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Structure of the long-term funds
We manage the allocation of assets to 
liabilities to align to the inherent risks 
within each fund.

As a mutual, we have no shareholders 
and hence no shareholders’ funds. 
On an IFRS basis, the unallocated 

divisible surplus (UDS) is the capital 
available to the Group, simply being 
the excess of assets over liabilities.  
At 31 December 2007, the UDS was 
£2,133m (2006 £2,001m).

We consider a range of capital sources 
available to us and compare their 

appropriateness as compared to our 
own available capital. At 31 December 
2007, we had £396m (2006 £396m) 
of perpetual cumulative step-up 
subordinated guaranteed notes in 
issue. See note 29 to the financial 
statements for more information.
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In addition to the unit linked funds, 
Royal London operates two with-
profits funds;

•	The Royal London fund; and 
•	The Scottish Life fund

The Royal London fund 
The Royal London fund is ‘open’ and 
all of the Group’s new business is 
written from this fund, including 
products under our Bright Grey and 
Scottish Life brands.

The mix of assets in this fund 
changed during the year towards 
holding a greater proportion of cash 
and bonds as compared to the prior 
year. This was in part due to a 
managed programme of equity 
disposals in preparation for the 
acquisition of the Resolution 
businesses and assets.

Upon acquisition of the Resolution 
businesses and assets, Phoenix Life 
Assurance and Scottish Provident 
International Life Assurance would 
initially remain separate entities, 
being an investment of the Royal 
London fund. The benefit from other 
blocks of Resolution business, where 
we would not be acquiring the 
associated statutory entity, would be 
transferred into the Royal London 
fund by reassurance arrangements. 
It is proposed that, as soon as 
practicably possible, and subject to 
relevant regulatory approval, all of the 
acquired UK businesses would be 
transferred directly into the Royal 
London fund under Part VII of the 
Financial Services and Markets Act 
2000. Scottish Provident International 
Life Assurance would remain a 
separate insurance company 
registered on the Isle of Man, being a 
subsidiary of the Royal London fund.
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The Scottish Life fund
The Scottish Life fund, which is closed 
to new business, was established 
upon the acquisition of Scottish Life 
on 1 July 2001.

The mix of assets in the Scottish Life 
fund has marginally moved during 
2007 to a greater proportion of 
bonds, cash and other, principally 
reflecting sales of assets during 2007 
as the fund matures.

This fund is managed to meet the 
needs of the policyholders, their 
contractual liabilities and any 
guarantees attaching to contracts in 
the fund.
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EEV profit The EEV operating profit before tax 
increased by 27% to £147m (2006 
£116m).

The EEV operating profit reflects the 
value added by operational 
management before exceptional 
items, financing costs and tax. For 
this purpose, we include our long-
term view of investment returns and 
changes in the outlook for future 
operating performance. Variations in 
economic experience due to 
movements in financial markets 
during the year are taken as 
exceptional items.

The EEV profit after tax has decreased 
from £406m in 2006 to £173m 
in 2007. A significant element 
of this reduction from the prior 
year is the impact of the difficult 
financial markets on the investment 
performance achieved.

Contribution from new business
The contribution from new business 
is the net present value of the cash 
flows attributable to the business 
sold during the year. The result is 
a combination of the volume of 
business sold, its expected duration 
and the expected margin to be 
achieved.

The contribution shown in the table 
above is the value before tax at 
Royal London’s effective tax rate 
of 13% (2006 9%). It is common for 
proprietary companies to present 
the value of new business grossed 
up for tax at 30%. For comparability 
with results published by proprietary 
companies, the tables and graphs 
overleaf summarise our new business 
contribution for the past three years 
similarly grossed up.

EEV operating profit and EEV profit after tax	 2007	 2006
	 £m	 £m

Contribution from new business	 49	 36
Profit from existing business	
- expected return	 101	 99
- operating experience variances	 (6)	 9
- operating assumption changes	 (32)	 (48)
Expected return on opening net worth	 55	 30
Profit on other business	 12	 14
Other items	 (32)	 (24)

Operating profit before tax	 147	 116

Economic experience variances	 (121)	 263
Economic assumption changes	 28	 59
Movement in pension scheme surplus	 77	 58
Financing costs	 (25)	 (25)
Enhancements to policyholder benefits	 (42)	 (40)
Other items	 117	 -

EEV profit before tax	 181	 431
Attributed tax charge	 (8)	 (25)

EEV profit after tax	 173	 406

The new business profit margin is  
the contribution from new business 
calculated as a percentage of the 
present value of new business 
premiums (PVNBP). This effectively 
provides a relative measure of the 
expected profitability of the business 
sold by reference to the level of 
premiums expected to be received 
over the life of the contracts.

