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Good morning everybody 
 
I’m Rodney Cook, group chief executive of JRP Group. 
 
I’m delighted to welcome you all to our JRP capital markets day. As you can see from 
the agenda, we’ve got a reasonably full morning in store for you, and if you last the 
course we’d be delighted if you can stay and join us for lunch afterwards. 
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You’ll know that the last few years have been pretty eventful for our Group and its two predecessor companies, 

following pension freedoms, our expansion into DB-de-risking, record low bond yields, two IPOs, a merger, and 

the advent of Solvency 2. 

 

But I think we have addressed the challenges well and we are building a Group with an exciting future. After all: 

 

 Our markets have strong structural growth drivers and remain highly attractive. 

 You’ll see we have built a DB business from scratch which produced the majority of our sales in 2015 

 Our medical IP is being further enhanced which means we continue to offer customers better, fairer 

deals, and profitably grow market share in our chosen segments 

 Our distribution franchise is expanding - our business to business division is winning deals and will be a 

significant source of future growth, David Cooper will cover this later  

 Our capital model is sustainable in the new world of Solvency II, as David Richardson will explain 

 The merger is proving to be an excellent market transaction and we are adapting our cost base to suit the 

changed dynamics of the individual retirement income market. 
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Before I talk about the future, I want to take stock of our current market position. 
 
Within our chosen markets we are a scale player, especially when it comes to new business. And of course we don’t have the complex 
structures, multiple systems, and large legacy books of the bigger insurers. 
In DB De-risking we are the market leader in the medically underwritten segment.  We took a 10% share of the overall market in 2015, but our 
focus on smaller transactions implies a stronger market position than that in the areas where we do play. In 2015 we completed 51 DB deals. 
This is a fully fledged business with industrialised systems and good relationships with all the major employee benefit consultants. And you’ll 
have seen from our recent results that the team has really got the wind in their sails again after the expected quiet start to 2016. 
 
For some time we have been right up there among the market leaders for individual annuities – or Guaranteed Income for Life solutions - GIFL’s 
- as we now call them - and in 2015 we were the largest player in the open market. This strong position helped us to improve our margins 
significantly in H1, and means we have undoubted critical mass to benefit from future market growth. 
 
Likewise we are among the leaders in the lifetime mortgage market and as I’ll show you in a later slide we have become the largest funder of 
lifetime mortgages in the 6 months to June 2016.  
 
Our Group is also the market leader in providing long term Care Plans for those people looking to achieve certainty of income to support the 
costs of residential care. 
 
This adds up to a strong competitive position, and will allow us to create real economies of scale in our new business activities, especially as we 
complete the integration process. 
 
Our new business franchise has significant strategic value, as we will demonstrate today.  
 

3 



First let’s talk about defined benefit de-risking. 
 
DB business accounted for 58% of our pro-forma retirement income premiums in calendar 2015. Seasonality reduced its weight in our recent 6 
month interims but there is no doubt about it, DB is firmly established as a key product for us. 
 
Our DB model has been IP-led, with our market entry driven by our ability to offer de-risking at a lower cost in small to medium sized 
transactions where below average life expectancy is a potential factor.  
 
We have already expanded our product offering to include top-slicing for larger schemes. By medically underwriting the largest liability members 
of big schemes, top slicing makes it easier for others to underwrite the balance of the scheme on a standard basis, helping the overall de-risking 
process to happen.  This is a growth area for us and around 20 of the 50 transactions we completed were for larger schemes. 
 
We also selectively underwrite business on a standard basis – after all, our team previously all worked at standard writers, so we understand this 
market well.  
 
These three DB niches have allowed us to rapidly establish a credible position in a structural growth market. I want to explain now why we are 
confident of its growth prospects. 
 
As you can see from the top chart there has been an ongoing increase in the number of DB schemes closing, and many have also stopped future 
accruals for existing members. So corporate sponsors have already worked hard to stop their pension liabilities from continuing to grow: DB de-
risking helps them get some of what they already have off their balance sheets. Over time, this means £2 trillion of DB liabilities may be looking 
for a new home, perhaps initially via a bulk buy-in, and eventually a buy-out. This represents a huge opportunity for companies like JRP.   
 
As the bottom table shows,  current average pension scheme funding is below the level required to fund full buyouts, however, each scheme is 
required to have a ten year funding plan. This will significantly improve the funding situation in the medium term and it is a matter of time 
before de-risking becomes a more affordable option for a greater proportion of pension schemes. 
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But our realistic addressable market right now is not the entire £2 trillion, it’s really the buy–in sub-sector which 
de-risks pensions already in payment.  
 
The top chart segments the membership of DB schemes between actives, deferreds and pensioners. We don’t 
take active members who are still accruing benefits, as this means the eventual liability is hard to size and 
extremely long tail. We very rarely take deferred pensioners on board because they are also very long tail, 
making the liabilities hard to hedge with assets of equivalent duration.  
 
Instead we focus on pensions in payment, where the pensioners are of similar ages to our individual customers 
and asset liability matching is achievable. This category makes up 39% of the DB industry’s liabilities. 
 
Typically a scheme will hold gilts and bonds to match its pensioner liabilities. This makes the level of gilt and 
bond holdings a reasonable proxy for our addressable market. Gilts and bonds make up around £600bn, as you 
can see in the bottom chart,  and this has been steadily rising over the last decade. 
 
In other words our addressable market of pensions in payment may be around £600bn.  Currently the market is 
de-risking at £10 to £15bn per year, which indicates potential for significant growth.  
 
Next we’ll look at how the market has developed so far relative to its huge potential. 
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Given the £2 trillion scale of the DB de-risking market opportunity, it is arguably slightly disappointing to see only 
£12-13bn per year of sales in 2014 and 2015. At least that’s a more than doubling compared to previous years. 
 
Even so, at this rate it would take up to 200 years to de-risk the entire industry. 
 
Although demand will clearly increase as the schemes improve their funding position, we suspect there is plenty 
of pent up demand at present.  
 
On the supply side you may also note, the emergence of a further £100bn life company annuity back book 
transfer market, such as the multi-billion pound Aegon deal,  has created competition for already scarce annuity 
de-risking capital.  
 
So altogether we expect the DB de-risking market will continue to grow, and the demand dynamics appear 
sustainable. 
 
Ok, so that’s why we are optimistic about DB de-risking. But what about GIfLs? 
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H116 total GIfL market sales were 7% higher than H115, suggesting further signs of 
improvement. Incidentally our pro forma market share grew from 17% to 19% over 
that period, although as you know we focus on profit not market share. 
 
If the market has now found its level, demographics should drive long term growth. 
After all, as the bottom chart shows, the numbers of men of UK State Pension age or 
older will increase by 1 million over the next decade. Added to which, more and 
more retirees will have DC savings which they need to turn into retirement income 
for themselves, whereas in the past more of them would have had DB benefits.  
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But in the short term, growth is more likely to be driven by changing distribution patterns, which should benefit us, given our focus on the Open 
market sub-segment. The open market is beginning to reclaim the ground it lost after Pension Freedoms, and our market share gains were 
helped by the 22% growth, in value terms, in the OMO segment. The Open market accounted for 45% of GIfL sales in H116, up from the 41% 
level for calendar 2015 which has increased our addressable market by 10%. But this also leaves plenty of room for improvement back to the 
60% pre freedoms level. 
 
This shift from internal vesting to OMO is being driven by the withdrawal of life companies from internal vesting. We have already told you 
about Phoenix, and the Pru recently flagged their intentions.  
This type of business may now come onto the open market, in some cases facilitated by our B2B division, which can run a broking panel for 
firms. This will enable the customer to get the best price, and allow us to compete for more business. 
 
Interestingly, companies which offered Guaranteed Annuity Rates – or GARs - are increasingly seeking to broker their GAR flows. The 
policyholder benefit doesn’t normally change, but a pension company which wants to offload this kind of business pays a premium to another 
insurance company like us who will then pay the lifetime income to the customer.   
 
The ABI estimates that GARs make up around half of the internal vestings market, so if both GAR and non GAR business begins to flow into the 
Open market from the captive segment then our addressable market could increase significantly.  
 
So although it is still early days, there are some positive signs out there for us. 
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Although we sometimes talk about lifetime mortgages as being a key investment rather than a product, they do deserve a bit more attention 

than that would imply.  

 

After all, we originate most of the loans we hold, which ensures these mortgages are high quality investments, and longevity assumptions form a 

key part of the pricing equation. Medically underwritten sales are a relatively small piece of the pie for us so far, although we do sometimes 

offer higher loan to value ratios to customers with shorter life expectancy. 

 

The key point is the strong growth momentum in the market over the last few years. The growth rate has more than kept pace with retirement 

income market growth. This means that our goal of investing around a quarter of premiums in mortgages has been achievable.  

 

At times mortgage growth has exceeded GIfL and DB growth due to seasonality and when it does we tend to warehouse excess loans if pricing is 

attractive.  

