resources that you set aside in Solvency II must be at least as great as they were under the old Solvency 

I regime.  So what happens, Andrew, is that, as risk-free rates fall, what you would have had to hold in 

Solvency I increases, as does Solvency II.  So you recheck that comparison every time you do a 

transitional recalculation.  So the fact that that limit needs to be checked each time is reflected in the 

sensitivities that you’ve got. 

Rodney Cook:  It doesn’t move pound-for-pound, but they move in the same direction. 

David Richardson:  Yes, exactly. 

Rodney Cook:  Can I check, is there anyone on the phone who’s keen to ask a question, because we 

have one more question here? 

Operator:  No questions on the phone line at the moment, sir. 

Jon Hocking (Morgan Stanley):  Thank you.  Jon Hocking from Morgan Stanley.  Two questions, 

please.  I just wondered whether interest cover was any constraint on the additional debt issuance, first 

question.   

Second question, just thinking about interest rate risk to capital, obviously the transitionals are 

protecting the back book, but with the reserve growth you’ve got, and you’re not fully reassured, I just 

wondered whether the interest rate risk becomes a bigger issue going forward, for the rates down?  

Thanks. 

Rodney Cook:  Simon, do you want to do debt?  The one on the debt interest rate coverage? 

Simon Thomas:  Yes, on the debt considerations, you’re right, Jon.  Clearly, one of the key 

considerations, no matter the fact that you could go up to £700 million theoretically, is the interest rate 

cover side.  Obviously, in terms of pitching the right, sort of, level, we’ve got to take account as to 

exactly how much we can service on an ongoing basis.  Of course, aligned to that is the coupon we’re 

likely to get in the marketplace.  That will be part of the consideration as to when we look at the debt 

market at any particular point in time. 

Greig Paterson (KBW):  What rate are you targeting? 

Simon Thomas:  I would love to target the highest rate I can possibly get, Greg, to be honest with you, 

but no, we haven’t got any target in that sense.  You know, clearly, as we said previously, we’re 

exploring the options on the debt capital markets side, and it’s something we’ll continue to do. 

Rodney Cook:  There have been successful unrated issuances in the past. 

Simon Thomas:  There have, in the market, over the last couple of years. 
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Rodney Cook:  David, can you pick up technical issue, with respect to interest? 

David Richardson:  Yes.  No, you’re absolutely right, Jon, the transitionals only apply to business that 

was in force as at 31
st
 December 2015.  To be absolutely clear again, when we showed the sensitivities 

here with the recalculation of transitionals, that recalculation is not applied to business written since 

then.  You’re absolutely right, that is an element of the equation that we’d need to factor into when 

we’re considering where we want to be positioned on interest rates.  So you’ll see, as at 30
th

 June, we 

were still positioned very defensively on interest rates.  It was broadly neutral, actually, a very small 

positive if rates fall.  We keep that position under very close review.  Obviously we’ve seen, in recent 

events, it’s a very jumpy market, so we’re not making any sudden moves there, but we’ll keep it under 

constant review. 

Rodney Cook:  I think, critically, Jon, if you look back, you’ll see a number of times when Just 

Retirement has recaptured very substantial amounts of business from its previous finance-based 

reinsurance.  That is not the case for new business in 2016 going forward, so we have no further 

reinsurance financing that would be recaptured.  We have traditional reinsurance slots, effectively, so 

that coverage lasts forever, for the life of those customers.  We are 45% reinsured for individual 

business and 55% reinsured for all defined benefit.  So we will re-examine our total reinsurance 

exposure, including on the past, but as David said, you wouldn’t necessarily expect the PRA to let you 

put through a big de-risking transaction without also revisiting your transitionals.  So you’re absolutely 

right to, sort of, draw, like, a strong line in the sand at the 1
st
 of January.  How’s our time?  So there’s a 

question down the back. 

Vishal Bhatia (JO Hambro):  Hi, Vishal Bhatia, J O Hambro.  A generalist question for you, not a 

specialist here.  It’s very rare that you actually see a company write double the amount of business they 

wrote in the first half in about two months of the third quarter.  You did that with high margins, you did 

that with pricing being better.  Is that the business taking share, is that the business actually showing 

their strengths?  Can you actually tell me the drivers, exactly, of why exactly is a business doubling the 

size in about two months at high margins, and is it sustainable?   

You’re talking about 6% margins for the full year, and you’ve just done 5% in the first half, so is this 

the business showing the medically underwritten side having sustainable advantage over competition?  

I heard earlier that there is increased competition in the market so this is all quite rare, from a generalist 

perspective.  Perhaps you can talk through it. 

Rodney Cook:  Okay.  So, of course, it was a huge challenge for us, on the 19
th

 of March 2014, when 

the chancellor stood up and said no-one had to buy an annuity anymore, and a lot of people thought that 

that would be significantly damaging for our company, both in the manifestation of both Partnership 

and Just Retirement.  Importantly, both of the organisations had entered the defined benefit de-risking 

sector a year before.  Of course, we were brand new players, and when you see the results of what the 

group achieved going forward, we are incredibly proud that we managed to capture a 10% market share 

of the entire DB market within eighteen months of joining.  So we have been able to enter and play in a 

very big boys’ game.  In terms of the underwritten, we took about 75% market share, between us, of 

the underwritten sector.  We are pleased that there is continuing to be underwritten business, especially 

on a top-slicing basis.  Hopefully you’re familiar with what that means.  It could be a really big 

scheme, but they’d like to de-risk the 100 biggest pensioners, not by their girth but by the size of their 

pension liability.  So other companies, L&G, and hopefully some of the other companies like Aviva 

who do medically underwrite, will continue to participate and drive that.  We would put to you, as a 

http://www.takenotetyping.com/


 

Transcribed by Take Note®                                                                                        www.takenotetyping.com 

 
 
 

8 
 

combined group, the intellectual property of Partnership and Just Retirement combined, we believe, is 

pre-eminent in the marketplace, so that gives us a strong basis. 

