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Highlights

Returns to with-profit policyholders

Mutual dividend allocated £81m (2012 £88m)
Bonuses added to with-profit policies £318m (2012 £282m)
Royal London with-profits fund investment
performance 10.6% (2012 8.6%)
Profitability

EEV profit before tax and mutual dividend from
continuing operations1 £551m (2012 £320m)
IFRS result before tax and mutual dividend from
continuing operations2 £530m (2012 £454m)
Funds

Group funds under management £73,598m (2012 £49,799m)

EEV operating profit from continuing operations1

£346m

£322m

Mutual dividend

£88m

£88m

2011

2012

£81m

£228m

2011

2012

2013

Regulatory (Insurance Group Directive) capital surplus

£1,906m

2011

£2,374m

2012

£2,749m

2013

2013

Present value of continuing new life and pensions
business premiums

£2,893m

2011

£3,160m

£3,464m

2012

2013 EEV results include £150m one-off gain arising on the acquisition of The Co-operative life, pensions and asset management.
2013 IFRS results include £125m one-off gain arising on the acquisition of The Co-operative life, pensions and asset management.
Note: Continuing operations excludes RL360° which was sold during 2013.

1

2

2013

1

2
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Chairman’s
statement

Rupert Pennant-Rea
Chairman

Your Group changed a lot in
2013, mainly because we bought
the life insurance and asset
management businesses from
the Co-operative Banking Group.
We waited a long time to complete
this acquisition, but the Group’s
funds under management
increased by £20bn, at the
date of acquisition.

performance, the Group’s EEV profit before
tax and mutual dividend (excluding the
Co-operative transaction) rose by 25%; the
value of new business increased by 36%; and
we maintained a strong capital position. The
Board is able to propose a mutual dividend of
£81m, which represents approximately 1.7%
increase in the capital value of the policies
held by our members. This dividend could
have been larger had it not been for two main
issues that will affect your Group in coming
years: regulation and the economy.

Regulatory change

It will be some time before the two businesses
are properly integrated, but we hope new
policyholders are already finding a warm
welcome at Royal London and, we trust,
excellent service.

During 2013, the Financial Services
Authority was dissolved and two new bodies
set up: the Prudential Regulatory Authority
(PRA) and the Financial Conduct
Authority (FCA). Your Group is regulated
by both of them – the PRA’s concern is how
much capital we hold, the FCA’s is how we
sell to and serve our customers. We have
close links with both bodies at various levels
and, although we have healthy differences
from time to time, in general relations
between your Group and its two regulators
have been good.

On balance, the Group produced a strong
performance during 2013. Times were tough
in the protection marketplace, where we saw a
significant decline in new business, but there
has been broad-based growth for our pensions
businesses with the promise of more to come,
and strong demand from third parties for our
asset management services. Using some of the
conventional industry measures of financial

On capital, though, all insurance companies
in the European Union (EU) are now facing
the challenges of a new regime (called
Solvency II). The detail is complicated, but
the overall effect of Solvency II is clear:
your Group will need considerably more
capital to support the business it writes and
as a cushion against uncertainty. Solvency II
does not come into effect until 2016, so
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“The best way to expand our market
share is by providing value-for-money
products and high standards of service.”
we have time to build up reserves. We are
also in discussion with the PRA regarding
the suitable amount of capital to hold in
future in respect of our main staff pension
scheme. While we are doing these, it may
be necessary to take a cautious view of the
mutual dividend over the next few years.
Your Board’s other concern is the state of
the British economy, and what that might
mean for our business. Although economic
growth has made a welcome return, prices
are still rising faster than incomes. Our
customers have less to spend on everything
(including life insurance) and less scope to
save. Perhaps the squeeze on real incomes
will ease during 2014, but at some stage
interest rates will start to rise from their
abnormally low levels – welcome news
for savers, but not for younger families
with mortgages. All in all, the Group’s
growth opportunities will depend less on
an expanding market for our products and
more on winning a bigger share of that
market from tough competitors.
The best way to expand our market share is
by providing value-for-money products and
high standards of service. It is encouraging
that our asset management arm produced

through several years from now. Meanwhile,
I hope you will agree that the Group’s new
image and message capture the spirit of what
we mean to our members and customers.

Board and staff

strong investment performance in 2013,
which has benefited our investment
policyholders. In addition, a number of
our businesses won awards for service or
moved up in the star-ratings awarded by
independent financial advisers (IFAs). But
we could still do more to attract attention
in the market place, which is why our
re-branding exercise is of such importance.
After extensive market testing and
discussion, it has become clear that the
Royal London ‘whole’ should be worth
more than the sum of its parts. We are
therefore dropping the names of some of our
individual businesses, and highlighting the
Royal London brand. As part of this process,
we have organised the Group into three
divisions: Intermediary (the products we sell
via IFAs); Consumer (the products we sell
directly to customers); and Wealth (our fund
manager, Royal London Asset Management
(RLAM), and the Ascentric wrap platform
that we provide for intermediaries). You
will find full details in the Group Chief
Executive’s statement.
Re-branding is expensive but it is badly
needed. Nor is it something that can be done
overnight, and its benefits will still be coming

This is the first time I have written to you as
Chairman of Royal London, and I want to
salute my predecessor, Tim Melville-Ross,
who stood down at the last AGM. Tim was
on the Board for 14 years and Chairman for
seven of those. The Group was fortunate to
have his wise guidance through what were
often choppy waters. The rest of the Board is
unchanged since the last AGM, and I thank
the Directors for their support during my
first year in the Chair.
I also want to thank all our staff, who had a
lot to cope with in 2013. They have put us in
a good position for the challenges ahead.
I am sorry to tell you that Kerr Luscombe is
standing down as Group Finance Director
in May due to personal circumstances. The
Board would like to thank him for all he has
done for the Group since October 2011 and
as an Executive Director since July 2012.
We have appointed Tim Harris as Group
Finance Director to replace Kerr.
Tim is currently the group chief finance
officer for Torus Insurance. He has also held
senior positions at Aviva (including CFO
AVIVA Europe and Deputy Group CFO)
and PwC. Tim is a Chartered Insurance
Practitioner and a fellow of the Institute of
Chartered Accountants.

Group funds under management

£73,598m

£42,202m

2010

£46,222m

2011

3

£49,799m

2012

2013
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TOGETHER
At a time of change for financial services,
our brand and strategy leverage the
advantages of mutuality: the difference
that is our strength.

5

We have
been able to
allocate
a discretionary
mutual dividend

Phil Loney
Group Chief Executive
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Group Chief
Executive’s
statement

Phil Loney
Group Chief Executive

A lot changed in 2013, both
for Royal London and for financial
services in general. Our businesses
had to contend with new
regulations at the same time as
tough market conditions.
We did so, for the most part, very
successfully by producing one of the
strongest profit performances in the recent
history of the Group. Just as importantly,
the changes we have made to our business
have improved our ability to deliver the best
experiences and outcomes for our members,
customers and intermediary partners.

Overview of the year

The year saw the implementation of the
Retail Distribution Review (RDR), which
sweeps away the commission-based model
of financial advice in investment-related
markets. It saw the first phase roll-out of
the government’s auto-enrolment scheme,
which will have a transformative effect on
the number of people taking out pensions,
and the way that they do so. It felt the
aftermath of the EU’s directive on gender
equality in the protection market, and saw us
move closer to the new capital requirements
under Solvency II legislation. 2013 featured
a public debate as to what the government’s
role in the pensions market should be.

For Royal London, 2013 also marked the
completion of the last elements of our
Strategic Review, and the first stages of
implementing our new strategy and business
model. We completed the acquisition of
the life insurance and asset management
businesses of the Co-operative Banking
Group (CBG), taking our assets under
management from £50bn to over £70bn.
We also developed a new, unifying Royal
London brand, which we are launching with
this annual report, and which is central to
our strategy going forward.
I am very proud to report that during this
year of change, our organisation reported
an increase in both new business and
profit before tax. This reflected favourable
economic conditions and a positive
contribution from the CBG transaction,
but also good performances in pensions and
asset management. Further details of our
financial performance can be found in the
Group Finance Director’s review.
We have been able to allocate a
discretionary mutual dividend to relevant
policyholders that again supplements the
asset shares of our eligible members and
policyholders by approximately 1.7%, a
useful addition to the value of their policies.
We have also been able to invest in further
improving our products, and raising our
profile in the market as evidenced by the
numerous awards we have won for excellence.
During 2013, 1.8 million people visited our
financial education web service to learn how
to manage their money more effectively.

8
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Introducing the new Royal
London brand

Market conditions for both our pensions
and protection businesses remain very
tough. Where markets are not expanding we
must grow at the expense of our rivals, by
offering the most compelling propositions
and by communicating the benefits of
those propositions more powerfully. At
the moment, Royal London performs well
despite having very low levels of consumer
awareness. Our ambition is to change
those levels of awareness and so enable our
products to reach their full potential.
A new, unified brand for Royal London is
a vital part of this strategy. It will enable us
to concentrate our marketing efforts and
help the money that we spend promoting
our services go further. It assists recognition
when intermediaries recommend our
products, and enables us to send a clear
message to consumers about the difference
that mutuality makes for our organisation,
and the tangible benefits that it can bring.
We will be offering products directly to
consumers who do not have ready access
to financial advice. We will create tailored
protection and investment products that are
designed specifically for these consumers.
We will focus on areas where we know
we can do better than the direct products
currently available from our competitors.
We are excited about the potential to build
the Royal London brand through a new
sponsorship agreement which will enable
us to deliver sustained name awareness and
to build the involvement of members at
local level. We now sponsor the England
Cricket One Day International 50 Over
series, together with the domestic one day
final, the Women’s cricket team and all grass
roots cricket in the UK. Given our brand
aspirations, the personality of the sport
with its quirky British flavour, its sense of
teamwork and its heritage are a strong fit.

Investing in service and support

We intend to invest significantly in
the new Royal London brand in 2014.
However, a brand is about far more than
advertising campaigns and sponsorships.
Equally important is ensuring our products
and services embody our brand promise.
During 2013, we continued overhauling our
processes to enable us to deliver improved
customer service more efficiently, as part of
our goal to become the most recommended
provider in all of our markets. We have
received a number of different customer
service awards, with our protection business
recording its highest satisfaction scores
amongst intermediaries and consumers
for seven years.

We have invested in building the capabilities
of our intermediary pensions business, in
order to meet accelerating demand as a
result of pensions auto-enrolment. Like
many of our industry competitors we have
experienced operational challenges to
support employers and these will continue
through 2014. It is very important that we
are able to support our existing customers
as they reach their staging deadlines for
offering workplace pensions, and our
investments will ensure that we can do this.
In wealth management, we are conducting
a major upgrade of IT capabilities for our
investment wrap platform, Ascentric,
which will enable it to maintain excellent
service for intermediaries as it continues to
grow strongly.
Great customer service is built on highly
engaged employees who are fully behind
the strategy of their business. Over 300
employees of Royal London were invited
to attend workshops during 2013 that
developed our new brand and strategy. These
sessions have been extremely positive and
are reflected in our employee engagement
figures. We have also changed the way we
measure employee performance, to reflect
the importance of customer experience and
quality of service.

“A new, unified brand for Royal London
is a vital part of this strategy. It will enable
us to concentrate our marketing efforts
and help the money that we spend
promoting our services go further.”

Performance during the year

All of our investment-oriented businesses
delivered strong new business performances
during 2013. This is partly due to the impact
of RDR. We have been able to develop
products that meet the requirements of
new regulations as far as pricing models are
concerned, and our distinctive propositions
stand out well now that commission no
longer has a distorting role in financial
advice. We expanded market share in all
areas of our pensions business, with good
growth for individual and workplace
pensions as well as in the drawdown
market. Our institutional asset management
business, RLAM, grew its assets under
management, reflecting the broad appeal
of a sustainable, long-term approach to
investment.
Meanwhile, Ascentric delivered a record new
business performance, with net new assets
under administration increasing to £1,683m
from £1,210m in 2012. This growth
demonstrates the quality of its independent
proposition as well as continued strong
demand for wrap products.
Whilst our Irish protection business traded
strongly, things were less positive for our
UK protection business. We experienced a
year-on-year decline in new business. This
was in part due to the impact of the EU’s
gender-neutral pricing legislation, which
had led to a spike in business in the previous
year. However, it is also the case that the
protection market is very crowded and
consumer demand for insurance is still low.
We will continue to invest in establishing
a clear position in protection that is based
on brilliant customer service. Despite the
difficult conditions, we were able to maintain
profits at a similar level to last year.
Conditions in our core markets remain
tough. The economic climate in the UK
means that fewer people have money to
invest in protecting their loved ones or
providing for their own retirement. Many
people with extensive personal debts will
struggle further once interest rates begin to
rise. Since our markets are not expanding,
we must grow by competing in them as
effectively as possible. Broadly speaking,
the growth that we achieve in pensions
and protection must come at the expense
of our rivals. To continue to perform well,
we must ensure that we are positioned as
competitively as possible.
Also the nature of our core markets
is changing. Regulatory and political
developments will exert huge influence over
the future of pensions, protection and
wealth management. We must make sure we
are ready for the new market environment
that emerges.
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EEV profit before tax and mutual dividend for continuing operations1

£551m
£213m

2011

1

£320m

2012

2013

2013 result includes £150m one-off gain from the CIS and TCAM acquisition. 2011 result includes £97m one-off gain from Royal Liver acquisition.

The opportunity for
Royal London

In these market conditions, Royal London’s
mutuality and attitude towards investment
that it encourages can provide clear
competitive advantages.
We do not have the pressure of maximising
short-term profits for shareholders, so we are
able to focus investment and resources on
delivering better outcomes and experiences
for our customers. This is a great benefit at
a time when customer service is becoming
an increasingly important differentiator
across our markets. It can strengthen our
relationships with intermediaries and
institutional customers, as well as delivering
obvious rewards for consumers themselves.

Integration of the Co-operative
assets

During the year, we completed our
acquisition of the CBG life insurance and
asset management businesses, and made
great strides towards integrating these with
our existing operations. In our results for
this year, we are able to recognise £150m
(£141m after tax) of profits resulting from
the acquisition. This is just one of several
ways in which the acquisition will support
the interests of our members in the future.