 

We think the prospects for this product remain good, given the general lack of pension savings but at the same time the relatively high levels of 

home ownership among our customers. For many, a lifetime mortgage allows them to supplement their retirement income without having to 

leave the family home, and demographics suggest a positive outlook.  

 

Other large lenders have started competing more aggressively using teaser rates to attract business in more recent times and we are content for 

them to do so given our first half success. We will have to wait and see whether that approach continues into 2017. 

 

As you’ll see in the bottom chart we were the largest funder of lifetime mortgages in the 6 month period to June 2016.  We are not necessarily 

seeking to maintain that position in the second half of the year, but we continue to warehouse mortgages with strong margins, to satisfy our  
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requirements even into 2017.  
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One reason our customers do business with us is our intellectual property. It allows us to price lifetime incomes more fairly for retirees. 
  
Falls in interest rates have made it more expensive for retirees to turn retirement savings into income. But, if you have a medical condition, at 
least you can make the most of what you’ve got by using a provider who gives you credit for your lower life expectancy.  
 
We ask individuals up to 250 medical questions, and this can lead to significant income enhancements. Both predecessor companies have been 
doing this for years, and we believe we have the pre-eminent medical database for UK retirees. Our IP is supported by a modern IT platform, 
with the vast majority of premiums underwritten automatically. 
 
With standard underwriting you are effectively cross-subsidising healthy lives and schemes by overcharging the unhealthy ones. 
 
We do not favour this approach, and we love that fact that we can profitably gain market share by offering a fairer deal to those with below 
average life expectancy. We also think it makes our model more sustainable. 
 
And it’s all driven by the fact that our IP means we are second to none in understanding the consequences for life expectancy of our customers’ 
medical conditions and life styles. 
 
In the last couple of years we have used the same logic with group schemes. For smaller DB transactions, the average life expectancy may 
diverge from national averages. What this means is that we can give some trustees a better value buy-in price.   
 
Our Chief Medical Officer, Dr Tim Crayford, will take you through our underwriting approach in a moment. 
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Before I move on and hand over to David Cooper to talk about distribution, I wanted to touch on the practical benefits our IP brings in the 

individual GIfL market.  

 

By taking the trouble to answer a few questions about their health, a retiree can get a meaningfully higher income for the rest of their life if they 

happen to have a few medical conditions. 

 

If their lifestyle means they are likely to become unwell in future because they are overweight or smoke, for example, this can improve their 

income, typically by around 15%. If they are at the further end of the spectrum, and have, say, heart disease or a serious cancer, the uplift can be 

much more. 

 

These uplifts from medical underwriting make a real difference to our customers, and we can profitably offer better rates to our customers by 

carefully selecting who we do business with. 

 

Similar logic applies to medically underwritten DB schemes, and although I won’t specify which industries benefit most from medical 

underwriting, it is not uncommon for us to be able to offer trustees a de-risking product for 5-10% less that standard writers.  

 

So to summarise, our superior IP provides investors with confidence in the quality of our earnings because we are able to set up our reserves 

more accurately and we are more agile, and sophisticated in establishing our new business pricing. 

 

Now I’d like to ask David Cooper,  our Group Marketing and Distribution director to address another key element of our IP – our growing and 

valuable distribution franchise. 
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Thank you Rodney and good morning to everyone 
 
I am going to talk to you about our distribution capabilities and how these are enabling us to 
continue to grow in what have been rapidly changing markets. I will also touch on conduct 
regulation and also our service proposition both of which underpin our distribution strategy. 
  
You will see from this slide that we operate three distinct distribution channels. One for DB 
De-risking and  for our Retail business, two being financial intermediaries and third is what I 
refer to as B2B2C where we work with organisations who have large numbers of consumer’s 
near to or in-retirement and actually assist their customer’s directly with guidance and 
advice which in many cases leads to product purchase. 
 
Across each of our distribution channels we have identified two distinct objectives, which we 
pursue vigorously. Firstly, to grow the accessible markets and secondly, to win profitable 
business within those markets. I will explain this in more detail as I cover each of the 
channels separately. 
 
For DB De-risking we operate a traditional relationship based approach to distribution via a 
team of highly skilled and dedicated specialists who work with employee benefit consultants 
and professional advisors. We utilise our unique underwriting credentials and our award 
winning service to differentiate JRP against our rivals. 
 
For Retail Intermediaries we again use underwriting and service to differentiate, but also 
assist with business development in the retirement space by delivering thought leadership, 
technical support together  with our market leading product propositions in the GIfL, LTM 
and Care markets. 
 
Finally for B2B2C we have developed a range of outsourced services and insourced 
technological solutions which enable partners to unlock value from their retiring customers 
as well as reduce conduct risk in this increasingly complex life stage. 
 
I’ll now cover DB De-risking in more detail 
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You’ve heard Rodney talk about the growth we have achieved in our relatively new DB 

business 

 

We secured over 50 individual deals in 2015. Because our target schemes fall into a number 

of categories it is important that we have a distribution footprint that is as wide as possible. 

 

We have established strong relationships and completed transactions with all of the major 

employee benefit consultancies as well as the major professional services firms who operate 

in this space.  

 

EBC’s are the dominant gatekeeper to the trustees and sponsors of the addressable market 

that Rodney took you through earlier 

 

We work in partnership with these EBC firms to introduce innovation to their clients 
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Medically underwritten offerings are a good example of this – industrialised 

processes to grow and capture the market – robust standards – which have now 

achieved a c.10% of total market in a relatively short period of time. We are also 

growing the overall DB De-risking market by enabling some schemes that previously 

may not have had a viable de-risking strategy without the benefit of individual 

member underwriting. 

 

It is crucial that we gain the full trust of each EBC whether this be by keeping to the 

rules set by them in a selection process, whether this be the way that we conduct 

ourselves when gathering sensitive medical information or through the customer 

service that is delivered to the scheme’s members when the transaction is complete. 

It is essential that we always deliver to set Service Level’s Agreements and to this 

end we have built a strong dedicated team who manage every step of the process 

and have evidenced that we can undertake multiple transactions simultaneously. 
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Our Retail channels are undergoing significant change brought about firstly by the implementation of the FSA’s Retail 
Distribution Review in January of 2013 and subsequently the Pension Freedoms of April 2015. 
 
The generalist intermediary channel, made up of some 12,000 financial advisors has been changing since the implementation 
of the RDR. Their higher qualifications, greater professionalism, a switch from commission to fees and stronger business 
acumen has resulted in increasing numbers of advisers choosing to serve a smaller number of wealthier customers than prior 
to 2013. Behaviours vary but some advisors will focus only on customers with more than £100,000 in investable assets and for 
others this can be higher still. This has led to a decline in absolute terms of retail retirement business generated by this 
channel. We believe that this decline has slowed and the future points to a steady share of sales being generated by these 
advisors. 
 
The specialist intermediary channel has been disrupted less by the RDR but more by Pension Freedoms. Specialist 
intermediaries work for one of the twenty or so firms that focus on one or more of retirement income, long term care or LTM 
markets. Those that focus on the latter have generally prospered with recent growth in the LTM market but those that had 
specialised in GIfL have had to re-establish their businesses post Freedoms. There will be winners and losers in this segment 
and on balance we believe that specialists will overall maintain current share. 
 
Finally in the B2B2C channel we see significant growth in all three target segments listed on the slide and in our share from the 
players within them.  
 
Workplace will grow steadily. We already offer outsourced retirement guidance and advice to 20 of the FTSE 100 defined 
contribution schemes for example Barclays and Diageo plus other large multinational schemes including Bosch and Siemens 
and we expect this to grow further. 
 
We are supplying both retirement outsourcing and software in-sourcing to a number of large pension providers in the financial 
institutions sector. Owing to their strong desire to minimise conduct risk and offer their customers wider choice we have seen 
our share of GIfL sales from financial institutions such as Phoenix and Royal London grow to 17%. To give this some context 
during the same period in 2015 this same measure was 6%. 
 
Finally we believe that the banks and other organisations with substantial bases of retiring consumers such as SAGA will enter 
or grow their presence in these markets. In many cases they will do so working with solutions provided by our Group.  
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I would like to explain a little more about what we are doing in these two channels. 
 
Firstly the intermediary channel.  The approach taken to retirement planning has largely stabilised within the channel after a period of volatility 
which followed the introduction of pension freedoms in April 2015.  We focus on helping the leaders of advisory businesses to adapt their 
approach to retirement planning in order to accommodate the new Freedoms whilst supporting their clients and reduce the new regulatory risks 
contained in their businesses. We use our very strong intermediary brand and long standing relationships together with our commercial 
distribution service agreements, supported with technical expertise and thought leadership to achieve this.  
 