PVNBP is the sum of all single 
premiums written during the year  
and the net present value of expected 
premiums to be received on regular 
business, allowing for persistency.

Overall, the new business profit 
margin has reduced year on year. 
Perversely, this is as a direct result of 
the success of our asset administration 

business, RLAM. The asset administration 
market derives a lower margin based 
on the assets under management as 
compared to that of insurance 
business, reflecting the relevant risks 
and rewards of each business.
The significant increase in RLAM’s new 
business, whilst generating an overall 
greater contribution to the Group’s 
profit, dilutes the group-wide profit 

	  Contribution from new business	 PVNBP	 Contribution/PVNBP
	
	 2007	 2006	 2005	 2007	 2006	 2005	 2007	 2006	 2005
	 £m	 £m	 £m	 £m	 £m	 £m	 %	 %	 %

Scottish Life	 19	 18	 13	 1,415	 1,425	 1,332	 1.4	 1.2	 1.0
Bright Grey	 11	 3	 7	 173	 154	 163	 6.4	 1.8	 4.4
SLI	 3	 4	 5	 165	 165	 133	 1.8	 2.8	 3.7
RLAS	 13	 16	 10	 150	 248	 190	 8.5	 6.5	 5.3

Total long-term business	 46	 41	 35	 1,903	 1,992	 1,818	 2.4	 2.1	 1.9

RLAM	 15	 6	 5	 2,620	 1,229	 751	 0.6	 0.5	 0.6
	
Total	 61	 47	 40	 4,523	 3,221	 2,569	 1.3	 1.5	 1.6

New business contribution (continued)
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margin performance measure.
Looking at our long-term insurance 
business units separately, and 
excluding the contribution from 
RLAM, the new business profit margin 
has increased from 2.1% in 2006 to 
2.4% this year. The significant 
elements of this increase are:

Scottish Life
Overall, new business volumes 
were slightly down on those 
achieved during 2006. However, the 
profitability of the business written 
has increased in line with our strategy 
not to compete directly with some 
group pensions providers to offer 
high initial commissions.

Bright Grey
Bright Grey has increased the level of 
new business by 12% and improved 
its margin from 1.8% to 6.4% through 
managing its reinsurance cost base 
and reducing unit costs.

Scottish Life International
New business volumes were flat 
but margin decreased as a result of 
changes in business mix.

RLAS
Results for 2007 show an increase in 
the profit margin as new business is 
incremental to the legacy book, with 
low acquisition expenses, making it 
relatively profitable.

Profit from existing business
The expected return from existing 
business was £101m (2006 £99m).

Actual operating experience during 
the year was less favourable than 
assumed, leading to a loss of £6m 
(2006 profit of £9m).

During 2007, we have reviewed our 
underlying valuation assumptions and 
compared these with our own and 

industry experience. As a result of 
these investigations, we have 
strengthened both our annuitant 
mortality and persistency 
assumptions. These changes in 
operating assumptions have resulted 
in a £32m (2006 £48m) decrease in 
operating profit before tax.

Other operating profits 
Net worth is the value of our assets 
after deducting realistic liabilities and 
the value of in-force business. The 
opening net worth for 2007 was 
significantly higher than for 2006 due 
to the strong profits in that year. This 
has increased the expected return on 
the opening net worth.

The profit on other business, as in 
prior years, predominantly relates to 
our general insurance business 
activities being £8m in 2007 
(2006 £14m). This reduction reflects 
lower profits on household policies 
following the flooding during the year.

Other items included in operating 
profit are exceptional development 
costs of £23m (2006 £21m),  
corporate costs of £17m (2006 £17m) 
and a credit of £8m for other items 
(2006 £nil). In 2006, additional profits 
of £14m arose from the reinsurance 
of the annuity portfolio.

Operating profit before tax
Operating profit before tax has 
increased from £116m in 2006 to 
£147m this year.

Looking at this operating result as 
compared to the opening embedded 
value in each period provides an operating 
profit margin performance measure.

Despite the significant increase in  
the opening embedded value for 
2007, it is encouraging that the 
pre-tax operating return on embedded 

value has increased from 7.3% for 
2006 to 7.4% for this year.

EEV profit after tax 
The EEV profit after tax has reduced 
from £406m in 2006 to £173m in 2007. 

The actual investment return in the 
year has been lower than our 
assumed rate of return included in the 
EEV operating profit, which has 
resulted in a significant adverse 
economic experience.

The Royal London Group Pension 
Scheme surplus has increased by 
£77m to £137m in the year. Further 
analysis of this is included in note 
35(d) to the financial statements.

The financing cost of £25m (2006 
£25m) relates entirely to the interest 
costs on the subordinated debt.