We completed two years of due diligence
before we bought the CBG businesses. We
have acquired a team of strong, committed
people, who are a great fit with our strategy
for Royal London and a significant asset
when it comes to executing it. We will

continue to support the range of awardwinning sustainable funds brought into the
Group through the acquisition of The
Co-operative Insurance Society Limited
(CIS) and its subsidiaries and The
Co-operative Asset Management Limited
(TCAM), which broadens our sustainable
and ethical investment offer and fits
naturally with our ethos of mutuality.

Disposal of RL360°

In November 2013, we sold our wholly
owned subsidiary, Royal London 360°
Insurance Company Limited (RL360°),
which specialised in offshore business,
through a management buyout. This sale of a
relatively small part of our operations means
we can focus on the UK and Ireland. The
total consideration was £126m comprising
cash consideration of £105m and deferred
consideration with a fair value of £21m.

Regulatory matters and outlook
for 2014

2013 won’t be the last year of change for
our industry. Regulatory developments will
continue to play a role in creating both
challenges and opportunities during 2014.
Auto-enrolment means that several million
more people will have pensions by the
end of the year than did at the beginning.
That creates significant opportunities and
challenges for our intermediary pensions
business. At the same time, auto-enrolment
also represents a major challenge for many
of the employers that we support – and it
is a challenge that we are committed to
helping them meet.

We argued against the Government’s
position on charge-capping which was
announced on 27 March 2014. Charges
for workplace pensions are already falling
and there is a real risk that Governmentimposed pricing will actually become a
floor preventing charges falling further
due to competition. We believe that we
offer many of the most compelling and
best-supported propositions in the market,
and we plan to add more in 2014. We
will continue to campaign for a properly
competitive playing field.
The latest deliberations on Solvency II
suggest that this directive is most likely to be
implemented from 2016 onwards. Detailed
rules are still to be finalised, and it is possible
we will be required to hold more capital
as a result of the legislation. As the Group
Finance Director’s review makes clear, we
are already taking steps to anticipate any
such requirement.
Royal London’s performance over the
coming years will also reflect the impact
of our new strategy, along with the brand
and business model that support it. Your
Board believes strongly that this strategy
will build on our existing strengths and
mutual proposition to ensure we remain
highly competitive within all of our existing
markets. The strategy also supports our
desire to expand into new areas that can
drive growth for Royal London and further
benefits for our members.

10
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Our business model
and strategy

Our business model for Royal London is focused on
delivering long-term value for our members.
We do this by growing our business in the pensions,
protection and wealth management markets, and also by
managing our assets in order to deliver long-term growth
and stability of income.

Royal London’s assets are managed by
Royal London Asset Management
(RLAM), part of our Wealth division.
We have delivered strong performance in
recent years.
When it comes to generating profits from
the growth of our businesses, our focus is on
competing as effectively as possible. There
are two aspects to this: how we compete and
where we compete.

	How we compete, differentiate
and market our products

Our approach to markets is defined by
our mutuality. We focus on sharing profits
with our members and improving every
aspect of product and service delivery.
Without the pressure to chase short-term
profit maximisation for the benefit of
shareholders, we can focus on developing
compelling and sustainable propositions for
our customers and members.

This approach is a meaningful point of
difference in today’s environment, where
service is key. We will continue to invest in
customer service training, IT infrastructure
and support capabilities. It is an absolute
priority for our business to ensure that our
existing customers are supported as fully
and effectively as possible. At the same time,
we review processes thoroughly to ensure
that service is being delivered as efficiently
as possible, and represents the best value
for our members. We are doing this with
the goal of being the most recommended
provider in all of the financial services
categories in which we operate.

Our approach to wealth management echoes
the principles of mutuality with our focus
on clear, transparent products that provide
stability and income. Our business has a
natural focus on UK fixed income assets and
our approach to the management of these
assets is predominantly a team-based one
that is not over-dependent on individual
fund managers. In addition to our fixed
income business, which predominantly
serves institutions, we also manage equity
funds for wholesale customers.
Royal London has been focused on
delivering the best outcomes and experiences
for its members for over 150 years – and
amongst those that know us, this gives our
proposition great credibility. However, few
know us by name – and few know what we
stand for. We will create new opportunities
for growth by changing this.
The new Royal London brand will
communicate the benefits that mutuality
brings in terms of great service and quality
products: the difference that is our strength.

Where we compete

The new Royal London brand will also
enable us to expand the range of channels in
which we compete.
The intermediary channel will continue to
be a primary focus for our business, driving
the distribution of the majority of our
pensions and protection products. Here our
increased focus on service and support will
translate into improved experiences for both
intermediaries and their customers. The

growing recognition of our brand will make
it easier to recommend our products.
However, as awareness of our brand
grows, we will also be able to offer relevant
propositions to mass-market consumers who
cannot afford fee-based financial advice. This
enables us to fill adjacent gaps in the market
where the offerings are poor.
We have reflected this broader opportunity
through a reorganisation of our business into
three divisions: Intermediary, will continue
to focus on supporting intermediaries and
their customers with the best pensions and
protection products; Consumer, will begin
to offer tailored products to consumers
currently unserved by the intermediary
channel; Wealth, will continue to manage
Royal London’s assets as well as those of
third-party customers.
We will also continue to expand our
Wealth offering into new areas where
demand develops for new types of asset
management product. We have done this
successfully with the launch and growth of
our Ascentric wrap platform. We will also
drive momentum by integrating the
TCAM existing range of sustainable
investment funds, which we believe are
highly complementary to our offering.

Royal London Group Strategic Report with Supplementary Information 2013

“During 2012 and 2013 we invested
in a range of activities to engage our
employees with our new strategy, and
with building the Royal London brand.”

	Our strategic goals – and how
we will achieve them

Our strategy has two goals: firstly, to become
the most trusted and recommended provider
of insurance and investment products in
the eyes of our customers; secondly, to raise
consumer awareness of Royal London and
drive increased new business through our
Intermediary and Consumer divisions.
At a time when the public is thoroughly
disillusioned with the performance of
financial companies, building trust is no easy
task. We must work to ensure that all of our
products and services are clearly explained
and represent excellent quality and value.
As the largest mutual insurer we can boost
that value by offering eligible members a
share in the profits of Royal London, along
with guides and information to help them
make the most of their money.
As with any investment, it is vital that the
money we spend delivers results efficiently
for the benefit of our members. In parallel
with our investment in customer service
and support, we will review processes and
streamline our operations to ensure that they
are as effective as possible.
Furthermore, by combining our various
divisions under a single Royal London
brand, we will maximise the impact of our
marketing spend.

The success of our strategy also depends
on all employees at Royal London being
fully behind it. During 2012 and 2013 we
invested in a range of activities to engage
our employees with our new strategy, and
with building the Royal London brand.
We measure the success of such initiatives
through our employee engagement scores
and I am pleased to report that these have
increased over the last two years, as our
people have become increasingly involved
in our plans to build a better business for
our customers.

	Measuring and rewarding
performance

In order to ensure the new strategy is fully
embedded across all aspects of our business,
we have aligned our internal balanced
scorecards with our strategic deliverables.
Remuneration will reflect our ability to
deliver improved customer service and
satisfaction, as well as new business growth
and profitability. This will be the case for all
employees in our organisation, including
at executive level. As we raise the profile of
our brand during 2014, we will update our
scorecards with appropriate measures of
brand effectiveness.
Elements of these confidential, internalfacing scorecards are reflected in our
externally published KPIs, which we will
use to demonstrate progress against our
strategy in this and future reports. Our KPIs
are presented on page 1.
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Our resources
and responsibilities

Our ability to execute our strategy for
Royal London depends upon several key resources
and relationships. In this section of the report,
we describe the resources that we must invest
in, and the responsibilities that we must meet,
in order to maintain our strategic capability.
	IT infrastructure

IT systems are a core support of the
service we deliver to both consumers
and intermediaries. It is essential that we
continue to invest in these, in order to ensure
that they are fit for purpose and capable of
meeting additional demand as it develops.
During 2013, we invested in the systems
that support our intermediary pensions
business, to help us meet the needs of
auto-enrolment customers. We have invested
in digital platforms for our Consumer
division that will enable customers to access
protection and investment services through
PCs, tablets and mobiles. In the Wealth
division, we are continuing to build the
capabilities of our Ascentric wrap platform
to stay ahead of growing demand and
maintain our leading position in the
wrap market.

	Employee expertise

The expertise of Royal London employees is
essential to our competitiveness, and to our
ability to deliver outstanding, differentiating
customer service. We build our capabilities
through training and development as well as
by hiring people with specific skills.
During 2013, we brought in additional
capabilities in workplace pensions in
anticipation of auto-enrolment. We have
also benefited from the addition of a new
investment skillset in sustainable fund
management as a result of acquiring
TCAM. Within our life assurance and
intermediary business, we have
re-organised our approach to customer
service in order to share experience from
our best-performing businesses.

	Relationships with
intermediaries

Intermediaries remain the primary channel
through which our products reach consumers.
We value our intermediary partners highly
and we are fully committed to continuing to
sell a full range of Royal London products
through them. We will continue to invest in
service and support for these key stakeholders,
to ensure that our relationships with them are
as strong as they can be.

	Relationships with Government
and regulatory bodies

Royal London makes no political donations
and is not affiliated to any political
party. However, we actively engage with
Government to lobby for changes that
we believe will benefit our customers and
members. For example, during 2013 we took
a strong and highly visible stance against the
proposed cap on charges on company pension
schemes. We argued that as more and more
people join company pension schemes
through the process of automatic enrolment,
so the charges on schemes will decline as
competition in the market gains pace. We are
concerned that the recent announcement of
a cap on workplace pension scheme charges
will slow the pace of decline in charges. Even
with a stated intention to further review
charges in 2017 the rate of decline will be
slower than if Government had left the
market to find its own level.
We also engage with our regulators, FCA
and PRA, in the formulation of regulatory
policy. For example, we have been in a
long-standing senior level dialogue with the
regulators and their predecessor, FSA, over
the use of with profits, a stream of work
often referred to as ‘Project Chrysalis’.
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Principal risks
and uncertainties

Managing risk is fundamental to the Group’s activities in order to generate returns for policyholders. The Group has processes in place to
identify and manage risks, which include assessing scenarios and reverse stress tests.
The Group’s approach to risk management is set out on pages 54 and 55of the 2013 Annual Report and Accounts. The Board believes the
principal risks and uncertainties facing the Group are as set out on the following pages with the actions taken to manage and mitigate.

Changing regulation and taxation
Principal risk and uncertainty

Description

Risk mitigation and management

Potential constraints on the
mutual with-profits sector
may impact our ability to
grow or write new business

In 2012, the FSA issued a policy statement on withprofits funds and a consultation paper on mutuals
managing such business. This gave rise to the possibility
that mutual insurers could in future be constrained in
their use of surplus assets from with-profits business
to fund strategic initiatives such as acquisitions or
supporting the writing of new business.

As the largest mutual insurer in the UK,
Royal London views this issue as being of
critical importance. The Group will continue
to maintain a pro-active dialogue with the
FCA, to deliver the benefits identified from a
strong mutual insurance sector.

Changes in the regulatory
environment resulting
from pensions charge caps
and auto-enrolment could
adversely affect the
Group’s performance

The Pension minister has proposed caps on the charges for
defined contribution pensions. This is to be introduced in
phases from April 2015, and will have implications across
organisations, especially in the provision of services to
smaller auto-enrolled schemes.

We continue to evaluate how our markets
are evolving and to develop our systems
and processes to meet the needs of
policyholders and distributors as the
regulatory environment changes.

Changes in the regulatory
landscape may increase
demands for the Group’s
resources

The introduction of the FCA and PRA brought with
it a more intensive level of regulatory supervision. For
all financial services providers this has meant a more
proactive approach to enforcement and, where punitive
measures have been taken, an increased severity of
sanctions.

Uncertainty in changes to
the regulatory framework
resulting from Solvency II

Following EU delays full Solvency II implementation is
now scheduled for January 2016. Whilst the high level
regulation is understood, much of the low level detail is
still undecided. This gives rise to the possibility that the
Group may have to hold greater levels of capital than
previously required.

The impact of auto-enrolment legislation for the pensions
industry continues to be significant. Whilst this provides
opportunities, the Group must also meet challenges
around ensuring its products and services adapt to the new
environment and continue to be attractive to our customers
in that market.

In line with PRA recommendations to
Internal Model firms, the Group has
been re-planning its work on the Internal
Model over a longer time-frame whilst
continuing to develop and improve its risk
and capital management systems. This
included assessing the capabilities of both
Royal London and CIS entities, implications
on capital, our ability to continue to pay a
mutual dividend and a gap analysis against
guidance available during the year. More
detailed work is being undertaken in 2014 as
requirements and timelines become clearer.

The Group has a major programme
focused on auto-enrolment, with
significant Board and executive oversight.
These have not only ensured that the
regulatory and legislative requirements
are met but also delivered the necessary
changes to the propositions presented to
our customers.
Meeting the expectations of customers
and our regulators is at the forefront of
everything we do. To that end the Group
actively engages with regulators on an
on-going basis.
Royal London is represented on several
industry bodies including ABI senior
committees, the Association of Financial
Mutuals and HM Revenue & Customs
and Treasury working parties.
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Maintaining our financial strength
Principal risk and uncertainty

Description

Risk mitigation and management

An increase in the Group’s
funding commitments for
its defined benefit pension
schemes may impact on its
financial position

The Group’s main risks in managing its defined benefit
pension schemes arise from inflation, interest rates and
longevity, and from risks associated with the fund’s
investment strategies. Any adverse movements in these
factors could increase future funding costs and could
impact our financial position. An additional risk factor is
a possible Solvency II approach regulation being imposed.

Overall the schemes are reasonably well
funded however the Board recognises this
position could change and continues to
closely monitor funding levels and assesses
opportunities to reduce volatility and the
risk to the Group.

The Group’s business involves the underwriting of risks
where the ultimate liability is dependent on long-term
trends in factors such as mortality, lapse rates, interest
rates and counterparty defaults. Royal London takes a
prudent approach when calculating capital requirements.
However, extreme movements can take place. Such
events could arise from e.g. medical science advances
and movements in financial markets or in the broader
economic environment. The Group may need to review
assumptions if this did happen, potentially impacting its
financial position.