For the B2B2C channel we have developed a range of simplified retirement focused regulated advice and guidance services to help consumers 
navigate the maze of options.  These services help people understand and avoid the most significant risks resulting from their need to generate 
retirement income, release money from their homes or fund care for a relative. We work with the partners concerned be they scheme trustees, 
insurers or banks to develop customer marketing and communications, digital journeys, product panels and ongoing advice reviews where this is 
appropriate. 
 
I said before that our channels have two objectives. In the Retail space we believe that the B2B2C channel will demonstrably assist in growing 
the accessible open market for retirement income, lifetime mortgages and the care funding market. By bringing captive customers together with 
our services and solutions we will enable many more mass affluent customers to secure the right outcomes for their needs. 
 
To give you an idea as to how significant the changes that are underway create opportunity say for example in the retirement income market, 
the publicly stated decisions of the Prudential and Standard Life to withdraw from GIfL manufacturing will grow the accessible open market by 
c20% and possibly more. 
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As some of you will have heard us describe before – the industry conduct regulator – the 
FCA – has been pursuing for many years – investigations and changes to conduct rules 
 
The motivation behind these changes have been to achieve two outcomes – improved 
competition and better consumer protection 
 
This work is still ongoing – but the range of active interventions made by the regulator has 
been increasing 
 
This means that more people will access the open market or shop around as it is often 
termed 
 
And as I indicated on my last slide – our B2B2C channel is being called upon with greater 
frequency – to help corporate customers find solutions to these opportunities 
 
These are good outcomes for customers in the market who will get better deals and good 
for JRP as our addressable market grows 
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Let me illustrate an example of how our B2B division works with our corporate clients 
 
We have been working with Phoenix Life for over 5 years and during that period have developed a strong partnership 
 
Together we have introduced a range of open market solutions to help Phoenix provide a wider range of services to their 5m customers 
 
Initially we provided a shopping around service to offer GIfL products from a panel of providers. 
 
This involved varying degrees of service integration, software development and customer services provision 
 
Following the introduction of pension freedoms we have helped PX widen their services and now provide retirement focused regulated advice, a 
new flexi-access drawdown product with a focused fund range and extended shopping around services. 
 
Via this relationship we are talking to many thousands of retirees who have a range of needs – some know that they want the highest 
guaranteed income they can get, some want to encash some money but invest the remainder and others want full advice to assess their entire 
retirement options. JRP are able to provide solutions to all of these needs and we are very proud to have been selected by such a prominent and 
progressive partner. 
 
We value our relationship with PX and together have helped them to deliver a wider range of choice to their customers during the period of our 
relationship 
 
We have other such arrangements and as I indicated earlier we are successfully securing further deals. 
 
Over the past 5 years we have developed strong capabilities within our B2B2C division and continue to invest to position us well for further 
growth 
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Finally I want to cover our service proposition. As I mentioned earlier we use service as a commercial lever. We aim to secure 
repeat business from EBC’s by using the exemplary handling of on boarding and the ongoing treatment of a scheme’s 
members to give comfort that we can move quickly and considerately. 
 
With intermediaries we have accumulated nineteen 5 star service awards which emanate from our ability to never lose track 
of a case, to keep them informed of progress toward a cases completion and to minimise the time taken to get a customer’s 
GIfL into payment for their retirement income. 
 
With partners we must deliver to exacting standards, after all we are operating to support some of the largest financial 
services brands in the UK. 
 
We also secure another benefit from great service and that is in minimising complaints and Financial Ombudsman Service 
referrals. In over a decade of operation the business has had less than 180 referrals to FOS. Only 27 of these were upheld and 
to give you and indications of the nature of these we have paid only £33,000 in compensation. That’s 33 thousand and not 33 
million. 
 
So in summary our service focus improves our reputation, has clear commercial benefits and gives us one of the strongest 
conduct records in the industry. 
 
Thank you for listening.  I’ll now hand you back to Rodney. 
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Thank you David. 
 
Hopefully we have convinced you of the market growth opportunities we have, that 
we are scale players in our chosen markets, and have a simple business model 
supported by unrivalled medical IP. This means that many customers really are better 
off if they give us their business, and our impressive distribution franchise means 
that customers have good access to our services.  
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Although I have did touch on our IP, I’m delighted to hand you over now to Dr Tim Crayford, 
who will talk you through our medical underwriting in more detail, including how our 
PrognoSysTM model will benefit from the much larger data set we now have to work with 
following the merger. 
 
Dr Tim Crayford is our Group Medical Director.  Tim trained as a doctor, and has spent most 
of his career working in Biostatistics and Epidemiology.  Before joining Just Retirement 5 
years ago, he was the Government’s Chief Medical Advisor for the Department of Transport.  
Since then, he’s designed and built our underwriting system, PrognoSys™ 
 
Tim over to you 
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Thanks for that, Rodney.  I am going to tell you about our ground-breaking technology to 
forecast life expectancy, which we call PrognoSys™.   
 
I joined the Group five years ago, and over that time, I’ve been responsible for building our 
new underwriting system.  And what a fascinating task that’s been – to join up the worlds of 
medicine and actuarial sciences! 
 
At the end of this session I’m going to show you a few of the key features in PrognoSys™.  
But first, let me share some of the things about it that have enabled us to create such 
powerful and we believe, unrivalled, Intellectual Property. Particularly now that our merger 
has brought together two large players and a huge amount of medically underwritten 
customer experience data. 
 
You’ve already heard from Rodney about the management and commercial outputs of our 
IP.  And I want to leave you with two things here today.   
 
One, better forecasting of longevity means that investors can have greater confidence in the 
quality of our earnings because we are able to set our reserves more accurately.   
 
And Two, we can be more agile and sophisticated in establishing our new business pricing.  
All of this means we are able to choose how best to compete to generate profitable sales. 
 
But for now, let’s explain the four things that underpin our IP;  
1: Unlike new entrants to this market, we’ve got a unique strategic asset in our extensive 
back book of medical underwriting data, some of which goes back over 20 years 
2: There’s something about the leadership we’ve put in to organise a group of highly 
talented people to create very innovative outputs  
3: The management, creative and intellectual processes required to increase the value of 
these data assets; and finally  
4: PrognoSys™, which turns all of this data and research into the software you’ve got to have 
to price GIfLs – and other longevity products. 
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Today, I’m going to explain the first and last of these ingredients.  Our strategic 
assets, and then give you a live demo of our PrognoSys™ system. 
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You’ve heard this from the speakers before me but it’s a crucial factor that sets us 
apart from every other competitor in this market – we have more relevant medical 
data than any other player.   
 
So this is the first of our building blocks – our internal company data.  The slide here 
shows how fast this has been growing – it’s exponential.  At the moment, we have 
over 2.0M person years of this, and every month my team receives an additional 
30,000.    Now the Framingham Cohort Study is one of the longest and best-known 
medical studies in the world.   
 
If anyone here has high blood pressure or cholesterol, then you’ll know they’re not 
good for you.  What you might not know is that large chunks of the evidence about 
why they’re not good for you come from the Framingham study.  Well we’ve already 
got over five times as much data as Framingham.   
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Next, I want to focus on the difference between us in the medically underwritten 
Guaranteed Income for Life market and new entrants from the standard market.  The 
thing that marks us apart again is our data, and our data comes from one place. 
 
We’ve been collecting detailed medical data for a long time. Since 1995 to be 
precise.   
 
Since 2007, all the players in the medically enhanced GIfL market have captured their 
customer medical data using something called the Common Quotation Form (CQF).  
That’s given us a 12-year head start.   
 
There are 250 different questions here – there are just a few of them on the slide – 
and an awful lot of different answers.  And at JRP, all this complexity allows us to 
see each of our customers as unique. 
 
But of course Standard GIfL providers selling pensions outside of the open market 
still don’t get this medical information and they never have.   
 
So if they want to enter the market, they’ve got a lot of ground to make up to 
understand how fast people with medical problems die.  And the exponential rate at 
which our data is growing means that we will stay ahead of our competition.  Well – 
unless the competition also happens to have invented some sort of time machine. 
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So let’s have a look at what we can do with all this data. But before I go onto my next 
slide, let me put an assumption to you.  Being very obese isn’t good for your life 
expectancy, right?  Anyone disagree with that? 
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This slide is from our own back book data, and it shows the rate at which customers 
are likely to die according to their weight.   
 
Customers here can be underweight (BMI<20), average weight, overweight, right 
over there to morbidly obese.   
 
The interesting thing here is that once we know all the rest of their underwriting 
data, such as the tablets they’re on, whether their blood pressure is controlled, their 
cholesterol levels, whether they’re diabetic, what postcode they’re in and so on, 
then their obesity becomes much less the issue.  The customers who actually die the 
fastest are the ones who are underweight.  Now we take this sort of insight and 
apply it to GIfL pricing. 
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On this slide, I want to show you the sort of thing that we have to do to amplify the value of 
our own internal data. The thing to take away here is that to make good estimates of 
longevity, you also need to put your internal data alongside the wealth of information in the 
medical literature.  
 