Enhancements to policyholder 
benefits relate to additional benefits 
being allocated to certain policies’ 
asset shares. As commented on by 
our Chairman, this ‘mutual dividend’ 
of £39m, £42m gross of tax, reflects the 
Board’s commitment to allocate a 
proportion of the profits to eligible 
policyholders and members.

Other items represent the impact of 
exceptional changes to the basis for 
managing the estate as incorporated 
into Royal London’s Principles and 
Practices of Financial Management in 
December 2007. These items are 
detailed further in note h (xi) to the 
supplementary information on 
page 139.

EEV profits are calculated net of tax 
and then grossed up at an assumed 
tax rate of 6% (2006 6%), representing 
the long-term tax rate payable by 
Royal London.

	 2007	 2006
	 £m	 £m

Revenues		
Gross earned premiums	 722	 859
Amounts paid to reinsurers	  (162)	 (930)

Net earned premiums	 560	 (71)
Investment return	 865	 2,283
Other revenues	  241	 192

Total revenues	  1,666	 2,404
		
Expenses		
Policyholder benefits and claims	 1,099	 1,319
Operating expenses	 406	 573
Finance costs	 33	 39
Tax (income)/expense	 (2)	 44

Total expenditure	  1,536	 1,975
	
Transfer to the UDS	  130	 429

IFRS balance sheet	 2007	 2006
	 £m	 £m

Assets	
Property, plant & equipment	 84	 73
Investment property	 2,485	 2,837
Intangible assets including acquired VIF	 633	 628
Reinsurers’ share of liabilities	 448	 302
Pension scheme surplus	 137	 60
Financial investments	 21,075	 21,440
Other assets	 243	 197
Cash and cash equivalents	 2,025	 1,092

Total assets	  27,130	  26,629
		
Liabilities		
Unallocated divisible surplus (UDS)	 2,133	 2,001
Insurance and investment	 	
contract liabilities (excl. UDS)	 23,549	 23,256
Subordinated liabilities	 396	 396
Other liabilities	 1,052	 976

Total liabilities	  27,130	  26,629

IFRS income statement and 
balance sheet 
Net earned premiums increased 
significantly in 2007. The payments to 
reinsurers in 2006 included the block 
transfer of annuity business to 
Prudential Retirement Income Limited, 
hence reducing net earned premiums 
considerably in that year.

The overall investment market 
performance during 2007 has been 
significantly lower than 2006. UK 
equity performance in the Royal 
London fund has decreased from 
16.8% in 2006 to 5.8% in 2007. This 
compares to a return of 5.3% on the 
FTSE All-Share Index for 2007. 

The difficult property market 
conditions during 2007 resulted in a 
negative return of 2.7% (2006 positive 
21.9%). The weighting of our property 
portfolio towards the London and 
South East markets, where substantial 
downward property revaluations were 
recorded in the fourth quarter of the 
year, contributed to this reduction in 
performance.

In comparison with other investment 
sectors, Government fixed interest 
securities performed relatively well 
during the period. 

Other revenues have increased by 26% 
from £192m in 2006 to £241m this 
year. Principal elements of this 
increase include:

•	�An increase in annual management 
charges following an increase in the 
value of funds under management.

•	�A reduction in the amount of 
revenue that is deferred to future 
periods due to the mix of business 
written.

•	�An increase in the defined benefit 
pension scheme asset of £77m 
(2006 £58m).

IFRS income statement



The Royal London Group remains 
well capitalised with a healthy 
balance sheet.

The effect of financial and property 
investment markets is reflected in the 
valuation of investment property and 
financial investment assets in the IFRS 
balance sheet on the previous page.

Cash and cash equivalents have 
increased significantly. This is as a 
result of the structured financial asset 
disposal programme in the latter part 
of 2007 in order to generate the 
required cash consideration for the 
acquisition of the relevant Resolution 
businesses during 2008. 

The UDS has increased as a result of 
the factors previously covered.

Individual capital assessment (ICA)
The ICA estimates the amount of 
capital required to mitigate the risk of
insolvency to a one-in-200 chance in a 
one-year time period against
both financial and non-financial risks. 
The Group has continued to
develop its ICA processes over the 

year, including the introduction of a
tool to enable the ICA to be estimated 
on a regular basis between the
formal reporting dates. 

Discussions with the FSA regarding 
the ICA took place during 2007 as 
part of their regular ‘Arrow’ risk 
assessment. These discussions were 
concluded early in 2008 and the 
Group has assessed that its ICA is 
covered adequately by the excess of 
assets over liabilities on a realistic 
basis at the end of 2007.

Risk management
During the year, we have continued to 
review and enhance our risk reporting 
framework, embedding identification 
and reporting processes within our 
business management.