In the event that actual claims experience
is less favourable than envisaged, the
Group’s reinsurance arrangements
will provide significant mitigation.
Additionally, Royal London uses its
experience to assess and set its prices
for known risks and to make sure that
reserves are appropriate. The calculation
of reserves is underpinned by stress
and scenario testing which assesses the
appropriateness of key assumptions in a
combination of extreme events, including
financial and economic conditions,
investment performance and product
specific matters.

The Group is exposed
to the risk of failure or
default of one or more
of its counterparties

If the Group’s assumptions
are subsequently proven to
be wrong then adjustments
may impact on its financial
position

As part of its business, the Group invests in debt
securities and other assets in order to meet its obligations
to policyholders. As a result of this activity exposures can
arise to issuers of debt and other financial instruments.
The Group’s day-to-day activities also mean that it
has exposures to banking, insurance and reinsurance
counterparties as well as third party providers of IT and
administration services.

The Group seeks to manage its exposure
to any one counterparty or third party.
It actively monitors and reports against
limits in respect of its investments.
Contracts with third parties and suppliers
are governed by strict service level
agreements which are monitored and
discussed at regular account management
meetings.

Organisational delivery
Principal risk and uncertainty

Description

Risk mitigation and management

Delivery may be impaired
by the high level of change
across the Group

There has been successful growth of the Group in recent
years, together with internal change programmes to
continually improve our capabilities and the experience
of our customers. There is a remote risk that the Group’s
continued growth plans, combined with the significant
amount of external change in markets, regulation
and legislation, results in possible future inefficient or
ineffective organisational delivery, with consequential
operational loss and/or reputational damage.

Royal London’s strategic and operational
plans are regularly reviewed by the
Board. These take account of the Group’s
resources and the scale and diversity of
change currently underway and planned
for the future. The Board oversees Royal
London’s change portfolio to make sure
all changes are phased in line with the
business’s ability to manage them.

Material outsourcers and supplier relationships
Principal risk and uncertainty

Description

Risk mitigation and management

Outsourced services may
not meet regulatory or
service requirements

In line with other large financial services organisations,
Royal London has a number of material relationships
with outsourcers and service providers. Whilst processing
or specialist work is undertaken by these organisations,
the Group remains fully responsible for the oversight,
management and performance of the outsourced
activity. There is a risk that we would be unable to meet
our regulatory obligations following the failure of or a
significant degradation in service received from a service
provider.

Royal London has a framework for the
governance and oversight of material
outsource and supplier arrangements. It
includes the requirement for executive
approval prior to commencing such
arrangements together with policies and
processes for the oversight and escalation
of risks and issues to the attention of the
appropriate risk committees. The business
closely manages outsourcer and supplier
relationships on an ongoing basis.
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The economy and Royal London’s key markets
Principal risk and uncertainty

Description

Risk mitigation and management

The economic environment
continues to be uncertain

Like other insurance groups, the Group’s business is subject
to inherent risks arising from general and sector-specific
economic conditions in the markets in which it operates,
particularly in the UK, where the Group’s earnings are
predominantly generated. Fluctuations in the value of both
assets and liabilities can arise from volatility in the global
capital markets, the UK and the global economy generally.

Through development of our forward
looking risk profile and with regular
monitoring of exposures to and possible
concentrations by risk class, Royal
London is able to evaluate scenarios
where we may be exposed to asset values
and liability values moving differently
and we have a good understanding of the
impacts this has on our risk profile.

This may have a materially adverse effect on the Group
where such a market change impacts differently on the
value of assets from the effect on liabilities.
Possible losses from our exposure to banking, insurance
and re-insurance counterparties could have an adverse
effect on the Group’s capital position and operations.
In the event of a ‘yes’ vote in the Scottish Independence
referendum in September 2014 the implications for the
economies of Scotland and the rest of the UK are not
clear. In having customers and significant operational
centres in Scotland, the most notable economic factor for
the Group is likely to be any changes to the currency in
an independent Scotland.

A change in economic trends
and consumer behaviours
can affect the Group’s
performance

Volatility in the economy and investment markets and
the continuing prospects for low growth rates in the UK
can affect consumers’ disposable incomes and appetite for
the Group’s products and services.
Changing socio-economic trends (customers wanting to
deal direct, transactions through mobile applications, data
security etc.) present opportunities and challenges to our
business model.

Through constant evaluation and
discussion at Executive and Board level
decisions are made to mitigate risks where
these do not align to our business strategy
and/or risk preferences.
With respect to the referendum in
Scotland, the Group continues to monitor
the debate and developments closely in
order to assess as best it can the potential
implications. Should Scotland vote to
be independent these implications will
become more certain in the period after
the referendum following the outcome
of negotiations between the governments
of Scotland and the rest of the UK.

Royal London regularly undertakes reviews
to ensure we are developing strategies and
operational capabilities to take account of
current and future changes in markets and
consumer behaviours.
Royal London monitors its product range
and market position regularly through
analysis of policyholder experience and
business volumes. This helps the Group
to re-price its products dynamically and
develop new ones in response to changes
in demand.

Brand transition
Principal risk and uncertainty

Description

Brand transition

In moving to a single strong brand the Group is aware
The transition plan to move to the new
there is an inherent risk of diluting or damaging
single brand incorporates governance and
established strong reputations and customer relationships. processes that will ensure we maintain
existing strengths and relationships with
our customers.

Risk mitigation and management

This includes a Brand Steering Group,
which incorporates senior leaders from
around the Group, customer focus groups
and ongoing testing and communications
with our stakeholders.
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Business
overview

AT THE READY
Despite tough conditions in some markets,
our three divisions performed well
during 2013, and our investments prepare
us for exciting opportunities ahead.
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Intermediary

It was a tough year in the pensions and protection
markets. Our intermediary business responded
well to these challenges.

Divisional brands

During the year we created pensions for
88,000 new customers, provided new
protection products for 97,000, and helped
69 companies to meet their workplace
pensions obligations under auto-enrolment.
We improved the way we run our businesses
and manage risk and, as our customer
satisfaction scores show, we have sharpened
the service that we offer to intermediaries
and their clients.
From 2014 onwards, we will begin the
process of offering intermediary products
under a single, unified, Royal London brand.
We are confident that this recognisable
brand will make it easier for intermediaries
to recommend our products, and explain

the advantages they offer. We are also
determined to continue improving
customer service levels to sustain our new
brand promise.

	Pensions: good performance
amidst regulatory change

The implementation of RDR at the start
of 2013 was a huge change for the pensions
marketplace. Financial advisers can no
longer be paid for their services through
commission. This changed the nature of
the intermediary market in pensions.
It requires new types of products, and it
is likely to mean that many mass market
consumers will choose not to pay for
financial advice.
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Scottish Life 2013 awards
Financial Adviser Service Awards:
Five Star Award for service and ‘Outstanding
Achievement Award’

Investment, Life and Pensions Moneyfacts
Awards: Best Income Drawdown Provider

Money Marketing Financial Services Awards:
‘First for Service’ for Personal Pensions and
Income Drawdown

FTAdvisor.com Online Service Awards:
Five Star Award for online service for seventh
year running

Money Marketing Financial Services Awards:
Best Pension Provider

Corporate Advisor:
The Ultimate Default Fund

The Government’s auto-enrolment scheme
is another seismic shift – and a continuing
one. In 2013, companies with 500 employees
or more were required to offer their staff
workplace pensions. Many more smaller
companies will have to do the same in 2014.
Auto-enrolment will lead to millions more
workers being enrolled in pensions schemes,
but it will create big challenges for their
employers and us as we help them
through it.
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increasingly important area for us. With
people living longer and often planning to
work for longer, they need flexible products
that can support a phased transition into
retirement. Our reputation for excellent
service is a key differentiator in this
market and helps to explain why we are
doing so well.

	Investing to meet the demands
of auto-enrolment

Our pensions business performed very
well during this year of change with new
business increasing 23% to £2,996m. We
grew our share of the individual pensions
market to 9.9% from 8.6% in 2012. In this,
we were helped by the fact that our existing
business model placed less importance on
commission than those of other providers.
This meant that adjusting our products
to fit in with regulatory requirements
was much easier and it helped to ensure
that our products were attractive ones for
intermediaries to recommend.

Our workplace pensions business also grew
during the year with new business up 58%
from £741m in 2012 to £1,174m in 2013.
Auto-enrolment means that this trend
is very likely to continue. The growth in
workplace pensions is a huge opportunity,
but we recognise that it is a challenge as
well, both for our existing customers who are
grappling with the new requirements and
for ourselves. It is absolutely vital that we
stay committed to supporting our customers
during this time of change, and that we
make sure we have the expertise, resource
and IT capabilities to do so effectively.

In the income drawdown market we
continued to grow our share from 63%
in 2012 to 75% in 2013. These are the
products that people turn to when they
near retirement and need to convert some
of their pensions into an income. As the
UK’s population becomes older, this is an

For this reason, we invested significantly
in recruiting new people and developing
our IT systems to meet the demands
of auto-enrolment. We believe that this
investment will position our business very
well for the opportunities that emerge in
workplace pensions.

Present value of new life and pensions business premiums

£2,893m

2011

£3,160m

2012

£3,464m

2013
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Bright Grey 2013 awards
First Complete Awards:
Best Protection Provider Marketing and
Communications

Lifesearch Awards:
Best sales material

Defaqto Five Star Rating:
Level term critical illness
Decreasing term critical illness

Defaqto Four Star Rating:
Income protection insurance

Moneyfacts Five Star Rating:
Critical illness cover

 aintaining profitability in the
M
protection market

Our protection business had a tough
time during 2013, as did the market as a
whole. This was partly a result of changing
regulations. The EU gender directive,
which forbids offering different protection
premiums to men and women, has caused
instability. It resulted in a spike in applications
during 2012, before it came into force, and
a big drop-off in 2013. More disruption has
resulted from the change to the taxation of
protection business that removed tax relief
for expenses. This has increased pressure on
margins for protection businesses like ours.
The UK protection market is a crowded one
with many providers and too few customers.
The UK remains very under-insured and yet
demand is not increasing and providers have
not yet influenced that trend to change.
As a result of these pressures, our UK
protection new business decreased by 19% to
£390m in 2013. In contrast, our protection
business in Ireland, Caledonian Life,
performed strongly with new business up
by 44% from £32m to £46m in 2013. This
business is transforming itself from a niche
specialist to a mainstream competitor.

Scottish Provident 2013 awards
Defaqto Five Star Ratings:
Critical Illness Level Term
Critical Illness Decreasing Term
Critical Illness Stand Alone

Despite the difficulties in the UK, we remain
committed to the protection market. We will
continue to develop innovative propositions
that we believe will offer our customers the
best options. We expect to be able to market
these more effectively through intermediaries
under our new Royal London brand. Despite
the challenges in the market, we have
managed to maintain our level of profits for
our protection operations, due to an increase
in the profitability of our existing business.

	Towards an era of transparency
and customer service

Transparency and customer service are
becoming ever more important differentiators
in the intermediary channel, for both
pensions and protection products. Bringing
our intermediary businesses together under
a single Royal London brand enables us
to reinforce our reputation in these areas.
We are focused on continuing to improve
our customer service, and bringing more
transparency to the way we oversee pensions
investments, to ensure we live up to this
reputation.
Scottish Life has set excellent standards of
customer service in recent years – so we asked
their Customer Service Director to lead
across all our intermediary businesses. We are

proud of the results. Our pensions business
maintained its top 5-Star rating and earned
an Outstanding Achievement Award in the
Financial Adviser Service Awards, whilst
our protection business delivered its best
overall performance for many years. All of our
intermediary businesses saw a decrease in the
number of customer complaints.
At the same time as bringing our operations
together under a single brand, we are working
to introduce standard processes across the
intermediary division. This helps to share best
practice and improve service levels, and it also
delivers savings to our members by reducing
our costs.
We have also introduced new standards of
investment governance and risk management.
This involves three separate lines of defence
when it comes to identifying risks, ensuring
that we avoid ‘group-think’ situations where
the views of one risk manager influence those
of another. We have also created a Royal
London Intermediary Executive team to
oversee investment governance and ensure
the interests of our pensions customers are
rigorously protected. For further information
on our risk management see pages 54 to 55 of
the 2013 Annual Report and Accounts.

	Outlook for 2014

Regulatory changes will continue to have a
big influence on our businesses in the year
ahead. The year will also be defined by our
move towards a single Royal London brand
for our intermediary operations. This journey
will help to communicate the commitment
to service and support that differentiates our
offer in the marketplace, a commitment that
we will continue to demonstrate during 2014.
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Consumer

Our Consumer division has been transformed during 2013.
We are ready to launch an exciting range of products
designed to have mass appeal.

Divisional brands

In recent years, the main business of our
Consumer division has been administering
insurance policies that Royal London has
sold in the past. From now on it will have
an additional new role: offering carefully
tailored retirement, savings and protection
products and services to consumers who do
not use financial advisers. This will add an
important new dimension to Royal London’s
business model.
We believe that our new consumer
proposition addresses a major gap in the
financial services market. We already reach
many of the more affluent financial services
consumers through our intermediary
channels, but there are others who cannot

afford financial advice and their numbers are
increasing now that such advice is no longer
paid for through commision. It is important
these consumers have a good choice of
directly available products – and in many
areas, that choice is currently lacking.
We have made great progress in developing
our consumer proposition, ensuring that we
are fully prepared to launch products in the
coming year.

	Investing in teams and systems

Firstly, we have invested in building the
teams and systems that will support our
consumer propositions. The new team
incorporates our existing Royal London Plus
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employees as well as those added through
the successful integration of the Royal
Liver business last year. Now that we have
acquired CIS, we will be able to add new
skills and capabilities around savings and
investments and annuities. The progress
of integrating the CIS operations has
already begun.

	Research and product
development

The products that we will start to offer in
2014 are designed to be innovative, growing
the market for these products rather than
replicating what we already offer through
intermediaries. We have conducted extensive
research amongst consumers to establish
what they think is missing in the retirement,
savings and protection marketplace. Our
research showed the need for financial
education, clear, simple and fair products,
and shorter, easier application processes. We
have tailored our strategy and product range
to meet these requirements.