First, let me say that in building PrognoSys™, we undertook what we believe to be the most 
extensive and detailed R&D programme ever undertaken in the Individually Underwritten 
GIfL market.  And of course we’ve backed that up now with ongoing research to spot what’s 
coming up over the medical horizon. 
 
What you can see here though, are the ways we can access over 20 million medical research 
papers. 
 
Not only did we do that, but we also mined a lot of academic connections, working with 
institutions such as Harvard, Cambridge University, the Karolinska Institute in Sweden, and 
so on. 
 
To show you what we did, I want to look at a condition in more detail.  It’s a respiratory 
problem that smokers tend to get when they’re older.  And it’s called COPD or Chronic 
Obstructive Pulmonary Disease.  People with this have difficulty breathing, they’re wheezy, 
and very prone to chest infections.  You know that terrible hacking cough that old smokers 
get – we’ll all know somebody – it could well be that they’ve got COPD.  Ultimately, of 
course, they can end up on oxygen at home.  And what our research shows us is that to 
manage this disease, doctors tend to lump people into one of four stages which we call 
G.O.L.D. (Global Initiative for Chronic Obstructive Lung Disease). 
 
Each stage is associated with a different risk of death which you can see on the next slide. 
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There are really big jumps here.   The number called hazard ratio shows that at the worst 
end, people are five times as likely to die as you or I.  Most medical underwriting systems 
have big jumps in risk built into their estimates as people pass from one risk category to 
another. 
 
But what these jumps miss is the slow and gradual decline that most people with COPD 
experience over many years.   
That gradual decline is actually measured by doctors using a little test, which we can all have 
a go at in a moment.  This test called an FEV1 measurement, which stands for the forced 
expiratory volume in 1 second.  It just means how fast you can breathe out compared to an 
average person.  And that’s what people with COPD have real difficulty in doing.  They can’t 
clear their lungs of air quickly. 
 
The test is simple:  take a deep breath in and with your mouth wide open, blow it out as fast 
as you can. If you’ve had asthma as a child, then you’ll have almost certainly done this 
before. 
 
The doctors give the FEV1 result a number between 1 and 100% of the expected value for 
someone of your age.  It’s a very granular measurement, and that’s what we use at JRP 
rather than the big buckets. 
 
This is because, from a point of view of someone with COPD, then you’ll know that nothing 
suddenly changes on the day that you progress from having GOLD stage 3 COPD to having 
GOLD stage 4.  Your ability to breathe out just gets a little bit worse each month.  You’re 
sitting on a continuum, that slowly worsens over the years.  PrognoSys™ takes these gradual 
changes, and avoids the big jumps in risk that you’ll find in most underwriting systems. 
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And with COPD, PrognoSys™ also knows that your likelihood of death is affected by 
all sorts of other relevant factors, such as whether you’re carrying on smoking, or the 
time since you were last in hospital or when you were diagnosed or what treatment 
you’re on and so on.  We can take all of these things into account so we can price to 
select the cases we want to win in our target markets. 
 
In the next slide, you’ll see that PrognoSys™ takes this sort of view across the board 
when compared with traditional underwriting systems.  This means that our 
mortality estimates are more granular than our competitors. 
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So as you’ll doubtless be aware, many medical underwriting systems tend to have 
their roots in general insurance.   
 
This figure shows you how a standard underwriting system might increase your final 
– your overall – risk of death with different underwriting levels.  And by levels, I 
mean things that are discontinuous.  Things that don’t reflect what we call the shape 
of a life.  Things that don’t fundamentally reflect what it is to be human – the slow 
declines that afflict us all as time unwinds. 
 
For example, if you take a traditional medical underwriting system, and you’re 
smoking 9 cigarettes per day then you might be in underwriting level 3, but if you 
smoke 10 cigarettes a day, then you’ll suddenly be in underwriting level 4.  Your risk 
of death is assumed to jump by a whole 26%.  And we all know it doesn’t do that. 
 
So as the Individually underwritten GIfL market matures, you’ve got to differentiate 
medical risks like these further and further, or you’ll find that your competition will 
cherry pick-your most profitable business.  That’s the name of the game in the GIfL 
market. 
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So let’s see how PrognoSys delivers a fundamentally different approach and how we 
can get real customer insights.   This is a picture of how likely you are to die after the 
diagnosis of a cancer in your colon.  This is what your doctors would call a ‘Stage 1’ 
colon cancer.  It’s actually the least hazardous form.  Stage 4 is the worst.   
 
The data here is from two places: one is JRP’s data (the gold coloured line) and the 
other is a huge cancer dataset from the USA (the blue coloured line). 
 
On the vertical axis, this shows the rate of death in terms of something we call the 
hazard.  And this approximates to your annual chances of dying.  So 0.01 
corresponds to an additional 1% chance in your risk of dying each year.  That would 
multiply the average 65-year old man’s chances of dying by about 3 times.   
 
And I’m sure you’ll agree that that is quite a significant amount, right?  We’ll come 
onto that with our next slide. 
But before that, I just want to say that if you’d relied on this external data alone, 
you’d have got your mortality estimates wrong.   
 
Because our analysis shows that GIfL customers’ experiences of cancer are different.  
And that knowledge is unique, and it’s a barrier to entry for our competition.  
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Here, I’ve taken that same slide for Stage I colon cancer, and I’ve put it on the same scale as someone 
with Stage IV colon cancer. 
 
If you look at the Y-axis for Stage 4 now, the hazards there are enormous – almost 50-60% of people 
are dying shortly after their diagnosis.  People there can expect to count their life expectancy in 
months, not years. 
 
So you’ll notice that we haven’t just validated our approach against our own experience, we’ve also 
tested it against major research studies.  This gives us a lot of additional confidence in what we’re 
saying. 
 
But before we have a look at PrognoSys™ itself, I should say that I’m really proud of the science that 
underpins our design.  The almost complete automation minimises human intervention.  PrognoSys™ 
is today, our pricing engine.  And having an engine that integrates well into the rest of our operations 
gives us the benefits of market leading service and an efficient business model. 
 
So let’s move onto our demo of some of the more relevant features of PrognoSys™  
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So I hope you can see how we can build up a very detailed picture of the sensitive 
ways in which we can distinguish the medical problems our customers experience, 
and how it is that we say that we see all of our customers, as unique. 
 
Thank you. 
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Thank you Tim. 
 
Ok so we we’re half way there, but before we have coffee, we have a few minutes set aside for questions. There will be 
another Q&A session at the end, so please focus your questions now on the areas we have covered so far.  We will leave any 
questions on other areas that we will cover after the break.  But if we don’t cover your issue after coffee you can always ask us 
about it at the end. 
 
Ok, so who has the first question? 
 
[questions from the floor] 
 
I’m now going to turn to questions from those people on the webcast 
 
Ok that’s all we have time for now, but don’t worry, we will have time for more questions at the end. 
 
We’ll start again at 11 
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Ok thanks everybody, I hope you’re all feeling refreshed after your coffee. My name 
is David Richardson, Deputy CEO of the Group 
 
So Rodney, David and Tim have demonstrated that we have a sustainable 
competitive advantage which helps us win business in attractive growth markets.  
 
Now it’s Simon and I who will explain how we can use these advantages to create 
shareholder value without taking undue risk, and that we can fund our growth 
potential. 
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I want to deal with our approach to managing assets and liabilities first, and then I’ll 
explain our sustainable capital model.  
 
First, I ‘ll show you how on the asset side we adopt conservative approaches to both 
risk management and valuation.  
 
I’ll also explain how our investment approach has always been driven by our 
liabilities, making our Asset Liability Management approach crucial to our balance 
sheet management.  
 
We manage our liabilities conservatively too. Dr Tim has already explained how we 
use our IP to make sure we accurately select risk, and how we price it fairly. We 
reserve prudently for these liabilities driven by our leading edge IP. We also reduce 
our risk further by reinsuring a sizeable proportion of longevity risk. 
 
This conservatism on both the asset and liability sides, together with a rigorous ALM 
framework,  drives our resilient capital position. You’ll have seen how our approach 
helped us to weather the record low bond yields so far during 2016.  
 
Finally I’ll talk about how the improvement in new business margins and resilient 
starting capital position means that our capital model is sustainable.  
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Ok, I will begin with assets under management.  
 
Let me start with a high level description of our investment objectives.  We aim to achieve three 
broad objectives: 
 
1. Lock into attractive risk adjusted yields which support competitive pricing and attractive profit 

margins on our business  
2. Invest in a prudent portfolio of investments which generate cashflows which closely match our 

policyholder obligations in all future years 
3. Achieve the first two in a portfolio which is as capital efficient as possible 
  
We do all of this subject to prudent risk management limits and we also focus on ensuring we meet 
the new Matching Adjustment requirements of Solvency II. 
  