Significant business risks are 
continually assessed and reported 
through to senior management and 
to the Board. These risks are 
compared to the Group’s risk appetite 
and control procedures in place in 
order to determine what action, if any, 
is required.

Conclusion
Royal London has performed well 
against a backdrop of volatile 
financial markets. Through our active 
capital management we have 
strengthened our financial position, 
supporting our objectives of growing 
new business levels for our core 
business and pursuing strategic 
acquisitions to deliver value to our 
members.

The Group will enter another 
challenging development phase 
during 2008, with the acquisition 
of Fundsdirect and particularly if the 
acquisition of the Resolution business 
is successful. Our Group is well 
positioned to take on these future 
challenges.

Stephen Shone
Group Finance Director
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Business Review:
Awards and recognition

“Royal London Group and our business 
performance is reflected in the many 
awards won throughout the year”

•	� Enterprise Business Application award 
in the Itanium Solutions Alliance 
Innovation Contest.

FTAdviser Online Service Awards – Life and 
Pension Providers 5 Star Award Winner 
New Model Adviser – 5 Stars for e-business 
components within the service offering of 
a product provider
Corporate Adviser – The Ultimate 
Default Fund 
Joint Second – Scottish Life Balanced 
Managed Fund

Money Marketing:

•	 Best Use of New Media – Winner 

•	 Business Campaign of the Year – 	 	
	 Winner 

•	 �Outstanding Contribution to the 
Industry – Steve Bee, Head of 

	 Pensions Strategy

Incisive Media Awards:

•	 �Best Online Life and Pension Provider – 
Highly Commended

•	 �Best Online Financial Community – 
	 Highly Commended

The Financial Technology Research Centre 
e-excellence rating – triple ‘e’ rating (in 
association with Money Marketing) in the 
following categories 

•	 Group Personal Pensions 
	 (new business)

•	� Group Personal Pensions 
	 (existing business)

•	 Group Section 32a 

•	 Group CIMP

•	 �RL Corporate Bond Trust – 
	 OBSR AAA rating

•	 RL UK Government Bond Trust – 	 	
	 OBSR AA rating

•	 �Royal London Sterling Extra Yield Bond 
Fund – Forsyth AAA rating

•	 �European Fixed Income Manager of 
	 the Year

•	 �Mortgage Times – 
	 Best Insurance Provider

•	 �FTAdviser Online Service Awards 2007, 
Life & Pensions category – 5 Star Award
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both to assist in the gathering of 
assets onto the wrap and to 
strengthen the company’s 
administration capabilities.  

The acquisition also included the 
software provider to Fundsdirect, 
Investment Sciences Limited. This has 
enabled a more focused and 
integrated approach to software 
development as well as securing the 
operating system on which 
Fundsdirect is based.

Outlook
The company remains in an early-
stage growth phase and is projected 
to remain unprofitable in 2008 and 
2009 but is now in a position to 
consolidate its position and grow 
rapidly in the developing market for 
wrap services. 

Scottish Life

For Scottish Life, the Group’s pension 
specialist, 2007 has seen the ongoing 
success of its approach in the highly 
competitive markets in which it 
operates. There is huge opportunity in 
the pension market but there are 
strong commercial pressures. 
However, its innovative Financial 
Adviser’s Fee approach has meant that 
business being written continues to 
be done on a profitable basis and 
relationships with the independent 
intermediary sector remain strong.

New business was down just 1% at 
£1,415m (2006 £1,425m). Individual 
pension business achieved growth of 
10% to £711m following the launch in 
December 2006 of Pensions Portfolio, 

which includes SIPP options, while 
group pensions sales were down 15% 
to £489m, as we refused to match the 
high initial commissions being paid 
by some product providers. Other 
business totalled £214m, up 5%.

A highlight of the year was the launch 
of the new Income Release product, 
an example of the type of research-
driven, customer-focused 
development which has been a 
feature of the year in our intermediary 
businesses in 2007. 

Income Release gives customers the 
ability to take a tax-free lump sum 
after age 50, without the need to take 
an income and whilst still building 
their pension fund. This development 
has been well received by advisers. 
Launched at the end of 2007, its 
impact on new business will be seen 
in our 2008 results.

On the servicing side, it has been a 
challenging year for Scottish Life. 
Going into the year, the business was 
experiencing a strain on a number of 
servicing areas. Major efforts by the 
service teams, working closely with 
the sales team and a focus on 
improving the underlying systems 
and processes, resulted in Scottish 
Life ending 2007 in a much more 
positive position. Scottish Life now 
has a good servicing platform on 
which to pursue its ambitious plans 
for 2008.

External recognition for the strength 
of Scottish Life’s proposition was 
achieved through an array of 
prestigious awards including a Five 
Star Online Service Award, a number 

of triple e excellence ratings, Best use 
of new media and an individual award 
for an Outstanding Contribution to 
the industry for our pensions 
strategist, Steve Bee.