	Financial education and
accessibility

We will be focusing on making it easy
for consumers to explore and apply for
our products using online and mobile
channels, which our research shows can
significantly increase take-up. MoneyVista,
the online service created and launched by
Royal London in 2011, will be part of this.
MoneyVista uses calculators, guides and
educational videos to help customers come
to terms with financial planning, and work
out what they need. We will be integrating
MoneyVista’s content and services into our
online and mobile channels for new and
existing customers, putting our products into
context and helping to make them accessible
and understandable to consumers.

	Product launches
during 2014

During 2014, we will launch our first
direct-to-consumer products into the
protection market: a simple mass market
life assurance product, designed for
homeowning families, with an application
that can be easily completed online; and
a guaranteed life product for over-50s
that offers flexibility on premiums and better
value than competitor offerings. We have
confirmed that there is strong demand for
both of these products amongst currently
under-insured consumers.
2014 will also see us launch a significantly
improved retirement service for existing
Royal London Plus customers, which gives
those approaching retirement a broad choice
of annuities and helps to find the best for
them. We will explore options for extending
this service across the Royal London
customer base in the medium term.

	Go to market strategy

The acquisition of CIS increased our
customer base by approximately 2 million.
Our new products and services will be
made available for our existing customers.
However, we anticipate that the bulk of
growth for our Consumer division will
come through new customers.
Our new brand will help to drive the
growth of the consumer business. It will
highlight the benefits of the mutual spirit
for customers. We believe this will enable
us to make a strong start in the direct-toconsumer market.

“2014 will also see us launch a significantly
improved retirement service for existing
Royal London Plus customers which gives
those approaching retirement a broad choice
of annuities and helps to find the package that
best suits their needs.”
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Wealth

Our Wealth division contributes to the success
of Royal London in two ways. Firstly, it invests our
customer and policyholder assets with the aim of
delivering a good return. Secondly, it manages assets for
third parties, in exchange for a fee, delivering new business
revenue. It also operates the Ascentric wrap platform.

Divisional brands

We are pleased to report that the division
performed very strongly on all of these fronts
during 2013. We were helped by improved
investment conditions, which supported
higher returns and increased demand for our
various asset management services.

	Returns delivered for Royal
London members

The funds of the Royal London Group
represent around 65% of the total assets
managed by RLAM. Of the six with-profits
funds that RLAM administers for the
Group, five outperformed their benchmark
for the year in 2013. The Royal London
with-profits fund had a return of 10.6%
which was 1.6% above benchmark.

	Strong new business
performance for RLAM

At a time of economic uncertainty,
investments that offer a dependable source
of income are very popular; this is RLAM’s
great strength. Whether investing in fixedincome assets or equities, we avoid chasing
risky, rapid growth and focus on keeping
capital secure whilst delivering good returns
over the longer term.
We are very transparent about our approach
to investment, and our products and pricing
have been easy to adapt to the demands
of RDR, which has ended commission
payments for financial advisers who sell
investment products. All of these advantages
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RLAM 2013 Awards
Fund Manager of the Year Awards:
Strategic Bond
Sterling Credit Fund
Sterling Corporate Bond

Group funds under management
£80bn

£70bn

British Council for Offices Awards 2013:
Best Commercial Workplace
£60bn

FT Investors Chronicle Wealth Management
Awards 2013:
Best Wealth Manager for Charities

Citywire Fund Manager Ratings:
Five rated managers across equities and
corporate bonds

£50bn

£40bn

£30bn

LIPPER Fund Awards:
Best fund over 10 years, bond pound sterling

Investor Chronicle Fund Awards:
Best Bond Fund

UK Captive Service Awards:
Best Customer Service in investment
management

£20bn

£10bn

£0bn

2006

2007

2008

2009

have helped to drive strong demand for our
asset management services during 2013.
Our RLAM institutional business is widely
recognised for its expertise in UK fixedincome assets. It added £1.9bn in new assets
during the year, an increase of 26% from
2012, and also drew strong ratings from
several influential consultants, which adds to
its appeal for asset management customers.
RLAM’s client base is traditionally made
up of other pensions providers, who want
a home for their customers’ investments
that can deliver a dependable, long-term
return. However, during the last few years,
we have widened our appeal to universities,
local authorities, charities and insurance
providers, all of which appreciate the value
of our investment approach and the security
it provides.
RLAM’s wholesale business, which caters to
wealth managers, IFAs and advisory firms
through more diversified asset classes, grew
its assets under management by £2.0bn from
£756m in 2012. As with the institutional
business, stability and transparency are
central to our appeal. Our approach to
equities is clear, consistent and focused on
longer-term returns.

2010

2011

2012

2013

When interest rates are low, there is
greater demand for fixed-income assets
and equities, but life is difficult for
those dealing in cash. The same conditions
that supported growth for RLAM’s
institutional and wholesale businesses,
led to a decline in income for our cash
management business Royal London
Cash Management (RLCM). This business
saw its cash under management reduce in
the year, as £584m of net outflows were
reported (being 15.7% of opening AUM)
offsetting some of the growth in assets
achieved elsewhere.

	The importance of client service

Client service is an important differentiator
when it comes to asset management services,
and contributes strongly to RLAM’s
appeal in the market. We pride ourselves
on pro-active, transparent and upfront
communication with clients in both good
times and bad – and this approach has been
rewarded with a strong record of client
loyalty over the past five years.
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	Record growth
for Ascentric

Acquisition and integration of TCAM

£20bn
The acquisition of The Co-operative Asset
Management Limited on 31 July 2013 brought a
further £20bn of assets under management
into the Group.
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	Acquisition and integration
of TCAM

The implementation of RDR drove a big
increase in demand for our independent
wrap platform, Ascentric. The transparency
that wrap platforms offer fits well with
the post-RDR environment for financial
advice. Like other wrap platforms, Ascentric
is a technology-based service that enables
financial advisers to manage their clients’
long-term savings directly by choosing
which funds to invest them in.

The acquisition of TCAM on 31 July 2013
brought a further £20bn of assets under
management into the Group. This increased
our funds under management by 40% on
top of the organic growth achieved during
the year. The acquisition also brought
expertise in sustainable fund management,
which complements our existing skills and
sits well with our brand position and ethos
of mutuality.

Ascentric has a strong position in this
growing market, thanks to the fact that it
operates independently and is able to offer
a broad choice of funds from different
providers. Assets under administration grew
from £5.1bn to £7.3bn in 2013, and 800
firms used the platform for the first time.
Growth was spread across Ascentric’s core
retail business, which serves advisers directly,
and its institutional operation, which
provides bespoke services to key adviser
networks.

Five of the unit trusts managed by
TCAM are sustainable funds, and we
are committed to continuing to manage
them according to sustainable criteria.
We know that considerable interest in
such funds exists within our customer
base, and this will lead to opportunities
for further growth.

	Investing in platform
development

Ascentric’s growth in 2013 was a
record for the business. This required
the implementation of new third party
technology and the development of
supporting functionality to reinforce our
leadership in a rapidly evolving market. We
are investing in the development and futureproofing of the platform, and launched a
new user interface and portfolio modelling
solution during the year. We are also piloting
an extension to the service, which enables
intermediaries’ key clients to manage their
own investments directly. We plan to roll
this out in 2014.

The fact that our investment performance
is strong enough to attract external
institutional clients should be a source
of reassurance to our customers. In the
aftermath of the global economic crisis,
there has been strong demand for fixedincome funds. RDR will put further
emphasis on these areas. It will also
put pressure on profit margins for asset
managers, due to long-overdue transparency
on the charges for fund management
services.
Increased emphasis on transparency and
cost-efficiency is also helping to drive the
growth of wrap platforms. Following a pause
in 2012, as advisers focused on meeting
RDR requirements, growth has accelerated
again in 2013. Independence and the range
of funds available through a platform are the
key differentiators in this market.

	Outlook for 2014

“Like other wrap platforms, Ascentric
is a software-based service that enables
financial advisers to manage their clients’
long-term savings directly by choosing
which funds to invest them in.”

The performance of the Wealth division
in 2013 was driven in part by favourable
trends and economic conditions. Not only
is the investment environment improving
in general, but there has also been a strong
trend towards fixed income UK funds, for
which RLAM is well known. When we
look at prospects for the year ahead, we
must bear in mind that such conditions can
change. One developing trend is increased
interest in global income funds, and we are
extending our offer to increase exposure
to this area. Whatever the changes in
economic conditions and trends, we are
confident that our predominantly teambased approach to asset management will
continue to deliver stable and reliable
returns, and that our excellent service will
continue to represent a strong selling point
amongst our customers.
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Our corporate responsibility

Environment

We are developing our approach
to Corporate Responsibility (CR)
to reflect the changing
nature of our business and
our new brand proposition
whilst ensuring that we continue
to report within the four pillars of
the Business in the Community
(BITC) framework.
In developing our approach to monitoring
and managing environmental impacts, we
have set in place a number of initiatives to
reduce our carbon emissions, limit waste
and develop sustainable environmental
practices. This supports our approach to
responsible business and makes good
financial sense.
We have identified key areas of focus for
further reducing our environmental impact:
• reduction in business travel and
investment in video and teleconferencing
facilities;
• reduction of waste through increased
recycling;
• further reductions in water usage; and
• reductions in energy use through efficient
management of heating, cooling and
ventilation systems.
We also support five sustainable investment
funds acquired from TCAM, which
incorporate principles of environmental
sustainability into investment decisions.
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Workplace

We believe our people are our key asset.
As an equal opportunities employer we
offer career prospects without discrimination
and have established policies for recruitment,
training and development, and flexible
working.
We go to great lengths to ensure our people
have the help and support they need to
stay healthy and safe, are rewarded for their
contribution and have the opportunity to give
feedback about working for Royal London.
We were very pleased that 80% of our
people responded to our annual Employee
Engagement survey in 2013.
Our workplace initiatives include a free,
independent and confidential employee
support helpline, available to all employees
24 hours a day, 365 days a year. We offer
a competitive remuneration package and
bonus scheme and the benefits that we
provide for employees include pension
schemes and private medical insurance,
as well as discounts on various products
and services. Our range of family-friendly
initiatives includes childcare vouchers and
flexible working.

Community

Through the UK fixed-income funds
administered by our Wealth division, we
are a significant investor in the UK, and a
major enabler of investment by others.
We also support our people in providing
practical and financial support to the
local communities in which we operate.
Stepforward, our employee volunteering
programme, encourages our people to take
up to two days each year of company time to
volunteer in their communities.
The Royal London Volunteering Awards
recognise the commitment, time and energy
that our people give to the community.
Our developing Community strategy will
include four core themes that are designed
to engage our employees and members with
the local communities that we support.
These core themes are:
• charitable giving;
• community investment;
• employer supported volunteering; and
• commercial initiatives.
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Marketplace

We put our customers first and are
committed to delivering the best possible
outcomes and experiences for them.
We develop products that help people
take responsibility for planning and provide
for their own financial affairs. We regularly
monitor our propositions and pricing
structures to ensure they offer good value
and are clear and transparent.
Through our Consumer division, we are
working to improve financial education,
increase the accessibility of core financial
services and extend protection products
to uninsured mass market consumers. In
our Intermediary division, we are playing
an important role in extending pensions
provision in the UK.
Our Wealth division also helps to support
institutions such as local authorities
and universities that are fundamentally
important to the infrastructure of the UK.
We take care to invest responsibly and
manage our risks effectively. Sustainable
investment is a key part of our overall
product offering and we promote best
practice in all companies in which we invest.
Fund managers know that environmental
and social governance are integral to their
responsibilities.
RLAM supports the Stewardship Code.
We are a signatory to the United Nations
Principles of Responsible Investment,
a framework for global best practice in
responsible investment supported by over
800 institutions in 45 countries, and also
to the Carbon Disclosure Project, which
encourages the largest global businesses to
report on and reduce their carbon footprint.
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BUILDING

We have strengthened our
reported capital position
whilst investing in our ability to
compete and grow in the
future.
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we achieved
one of the
strongest profit
performances
in the group’s
recent history

EEV operating profit from continuing
operations: £346m
EEV profit before tax and mutual dividend
from continuing operations: £551m
Mutual dividend: £81m
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Group
Finance
Director’s
review

Kerr Luscombe
Group Finance Director

We performed well in 2013.
We continued to provide
good returns to our members
and policyholders and to
strengthen our reported capital.
EEV operating profit from continuing operations*

Included £97m
from the acquisition
of Royal Liver

Included £150m from
the acquisition of the
Co-operative life pensions
and asset management
businesses

£346m

£322m
£235m

2010

£228m

2011

2012

* All results exclude RL360˚, which was disposed of during 2013.

We performed well in 2013. This has
enabled us to continue to provide good
returns to our members and policyholders
and to strengthen our reported capital
position whilst investing in our ability to
compete and grow in the future.

	Financial overview

The financial community has different ways
of measuring profit. We believe that the
most meaningful measure for Royal London
is the European Embedded Value (EEV)
basis, and we focus our reporting around
these numbers.

£167m

2009

As a mutual, Royal London’s purpose is to
provide our members with good financial
returns and ongoing financial security.
We do this by investing assets in a way
that delivers income and growth whilst
maintaining a strong capital position,
and also by growing our assets under
management through new business and
sensible acquisitions. We help to improve
our financial position when we become more
competitive in our chosen markets and also
when we are able to make our operations
more efficient.