That’s quite a few balls to juggle.  However it is made more manageable by the key underlying feature 
of our business; our liabilities are illiquid and highly predictable.  Once a customer has bought one of 
our products they cannot surrender the policy and, at a portfolio level, our IP allows us to predict 
future outflows with a high degree of confidence. 
  
This allows us to follow a “Buy and Maintain Plus” strategy on bonds which means we can identify 
attractive bonds that meet our criteria and then hold them to maturity.  We can ride out short term 
volatility in credit markets, focussing on the underlying cashflows that the bonds produce rather than 
worrying about fluctuating credit spreads. 
  
All this is subject to limits which avoid excessive concentration by sector, rating category, single 
issuers or non-sterling exposure. 
 
In the chart, you can see the external managers of our assets. Following our merger, Insight still looks 
after the ex Partnership bond portfolio, and the ex Just Retirement portfolio is still managed by 
Robeco and Blackrock. JRP itself originates and manages the lifetime mortgage portfolio, and we use 
specialists for private placements, infrastructure and commercial mortgages.  
 
Clearly we will be looking closely at these arrangements as part of the integration, but our roster of 
fund managers has done an effective job for us so far, both pre and post merger. 
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Staying on assets, here you can see why I’d argue that our assets are invested in a 
well diversified way.  
 
I’ll focus on mortgages in a moment, but you can see from this slide that our bond 
exposure is relatively conservative from a credit rating perspective, with an average 
rating of A and just 1% of the portfolio below investment grade.  
 
In addition, our bond portfolio, is well diversified by industry, with banks being our 
largest segment at 22%, which is benchmark weight, for example I-Boxx also has a 
22% weighting towards banks. The public bond portfolio is spread across nearly 300 
issuers with an average size of approximately £30m.  
 
Furthermore, this is further diversified by the 44% held in other asset classes 
 
Although Lifetime mortgages don’t carry an external rating, I’ll cover in coming slides 
why we believe we have a prudent approach to the underwriting and valuation of 
these assets 
 
Also, please note we provide for an annual default allowance of 52bps on our bond 
portfolio compared to long term historic averages of 27bps as per Moody’s studies 
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So, moving onto lifetime mortgages – a key asset class for JRP. I have set our 
origination approach in detail on this slide. I won’t be going through the full detail, 
but will highlight some key features of the product  
 
The lifetime mortgage enables the customer to release the equity in their home 
without having to move out, improving their quality of life in retirement.  
 
They typically don’t pay us any interest as it accrues. Instead, the interest 
compounds up, and the principal plus accumulated interest is repayable when the 
house is sold, either on death or when the homeowner moves into long-term care. 
 
Our credit risk on lifetime mortgages arises from the No Negative Equity Guarantee 
we offer on the product, or NNEG for short. We promise that a customer’s estate will 
never have to repay more than the market value of the house. If the loan plus 
accumulated interest were to exceed the sale proceeds, we would have to write off 
the difference. I will provide more details on NNEG and our loan to value ratios in the 
following slides 
 
The slide sets out our own origination process in detail, but suffice to say our credit 
process has worked so far, measured by extremely low levels of NNEG claims. We 
also work hard on conduct and reputational aspects, recommending that any 
children are made aware of the mortgage, and that the borrower has their own 
lawyer, not one recommended by us. 
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As you can see in the top left chart, the lifetime mortgage portfolio is well diversified 
geographically. There is a tilt towards the greatest areas of housing market wealth in 
the southeast, but these areas are far from dominant and we have meaningful 
exposure across the UK.  
 
Note that the Southeast exposure shown in the bar represents areas outside Central 
London. You can also see that the loan to value ratios are reasonably consistent 
across the country, with no region breaking the 35% level. The lowest loan to value 
levels are in London and the southeast, so we have the largest buffer against NNEG 
risk there 
 
The lower chart shows our LTV breakdown by customer age bands for self and 3rd 
party funded origination. You can see that the proportion with loan to value >50% is 
very low at all, but the highest ages. At the point of sale, our typical mortgage 
customer is 70 years old, and borrows a median £39,000 against a house valued at 
£190k, an average initial loan to value of 20%. With accumulated interest payments, 
the loan to value ratio for the whole portfolio is still only 29%. 
 
 
 

42 



Taking it up a level from LTV and moving onto how this impacts the NNEG risk. The chart on the top left shows 
why we accept the NNEG risk.  
 
Even if there is no house price inflation at all over the next 30 years, the loan to value will not exceed 100% until 
our average 70 year old customer reaches the age of 100. With a modest 1% house price inflation, the customer 
would have to live to 107.  
 
So, what has been the historic house price growth rate? – Nationwide’s UK house price data shows an average 
growth rate of approximately 7.5% per annum over the last 40 years. That equates to a real growth rate of 2.7% 
above RPI inflation over the same period.  Actual property sales values observed on the JRP portfolio of 
mortgages shows a close correlation to Nationwide house price indices. So, we think that the real risk of 
substantial NNEG cost is low 
 
However, the NNEG provision within our reserves is computed using option pricing techniques which allow for 
volatility of house prices, and leads to prudent provisions 
 
For example on a Solvency II basis, we hold a provision which equates to a default allowance of approximately 70 
bps per annum. Our actual experience of NNEG claims is less than 1bp per annum.  On top of this 70bps per 
annum, we set aside risk capital to absorb 1 in 200 year property risk events. 
 
Furthermore, the bottom chart shows the impact on the ultimate asset yield depending on the age at which the 
NNEG materialises. Consistent with our example in the chart above, if our 70 year old customer lives to 100, at 
0% HPI, i.e. no house price growth at all over the next 30 years, we will still accrue interest of 5.5% each year – an 
attractive rate in today’s low interest rate environment.  
 
Let’s take a scenario that none of us is likely to experience - that nominal HPI is -1% per annum for the next 30 
years.  
 
Our customer enjoys a fruitful retirement and still lives until 100, however for JRP, the NNEG would be 
uncovered at age 95. The customer will stay in the house for another 5 years until death or they move into long 
term Care. For JRP, the Lifetime mortgage yield over the life of that mortgage would fall from the intended 5.5% 
to an effective 4.5%, which is still an attractive yield. Obviously, we would not expect every customer to live until 
100, particularly as we also medically underwrite some of our mortgages.  
 
Hopefully this demonstrates that we adopt a conservative approach on reserving for NNEG risk relative to the 
underlying economic exposure.   
 
But the key point is that our long term and illiquid liabilities allow us to invest in long term illiquid assets such as 
mortgages, and lock in the illiquidity premium for our shareholders. The effective illiquidity premium for  
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mortgages is significantly higher than it is for bonds, which helps risk adjusted 
returns.  
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Moving to Asset Liability Management or ALM for short 
 
By now, you’ve seen how we manage the asset side of the balance sheet in a prudent way. 
We take no equity risk. We closely match our assets with our liabilities. We have a well 
diversified bond portfolio of good credit quality. We enhance our returns with a very low 
loan to value mortgage book. We also make substantial default risk provisions, just in case. 
And in the process we are backing the economy to the tune of approximately £15 billion. 
 
Before I talk about our prudent approach to liabilities, let me explain our asset liability 
management approach 
 
First of all I hope it is clear that our investment approach is very much driven by our 
policyholder obligations. Our starting point to investing is to make sure we have the 
cashflows to pay policyholder obligations as they fall due. As you can see in the chart, we 
match asset cashflows closely with liability outflows. Our average liability duration is 11 
years, reflecting an average life expectancy of 18 years, plus the effect of discounting. We 
match our longer duration liabilities with mortgages, and our shorter duration liabilities with 
bonds. Thus the average duration of our bond portfolio is 6 years, reducing the risk of rating 
migration, while the mortgage duration is longer at around 15 years.   
 
Actually, you can see from the graph that the asset cashflows are in excess of liability 
outflows in all years. This excess arises due to the prudent reserving approach we adopt, 
together with the SII capital we are required to hold 
 
I’ll talk about our approach to reserving in more detail in a moment, but the common 
themes are matching and prudence. I’ve already demonstrated the prudence of our asset 
approach and this slide shows how closely we match the asset and liability cashflows.  
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Now I’d like to talk about liabilities. All we are doing when we compute our liabilities 
is to estimate the future guaranteed income payments we need to make, and 
discounting them. So the two key drivers of our reserving are our longevity 
assumptions and the discount rate we apply. 
 
We believe we are conservative in both areas. Over the last few slides, I have 
touched on why the default allowances which we deduct from our liability discount 
rate are conservative.  
 
Now I want to explain why we are conservative in the longevity assumptions we 
make. 
 
This slide illustrates why increasing life expectancy in retirement has become such an 
issue for insurers, individuals, and indeed the government in recent decades.  The 
chart shows that life expectancy for men in England & Wales aged 65 increased by 
just one year in a period of 130 years from 1840 to 1870. 
 