Outlook
As one of the first providers to 
develop a secure website for 
customers, technology is an important 
part of Scottish Life’s proposition. 
2008 will see a continued focus on 
technology with a view to developing 
further the range of services 
available to distributors as well as the 
end customer. 

Bright Grey

In its fourth year of trading, Bright 
Grey recorded another increase in new 
business, up 12% on the previous year 
to £173m. This growth is particularly 
pleasing given the strong competition 
in the protection market and ever 
increasing focus on price.

Bright Grey’s proposition is a value-
based one and, as such, price is not 
the key determinant of success. The 
strong new business results have 
been achieved by the business 
delivering consistently good service 
standards to advisers and customers, 
increasing the level of applications 
received through the online 
application system, a series of high 
profile promotional campaigns, and 
regular reviews of the added value 
that can be delivered through product 
and service.

A big part of Bright Grey’s added value 
for customers comes from its unique 

Royal London Asset Management 
(RLAM)

Total funds under management by 
RLAM increased during 2007 to 
£32.5bn. New external funds grew by 
£2.6bn – an increase of 113% 
compared to the prior year.

During 2007, RLAM’s revenue 
generated from external business 
increased by 72% from £8.3m in the 
prior year to £14.3m. Within the 
institutional sector, we increased our 
number of external clients (excluding 
cash management) by over 40% from 
91 to 130. Our new clients 
represented over 80% of our new 
monies in the year. We expect 2008 to 
be a more challenging year than 2007 
due to the difficult fixed interest 
markets, but we are starting 2008 
with a good pipeline of potential new 
business.

New business for our unit trusts and 
open-ended investment companies 
(OEICs) was lower than in the prior 
year as advisers and intermediaries 
allocated away from fixed income – 
our key strength. Net new sales in this 
sector were £108m. Although the 
fixed interest funds continued to take 
in the majority of our new assets, our 
range of equity funds is beginning to 
attract assets as well.

Royal London Cash Management 
(RLCM) is the market leader in 
segregated cash management 
services. RLCM achieved £498m of 
net new business in 2007, continuing 
its strong results of prior years. By the 
year end, total cash management 
assets exceeded £2.7bn.

Investment performance
After a strong 2006, last year was a 
much more difficult one for all asset 
classes, as the effect of the credit 
squeeze fed through to the economy. 
UK equity returns were 5%, while 
overseas equities gave a much larger 
return to sterling investors, thanks to 
a fall in the exchange rate. UK 
government bonds had a strong year 
with returns of 5%. In contrast, 
corporate bond returns were just 
1.8%. Overall, property returns 
recorded a loss of 5.5% as gains in the 
first half were more than wiped out by 
the end of the year.

The assets backing Royal London 
with-profits business generated a 
pre-tax return of 3.9% and those 
backing Scottish Life with-profits 
business 2.5%. The Royal London 
fund’s return exceeded its 
benchmarks by 0.7%, while the 
Scottish Life fund’s return was 0.3% 
below its benchmark. The difference 
in returns reflects the greater 
weighting in property and equities in 
the Royal London with-profits 
business. The equity component of 
these assets performed in line with 
benchmark; the property component 
outperformed the benchmark; and 
fixed income started the year 
strongly, but the credit crunch in the 
third quarter of 2007 hurt 
performance so that fixed income 
underperformed for the full year.

During 2007, RLAM won several 
awards, including Government Bond 
Manager of the Year at the Portfolio 
Adviser Awards, UK Fixed Income 
Manager of the Year at the Specialist 
in Alternative Investment Awards and 

European Fixed Interest Fund Manager 
of the Year at the Global Investor 
Awards. In addition, we were highly 
commended by Engaged Investor for 
client service.

Outlook
The flow of external monies invested 
with RLAM continues to be strong in 
the institutional sector. At present 
approximately 38% of our revenues 
are generated by external clients and 
our target is to grow this to over half 
of revenues from external clients.
 

Fundsdirect

Total funds under administration 
increased during 2007 to £544m. The 
major part of this increase came from 
the Ascentric wrap service to IFAs 
which was launched in 2006 and grew 
from £5m to £258m during the year, 
with fifty-six advisers signed up to 
use the service by the year end. 
Through its charging structure and 
operating ethos, Fundsdirect has 
targeted higher net worth clients and 
their advisers, rather than the mass 
market. This has resulted in an 
average client account balance of 
some £240,000 at the year end – over 
double that of its nearest competitor. 
The balance of the growth of £72m 
came predominantly from existing 
and newly-established white label 
relationships, which increased in 
number from three to six during 
the year.