2013

In 2013, our EEV profit before tax and
mutual dividend increased to £551m
(2012 £320m) for continuing operations.
This represents one of the strongest profit
performances in the recent history of the
Group. This includes a one-off gain of
£150m from the acquisition of CIS and its
subsidiaries and TCAM on 31 July 2013.
Besides this, the increase in profits largely
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reflects improved investment markets, which leads to a more positive
outlook for our existing business. When we exclude the impact of
economic variances, our operating profit for continuing operations
stands at £346m including the £150m one-off gain from the CIS
and TCAM acquisition (2012 £228m).
Key developments
As already mentioned, we completed the acquisition of CIS and
its subsidiaries and TCAM during 2013. We also disposed of our
offshore savings, investment and protection business, Royal London
360° (RL360°), through a private-equity supported management
buyout. Both developments support our strategy; we want to focus
on our core UK and Irish markets and by increasing the scale of
our operations in these markets we can become more efficient.
A bigger business spreads our overheads further and reduces our
cost per policy.
We have also made significant investments in the strategic
development of our business that will make us more competitive in
our chosen markets, open up new revenue channels for the Group
and ensure that we can continue to provide top-quality service for
our customers.
Acquisition of the Co-operative Insurance Society Limited
and The Co-operative Asset Management Limited
We acquired the entire issued share capital of CIS and TCAM
for an initial consideration of £40m and deferred consideration of
£180m. The payment of this deferred consideration will be made
when certain conditions are met, in particular that assets of the same
value currently held in Royal London (CIS) Limited (the new name
for the Co-operative Insurance Society Limited) become available
to the Royal London Open Fund. We will administer the CIS and
subsidiary policies and investments that we have acquired in return
for a schedule of agreed fees paid out of the CIS long-term fund.
CIS policyholders benefit from fixing future fee levels as well as the
service quality and financial strength that our Group provides.
The £150m in profit that we have recognised on the acquisition
in this year’s accounts reflects the present value of the difference
between these fixed fees and our projected operating costs for
administering the business. We hope to recognise further profits
from this acquisition in the future through cost-efficiencies. In
particular, we intend to undertake a Part VII transfer of the CIS
long-term fund into a new closed sub-fund of Royal London.
This was a valuable acquisition for the Group. It greatly increases
our scale in terms of funds under management, which increased by
£20bn as a result of the acquisition. As at 31 December 2013 our
total group funds under management had risen to £74bn (2012
£50bn). The acquisition also adds expertise in sustainable investment
that will enhance our existing asset management offering and
sits naturally with our mutual ethos. In addition, the significant
expansion of our customer base by approximately 2 million provides
a firm foundation for building Royal London’s mass-market,
direct-to-consumer offer.
As part of the acquisition we took on a book of general insurance
business which was in run-off within CIS. Subsequent to the
year-end, we have received Court approval to transfer this business
back to the Co-operative Group, to take effect from 31 March 2014.
Since the acquisition, we have made good progress in integrating
the CIS and TCAM operations with our existing businesses. Part
of this includes separation activity from the CBG, particularly in
relation to information technology systems, and we are focused on
completing this work as quickly and effectively as we can. We are
of course aware that there have been well-publicised issues with the

previous management of CBG. We do not believe this is reflected in
the quality of the business Royal London has purchased.
The Royal London Open Fund is required to hold additional
regulatory capital against the risk that in adverse scenarios the
£150m value that the Group has recognised does not materialise.
Overall, the Group’s capital strength is improved by this acquisition.
The CIS long-term fund has a detailed capital management policy
in place and its review formed an important part of the due diligence
that we conducted before the acquisition. This policy aims to ensure
that the CIS long-term fund can continue to meet its capital
requirement without requiring support from Royal London.
Disposal of RL360°
The disposal of RL360° through a private-equity supported
management buyout enables both parties to pursue their strategic
objectives. It has allowed value to be returned to our members by
releasing capital held offshore back to the UK, whilst enabling us
to focus on our core strategy for the Group going forward. We
have recognised an EEV operating loss of £40m from discontinued
operations as a result of the sale.
Strategic investment
Our results for 2013 include strategic development costs of £17m
(2012 £5m). This represents investments that we believe are important
for our future competitiveness and we expect will deliver good returns
in the future.
We have developed a new Royal London brand and are building
a new direct-to-consumer division, which will bring additional
revenues to our business by targeting mass-market consumers not
served by financial advisers. We have also invested in developing
our pensions offering to meet the requirements of RDR and in
improving customer service for our protection business. In workplace
pensions, we are building our support capabilities to meet the
demands of auto-enrolment and enable us to take advantage of the
significant opportunity that this development represents. Our ongoing
investment in IT infrastructure for our Ascentric wrap platform will
enable that business to support the new customers that are driving its
rapid current rate of growth.
Investments like these have helped to earn our businesses a number
of awards during the year, including financial advisers voting Scottish
Life, Best Pensions Provider for the third consecutive year.
Capital strength
Our regulatory capital surplus increased by 16% during the year
as a result of good operating performance and improved financial
markets. Our closed sub-funds remained self-sufficient and again
did not require direct support from the Royal London Open Fund.
We strengthened our capital position further by refinancing part
of our listed subordinated debt. This involved purchasing £154m
of existing debt holdings at a price equal to 101% of the nominal
value and then issuing new subordinated debt with a principal
amount of £400m that is fully compliant with the expected debt
rules of Solvency II. The net effect has been to increase our surplus
regulatory capital by £241m. The positive response of the market to
our debt issue is a further endorsement of the Group’s strength.
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	Returning value to our members and
policyholders

Royal London with-profits performance by asset class

In 2013, our investments backing the asset shares of the Royal
London Open Fund achieved a return of 10.6%, which was 1.6%
above its benchmark. The chart below shows the fund’s performance
against benchmark for the past five years.

Royal London with-profits performance

UK equities

2009

2010

2011

2012

9.0%

10.6%

7.8%

8.6%

6.0%

6.7%

11.9%

13.1%

10.6%

12.2%

Benchmark

2013

The following chart shows the performance of the different
investments backing the asset shares of the Royal London Open
Fund and compares these against their relevant benchmarks. Our
2013 investment returns were ahead of benchmark in all classes
except for overseas equities, which were behind benchmark.
As of 31 December 2013 the investments backing the asset shares
of the Royal London Open Fund were composed 64% (2012 56%)
equities and property, 23% (2012 30%) government bonds and 13%
(2012 14%) corporate bonds.

Property

0.9%

3.1%

10.4%

12.4%

25.3%

23.9%

Overseas
equities

UK corporate

With-profits policyholder bonuses
We added £318m of bonuses (2012 £282m) to with-profit policies
in 2013, as follows:

Annual
Interim
Final
Total

Actual

20.8%

Government
bonds

-5.2%

We measure RLAM’s performance against benchmarks constructed
from the performance of different types of asset in the market. Each
of our funds has different benchmarks reflecting its asset mix. This
helps us to ensure that we are comparing like with like to assess asset
management performance.

Benchmark

-5.0%

 oyal London with-profits investment performance
R
RLAM invests assets on behalf of our members and achieved
good returns on these during 2013. An improving investment
environment helped. The FTSE 100 ended the year at 6,749, which
was 14% above its value of 5,898 at the end of 2012.

Actual

22.3%

We have returned good value to our with-profits members in
2013, through:
• the investment returns achieved on their policies, which this year
were 1.6% ahead of benchmark;
• the payouts that were added to maturing policies during the year,
which compare well with other players in our industry; and
• mutual dividends, our way of sharing profits with all eligible
with-profits policyholders, which this year amounted to a
further 1.7% increase in value for their qualifying asset shares
(£81m in total).

2013
£m

2012
£m

318

282

52
11
255

46
13
223

We set annual and final bonuses with the aim of being fair to all
with-profit policyholders, whether they are maturing or remaining
in the fund. We may pay final bonuses on with-profit policies when
they claim. We apply the process of smoothing to limit the change in
payouts from one bonus declaration to the next.
Annual bonus rates for 2013 remained unchanged at 0.5% for
Royal London conventional with-profits life policies and have been
increased for Royal London accumulating with-profits pension
policies from 1.0% to 1.5%. The annual bonus rates for Royal
London unitised with-profits policies remained unchanged with the
exception of the Regular Savings Plan (which was increased from
1.5% to 2.0%), the Capital Investment Bond (which was increased
from 1.25% to 2.0%) and Royal London with-profits insurance ISA
(which was increased from 0.1% to 0.5%).
We review final bonuses annually and we expect to continue to do
so in the future unless market volatility requires us to review them
more frequently.
Mutual dividend
We also allocated a discretionary mutual dividend to all eligible
with-profits policyholders, which shares the benefits of our
performance. Our good performance in 2013, together with the
improving investment environment, has enabled us to allocate a
discretionary mutual dividend of £81m or £86m before tax
(2012 £88m or £93m before tax).
We have applied the dividend by enhancing the asset shares of
relevant policies. This represents an enhancement to the relevant
policies’ asset shares of approximately 1.7% (2012 1.8%).
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Illustrative payout on 2013 maturity of a £50 a month
15 year with-profits policy

Unit linked investment returns
Members holding pensions invested in our default unit linked
pension funds (the ‘Governed Portfolios’) enjoyed fund performance
that was on average 2.1% above benchmark. Seven of the nine
portfolios that make up the Governed range are ahead of benchmark
in the five years since launch.

Pension fund performance
Benchmark

9.54%

15.68%

18.48%

£10,002

£10,619

£10,700

£11,909

£11,591

£12,389

Actual

Royal
London

Industry
average

Prudential

Norwich
Union

Standard
Life

Scottish
Widows

Adventurous managed fund

12.94%

Comparison of our payouts with other providers
The chart below illustrates our typical payout for 15-year Royal
London Open Fund policies. We are showing this time period
because this is the policy duration with the greatest volume of
maturities in 2013. As the chart shows, we paid out higher returns
than the industry average, and also higher returns than a number
of shareholder-owned UK insurers. We make the comparison with
shareholder-owned insurers because there are no other mutual
insurers in the UK market of a comparable size to Royal London.
An equivalent chart would show a similar profile compared to our
peers at 20 and 25 year maturities, although our payouts are below
the industry average for these longer maturities.

Payments to protection policyholders
In addition to the returns that with-profits policies earned, we
also paid £192m in claims to Scottish Provident and Bright Grey
policyholders and their families during 2013, based on their life and
critical illness policies (2012 £164m). 92% of claims were paid.

15.65%

We first started allocating the mutual dividend in 2007, and the
total mutual dividend allocated to members since then amounts
to £406m.

7.51%
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Defensive managed fund

Managed fund

Source: ‘Money Management’ April 2013

	New business results

On a like-for-like basis and calculated on the present value of new business premiums (PVNBP), we wrote 18% more new life and pensions
business in 2013 than in 2012. This was driven by strong growth in workplace pensions, despite the fact that the majority of our customers
have not yet reached their staging dates for auto-enrolment. We therefore expect further growth in 2014 from these schemes. We also
achieved healthy new business growth in individual pensions. This pensions growth more than offsets the decline in protection new business.
Our new business results are as follows:
New business contribution1

2013
£m
26.7

Pensions
Protection
Royal London Plus
Continuing life and pensions business
excluding DWP
DWP business

2

Total continuing life and pensions business
RLAM
Total

PVNBP

New business margin

2012
£m

2013
£m

2012
£m

23.3

2,996

2,385

0.8

32

48

2.8

1.7

0.9

47.6

68.3

3,464

2,947

1.4

2.3

47.6

87.5

3,464

3,160

1.4

2.8

78.3

99.0

7,397

5,424

1.1

1.8

30.7

19.2

11.5

–

3,933

213

2,264

4.6

1.0

44.2

–

514

2012
%

20.0
0.9

436

2013
%

–

0.8

1
New business contribution in the table above has been grossed up for tax at 23% (2012 23%). We have done this to help compare our results with the results of
shareholder-owned life insurance companies, which typically pay tax at 23% (2012 23%).
2
Department of Work and Pensions (DWP) rebate business ceased in 2012 due to legislative changes.
The CIS Ltd new business contribution is not reported within the EEV Income Statement because it has not been written into the Royal London Open Fund.

8.6

9.0

0.5
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Total life and pensions business PVNBP
The chart below shows the growth in the value of the Group’s new
life and pensions business premiums over the past five years.

New life and pensions business premiums

£2,224m

2009

£2,775m £2,893m

2010

2011

£3,160m

2012

£3,464m

2013

The internal rate of return (IRR) is the discount rate at which the
present value of the after-tax cash flows that we expect to earn from
written new business is equal to the total capital invested to support
the writing of that business. The IRR and payback periods for our
business units writing new long-term business are as follows:

2013
%
Pensions
Protection

11.3
9.2

Payback period

2012
%

2013
Years

2012
Years

8.6

9

10

11.4

5

Operating experience variances refer to profit realised from actual
experience being better than we previously anticipated, in particular
in relation to persistency, with policies staying on our books for
longer than we anticipated at the start of the year. Operating
assumption changes relate to future levels of mortality, morbidity,
persistency and expenses. The result reflects an improvement in our
persistency assumptions and reduced future expenses as a result of
operating efficiencies, thanks in part to the acquisition of CIS
and TCAM.
Impact of economic variances
Our 2013 results benefited from £140m of favourable economic
experience variances. This means that our investment returns
were better than we expected at the start of the year. The results
also include £83m of favourable economic assumption changes,
because we have upgraded our expectations of future investment
performance, as a result of the improved economic conditions.

Life and pensions new business margin
The margin on continuing new life and pensions business was 1.4%, a
decline on last year’s 2.3%. This decline was largely driven by reduced
margins in our protection business, a result of competitive price
pressures.

Internal rate of return
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	Financial results

EEV results
EEV operating profit
The Group achieved a core EEV operating profit from continuing
operations in 2013 of £196m. We also recognised a one-off gain of
£150m from the CIS and TCAM acquisition, shown as ‘gain arising
on business combinations’. Excluding this gain, our core operating
profit declined slightly from last year’s £213m. New business profits
were slightly higher than last year but this was offset by lower
benefits from operating assumption changes and an increase in
strategic development costs.
Our EEV operating profit includes:
• £70m profits from new continuing business written in the year,
a 4% increase on last year (2012 £67m);
• £29m benefits from operating experience variances (2012 £30m);
• £48m benefits from operating assumption changes (2012 £55m);
and
• £17m strategic development costs (2012 £5m).