But in the time since 1970 we have seen a jump in life expectancy of six years.  The 
pace of change after 1970 has been around 20 times as rapid as the pace of change 
before this date.  And moreover, until recently, the pace of change had continued to 
accelerate. 
  
However, you can detect on the very right-hand side of the chart some sign that the  
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pace of change may have begun to moderate.  
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This is shown more clearly in this chart, which measures how the pace of 
improvement for both men and women aged 65 to 84 has varied since the middle of 
the 1990s.  We have shown a five year moving average to smooth out the noise 
present in annual results.  There is now very clear evidence that the rate of 
improvement peaked in the first decade of the 21st century and has since declined.  
That’s not the say that life expectancy is falling, just that the pace of improvement 
has eased off in the last five years or so. 
 
What are the implications of this for reserving? Our reserving basis does not reflect 
the sharp downwards trajectory that you see in the slide.  If the evidence continues 
to accumulate that longevity improvement has moderated, eventually this could 
allow us to revisit our longevity assumptions, but we haven’t reached this point yet.  
 
And I’d like to emphasise that we do not just look in the rear view mirror; we are 
continuously horizon scanning for new developments such as medical 
breakthroughs, and will be cautious in any moves we make. 
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Moving to the final section on longevity  

 

Obviously our pricing and reserving reflects the characteristics of our own customer base, 
not just the general population trends such as those on the previous slides. Clearly we have 
a bias to unhealthy lives, which our medical underwriting allows us to price competitively. 
Shorter lives results in quicker confirmation of actual mortality and a richer dataset which is 
now benefiting from full mortality curves. Our proprietary IP enables accurate longevity 
estimates at the outset and is invaluable in risk selection 

 

This slide compares the actual deaths we experienced compared to our current IFRS 
reserving basis. We consistently reserve for 10% fewer deaths than we actually expect 

 

The blue bars represent actual deaths and the green bars represent expected deaths 

 

As you can see, actual deaths have been higher than the current reserving basis in every 
year. The blue line on the chart shows the ratio between the two. It is comfortably in excess 
of 100% each year which translates into IFRS mortality profits. This margin for prudence will 
gradually emerge through the in-force profit line 

 

Furthermore, our understanding of the life expectancy of our customers is constantly 
improving.  Our mortality experience has become more stable, and our estimates more  
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certain, as the volume of business in force has grown year by year.  This is shown by the 
dotted blue lines which shows the 95% confidence intervals around our observed 

experience, and a similar picture applies to narrowing confidence intervals around 
our best estimate assumptions.  

 

In other words our commanding lead on data and IP gives us a competitive advantage. As 
well as allowing us to price risks more accurately, it improves our reserving accuracy leading 
to robust profits.  

 

The IP also allows us to negotiate better reinsurance terms – reinsurers can take comfort 
from the size and accuracy of the IP 
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Let’s move onto Reinsurance  
 
Reinsurance is a key enabler of our capital-lite business model.  It has supported the rapid 
growth of both Just Retirement and Partnership in the past and will help JRP grow 
successfully in the future. 
  
Reinsurance does this by reducing the capital strain on new business, which boosts the 
return on capital and allows us to generate more profits per unit of capital than we could 
otherwise do without Reinsurance.   
  
Why are reinsurers keen to do business with JRP? 
 
First, at a macro level, most major reinsurers are significantly overweight with mortality 
business via Term Assurance, Critical Illness and other insurance products which pay out 
when customers die or are seriously ill.  Longevity risk, in particular medically underwritten 
longevity risk, is a natural hedge to this which is attractive to reinsurers from a risk 
perspective and is also capital efficient for them 
 
Secondly, reinsurers recognise that longevity based insurance is one of the few areas of 
growth in developed insurance markets and are keen to access the attractive growth 
markets that JRP operates in 
 
Finally, our IP makes us a very credible counterparty to reinsurers.  I can personally vouch 
for this.  I was formerly Global Head of Longevity Pricing at Swiss Re and I can assure you 
that we had a strong preference for clients who really understood the risk they were passing 
on and who could accurately underwrite and select those risks.  Numerous major reinsurers 
have been attracted to this deep level of expertise and several have been prepared to enter 
into exclusive long term relationships with the JRP companies. 



We limit our exposure by reinsuring around half our longevity risk. The reinsurance 
varys by product, but the bar chart above summarises our current arrangements for 
new business.  
 
Deposit back arrangements mean we keep 100% of the investment margin, and also 
eliminate most of our reinsurer default risk. But the economic effect of our current 
reinsurance arrangements is that we only retain around half of the longevity risk on 
new business. 
 
As I mentioned previously, our leading edge IP provides confidence to our reinsurers 
and has lead to us developing strong relationships with a range of leading reinsurers.  
 
We continue to review our arrangements and will seek to optimise those in a SII 
environment 
 
Before I move onto capital and S2, I want to emphasis that, like with investments, we 
think that our liability approach includes layers of conservatism.  
 
This conservatism includes the default allowances included in liabilities; it includes 
the substantial NNEG provisions we carry despite a 29% average loan to value; it 
includes our policy of reserving for 10% fewer deaths than we actually foresee. And 
finally it includes the significant reduction in longevity exposure we achieve through 
reinsurance.  
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Now that I’ve taken you through the way we manage our assets and liabilities, I want to bring the balance sheet together by explaining how it feeds into our 
regulatory capital position. 
 
Let me start with an overview of the key components of the Solvency II balance sheet, which was introduced across the EU on 1 January this year.  
 
The asset side of the balance sheet, which we have already covered, can be split into two broad categories.  Assets backing Solvency 2 Technical Provisions 
and the balance, which is referred to as “Own Funds”. 
 
The Technical Provisions comprise of the Best Estimate Liabilities and a new concept introduced by Solvency 2, the risk margin.   
 
In simple terms, the risk margin is a buffer that insurers need to set aside for taking non-hedgeable risks including longevity, operational risk etc. This buffer 
does not count as available capital, though it is expected to be released gradually over time as the back book matures.  
 
The Solvency Capital Requirement, or SCR, is the risk capital required to be set aside to absorb 1 in 200 year stress tests of each risk type that JRP is exposed 
to; this includes longevity risk, property risk, credit risk, interest rate risk etc. These risks are all aggregated with appropriate allowance for diversification 
benefits.  
 
The surplus of Own Funds over the SCR is called “Excess Own Funds” and this effectively acts as working capital for the Group. 
 
The over-riding objective of the Solvency 2 capital framework is to ensure there is sufficient capital within the insurance company to protect policyholders 
and meet their payments when due.  
 
The main difference between the Solvency I and Solvency II balance sheets is the introduction of the risk margin, and also a re-calculation of the liabilities 
 
So that is the new capital regime for new business that we have written since 1st January 2016. What about our customers before that?  
 
As I mentioned, we are a long-tail business, which means that we have policyholder obligations that stretch out into the future. To allow the industry to shift 
its Solvency 1 liabilities gradually to a Solvency II basis, companies were allowed transitional measures for technical provisions or TMTP. These transitional 
measures aim to smooth out differences between liabilities under the two regimes. As the pre Jan 1 2016 liabilities gradually run off, the transitional 
allowance also reduces on a straight line basis over 16 years.  
 
Now, for an update on some of the key Solvency II milestones for JRP and progress made so far in 2016 
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So, Solvency II is still relatively new and is bedding down across the industry. This 
table summarises some of the key elements of the SII regulatory regime that are 
relevant to JRP 
 
We were delighted to be in the first wave and to be one of just 19 companies to receive PRA 
internal model approval ahead of SII go-live date. One of the benefits of the merger is that it 
has allowed us to accelerate our plans to move the ex-Partnership business onto an internal 
model.  This will allow us to apply for a combined Group internal model in due course  
 
In addition, I would highlight two areas –  
 
 1. To confirm, as stated previously, we have a PRA approved structure so that lifetime 
mortgages are Matching Adjustment eligible 
 
And  
 
 2.  That ahead of PRA thematic review of lifetime mortgages due in 2017, industry 
benchmarking suggests that our NNEG provision and property risk capital on a SII basis is in 
the upper quartile.  
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Here is our capital position at 30th June 2016, as we disclosed on 15th 
September. Our SCR coverage ratio declined only modestly between 
December and June, despite record low risk free rates. Our conservative 
approach to our balance sheet delivered a resilient solvency position. 
 
As we told you at our results, we are comfortable with this capital 
position, especially given that the Own Funds figure benefits from just 
£100m of tier two capital, which is just 7% of SCR. This is significantly 
below not just the regulatory limit of 50% of SCR but also well below the 
normal leverage ratios seen in the market - however measured - 
suggesting significant hybrid capacity. As we have been saying for some 
time, we continue to monitor our options in debt capital markets. 
 
In the meantime, the chart shows that our tier one coverage ratio is very 
much in line with peer averages. The reason our total capital ratio looks 
low compared to some of the peer group is that our peers have a much 
higher level of gearing on average than we do.  Putting it another way, if 
we were to raise debt to market average levels of gearing, then our total 
capital ratio would be in the middle of the pack. 
 