The acquisition by Royal London has 
enabled the company to accelerate its 
growth plans. In anticipation of this, 
additional staff have been recruited, 

Business Review:
Business unit review
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Helping Hand service, which comes at 
no extra cost with every Bright Grey 
plan. In 2007, Helping Hand was 
extended to the families of plan 
owners, meaning that the plan owner 
doesn’t need to be making a claim for 
the service to be used by their family.

For advisers, the speed of application 
and reliability of the service are vital 
components of the added value they 
have come to expect from Bright 
Grey. During the year, Bright Grey 
received a Four Star Service Award 
and made good progress on the 
development of a major new online 
system which will give advisers more 
immediate underwriting decisions 
when making an application online. 
This new system is set to launch in 
the early part of 2008. Additionally, 
for those applications not able to be 
given online decisions and those 
which are still submitted on paper, 
the underwriting principles and 
processes have been thoroughly 
reviewed and changes made to ensure 
high standards are consistently applied. 

As part of the industry-wide review in 
2007 of critical illness definitions, 
Bright Grey’s menu protection product 
was updated using the new standard 
definitions and the opportunity was 
taken to include a number of 
additional definitions.

During 2007, Bright Grey continued 
to maintain and develop relationships 
with some of the most important 
adviser businesses in the UK and was 
successful in gaining positions on 
some key multi-tie panels as well as 
winning some important adviser and 
industry awards.

Outlook
Looking forward to 2008, Bright Grey 
once again has ambitious plans for 
growth. With the launch of the new 
online underwriting system, a move 
into the important corporate 
protection market and a variety of 
product enhancements, it is believed 
there is still significant opportunity 
for further Bright Grey growth in the 
protection market.

Scottish Life International (SLI)

For SLI, 2007 represented a year of 
transition. To grow substantially, SLI 
needed to concentrate on investing in 
its IT infrastructure so that it could 
explore with confidence new markets 
and new products. As a result, there 
was little sales growth in its core 
markets, with overall new business 
being unchanged on 2006 at £165m, 
although with lower margins.

Outlook
As the year ended, SLI was close to 
completing a rebuild of its IT 
systems, had redesigned and 
relaunched its products in Germany, 
had opened a representative office in 
Dubai and has plans to launch at least 
two new products in 2008. This will 
help SLl become an increasingly 
important contributor to Royal 
London in the future.

Royal London Administration 
Services (RLAS)

RLAS continues to focus on 
administering the Royal London 
branded life, pensions and general 
insurance business, managing 4.4m 

policies on behalf of over 2m  
customers who include the majority 
of Royal London members.

The number of policies managed 
provides significant opportunity for 
economies of scale to drive business 
efficiencies. The rationalisation of 
existing business processes, 
supported by new technology, is 
helping RLAS improve its service 
proposition and drive operating 
efficiencies for the benefit of its 
customers. During 2007, RLAS 
implemented a new direct service 
model for its customers, commenced 
rationalisation of its payment 
administration systems and continued 
to work with customers to offer 
economic premium-payment methods 
more suited to modern ways of life. 

Our sales contact centre continues to 
offer customers a range of products 
to meet their needs, underwritten by 
ourselves and carefully selected 
provider partners. During 2007, we 
added a with-profits bond to the 
range of products available to our 
customers.

Outlook 
In 2008, we will complete the 
delivery of a new payment 
administration system, improving 
the level of service we can provide 
our customers and lowering the 
cost of payment administration. 
We will also continue the migration 
away from legacy systems which 
currently inhibit our ability to be 
able to deal effectively over the 
telephone with some of our routine 
servicing activities.

Business Review:
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Adding value for our 
members

This section describes the background 
to the bonuses for 2007 and how 
payouts on Royal London policies 
have been determined.

Annual bonuses
The rate of annual bonus applicable 
to most life policies remains 
unchanged from 2006. For the 
majority of Royal London pension 
policies, we have been able to make a 
small increase in the rate of annual 
bonus. This increases the guaranteed 
part of the benefits on these policies.

Mutual dividend
The main Royal London with-profits 
fund invests in the Group’s businesses 
in order to generate additional profits. 
In 2007, the Board decided that it 
should seek to allocate a ‘dividend’ 
each year to the with-profits policies 
in this fund based on the level of 
business profits earned over that year.
 

Any allocation is discretionary and 
will depend on several factors, 
including the level of profit earned 
and the strength of the fund. A 
dividend has been allocated for 2007 
by enhancing asset shares of relevant 
with-profits policies.

Maturity payouts in 2008
Volatile investment markets in the 
latter half of the year and lower 
returns on fixed interest investments 
affected our investment performance 
in 2007. Despite these adverse 
factors, the investment return for 
2007 was positive although more 
modest than in recent years. The 
combination of another year of 
positive returns and the 
enhancements made to asset shares 
from the ‘mutual dividend’ has meant 
that the Board has been able to 
increase final bonus rates and payouts 
on many shorter-term regular 
premium life policies.