Movement in Group pension scheme surplus
The 2013 results include a benefit of £8m from an increase in the
surplus of the Royal London Group Pension Scheme (RLGPS)
compared to a £93m decrease in 2012. The surplus recognised in our
accounts as at 31 December 2013 was £90m (2012 restated £82m).
The £8m increase in value in 2013 was mainly due to improved
investment returns on the scheme assets more than outweighing
the increase in liabilities arising from increased future inflation
assumptions. The next triennial formal valuation of the RLGPS is
due to take place during 2014.
We also operate two schemes for ex Royal Liver employees.
The surpluses of these schemes are included as part of the valuation
of the closed Royal Liver Sub-fund and therefore do not count
towards the surplus position of the Royal London Open Fund.
The combined Royal Liver scheme surplus as at 31 December 2013
was £61m (2012 restated £62m).
 EV profit after reflecting the impact of economic variances
E
Our EEV profit before tax and mutual dividends for continuing
operations was £551m in 2013, a substantial improvement on our
2012 result of £320m. The improvement was largely due to the
£150m one-off gain arising from the CIS and TCAM acquisition
and the improved economic conditions leading to significant
favourable economic variances.
 resentation of our results
P
As a mutual business, our Group financial results presented in this
Annual Report and Accounts represent the full movement in the
year in the value of the Royal London Open Fund. Our reported
profit does not include the profits of closed sub-funds, since we
retain the surpluses of closed funds for the benefit of with-profits
policyholders who are invested in those funds.
This differs from the way that shareholder-owned life insurance
companies present their results. There, the profit or loss for the
year is only that attributable to the company’s shareholders and
is generally restricted to 10% of the distributable surplus in the
with-profits fund and all the surplus from the non-profit business.
Amounts attributable to policyholders are retained separately and
are not included in reported profit.
IFRS results
The IFRS result from continuing operations for 2013 was a profit of
£530m (before tax and before deducting the mutual dividend of £81m)
(2012 £454m). As with the EEV results, the significant improvement
on the prior year is primarily due to recognising a one-off gain of
£125m from the acquisition of CIS and TCAM business and the
improved favourable economic variances.
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Operating profit
We mainly focus on the EEV basis for assessing our operating
performance, as we believe that this is the most meaningful measure
for our business.
In order to present a better understanding of the underlying
operating performance of the Group, Operating profit excludes
certain items which are outside management control. In particular,
it excludes the impact of investment fluctuations, economic
assumption changes and movements in the pension scheme surplus.
It also excludes methodology changes which are a direct response
to investment market movements, although these are under control
of management.
Our Operating profit is broadly similar to our EEV operating profit,
the main differences being the amortisation of certain intangible
assets, which are recognised on the Operating profit basis but not
in EEV, and the embedded value profits of our asset management
business, which are recognised in EEV operating profit but not in
our Operating profit basis.

Capital strength

One of our key financial priorities is to manage our capital levels
effectively in order to provide security and the freedom to pursue good
financial returns for our policyholders and members.
We report the Group’s capital on the two PRA Pillar I bases:
1. The regulatory (Insurance Group Directive) basis; and
2. 	The PRA realistic balance sheet (realistic) basis. The realistic
capital basis underpins our IFRS and EEV valuations.
The Group’s capital strength and stability has continued to improve
in 2013. Our excess realistic capital increased significantly, as a
result of the contribution from new business, improving investment
markets and a net £241m increase in tier 2 capital, following an
exercise to re-finance the Group’s subordinated debt.
Regulatory capital

Total available regulatory capital1

Our 2013 Operating profit from continuing operations was £312m
(2012 £189m). The 2013 result includes a £125m one-off gain from
the CIS and TCAM acquisition.
Reconciliation of Operating profit to IFRS profit after tax
2013
Operating profit before business
combinations
Gain arising on business combinations
Operating profit
Adjusting for the following items:
Investment return variances and
economic assumption changes
Net gain/loss on Group pension
schemes recognised in result
before tax
Finance costs
Mutual dividend
IFRS result before tax
Tax charge/(credit)
Discontinued operations
Other comprehensive income
Total transfer to unallocated divisible
surplus

Capital requirement
Additional with-profits requirements2
Excess regulatory capital

2013
£m

2012
£m

9,103

5,416

(5,125)

(2,300)

(1,229)
2,749

(742)

2,374

Includes tier 2 capital.
The additional with-profits requirements represent the regulatory surpluses
in the closed sub-funds and the with-profits fund in CIS. These are held for
the benefit of the policyholders invested in them and therefore do not count
towards the Royal London Open Fund excess regulatory capital.

1

£m

2012
Restated
£m

187
125
312

189
189

248

289

–
(30)
(81)
449
77
(42)
7

6
(30)
(88)
366
(27)
1
(132)

337

262

2012 results restated to reflect accounting policy changes in relation to the
Group’s pension schemes following revised IAS 19.

2

£3,333m of the increase in total available capital and capital
requirements in 2013 is a result of the CIS adjustments required
to Royal London capital position.
At 31 December 2013, our excess regulatory capital was £2,749m
(2012 £2,374m). The Group has maintained strong regulatory
capital cover of 143% (2012 178%), the decrease being due to the
addition of CIS and its associated capital requirement.
Realistic capital
2013
£m
Realistic working capital (before
closed fund transfer commitments)1
Closed fund transfer commitments2
Total working capital
Risk Capital Margin
Excess Realistic Capital

4,046
(972)

3,074
–

3,074

2012
£m
3,580

(1,045)

2,535
(39)

2,496

Includes tier 2 capital.
Closed fund transfer commitments represent the realistic working capital of the
closed sub-funds, which is retained for the benefit of policyholders in those funds.
1

2

IFRS balance sheet
Our IFRS unallocated divisible surplus has increased to reflect the
transfer of £337m profit in the year. Our balance sheet remains robust,
and there were no significant asset impairments in the year.
Our total investment portfolio is £52,231m, an increase on 2012 of
65%, largely due to the funds taken on from the CIS acquisition.
Our asset portfolio remains high quality, with the majority of our bond
investments in higher grade assets, rated A or above. 53% (2012 48%)
of our asset portfolio is in fixed income investments and cash. The
Group’s exposure to sovereign debt from Portugal, Italy, Ireland, Greece
and Spain amounted to 0.1% (2012 0.4%) of the total assets on the
balance sheet, thereby limiting our direct exposure to potential adverse
effects from ongoing Eurozone uncertainties.

The realistic risk capital margin has reduced to nil in 2013 due to
changes in the value of the allocated assets exceeding the change
in the value of with-profit liabilities after allowing for pre-agreed
management actions. Our excess realistic capital (the excess of
assets over liabilities, as measured by the PRA’s realistic reporting
requirements) has increased from £2,496m to £3,074m.
We analyse the realistic working capital by open and closed funds on
page 180 of the 2013 Annual Report and Accounts. Also, the capital
statement on page 181 of the 2013 Annual Report and Accounts
provides a reconciliation of our working capital to the unallocated
divisible surplus in the IFRS balance sheet.
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Excess regulatory capital

+16%
£2,749m

£2,374m
£1,597m

£1,906m
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Pensions strategy
During March 2014 we saw increased Government intervention
into workplace pensions. The proposed introduction of charge caps
and the removal of future commission charges have a potentially
adverse impact on the value of our pensions business. In contrast,
proposals to increase the options available to pension policyholders
at retirement are likely to be advantageous to our business,
particularly in relation to income drawdown, where we have a strong
market position. We will continue through 2014 to work through
the impacts of these proposals on our strategy.
Rating agencies
Our capital strength and financial stability are reflected in our
financial ratings from external rating agencies. During 2013
Standard and Poor’s increased our rating from A- positive outlook
to A stable outlook. Our rating from Moody’s remains unchanged at
‘A2 Good Financial Security’.

£1,026m

This is my last report to members as I will be stepping down from
my role as Group Finance Director in May following a change in my
personal circumstances. I wish all members of the Society continued
success in the future.
2009

2010

2011

2012

2013

Excess realistic capital

+23%
£3,074m

£2,496m

£1,863m

2009

£2,087m £2,097m

2010

2011

Forward looking statements
This strategic report contains forward-looking statements with
respect to certain of Royal London’s plans, its current goals and
expectations relating to its future financial position. By their
nature, forward-looking statements involve risk and uncertainty
because they relate to future events and circumstances which are
beyond Royal London’s control.
These include, among others:
• UK economic and business conditions;
• market-related risks, such as fluctuations in interest rates;
• the policies and actions of governmental and regulatory
authorities;
• the impact of competition;
• the timing, impact and other uncertainties of future mergers or
combinations within relevant industries.

2012

2013

Solvency II
Solvency II is a major European Union directive that will transform
how we manage and report risk and capital. It has been confirmed
that the Solvency II regime will be implemented from 1 January
2016. There are significant details which remain to be clarified
about the new regime but it is possible, even likely, that the outcome
from Solvency II will require insurance companies to hold more
regulatory capital than they are currently required to. We are also in
discussion with the PRA regarding the suitable amount of capital
to hold in future in respect of our main staff pension scheme. We
will seek to comply with increases to our capital requirements
without any impact on policyholders but if we are required to hold
significantly increased capital, then the levels of mutual dividend we
are able to allocate to our participating members could need to be
restricted in the short term.

As a result, Royal London’s actual future financial condition,
performance and results may differ materially from the plans,
goals and expectations set out in Royal London’s forward-looking
statements. Royal London undertakes no obligation to update the
forward-looking statements contained in this document or any
other forward-looking statement it may make.

By order of the Board

Simon Mitchley
Company Secretary
For and on behalf of Royal London Management Services Limited
31 March 2014
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TRANSPARENT
In the new regulatory era
for financial services, our
long-term commitment
to transparency is a key
competitive advantage.
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2013 Directors’ summary
remuneration report

 nnual statement from the
A
Remuneration Committee chair
Dear member,
On behalf of the Board I am pleased to
present a summary of the Remuneration
Committee report for 2013. The full report
is available online within the Annual Report
and Accounts at www.royallondon.com.
The summary report has been written to give
you an understanding of how pay is set and
what was paid in 2013. Further details on
how the policy is set and how elements are
calculated is contained in the full report.
Both the summary and full remuneration
report are split into two parts: the Directors’
remuneration policy, which sets out the
Group’s policy on directors’ remuneration,
and the Annual report on remuneration,
which sets out the payments and awards
made to directors during the year and the
link between executive remuneration and
Company performance.
To be successful, the Group needs to attract
talented people who can ensure Royal
London has the best products and services
and delivers high levels of performance. We
compete for the best people – mainly from
major financial companies – and this requires
a careful balance between competitive pay,
motivational incentives to drive performance,
and appropriate management of risk.

The remuneration policy has three
main aims:
• to align executives’ interests with those
of our members and customers;
• to support the delivery of the Group
strategy whilst ensuring good
governance; and
• to ensure remuneration is competitive
against the relevant market to help the
Group to attract and retain talent.

The Committee has undertaken a review
of the consistency of remuneration policy
across the Group and is satisfied that an
appropriate reward structure exists below
Board level to attract and retain the talent
the Group requires.

The Remuneration Committee’s primary
role is to ensure that the Group’s pay
structure is in line with these three aims.

• Remuneration policy report
– the policy report describes the elements
of remuneration that may be paid to
directors. Members will not be asked to
vote on the Remuneration policy report
again for three years unless there are
material changes that the Remuneration
Committee deem important enough to
implement before that time; and
• Annual report on remuneration
– this advisory vote is on the part of
the report which details how the
remuneration policy has been applied
in 2013.

To appropriately incentivise executive
managers, the main elements of the reward
package are salary, a Short-Term Incentive
Plan (referred to as the ‘STIP’) linked to
the achievement of the annual business
plan, a Long-Term Incentive Scheme
(the ‘LTIS’) linked to the achievement
of the medium-term plan, market-related
benefits, and pension provision.
There have been no material changes in
the Group’s remuneration policy between
2012 and 2013, although the Committee
has conducted a review of our long-term
incentive measures for 2014 onwards to
ensure that they continue to align as best
as possible with the Group’s strategic
aims and with the interests of our members
and customers.

There will be two advisory votes on
remuneration this year. Members will
be asked to vote on:

The Remuneration Committee and the
Board recommend that you vote for
the resolutions on the Remuneration
policy report and the Annual report on
remuneration.
Tracey Graham
Chairman of the Remuneration
Committee
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Directors’ remuneration policy
	Key principles of remuneration policy

The Remuneration Committee has agreed the following principles:
Align with interests of members and
other customers
Align with delivering Group strategy
and good governance


• Performance-related incentive arrangements will be designed to align the
interests of executives with those of members and other customers.

• Performance-related incentive arrangements will be designed to reinforce
the achievement of Group strategy.

• The remuneration policy will have regard to the remuneration codes of all
relevant regulators, including the Prudential Regulation Authority and
Financial Conduct Authority, as well as institutional investor guidance on
remuneration governance best practice.
• The Committee will ensure that risk-taking outside of the Group’s risk appetite
is not rewarded and will have absolute discretion to amend incentive amounts
prior to payment to ensure they are appropriate.
• When assessing performance, the Committee will take into account not
just the measures and targets in the balanced scorecard, but also wider views
of Company performance, quality of earnings, and the sustainability of
performance before finalising awards.

Align with relevant market practice

• Total remuneration will be appropriately competitive to support the
recruitment, retention and motivation of talented people, and to help the
Group compete effectively against other leading UK life insurers.

In addition, members’ views are taken into account through the AGM process.
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The table below sets out the policy as it applies to each element of executive director remuneration for 2014 onwards.

	Future remuneration policy table – executive directors1
Purpose and link
to strategy

Operation

Opportunity

Base salary

Support the
recruitment, retention
and motivation of
talented people.

Salaries are reviewed annually by
considering the role and its pay
positioning against the median of
appropriate comparator groups. The
Committee also takes into account
other relevant changes since the
salary was last reviewed such as
individual performance and the
outcome of the salary review for the
wider employee population.

Short-Term
Incentive Plan,
STIP

It is based upon
the individual and
Group’s performance
including both
financial and other
measures.

Performance is assessed against a
number of different measures, together
called a balanced scorecard, over a
one-year period. The Committee
has the ability to amend the result of
the scorecard to make sure it fairly
reflects performance. Payment of at
least one-third of any amount earned
under the STIP is deferred for three
years and is adjusted for the change in
the value of Royal London. Unvested
deferred STIP can be lost in certain
circumstances.

Subject to annual review of
Increases for
executive directors individual contribution and
will normally be in Group performance.
line with those for
the broader Royal
London employee
population who
achieved the same
performance rating
and have a similar
market position.

– this scheme
pays a bonus on
the performance
during the year

Long-Term
Incentive
Scheme,
LTIS
– this scheme
pays a bonus on
the performance
over a number
of years

Help align executives
with the long-term
interests of members
and other customers.

An award is received based on
performance over three years
against the Group’s key long-term
performance measures. To align
further with members’ long-term
interests, release of any award is
further deferred by up to two years.

The Committee has the ability to
amend the result of the scorecard to
make sure it fairly reflects underlying
performance over the period (which
may decrease or increase the award).
Awards are also subject to clawback
from 2014 and unvested deferred
LTIS may be forfeited in certain
circumstances. Further, the value of
an award is adjusted for the change in
the value of Royal London.