Over the next couple of slides we’ll give you some thoughts on how our 
capital position might develop.  
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This is a recap of the Solvency 2 balance sheet sensitivities that we shared on 15th September. 
 
To help provide greater transparency on the impact of falling swap rates we have shown the 
impact of a 50bps fall in swap rates on two different bases: with and without the impact of 
recalculation of the Transitional Measures on Technical Provisions – or TMTP.   
 
The significance of a 50bps fall is that the PRA has stated that it would consider a sustained 
change of 50bps or more in risk-free rates to be a reasonable trigger for a potential recalculation 
of the transitionals. 
 
The interest rate sensitivities show that we can absorb changes of 50bps or less without changing 
the TMTP. They also show that the capital coverage ratio is relatively insensitive post 
recalculation of the TMTP.  
  
In relation to property, we already conservatively reserve for a 10 percentage point fall in 
property values. The sensitivity in the chart shows the effect of a further 10 percentage point 
drop, implying a total hit of 20%.  
 
As far as longevity is concerned, a 5% one off increase would clearly have an effect, but as I 
touched on earlier, recent trends in broader longevity, and our own experience, do not suggest 
any immediate concerns. 
 
For the avoidance of doubt, none of these scenarios makes any allowance for management 
actions, other than the TMTP recalculation. 
  
Finally, just to note that our economic capital at of 30 June 2016 stood at a comfortable 185% 
with surplus of nearly £1bn 
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But given the growth markets which Rodney described, arguably the more 
interesting dynamic is how future new business will affect our capital position. Our 
opening capital position is comfortable, and has the potential to be boosted by tier 2 
debt in due course. 
 
However new business does create a modest capital strain, with solvency capital 
requirements exceeding new business profit margins. This strain has been 
significantly reduced by recent margin expansion. This has meant that an increasing 
proportion of the solvency requirement is funded by the premium itself.  
 
And as previously guided, the margin improvement has continued in the second half 
of 2016, implying a continued reduction in solvency strain. Overall, we would expect 
new business strain to be a mid single digit % of premium fully loaded for post 
synergy expense levels 
 
That being said, the remaining strain has to be met either from the surplus at the 
start of the period, in force surplus emerging during the period, or any capital 
sourced during the period.  
 
 

54 



This chart shows why we believe that our capital model is sustainable.  
 
As I explained earlier, we believe our current capital positon is comfortable. But how will it 
develop as sales are made? 
 
As we move through each year, we gradually release the prudence set aside in our SII 
reserves, together with a run-off of the risk margin and SCR held in respect of existing 
business. Our customers are with us for life, but they will not live forever. These releases are 
known as the in-force surplus.  
 
These in force surpluses are used to fund our expenses, our new business strain, and, of 
course, interest and dividends.  
 
This chart shows how, on our expected new business premium volumes, but once our cost 
reductions have been fully implemented, we estimate that new business strain, along with 
any interest and dividends will be funded from in force surplus. 
 
In other words our year end surplus in 2018 would be similar to that at the start of the year. 
 
We do have a new business strain requirement in 2017, but our resilient starting position, 
improved margins, growing markets and the positive cost story explain why the Board is 
comfortable with the current balance sheet. 
 
This also explains why equity issuance is not on the agenda 
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Over time, as we write new business, we expect that the reserves on our balance 
sheet will grow, as we more than replace the reserves that roll off the balance sheet 
by writing new business. This year’s new business becomes tomorrow’s in-force.  
Our inflows have been more than twice our outflows in recent years.  
 
As well as generating a growing Solvency II in-force surplus, the natural growth in our 
reserves will also drive increased IFRS inforce profits.  
 
So, we would expect reserves, solvency generation and profits to grow, driven by a 
growing in force profit stream.  
 
Next I’ll look at what the growth in reserves will mean for our solvency self 
sufficiency. 
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By 2021, the effect of the greater in-force surplus from a larger balance sheet means 
that our closing surplus in 2021 is greater than the opening surplus, and we have 
become truly capital generative.  
 
Our new business volumes and associated strain will be financed from our self 
generated resources, rather than the balance sheet taking the strain.   
 
A key variable is the product profitability and its ability to fund the new business 
strain on writing that piece of business.  
 
In that regard, the rise in new business margins in H1 2016 until we bridge the 
funding gap in 2018 is welcome 
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Not only is writing new business sustainable from a capital perspective, it creates 
value from a shareholder perspective. 
 
On a Solvency II basis, we have to put aside risk margin and solvency capital 
requirements to fund new business when we write it on Day 1.  
 
So when we price new business, we have an initial new business strain which is the 
difference between the solvency requirements and the margin.  
 
This initial cost is shown by the red bar in the graph, and represents the amount 
invested by shareholders in that new business 
 
However, in subsequent years we earn a surplus each year as the prudent margins 
and capital requirements are gradually released. The surplus each year will vary 
depending on how well we have reserved, but as shown in previous slides, our IP 
helps us to reserve accurately 
 
The IRR on new business is expected to be in the mid-teens, fully loaded for post 
synergy expense levels 
 
Growth in new business sales is then a further driver of profit growth.  
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So adding it up, I hope you can see why we think the economics of our business are 
clearly both sustainable and value generative.  
  
We manage our balance sheet prudently in respect of both assets and liabilities. Our 
capital position is in line with peers if we compare ourselves on a equity coverage 
ratio.  
 
Although the interaction of Solvency 2 and financial market conditions put pressure 
on margins and capital strain in 2015, we have responded though pricing and cost 
actions, catalysed by the merger. As a result, the capital strain on new business is 
once again largely offset by profit in the product.  
 
We can grow our profits through a combination of in force surplus and our own 
capital resources. Access to debt capital markets would allow us to accelerate our 
growth rate. Given the growth opportunities in the markets in which we operate, we 
think this is a good place to be. 
 
So that’s all from me for now. Simon is now going to focus on the financial model 
and costs, and then talk a little about how our model translates into shareholder 
value. 
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Ok thanks David. I’m Simon Thomas, Chief Financial Officer [CFO] of the Group. 
 
Before I touch on the cost savings piece, I want to explain how the business model 
drives our profits.  
 
After that we’ll have another Q&A session followed by I believe some  lunch. 
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So how do we actually make money?  Well - It isn’t particularly complicated.  
 
In exchange for a customer’s pension premium, we pay them a retirement income for the rest of their life. 
 
Originally, we only did business with individual customers, but more recently  - we have also been paying lifetime incomes to the members of 
defined benefit schemes.  
 
But either way - we receive their premiums and pay out lifetime incomes.  
 
Our competitive advantage lies in our ability to estimate more accurately how long our customers will live.  As Tim has explained, we do this by 
asking medical and lifestyle questions.  
 
The shorter your life expectancy, the lower the cost of giving you a lifetime income. This enables us to charge lower premiums to those with a 
shorter life expectancy, and we can profitably charge less than competitors who do not medically underwrite.  
 
This works for individuals, but also for groups  - as long as the numbers don’t get too big. We are the only company which has been medically 
underwriting for any material period of time, so our pricing advantage is hard to replicate.  
 
We think  - it’s only fair that pensioners with medical issues, get the higher incomes that their lower life expectancy warrants. Our pricing also 
means that many trustees can close out their DB liabilities at a lower cost than if they didn’t go into medical underwriting.  
 
So ..once we have received our customers’ premiums, obviously we pay it back to them over their lifetime.  
 
We invest the premiums mainly into IG corporate bonds and Life Time mortgages, which as David described, are durationally matched to our 
policyholder cashflows.  
 
We originate most of the mortgages ourselves, lending money to retirees who don’t have to pay any interest until the house is sold, either when 
they pass on or they are moved into care.  
 
Looking at this simply – our business model is an Investment play – in that we pay our annuitants their capital back, giving them a gilt return plus 
a small margin. We then invest their premiums in IG corporate bonds and LTMs   
 
- and the pick up in yield, after allowance for default and NNEG etc  - is for the benefit of the company – so we capture and keep the difference 
between our funding rate and our investment return 
 
That’s why we often describe our business as a spread business.  
 
The economics are quite similar to a fund manager -  in that any growth in assets will drive growth in profits – however the key difference 
between our model & a fund manager is that our clients in ordinary circumstances, can’t easily leave us,  
   
 
We explain this using an operating profit format that I’ll look at in a moment, which differentiates clearly between new business profit and in 
force returns. 
 
The regulators make sure we hold enough solvency capital to be confident of paying customers their annuities  - even if something goes badly 
wrong. Provided our capital position is satisfactory, we can pay out some of our profits as dividends, retaining the rest of our earnings to fund 
our growth. 
 
So looking at the Operating profit format…. 
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This slide shows our recent interim results statement. 
 