The other tool that we have used is the yield enhancement from mortgages, which flows through in 

Solvency II to matching adjustment and so on.  So we’ve used those two tools, intellectual 

underwriting property, and bloody good service, which is another thing.  Between us we wrote 51 deals 

in the DB marketplace.  Small transactions, but that gave us contact with all of the EBCs.  That was 

more deals than anyone else in the open market.  L&G write more because they’ve got a direct link 

through LGIM cases that don’t come onto the market.  So yes, we are proud of entering a new market, 

capturing 10% share within eighteen months, being the largest writer by numbers of deals, and that’s 

where we want to continue to provide that level of service and support to the schemes and their 

advisors, who are the consulting actuary firms.  As I said, we’re de-risking £10 billion to £15 billion.  

So, you know, L&G announced-, we’re not going to announce what our pipeline is, but I confirmed 

today it’s bigger than it has ever been.  L&G announced that they had a pipeline alone of 13 billion a 

few weeks ago, so we can confirm their observation that the pipeline is bigger than it ever has been.  So 

David was highlighting that it’s probably supply-constrained rather than demand-constrained.  Any 

other-, David? 

David Richardson:  Just also to emphasise what Simon’s already said, which is, the timing of DB 

completions is lumpy from quarter to quarter.  So the fact you’re seeing £330m in Q3 to date doesn’t 

mean you can, kind of, you know, multiply that up.  It does depend on where these deals fall.  The 

point on customer service is important.  Of the £330 million of deals we’ve done since June, a third of 

that has been repeat transactions with trustees we’ve already done transactions with, and are very happy 

with how it went.  So there are a number of things that contribute to that. 

Rodney Cook: Just to be clear, we’re only at about 10% of the total, so don’t write down 75% of the 

market now. 

M:  Inaudible question on 2016 margin guidance. 

Rodney Cook:  Well, Simon would get beaten up if he misled you, so when he said he was 

comfortable to point towards 6% for the total year, not the half-year-, so you can do your own maths 

with respect to what the two halves mean. 

We’re not making any guidance, by the way, for 2017.  There are ups and downs, there’s the 

competition you talked about, there’s competition for mortgages but, you know, for the view for the 

next six months, we’re comfortable with what we’ve given.  Greig, and then we must conclude. 

Greig Paterson (KBW):  Two elephants in the room, out of a herd - the other stuff being the capital 

generation.  One is, you mentioned, sort of, a throwaway comment about Legal & General ramping up 

competition in the last month in the lifetime mortgages.  I want to know if you can translate that into, 

all other things being equal, the hit on margin in 2017.   

The second point is, obviously the new longevity, you know, mortality improvement tables are out 

there.  Are you going to move to them, and what will be the impact on margins in 2017 when you do 

that? 
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Rodney Cook:  If I do the first one, David can do the mortality table.  Just so you know, the trend, 

Greig, you will have observed in terms of male longevity improvement has been trending down over 

the last seven years, and David can share stats with you offline that show that, so we think that part’s 

quite good.  I don’t think we want to tell you precisely because we can’t tell what our competitors are 

doing or going to do.  What I can tell you is that the mortgage market has grown 20%.  So yes, L&G is 

creating competition, but when you have more competitors in a market that’s just grown 20%, the 

impact isn’t to the same extent.  Importantly, I’d highlight, on the positive side for margins in 2017, the 

cost synergies, none of which are in the 6% guidance.  So I’m afraid you’ll have to take a balanced 

view on the positives and the negatives.  David, just to finish off on that? 

David Richardson:  Yes, as we flagged before, a key part and a key benefit of the merger is 

integrating the IP datasets of the two companies, and that’s a big project that’s going on at the moment 

as part of the integration.  The reason I mention that is just to manage expectations about whether we 

move to CMI 2015 or not.  We need to be very careful about not changing one element of the basis 

whilst we’re looking at integrating the rest of it, so it’s something we will look at later in the year.  I 

think the point you were getting to is the one which Rodney has mentioned, which is, there has been a 

very discernible reduction in improvement rates, which you can see in CMI 2015.  The other thing, 

because I know you love your mortality, Greig, it’s highlighted that CMI is revisiting the whole way 

that it constructs its improvement tables, and that’s going to come out in March 2017.  Again, that’s 

another consideration for year end.  You want to make a change just before that new table comes out 

early next year.  So we’ll take a view on that as part of our normal year end process in Q4. 

Rodney Cook:  Right, ladies and gentlemen, that brings our session to a conclusion.  Thank you very 

much for your questions and attendance, and we certainly look forward to seeing as many of you who 

can attend on the 5
th

 of October at the Capital Market Day.  Thank you very much. 
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