Maximum STIP
that can be
awarded is up
to 150% of salary.
Target STIP is
half of maximum
for achieving plan.
No payment is
made for threshold
performance.

The maximum
potential
opportunity
is 187.5% of
salary. No award
is payable for
delivering an
‘On plan’ level of
performance.

Performance measures

Performance is assessed against
a scorecard covering five areas of
performance which are reviewed
each year. For 2014: Financial
performance (40%), Customers
and members (15%), Employees
(10%), Assurance (15%), and
Building the Future (20%). The
weighting for each category and
the selection of sub-measures or
tasks within each category may
be tailored each year to reflect
business priorities.

The key long-term performance
measures for 2014 are: Operating
Profit (55%), Investment
Performance (25%), Customer
Experience (10%), and Quality of
Proposition (10%).
LTIS awards of up to 150% can
be adjusted by 25% based on the
Cumulative Mutual Dividend
over the three years.
The weighting for each category
and the selection of sub-measures
or tasks within each category may
be tailored each year to reflect
business priorities.
Specific performance measures
and weightings for each LTIS
cycle will be described in the
Annual report on remuneration
in the year of grant and the year
of vesting.

There are specific incentive arrangements for the CEO RLAM which include a STIP and an LTIP relating to the performance of RLAM. The Chief Risk Officer also
has different weights on the measures in the STIP. These are detailed in the full DRR.

1

Royal London Group Strategic Report with Supplementary Information 2013

Purpose and link
to strategy

Operation

Opportunity

Performance measures

Benefits

To support the
recruitment, retention
and motivation of
talented people.

Varies by
individual and
level.

Continued good performance.

Pension

To support the
recruitment, retention
and motivation of
talented people.

Benefits are reviewed from time
to time to ensure they remain
competitive in the relevant talent
markets. Currently they include
private medical insurance, medical
screening and a discretionary
living-away-from-home allowance,
and either a company car or a cash
allowance in lieu of a car.

Up to 25% of
salary.

Continued good performance.

Defined Contribution Scheme:
applies to newly appointed executive
directors who may opt to receive
a salary supplement in lieu of
participation in the pension scheme.
There is a legacy Defined Benefit
Scheme covering one executive
director.
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The table below sets out the policy for non-executive director remuneration at Royal London for 2014 onwards. The Company aims to pay
sufficient fees to attract and retain directors of the highest calibre, reflecting the responsibilities and time commitment required.

	Future remuneration policy table – non-executive directors (NEDs)
Operation
Annual fee

Fees for chairing committees
Additional fees

Fees are reviewed annually against non-executive director fees at companies of a similar size,
with particular reference to financial services and the UK life insurance sector.
The Chairman and non-executive directors are not eligible to participate in incentive schemes
and their service is not pensionable.
Fees for chairing committees are reviewed in the same way as the annual fee, as set out above.
The non-executive directors may be paid an additional fee for projects which the Board
considers are over and above their normal duties. Such additional fees are paid on a per diem
rate, based on the additional time commitment required.

	Remuneration policy for all employees

The remuneration policy for employees generally is broadly similar
to that for executive directors, although levels of remuneration
differ. The majority of employees do not participate in a long-term
incentive plan. All elements of remuneration are set with reference to
the specific requirements of the individual role and pay levels in the
relevant markets.

	Performance measure selection and approach to
target setting

We use a balanced scorecard as the basis for determining shortterm and long-term incentive awards, which is based on a variety
of measures in order to provide a holistic view of our overall Group
performance and with the objective of aligning our employees’
performance with our strategic goals. These measures include
operating profitability, investment performance, customer service
levels, employee engagement, risk management and progress on key
projects to develop the business. The threshold levels for achieving
an award are set with regard to the Group’s medium-term plan. The
maximum are set at a level which might be achieved only once in
every five years. The long-term and short-term awards are deferred
through notional share units based on the Group’s European
Embedded Value (EEV), in order to reward participants for the
growth in the Group’s value.
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Annual report on remuneration
	Executive director remuneration in 2013 – audited

The table below sets out the single figure for total remuneration for each executive director.
Phil Loney

Taxable benefits
Other fixed remuneration
Recruitment awards

Kerr Luscombe

£’000
2012

£’000
2013

£’000
2012

£’000
2013

£’000
2012

£’000
2013

£’000
2012

92

74

15

15

14

7

15

1

29

27

609

–

–

–

–

348

341

–

–

–

–

152

871

–

835

148

117

TOTAL
Long-term incentives
vesting in year

876

117

–

–

Pension benefits

22

867

STIP
Other variable remuneration
Adjustment/ Recoveries
Total remuneration

Stephen Shone

£’000
2013

134

Pension supplement

Jon Macdonald

£’000
2012

623

Salary

Andrew Carter

£’000
2013

778

–

–

2,614

1,730

–

340

–

–

126

–

–

285

–

–

14

414

–

30

77

–

–

51

19

12

473

405

152

342

94

–

269

179

249

546

100

–

85

–

569

314

–

–

–

–

–

489

–

475

223

–

–

1,235

1,242

–

–

30

150

115

329

–

–

–

655

–

267

756

–

–

–

511

2

406

742

–

322

–

–

94

2,122

–

612

323

–

1,249

Note: Salaries shown gross of any Salary Sacrifice element and the pension benefits for Jon Macdonald and Phil Loney do not include employee contributions made by
Salary Sacrifice.

2013 STIP outcome

Long-term incentives vesting in 2013

The maximum possible STIP levels and overall STIP outcomes
for the executive directors in respect of 2013 are shown in the
table below.

Andrew Carter
Phil Loney
Kerr Luscombe

1

Jon Macdonald
Stephen Shone

The long-term incentive shown in the single figure table relates to
the long-term incentive awards granted in 2011 with a performance
period ending on 31 December 2013.

Max award
(% salary)

Outcome
(as % of salary)

150

136

120

44

Andrew Carter

78

Phil Loney

150

120
120

139
115

The Remuneration Committee applied its discretion to pay a STIP award for
2013. No deferral will be applied.
1

One-third of STIP payments are deferred for three years. The
value of the deferred element varies over the deferral period in line
with the value of Royal London to its members (plus any Mutual
dividend during the period). The STIP figures shown in the single
figure table include the deferred element of the payment.

The awards granted to the executive directors in 2011 were as follows:
Scheme

Initial award
(% salary)

Vesting (%
initial award)

LTIS

100

88.9

RLAM LTIP

150

133.4

Kerr Luscombe

LTIS

50

44.5

Jon Macdonald

LTIS

30

26.7

Stephen Shone

LTIS

150

133.4

LTIS

150

133.4

2011 LTIS awards vest at the end of the three-year performance
period, with vested awards released 50% after three years, 25% after
four years, and 25% after five years from the date of grant.
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	Non-executive director remuneration in 2013 – audited

The non-executive directors received the following remuneration:
Annual fee
£’000
2013

£’000
2012

55

Duncan Ferguson

54

51

Tracey Graham

–

55

Kathryn Matthews
Andrew Palmer

27

David Weymouth

£’000
2013
36

10

Additional fee1

£’000
2012
27
–

14

11

–

–

55

54

13

55

27

85

23

155

Rupert Pennant-Rea

Committee
chairmanship fee

£’000
2013
13
–

–

7

14

–

–

200

–

54

6

3

–

Total

£’000
2012
N/A

N/A

N/A

N/A

£’000
2013
104
61

69

£’000
2012
81
–

38

82

61

55

27

N/A

85

200

N/A

29

64

–

N/A

N/A

155

–

–

10

–

3

NEDs who have left
Tim Melville-Ross
Jane Platt

10

2

David Williams
1
2

27

–

–

–

N/A

10

27

Those NEDs who took on extra responsibilities when the Group acquired CIS were paid an additional fee for their time commitment.
Jane Platt’s fee was paid directly to National Savings & Investments.

	Long-term incentive awards granted in 2014

The following long-term incentive awards were granted to executive directors in 2014 in accordance with the remuneration policy.
Role

Andrew Carter
Phil Loney
Kerr Luscombe
Jon Macdonald

CEO, RLAM
CEO
FD

CRO

Scheme

LTIS

Face value
% salary
80

% vesting for
plan performance

End of
performance
period

0

31 December 2016

RLAM LTIP

150

34

LTIS

150

0

LTIS

LTIS

0

100

0

0
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	Service contracts

The main terms of executive director service contracts are provided in the table below.
Duration

CEO terms

Other executive director terms

Continuous term to retirement age.

Continuous term to retirement age.

12 months by the Company.
12 months by the CEO.

Notice period

Pay in lieu of notice Pay in lieu of notice (salary and contractual benefits)
if employment is terminated by the Group for reasons
other than misconduct.

Other allowances

Company reimburses reasonable travel and overnight
expenses in connection with work-related travel to and
from home to place of work.

12 months by the Company, six months by the
executive director.

Pay in lieu of notice (salary and contractual benefits)
if employment is terminated by the Group for reasons
other than misconduct.
Not applicable.

*Jon Macdonald is required to give 12 months’ notice to the Company.

	Outstanding awards under incentive schemes

The following tables provide details of outstanding awards under incentive schemes, including deferred STIP awards.

	Deferred STIP in 2013 – audited

Amounts relating to the deferred STIP previously awarded are detailed in the table below. Amounts awarded under the 2013 STIP are excluded
from this table and are included in the directors’ remuneration for 2013 audited table.
Interest in deferred STIP

Provision at
31.12.12
£000

Paid
in 2013
£000

563

(181)

605

Andrew Carter
John Deane

(198)

92

Phil Loney

23

Kerr Luscombe1
Jon Macdonald

581

Change in value of
non-excercisable
awards during 2013
£000

55

177

158

As at
31.12.13
£000
658

595

–

259

187

538

–

75

37

112

87

(184)

1,189

Mike Yardley

74

–

–

Stephen Shone

Deferred in
2013
£000

271

(340)

–

55

190

165

858

24

873

Change in
exercisable value
during 2013
£000

Paid in
2013
£000

Exercisable at
31.12.13
£000

12

(265)

–

–

	Outstanding long-term incentive awards - audited

Exercisable long-term awards are detailed in the table below.
Exercisable at
31.12.12
£000
828

Andrew Carter

253

John Deane
Phil Loney
Kerr Luscombe

1

Jon Macdonald
Stephen Shone
1

Increase/(decrease) in exercisable awards during 2013

Transfer from
provisions
£000
512

289

–

876

–

108

–

314

100

569

174
–

–

5

(702)

813

289

–

876

(23)

85

–

100

888

Kerr Luscombe has resigned and his deferred STIP and LTIS awards will lapse when he leaves in 2014.

	Supporting social responsibility

At Royal London, we believe social responsibility is at the centre of making mutuality meaningful. For example, our ‘Stepforward’ programme
enables our people to undertake voluntary work in and around our communities. Phil Loney, Group CEO, leads by example and annually
donates a quarter of his STIP and LTIS to charity.
By order of the Board
Tracey Graham
Chairman of the Remuneration Committee
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Auditors’
report

I ndependent auditors’ statement to
the members of The Royal London
Mutual Insurance Society Limited
We have examined the supplementary
financial information included within the
Strategic Report with Supplementary
Information for the year ended 31
December 2013, which comprises the
Summarised consolidated income statement:
EEV, the Summarised consolidated
statement of comprehensive income: IFRS
for the year ended 31 December 2013 and
the Summarised consolidated balance sheet:
IFRS for the year ended 31 December 2013.

	Respective responsibilities of
the directors and the auditors

The directors are responsible for preparing
the Strategic Report with Supplementary
Information, in accordance with the
Companies Act 2006, which includes
information extracted from the full annual
financial statements and the auditable part
of the Directors’ remuneration report of
The Royal London Mutual Insurance
Society Limited for the year ended
31 December 2013.
Our responsibility is to report to you our
opinion on the consistency of the summary
financial information, included within
the Strategic Report with Supplementary
Information with those full annual financial
statements and the auditable part of the
Directors’ remuneration report.

This statement, including the opinion,
has been prepared for and only for the
Company’s members as a body and for no
other purpose. We do not, in giving this
opinion, accept or assume responsibility for
any other purpose or to any other person to
whom this statement is shown or into whose
hands it may come save where expressly
agreed by our prior consent in writing.

	Basis of opinion

Our examination involved agreeing the
balances disclosed in the summary financial
information to the full annual financial
statements. Our audit report on the
Company’s full annual financial statements
and the auditable part of the Directors’
remuneration report describes the basis of
our opinion on those financial statements
and the auditable part of that report.

	Opinion

In our opinion the supplementary financial
information is consistent with the full
annual financial statements and the
auditable part of the Directors’ remuneration
report of The Royal London Mutual
Insurance Society Limited for the year
ended 31 December 2013.