As explained in last year’s report, 
payouts on many Royal London 
longer-term policies are still in excess 
of asset shares and as a result are 
continuing to reduce as we apply our 
smoothing policy to bring them more 
in line with asset shares, including 
any enhancements where appropriate.  

Royal London continues to maintain 
its strong with-profits credentials and 
payouts still rank among the best 
available from major insurers.

Outlook
Investment returns from equities and 
from fixed interest assets are 
expected to be lower in the future 
than they were historically during the 
25-year period to the end of the 
nineties. This means that we expect 
asset shares on longer-term policies 
maturing in the future to be lower. 
Even if equity markets are strong we 
are still likely to need to cut payouts 
on longer-term policies to bring them 
more in line with asset shares, 
including any enhancements. The 
extent of future payout reductions 
will depend on how far we have been 
able to realign payouts and asset 
shares. However, as payouts on many 
shorter-term regular premium life 
policies are now reasonably aligned 
with asset shares, if equity markets 
are strong we may continue to see 
payouts on these policies increasing 
in future.

Business Review:
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Source: Royal London internal figures and company press releases for all companies with over £10bn funds under management.
Note: Payouts are based on a 25-year endowment policy maturing in 2008 taken out by a male aged 29 paying £50 a month. 
Past performance is not a guide to future performance.

The total amounts allocated to policies 
in respect of 2006 and 2007 were:

	 2007	 2006
	 £m	 £m
		
Annual bonus	 64	 61
Interim bonus	 18	 17
Final bonus	 196	 143

Total	 278	 221

The Directors follow the Principles and 
Practices of Financial Management (PPFM) 
in managing the with-profits business, 
including setting bonuses and maturity 
payouts. The latest version of the PPFM 
was published in December 2007 and is 
available on the Group’s website. We aim 
to add value for our members and to 
continue to ensure that Royal London’s 
with-profits policyholders receive 
competitive returns on their savings 
with us.

Our objective is to pay benefits at 
maturity broadly in line with a with-
profits policy’s underlying value, or asset 
share, after allowing for smoothing. We 
use asset shares as the means of ensuring 
we are treating all classes and 
generations of policyholder fairly when 
determining payouts. We calculate the 
asset shares for specimen policies by 
accumulating the premiums paid at the 
rate of return earned on the assets 
backing the with-profits policies, after 
deducting amounts to cover expenses, 
mortality charges and tax (where 
applicable). The asset share also includes 
any enhancements we have made.

The amount of smoothing we apply 
follows the approach laid out in the PPFM 
and depends on the strength of the fund 
and also on whether payouts are above or 
below asset shares. 

With-profits endowments - term 25 payouts

	 Royal London									       £48,773

	 Refuge Assurance					    £41,329

	 United Friendly Insurance				    £40,510

	 Scottish Life	     £37,692

	CGNU (including General Accident)	 	 	 		 	 	 	 £47,045

	 Prudential							      £46,686

	 Legal and General						     £44,966

	 Commercial Union	 	 	 		 £41,879

	 Scottish Widows	 	 	 	 £40,685

	 Norwich Union	 	 	 £40,545

	 Standard Life	 	 £38,970

	 Friends Provident	 £36,425



As a mutual insurance company, Royal 
London has a long tradition of serving 
the community in which it operates 
from both an economic and social 
perspective. We recognise our 
responsibility to conduct our business 
in a responsible and ethical manner, 
taking into account our economic, 
social and environmental impacts. Our 
operations potentially affect local 
communities and account is taken of 
these in our decision making 
processes. To support this, the Group 
has established a Corporate 
Responsibility Committee which 
oversees the Group’s social, 
environmental and ethical matters. 
During 2007, we undertook several 
initiatives through the leadership of 
this committee, including launching 
an employee volunteering programme.

Marketplace

Treating customers fairly
Royal London is committed to the 
principle of treating customers fairly 
and this is seen as an integral part of 
the Group achieving its vision and 
strategy. As part of our policy:

•	�We will act with integrity and 
honesty in all of our dealings with 
customers, treating everyone with 
respect and dealing with requests 
as quickly as possible;

•	�Products are developed and 
designed with a sense of 
responsibility to consumers and 
society, and with a purpose of 
providing customers with the 
products and services they need;

•	�Products are designed with clear 
features, so that customers can 

easily understand the main risks of 
what they are being offered and will 
not be misled or confused;

•	�Communication with customers and 
intermediaries is clear, straightforward, 
balanced and easy to understand, 
and complies with all relevant 
legislation and codes of practice;

•	�We will handle any complaints 
promptly and in a fair manner; and

•	�Customers are kept informed about 
the progress of their investments in 
an appropriate manner that will meet 
their reasonable information needs.

