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ROTHESA Y LIFE LIMITED 

Strategic Report 

The Directors present their Annual Report and the audited Consolidated Financial Statements for Rothesay Life 
Limited ('RLL') registered number 06127279, which together with its subsidiary Rothesay Assurance Limited 
('RAL') makes up the Rothesay Group ('RL Group'). The Consolidated Financial Statements are presented for the 
year ended 31 December 2015. Comparative information has been presented for the year ended 31 December 2014. 

l. Principal Activities 

RLL has been established on the core pillars of high-tech and sophisticated risk management, conservative 
investment philosophy, continuous innovation to meet clients' needs, and excellence in delivery. 

RLL was established in 2007 and has grown to be one of the leading and largest providers of regulated insurance 
solutions in the UK market for pensions de-risking, with over£ 18 billion of insurance contracts executed. This now 
includes the acquisition of annuity books from insurers via reinsurance with the expectation that this will be 
followed by a Part Vil transfer. 

The Company's business strategy is focused around three key areas: 

i) Protect our in-force balance sheet to ensure that our obligations to policyholders can be met. 
ii) Grow through writing value-driven new business. 
iii) Safeguard our brand and culture. 

2. Operational highlights 

RLL has delivered a strong performance in 2015 which included these key highlights: 

• Generated lFRS profit before tax of £356m and increased assets under management to £ l 5.4bn. 
• Completed the successful acquisition of a £I .2bn block of in-force individual annuities business from Zurich 

UK Life. 
• Originated total new business of £3.5bn. 
• Maintained a low-risk investment and longevity hedging strategy which, combined with disciplined 

underwriting, increased economic capital surplus by £34m to £964m. 
• Executed £2.4bn of longevity reinsurance hedges. 
• Transferred the long-tenn business of RAL into RLL, under a Scheme of Transfer pursuant to Part VII of the 

Financial Services and Markets Act 2000. 

With the Zurich transaction, RLL has now acquired annuities using all forms and structures: 

• Buy ins and buy outs. 
• Reinsurance followed by Part VII Transfer, and 
• Strategic acquisitions of life companies. 

3. Review of20JS and looking ahead 

B11/k P11rc/1ase A111111ity markets 

2015 was a very strong year with volumes estimated to have exceeded £ 11 bn. The pension buy in and buy-out 
market remains strong with a number of large transactions in the pipeline for 2016 despite low interest rates. The 
Board and Management expect volumes to match or exceed 2015 due to: 

• Greater clarity on pricing and capacity from insurers post Solvency II implementation. 
• A number of transactions were delayed, partly because of Solvency II, and should be completing during 2016. 
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3. Review or201S and looking ahead (continued) 

Rei11s11ra11ce market 

With the implementation of Solvency II, managing annuity business has become increasingly challenging, 
particularly for multi-line insurers who have non-core legacy annuity books. A number of UK insurers (and indeed 
foreign insurers with UK subsidiaries) do not have pro-active annuity strategies and may look to divest their legacy 
annuity books to release capital to redeploy into other lines of business (e.g. unit linked or protection) or other 
territories. Some insurers may look to do this for both their existing books of business as well as in connection with 
buying closed blocks in the future (i.e. when acquiring closed blocks in the future, the acquirer might seek to 
subsequently sell the associated annuity business). 

Such transactions will generally take the fonn of reinsurance with other specialist annuity insurers such as RLL, 
followed subsequently by a Part VII transfer. The £ l.2bn Zurich deal we completed in 2015 is a prime example of 
such transaction, with more likely to follow over 2016-2017. 

Mergers & Acq11isitio11s 

RLL has successfully completed two major acquisitions. RLL have the expertise, experience and competence to 
acquire annuity liabilities in all forms - whether that is through buy-ins/buy outs, reinsurance or acquisitions. We 
believe Solvency II may result in major European insurers re-evaluating their core business strategies and we would 
expect a number of them to consider divesting business units and blocks of policies. Our shareholders remain 
supportive of both organic and inorganic growth and are confident of the management team's ability to integrate 
businesses successfully. We will continue to evaluate and pursue strategic M&A opportunities that meet our return 
targets and growth objectives. 

Key Petforma11ce l11dicators 

Set out below are RLL's financial key performance indicators ('KPls'). The Board and management have adopted 
the metrics for measuring RLL 's aggregate performance and solvency. These metrics fonn an important part of 
RLL's business model and ongoing financial management. 

31 Decembcr201S 31 December 2014 

£m £m 

IFRS profit before tax 356 260 

Operating Profit 381 279 

New Business Premiums 3,492 1,397 

Economic capital 2,018 1,689 

Economic capital coverage 192% 223% 

Assets under Management 15,356 12,842 

lFRS profit before tax is our primary measure of profitability, capturing all recurring and non-recurring items and in 
particular market fluctuations which have a direct impact on distributable reserves and capital. lFRS profit before 
tax has increased by 3 7% to £356m, reflecting the strong perfonnance in new business origination and cautious 
investment. 