PricewaterhouseCoopers LLP
Chartered Accountants and Statutory auditors
London
31 March 2014
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Summarised consolidated income statement: EEV
2013
Core continuing operating activities
Contribution from new business
Profit from existing business
- Expected return
- Experience variances
- Operating assumption changes
Expected return on opening net worth
Profit on uncovered business
Strategic development costs
Other items

£m

2012
Restated*
£m

70

67

63
29
48
34
11
(17)

62
30
55
26
8
(5)

(42)

(30)

Core operating profit before tax from continuing operations

196

213

Gain arising on business combinations

150

–

–

15

Total operating profit before tax from continuing operations

346

228

Operating (loss)/profit before tax from discontinued operations

(40)

18

Total operating profit before tax

306

246

Economic experience variances
Economic assumption changes
Movement in RLGPS pension scheme surplus
Financing costs
Mutual dividend

140
83
8
(26)
(86)

127
83
(93)
(25)
(93)

EEV profit before tax from continuing operations
Attributed tax charge

465
(36)

227
(18)

EEV profit after tax from continuing operations

429

209

EEV profit after tax from discontinued operations

(38)

18

Total EEV profit after tax

391

227

Net worth
Value of in-force business
Pension scheme surplus asset (RLGPS)

1,035
1,701
90

967
1,386
82

Embedded value

2,826

2,435

DWP business operating profit before tax

Summarised consolidated balance sheet: EEV

* 2012 IFRS result restated to reflect accounting policy changes in relation to the Group’s pension schemes, following revised IAS 19.
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Summarised consolidated statement of
comprehensive income: IFRS
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Revenues
Gross earned premiums
Amounts paid to reinsurers

2013
£m

2012
Restated*
£m

1,092
(366)

1,065
(400)

Net earned premiums
Investment return
Gain arising on business combinations
Other revenues

726
3,799
125
254

665
2,978
–
199

Total revenues
Expenses
Total policyholder benefits and claims
Operating expenses
Finance costs

4,904

3,842

3,489
936
30

2,623
823
30

Total expenses

4,455

3,476

449

366

77

(27)

Transfer to the unallocated divisible surplus from continuing operations

372

393

Transfer to the unallocated divisible surplus from discontinued operations

(42)

1

–

–

2013
£m

2012
Restated*
£m

Other comprehensive income for the period, net of tax from continuing operations

7
7
–

(132)
(132)
–

Other comprehensive income from discontinued operations

–

–

Total comprehensive income for the period

–

–

ASSETS
Property, plant and equipment
Investment property
Intangible assets
Reinsurers’ share of insurance contracts
Pension scheme asset
Financial investments
Other assets
Cash and cash equivalents

2013
£m

2012
Restated*
£m

34
3,998
1,041
3,947
151
52,231
568
2,154

42
2,319
1,083
1,159
144
31,719
408
2,901

Total assets

64,124

39,775

LIABILITIES
Unallocated divisible surplus (UDS)
Insurance and investment contract liabilities (excluding UDS)
Subordinated liabilities
Other liabilities

3,005
53,461
640
7,018

2,668
34,276
398
2,433

Total liabilities

64,124

39,775

Result before tax from continuing operations
Tax charge/(credit)

Profit and comprehensive income for the year

Other comprehensive income from continuing operations
Items that will not be reclassified to profit and loss
Remeasurement of defined benefit pension schemes
Transfer to/(from) the unallocated divisible surplus

Summarised consolidated balance sheet: IFRS

* 2012 IFRS result restated to reflect accounting policy changes in relation to the Group’s pension schemes, following revised IAS 19.
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Board of
Directors
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Back row (left to right) Jon Macdonald (Group Risk Director) , Kathryn Matthews (Non-Executive Director), Rupert Pennant-Rea (Chairman),
Andrew Carter (Executive Director), Kerr Luscombe (Group Finance Director), David Weymouth (Non-Executive Director)
Front row (left to right) Andrew Palmer (Non-Executive Director), Duncan Ferguson (Senior Independent Director),
Phil Loney (Group Chief Executive), Tracey Graham (Non-Executive Director)
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Board of
Directors

	Rupert Pennant-Rea
Chairman

Rupert Pennant-Rea was appointed to the
Board of Directors on 13 December 2012 and
was appointed Chairman after the AGM in
2013. Rupert has extensive financial services
industry experience. He was chairman of
Henderson Group plc and stepped down at its
AGM in May 2013. He was deputy governor of
the Bank of England from 1993 to 1995, prior
to which he spent 16 years with The Economist,
where he was editor from 1986 to 1993. He
was appointed non-executive chairman of the
Economist Group in July 2009. His other
directorships include PGI Group Limited and
Times Newspaper Holdings Limited.

Tim Harris

Group Finance Director

Tim will join the Group as Finance
Director on 19 May 2014. Before
joining Royal London, Tim was chief
finance officer for Torus Insurance and
prior to that deputy group chief financial
officer at Aviva plc, where he was
responsible for leading the group capital
team with specific responsibility for
managing capital across Aviva, including
treasury, asset and liability management,
reinsurance and Solvency II. He was also
a partner in the Global Capital Markets
practice at PricewaterhouseCoopers.
Tim is a Fellow of the Institute of
Chartered Accountants and a
Chartered Insurance Practitioner.

Kerr Luscombe

Group Finance Director

Kerr joined the Group in October 2011 and
was appointed to the Board on 23 July 2012 as
Group Strategy Director prior to taking up the
role of Group Finance Director on 1 January
2013. Before joining Royal London, he was
finance director in a number of organisations,
including most recently in the Life, Pensions
and Investment business of Lloyds Banking
Group. Prior to that he was finance director
for the life companies within Santander which
became part of the Resolution Group and
subsequently the Phoenix Group. He had
previously held a number of senior management
roles in Abbey National and Santander. Kerr is
an actuary and was admitted as a Fellow of the
Faculty of Actuaries in 1991.

Phil Loney

Group Chief Executive

Phil Loney was appointed to the Board on
1 October 2011, coinciding with his
appointment as Chief Executive of the Group.
He previously spent eight years at Lloyds
Banking Group, most recently as managing
director of the Life, Pensions and Investments
business. Prior to joining Lloyds Banking
Group, Phil held senior management positions
with AXA, Norwich Union, CGU and Lloyds
Abbey Life amongst others. He is a director
of the Association of British Insurers, and
Deputy Chairman of the Association of
Financial Mutuals.

Andrew Carter

Executive Director

Andrew Carter was appointed to the Board
on 2 January 2007. He joined Royal London
Asset Management in September 2001 as
Chief Investment Officer and was promoted
to Chief Executive Officer in September
2003. In 2012 he was made Chief Executive
Officer of Royal London Wealth. Andrew
has extensive asset management experience
of the major asset classes, beginning his
career in investment management in 1983
with Provident Life. Prior to joining Royal
London, he held a number of investment
management positions at Gartmore from
1987 to 2001.
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Jon Macdonald

Group Risk Director

Jon Macdonald was appointed to the Board
on 14 December 2012 having joined the
Group in November 2012 as Group Risk
Director. He was previously group chief risk
officer for RSA. He has held a number of
senior risk and capital management roles at
Prudential, PwC, Aviva, Fox-Pitt Kelton,
Swiss Re and Zurich and is a Fellow of the
Institute of Actuaries. He is a member of
the Institute of Actuaries’ risk management
executive committee.

Andrew Palmer

Non-Executive Director

Andrew Palmer was appointed to the Board on
1 April 2011. Andrew is Chairman of the Audit
Committee. He was group finance director
of Legal & General Group plc where he also
held a number of financial and operational
roles in the asset management, insurance and
international businesses. In April 2013, he
retired from the Board of Segro PLC, where
he was senior independent director. He is a
non-executive director of Direct Line Insurance
Group, a Trustee and Honorary Treasurer
of Cancer Research UK, and is a member of
the Financial Reporting Review Panel of the
Financial Reporting Council.

Duncan Ferguson

Senior Independent Director

Duncan Ferguson was appointed to the Board
on 1 April 2010. He is the Senior Independent
Director and is Chairman of both the Board
Risk Committee and the With-Profits
Committee. He has some 40 years’ experience
in senior management of insurance companies
and as a consulting actuary. He was senior
partner of Bacon & Woodrow then B&W
Deloitte from 1994 to 2003 and a nonexecutive director of Henderson Group plc
until December 2013. Duncan was also a nonexecutive director of Halifax from 1994 until
it merged with Bank of Scotland in 2001 and
then of HBOS Financial Services until 2007.
He is currently Chairman of the Guardian
With-Profits Committee. He was president of
the Institute of Actuaries from 1996 to 1998.

Kathryn Matthews

Non-Executive Director

Kathryn Matthews was appointed to the Board
on 26 June 2012. She chairs the Investment
Committee and sits on the Nomination and
Remuneration Committees. She was previously
chief investment officer for Asia Pacific (excluding
Japan) at Fidelity International. Prior to this
she held positions at William M Mercer, AXA
Investment Managers, Santander Global Advisors
and Baring Asset Management. She is also
chairman of Montanaro UK Smaller Companies
Investment Trust, non-executive director of
JPMorgan Chinese Investment Trust, APERAM
SA, Rathbone Brothers and Hermes Fund
Managers. In addition, Kathryn has also previously
held a non-executive role at Religare Enterprises.
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Tracey Graham

Non-Executive Director

Tracey Graham was appointed to the Board
on 10 March 2013. Tracey is Chairman of
the Remuneration Committee. She was chief
executive of Talaris Limited, an international
cash management business, from 2005 to
2010 and led the management buyout of that
business from De La Rue. Prior to that, she was
president of Sequoia Voting Systems, customer
services director at AXA Insurance plc and held
a number of senior positions at HSBC. Tracey
is currently non-executive director at RPS
Group plc and Dialight plc, where she chairs
their respective remuneration committees.

David Weymouth

Non-Executive Director

David Weymouth was appointed to the Board
on 1 July 2012 and sits on the Board Risk,
Investment and Nomination Committees.
David is currently group chief risk officer at
RSA, having been group operations and risk
director since he joined RSA in 2007. Prior to
this, he consulted for a number of major firms
and government departments and enjoyed a
successful 27-year career at Barclays including
the role of group chief information officer.
He is a non-executive director of the Financial
Conduct Authority’s Financial Compensation
Scheme. He has previously held a number of
non-executive roles at the Department of Trade
and Industry, Chordiant Software and the
Charities Aid Foundation.
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Notice of Annual General Meeting
Notice is hereby given that the 2014 Annual General Meeting
of The Royal London Mutual Insurance Society Limited (the
Company) will be held at 11.00 a.m. on Wednesday, 11 June 2014,
at Kia Oval, Kennington, London SE11 5SS to consider and, if
thought fit, pass the following resolutions as ordinary resolutions:
1. That the audited Annual Report and Accounts with the
related Auditor’s report for the year ended 31 December 2013
be received.
2. That the Directors’ remuneration policy be approved.
3. That the Annual report on remuneration for the year ended
31 December 2013 be approved.
4. That PricewaterhouseCoopers LLP be reappointed as auditors
to the Company until the conclusion of the next Annual
General Meeting.

5. That the remuneration of PricewaterhouseCoopers LLP be fixed
by the directors.
6. That Andrew Carter be reappointed a director.
7. That Duncan Ferguson be reappointed a director.
8. That Tracey Graham be reappointed a director.
9. That Tim Harris be reappointed a director.
10. That Phil Loney be reappointed a director.
11. That Jon Macdonald be reappointed a director.
12. That Kathryn Matthews be reappointed a director.
13. That Andrew Palmer be reappointed a director.
14. That Rupert Pennant-Rea be reappointed a director.
15. That David Weymouth be reappointed a director.
By order of the Board

Simon Mitchley
Company Secretary
For and on behalf of Royal London Management Services Limited
31 March 2014
Royal London Mutual Insurance Society Limited
55 Gracechurch Street, London
EC3V 0RL
Registered in England and Wales, No. 99064
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Commentary on the resolutions
Resolution 1

Resolutions 4 and 5

Annual Report and Accounts 2013
Following changes introduced by the Companies Act 2006 (the
Act), the Company is not required to lay its accounts before a
general meeting. The Board nonetheless considers it best practice to
do so and will continue to present the Annual Report and Accounts
to the Annual General Meeting (AGM).

Appointment and remuneration of auditors
The Board considers it best practice that at each general meeting at
which accounts are laid, the Company appoints an auditor to hold
office until the next general meeting at which accounts are laid. The
general meeting must also determine the remuneration or the way
in which it will be determined. PricewaterhouseCoopers LLP are
the Company’s existing auditors and the directors recommend that
they be reappointed and their remuneration be determined by the
directors.

Resolutions 2 and 3
Directors’ remuneration policy and Annual report
on remuneration
Following the amendments to the Act, which became effective from
1 October 2013, new requirements were introduced to the content
of the Directors’ remuneration report and the approval of the report.
As Royal London is not a listed Company it does not have to and
in some ways cannot comply with the requirements of the Act.
However, the directors believe that the disclosure aids members’
understanding and sets the level for good governance and so have
voluntarily complied with the legislation where appropriate.
The Act now requires the following in the Directors’
remuneration report:
• an annual statement by the Chairman of the Remuneration
Committee;
• an annual report describing the implementation of the Company’s
remuneration policy (the Annual report on remuneration)
during the year under review; and
• remuneration policy report describing the Company’s
remuneration policy (Directors’ remuneration policy).
The Act requires a listed company to include at the AGM a resolution
to approve the Directors’ remuneration policy. The resolution is
advisory, but the requirement does not apply to the Company because
it is a mutual and not a quoted company. The Board, however, believes
that such a resolution has become a part of good corporate governance
and accordingly has voluntarily included it as a resolution to be
considered at this AGM.
Resolution 2 seeks approval for the Directors’ remuneration policy
and is subject to a vote of members at least every three years.
The Remuneration Committee will take into the account the
members’ vote when setting future policy.
Resolution 3 seeks approval for the Annual report on remuneration.
The Directors’ remuneration report appears on pages 56 to 72 of the
Annual Report and Accounts and a summary of it is included on
pages 40 to 46 of this report.
Resolutions 2 and 3 are advisory votes only.

Resolutions 6 to 15
Reappointment of directors
In accordance with the Association of Financial Mutual’s Annotated
UK Corporate Governance Code and to increase accountability,
all directors will retire at each AGM and stand for reappointment.
Accordingly, all of your directors are retiring and offering themselves
for reappointment at this AGM. The Board considers that each of
the directors offering themselves for re-election brings a wealth of
valuable experience to the Board, enhancing its skill and knowledge
base, and should be reappointed. Biographical details of all directors
are included on pages 52 and 53 of this report.
Note: The terms and conditions of appointment of non-executive
directors are available for inspection at the Company’s registered
office at 55 Gracechurch Street, London, EC3V 0RL during
business hours on any weekday (except public holidays) and will
be available for inspection at the AGM.
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2014 Financial calendar
Date
1 April
13 May
11 June
19 August
6 November
30 November
15 December

Event
Financial results for 2013
Interim management statement and first quarter new business figures
Annual General Meeting
Interim financial results and second quarter new business figures
Interim management statement and third quarter new business figures
RL Finance Bonds No 2 plc Subordinated debt interest payment date
RL Finance Bonds plc Subordinated debt interest payment date

Contact offices
The Royal London Mutual Insurance Society Limited
Registered in England and Wales
No. 99064
www.royallondon.com
Bath
Trimbridge House
Trim Street
Bath
BA1 1HB
London
55 Gracechurch Street
London
EC3V 0RL
Edinburgh
1 Thistle Street
Edinburgh
EH2 1DG
Glasgow
301 St Vincent Street
Glasgow
G2 5PB
Manchester
Royal London House
Alderly Road
Wilmslow
Cheshire
SK9 1PF
Reading
Reading Bridge House
Kings Meadow Road
Reading
Berkshire
RG1 8LS
Republic of Ireland
Caledonian House
47 St Stephens Green
Dublin 2
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