As you can see, the two key material lines are our new business profit and in force 
profit which, in combination, represent our Underlying profit- I’ll talk about these in 
more detail in a moment 
 
Below the Underlying profit - We have three lines  
 
• We have operating experience variances & assumption changes – here typically 

our assumptions have proved to be accurate since our IPOs & so these lines have 
represented relatively small pluses and minuses   

 
• Below that, you can see that we continue to invest in our other Group companies,  
 
• And the final line represents the costs for our reinsurance & financing.  
 
But these tend to be relatively stable - whereas the key determinants of the financial 
result are the new business and in force profit lines 
 
So lets focus on the NB profit first 
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As you can see on the LHS of the chart, our new business profit is simply the amount by which 
premiums exceed our Best estimate and prudent reserves which include allowances for bond 
defaults, mortality PADS, mortgage NNEG, plus expenses.  
 
David also has to worry about required solvency capital, but for IFRS purposes we don’t. 
 
This model means that our new business profit drivers are pretty straightforward. 
 
• If we earn or charge more premiums, if we cut costs, our new business profits will increase 
• On the investment side if bond spreads and mortgage spreads widen, but prospects of default or 

increased NNEG do not, we will capture a greater liquidity premium and new business profit will 
increase 

 
NB Margins have typically been around the 3-5% mark 
 
However, our approach to the recognition of the IFRS NB Profit is prudent.  
 
In the last 6 months on a proforma basis we only recognised IFRS NB margins of about 5%, compared 
to about 9% on an [pre-tax] EV basis 
 
This gives you an idea of the allowances built into the prudent reserves that we charge when we write 
the new business.  
 
The margin expansion year on year from 2.0% to 5.0% has been the result of an increase in prices 
following the introduction of Solvency 2 to offset the risk margin. Because the risk margin is a 
solvency reserve, but not an accounting reserve, this has resulted in IFRS margin expansion. 
 
I’ll come onto costs in a moment but with typically 80% of our combined applicable cost base relating 
to new business costs, much of the merger cost savings will be reflected in our new business margins 
in due course. 
 
Ok – so what about the IF margin 
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As you can see in the slide - IF profit is running at around the mid 50 bps on opening 
reserves and comes from two main sources: 
 
• First the investment return we get from our net assets. 
 
• And second we slowly release the prudent reserves we set aside in the NB calculation 

from our liabilities  - as time elapses and it becomes clear they are no longer required 
 
The drivers of the investment returns from net assets are obviously the asset allocation and 
the investment returns we achieve in the markets – currently we are seeing returns of 
190bps on bonds and 220bps on surplus mortgages 
 
However, the bigger component comes from the release of our prudent reserves.  
 
As I just said, when we write new business we set up reserves containing significant 
prudence. As David highlighted, we put away prudent reserves for corporate bond defaults, 
an allowance of 10% lighter deaths than expected under our best estimate and prudent 
margins for our mortgages 
 
As each year passes, if the allowances we have made have been adequate, we get the 
expected release through the in-force. If they have been too prudent or insufficient, we 
would recognise this in the operating experience variance line, which I said has only seen 
small pluses and minuses since IPO 
 
This approach means that our in force profit represents a profit stream of high quality and 
the drivers that change this are pretty straightforward. 

 
In particular, if we grow our reserves by getting net inflows, then our in force profits will 
increase, which is why the net flows shown on the right of the page are so important 
 
I show again on the next slide 
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You can see this is why Rodney always talks about this slide on results day –the RHS 
of the slide that our reserves have grown by more than a 25% CAGR across the last 
few years and that is excluding the bar showing the acquisition on the far RHS 
 
We only have to write more than about £800-900m pa to still grow our balance 
sheet reserves ( and therefore the IF profit) 
 
Now consensus sales are about £1.8Bn and increasing for the next few years – if this 
plays out and outflows remain at current levels, we would expect our net reserves to 
grow 
 
Of course, one advantage of growing liabilities is that you can be pretty confident 
that the IF profits will emerge every year,  
 
In contrast however,  the New Business profit line naturally has to start all over again 
every January 
  
I’m now going to touch on expenses, - which is another key determinant of both the 
New business and in force profitability,  but probably more so than normal  - given 
our updated target merger cost savings of at least £45m.  
 
As we have said for some time, around 80% of the addressable cost base relates to 
new business, so any cost savings have the ability to contribute significantly to new 
business profit if we can achieve them. 
 
So looking more closely at the savings, 
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Looking more closely at the savings, this is the chart we used at the half year results three 
weeks ago 
 
The LHS of the chart shows the original cost target we announced on the merger. 
 
After looking more closely under the bonnet, we have now obtained sufficient confidence to 
raise this target to at least £45m of run rate synergies by 2018. 
 
There is no one specific Department or area of the business that has given rise to the £5m 
increase – it is spread across a number of parts of the organisation 
 
In terms of timing – we are already ahead of the original 30% target for year 1 -  which 
would have been £12m – we announced that by the end of August 2016 we were already at 
a run rate of £14.9m – 
 
So the good news is we are capturing a larger saving and more quickly than we originally 
anticipated.  I’ll update you with further progress on this at the Prelims 
 
In terms of the total integration costs to actually achieve the saving – I think you’ll 
remember we estimated it at about £60m. As you can imagine much of the systems 
rationalisation & migration comes later in the process & that is a key part of the £60m – but 
as of today, despite the fact we have raised our saving target, I think this is still a reasonable 
ball park estimate of total cost of integration. 
 
Finally our head count is likely to fall  by about 240 FTEs over the course of this work 
 
As you can imagine, this is a difficult task – but one which we understand the importance of  
- and one on which we are firmly focussed  
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So…to summarise, I’ve tried to demonstrate how our simple business model 
translates into profits. In particular, the direct relationship between new business 
premiums, reserve growth and profits, and the equally direct relationship between 
cost savings and profits. 
 
Finally I wanted to wrap up by saying a few points on shareholder value 
 
David has already highlighted that our capital model is sustainable with our new 
business volumes and associated new business strain being financed from our self 
generated resources, without recourse to additional capital.    
 
He’s also highlighted that our New Business has an Internal Rate of Return of mid 
teens – above the cost of capital & well above our Weighted Average Cost of Capital  
- we believe this represents an attractive return to shareholders 
 
In terms of dividends, we continue to operate the JRG policy of paying one third 
interim and two thirds final. 
 
Clearly we recognise the importance and discipline of paying a dividend and will 
continue to consider the optimal mix of paying a return against reinvesting for more 
profitable growth - this is something that is front of mind for our Board 
  
Now I’m going to hand over to Rodney to wrap up. 
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Thanks Simon. I’d like to quickly summarise what you’ve heard so far, then we’re 
going to open it up to more Q&A. 
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Hopefully you can now see why we think we have a sustainable model in growing markets. 

 

I started by showing you some of the clear growth drivers in our chosen markets, with a particularly obvious opportunity in DB, but certainly scope to grow individual 

GIfLs too. And we will tactically move capital between the two segments in order to maximise returns.  

 

David Cooper then explained the strength of our distribution franchise and the growth we see emerging from our business to business division, and that we continue to 

offer award winning, outstanding customer service to the end customer and our B2B clients. 

 

Dr Tim then gave you a glimpse of the medical underwriting that gives us a competitive advantage in these growth markets. We really think we have a better mousetrap. 

By choosing to offer lifetime income to those with shorter life expectancy we can offer better value than competitors and still make money. That’s why we have been 

able to gain market share profitably since we started out.  As the market moves closer to individual underwriting across the board, we can increasingly write healthier 

lives at fair prices too. 

 

We haven’t talked about our nascent international operations today, but we think this IP is exportable, and will let you know if it starts to deliver results overseas.  

 

Our capital model was affected in 2015 by a unique combination of reduced individual demand, higher unit costs, lower investment returns and higher capital 

requirements. But we adapted quickly to the new external environment and we have used our merger to catalyse change in many of these areas, particularly pricing and 

efficiency. David has shown that the profits in new business are once again sufficient to cover most of our incremental capital requirements for writing new business, and 

that together with in force unwind and our starting equity backed capital position, the model is sustainable from a capital perspective. David has also spoken with some 

passion about the conservatism built into our balance sheet, which also benefits from our IP. 

 

Finally Simon has shown how the simple drivers of our business model translate into P&L profit drivers. The transformation we are undergoing means that we expect to 

achieve attractive IRR’s on new business. It’s not my job to value the shares, but the returns we are generating arguably seem inconsistent with a price to book ratio 

below one. 
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With that let’s open the floor to Q&A 

  

[Questions from the floor] 

  

I’m now going to turn to questions from those people on the webcast. 
 
Ok if that’s the last question then all that remains is for me to remind you that our next 
announcement is scheduled for the 3rd November when we are due to announce our 
trading statement for the three months ended 30th September.  
 
Thanks again for your interest, and I’d now much like to invite you to join us for lunch. 
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