Operating Profit before tax is a measure of profitability capturing new business profit, in-force profit and 
assumption changes, but excluding market fluctuations and exceptional expenses. Operating profit increase by 37%, 
also reflecting our new business origination success. 

New business sales are a key indicator of the RL Group's growth and realisation of its strategic objectives. New 
business sales include premiums written as bulk annuities and reinsurance. 
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3. Review of201S and looking ahead (continued) 

Key Petform011ce /11dicators (c011ti1111ed) 

Economic capital coverage represents management's internal risk-based capital on a best estimate basis. The RL 
Group holds capital resources of £2,0 I Sm in excess of best estimate liabilities as at 31 December 2015, £329m 
increase since 2014 despite writing £3.5bn of new business. 

Assets under Management (' AUM ' ) measure the total financial investments, including cash. As at 3 I December 
2015, the RL Group held assets of£ l 5.4bn, an increase of £2.5bn. This figure can be derived from the Consolidated 
Statement of Financial Position as shown in the table below: 

Total assets 

Less reinsurance assets 

Less payables and financial liabilities 

Assets under Management 

4. Strategy 

31 December 2015 
£m 

25,508.3 

(273.6) 

(9,878.3) 

15,356.4 

31 December 2014 

£m 

21,874.8 

(288.7) 

(8,743.8) 

12,842.3 

RLL has been established on the core pillars of high-tech and sophisticated Risk Management, conservative 
Investment philosophy, continuous innovation to meet clients' needs, and excellence in delivery. 

Our existing clients include the pension schemes and members associated with such blue chip companies as British 
Airways, Civil Aviation Authority, General Motors, GKN, Intercontinental Hotels, Philips, Rank, RSA and Zurich. 

We apply a conservative, economic-capital based approach to our business and attempt to avoid unrewarded and 
unnecessary risk to safeguard our balance sheet and use surplus capital for growth. We pursue growth by focusing 
on quality - not just volume - of new business. We execute transactions across the full spectrum of organic and 
inorganic opportunities by targeting business that offers the most attractive risk-adjusted reward. 

We build our business on a foundation of long-term relationships and avoid short-term opportunism. We focus on 
retaining the best and most relevant talent to ensure we can maintain our excellence in delivery to our customers, 
clients, counterparties and partners. 

Our strategy can be further explored using the five key areas of New Business Origination, Underwriting, 
Investment Management, Risk and Capital Management and Operations and Administration. 

New Busi11ess Origi11ation 

We focus on selecting transactions that offer the most attractive returns taking into account the associated risks and 
capital required. We are not a league table driven company and deals are chosen on their individual merit. As a 
result, new business volumes are likely to vary from year to year. 

Our team of experienced insurance and pension professionals are experts in their field and our new business 
origination team has been at the forefront of innovation. We are particularly pleased to have been awarded Risk 
Manager of the year 2016 by Pensions Age. 
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4. Strategy (continued) 

New B11si11ess Origi11atio11 (co11ti1111ed) 

The RL Group's wholesale annuity proposition encompasses 3 main structures: 
• Pension Buy-ins. Pension schemes acquire a bulk annuity policy from Rothesay Life Limited which 

insures pension benefit payments due to a specified portion of members. The scheme holds the policy as 
an investment. This type of transaction is often a first step towards a pension buy-out. 

• Pension Buy-outs. Pension schemes acquire a bulk annuity policy from Rothesay Life Limited which 
insures all pension benefit payments due to all existing members and subsequently dissolves the scheme 
entirely. The bulk annuity converts into individual polices for each underlying member and the pension 
scheme no longer exists. 

• Reinsurance. Insurance company enters into a reinsurance contract with Rothesay Life Limited which 
insures a specified block of annuity obligations they have previously acquired. Reinsurance is often 
followed by a full legal transfer of the underlying annuities to Rothesay Life Limited under a court
approved Part VII Transfer. 

U11derwriti11g 

We adopt a meticulous approach to underwriting which involves evaluating and quantifying the key risks associated 
with acquiring pension annuity liabilities ahead of completion. 

Our underwriting team comprises actuarial, pensions, operational, trading, investment and legal expertise, all of 
whom have extensive experience in their respective areas. We operate an integrated asset-liability risk model and 
benefit from sophisticated computer systems which allow all pension liability acquisitions to be assessed real time 
using prevailing market conditions and investment opportunities. This approach allows us to be opportunistic where 
we see value and reactive to client needs, but also protects the balance sheet by ensuring consistent quality of 
origination. 

In addition to underwriting of financial risks, our specialist operations, administration and legal team conduct 
extensive due diligence consistent with the highest standards in the industry in advance of execution to both 
quantify and mitigate operational and data-related risks. 

/11vestme111 Ma11ageme111 

RLL's £15.4bn asset portfolio is managed in-house by a specialist investment team (the exception being the use of 
cash funds) whose primary objective is to earn secure returns by investing in low risk assets that benefit from 
collateral, hedging arrangements or other security and extract value from illiquidity. Investment management is 
integrated with underwriting, risk and capital management. 
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4. Strategy (continued) 

Disti11ct /11vestme11t approacll 

The RL Group's annuity liabilities are long-term in nature and we back them using fixed income instruments. Our 
primary focus is on ensuring that the assets we invest in are secure through both their inherent credit-worthiness and 
additional structural features. We minimise credit risk by investing in an optimal combination of liquid, low-risk 
government bonds, less liquid highly-secured or collateralised investments and cash: 

• Secured investments: 41 % of the portfolio is invested in secured lending against property or other collateral. 
Many of these investments are bespoke where very high levels of collateral have been negotiated and returns 
are generated through liquidity premium. 

• Infrastructure: 7% of the portfolio is invested in regulated infrastructure such as water, energy and 
transportation. These investments are typically long-dated and backed by ring-fenced low-risk income streams. 

• Government and Supranational Bonds: 41 % of the portfolio is invested in low risk government bonds, 
supranational bonds or quasi-sovereign bonds. This portion of the portfolio backs our very long-dated 
cashflows but is also available to meet collateral calls and cash requirements. 

• Cash: 3% of the portfolio is invested in immediately realisable cash investments. 

RLL adopts a market consistent approach to reserving for residual credit risks as they arise and adopts a dynamic 
strategy of monitoring and re-hedging these risks daily. 

Collateral a11d Liquidity Ma11ageme111 

A large amount of the portfolio is, by design, highly secured, but less liquid. In order to address this, we both 
manage the collateral held against those investments and also hold substantial liquidity buffers at all times to protect 
the firm against potential liquidity calls. To achieve this, RLL operates a maximum liquidity outflow ('MLO') 
framework which stress-tests and reports liquidity continually to ensure sufficient cash and liquid securities 
(primarily gilts) are available at all times to meet obligations. In addition, we stress test collateral backing 
investments to ensure security is not compromised due to market moves. These positions are overseen by dedicated 
treasury operations and a trading desk. 
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4. Strategy (continued) 

/11dustry Leadi11g Expertise 

RLL's Investment function is almost entirely in-house (the exception being the use of cash funds). Our team 
consists of origination, structuring, legal, trading, risk, modelling, operations and capital expertise. We have built 
the teams by hiring talent from the financial services industry to focus on core coverage areas of real estate, 
infrastructure, structured finance and government. 

Operating the team in-house is critical to the success of the business given it ensures: 

• Assets and liabilities are managed in an integrated manner. 
• Regulatory capital and risk are a dynamic consideration in decision making. 
• Investment opportunities feed into new business underwriting real-time which reduces uncertainly of 

anticipated returns. 

The Company's key asset management principles are: 

(i) Integrate asset and liability management. 
(ii) Minimise outright credit risk through collateral, credit protection or other structural security. 
(iii) Lock-in investment return and earn illiquidity premium. 
(iv) Manage and mark collateral daily to minimise counterparty risks. 
(v) Maintain sufficient liquidity buffer at all times. 

Risk & Capital Ma11age111e11t 

RLL's risk management principles are driven by the key objectives for the business: to make timely payments to 
policyholders over a very Jong-term, to produce stable IFRS earnings and dividend cashflows from in-force 
business, and to limit policyholders' and investors' downside risk. 

Risk M011age111e11t 

To best achieve these objectives, we adopt a low-risk approach to hedging and investment, which necessarily 
involves: 

• A daily mark-to-market valuation approach for all assets and liabilities. 
• A risk limit framework which ensures the stability of the earnings and solvency position of the business. Limits 

exist in relation to market, counterparty, demographic and longevity risks and are sized with reference to our 
overall risk appetite and capital position. 

• A reserving approach for un-hedged risks which aims to ensure that reserves calibrate to the market price of 
hedging those risks. This enables management to dynamically risk hedge the portfolio based on early market 
indicators, without reducing expected investment returns. 

Framework: RLL monitors and controls exposures through a robust risk and control framework which 
encompasses the management of both in-force business and new business underwriting: 

• Integrated system infrastructure which captures all assets and liabilities centrally and provides us with the 
capability to report and monitor risk daily at both the portfolio and the individual transaction level. 

• Close co-ordination of underwriting, reinsurance, investment and risk hedging functions ensures risk 
management is central to all aspects of the business, and that new business pricing reflects latest market 
conditions, hedging costs, investment opportunities as well as comprehensive liability analysis. 

• An independent risk and capital management control function provides continuous monitoring of risk exposures 
and daily attribution of profit and loss, providing timely information to management and enabling dynamic risk 
based decision making. 
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