Customer impact
In March 2006, the Association of 
British Insurers launched the 
Customer Impact scheme. Its purpose 
is to provide a comparable basis for 
measuring the service perceived by 
customers, based on independent 
research.  
 
The Board of Royal London is firmly 
committed to putting customer 
needs at the core of our business and 
three of our brands, Bright Grey, 
Scottish Life and Royal London, joined 
the scheme. 

Central to the Customer Impact 
scheme is an annual survey of a 
representative sample of customers.  
Following a detailed analysis of last 
year’s results, Bright Grey, Scottish 
Life and Royal London put in place 
clear plans to improve service further.  

The Board is pleased to report 
significant year on year progress 
made by all three of these brands.  
For example, in the key area of 
‘Customer Advocacy’ the proportion 

of customers who are “very” or 
“extremely likely” to recommend their 
insurer has increased for each of 
these brands.  

Our commitment to our customers 
remains our primary focus and each 
of our brands has developed an action 
plan to address those areas where 
improvement is required.  

Each of these brand websites 
features the performance and 
progress made last year, highlighting 
the specific actions taken to improve 
customer experiences. Future plans 
are also included. 

In addition, the Royal London Group 
website features the Customer Impact 
reports for all participating brands. 

Institutional shareholder
The Group’s asset management 
business, RLAM, enters into a 
dialogue with companies in which its 
funds are invested, evaluates and 
gives due weight to the governance 
arrangements within these companies 
and makes considered use of votes at 
their general meetings.

Royal London subscribes to the 
principle of ‘comply or explain’ in the 
evaluation of companies’ governance 
arrangements. We have also been 
actively involved in the development 
of best practice guidelines covering 
narrative reporting. This encourages 
companies to inform shareholders of 
the significant risks facing the 
business and what actions are being 
taken to mitigate these.
We are committed to applying 

“Royal London is committed to the 
principle of treating customers fairly”
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appropriately the Statement of 
Principles as drawn up by the 
Institutional Shareholders’ Committee. 
This sets out best practice for 
institutional shareholders in relation 
to their responsibilities with 
companies in which they have 
invested. In particular RLAM:

•	�monitors the Group’s investments 
and establishes an active dialogue 
with the boards and senior 
management of major investee 
companies;

•	�seeks the highest possible 
compliance with the core standards 
of the Combined Code which covers 
the largest companies in the UK;

•	�evaluates the management of major 
investee companies to satisfy itself 
that their boards and committee 
structures are effective, and that 
independent directors are providing 
effective oversight;

•	�monitors the performance of the 
investments so that it can exercise 
its votes and, where necessary, 
intervene objectively and in an 
informed way; and

•	�reports to the Group on the impact 
and effectiveness of its activities.

Overall, the Group subscribes to the 
view that a process of constructive 
dialogue with companies to effect 
continual improvement is generally 
preferable to one of exclusion on, for 
instance, environmental or ethical 
grounds. We do, however, specifically 
monitor these issues and raise them 
with the management of companies in 
which our funds are invested where 
they are considered to pose 
significant risks.

We believe that environmental, social 
and governance issues are now 
correctly receiving more attention. It 
is becoming increasingly evident that 
insufficient attention to such issues 
can be damaging to business success 
and financial returns and hence lead 
to significant risks to shareholder/
policyholder value.

RLAM believes that companies should 
develop appropriate policies and 
practices on corporate social 
responsibility. Where we ourselves 
identify significant risks from these 
issues, we would expect discussion of 
them to form a part of our regular 
dialogue with company management.

In support of our belief that investors 
will increasingly seek specific 
investment opportunities which 
explicitly highlight ethical or 
environmental considerations, our  
Ethical Bond Unit Trust allows for 
investment in the corporate bond 
market and, in addition, has a policy 
of abstaining from investing in 
companies or organisations that are 
involved in certain activities such as 
armaments.

Environment
The Group’s procurement policy aims 
to ensure that suppliers of goods and 
services consider environmental 
issues as part of their service 
provision. Environmental issues are 
also a major consideration in the 
acquisition and disposal of 
consumables. The Group’s policy is to 
dispose of plastic cups, paper, light 
bulbs, toner cartridges and IT 
equipment through specialist 

recycling companies and to 
investigate energy needs with the aim 
of reducing consumption.
The green commuting policy at our 
Wilmslow site provides employees 
with alternatives to commuting by car 
and has achieved a significant 
reduction in single-occupancy car 
journeys. In 2007, a bicycle user 
group was set up in Edinburgh to 
encourage employees to commute 
by bicycle.

Other environmental initiatives in 
2007 included implementing 
initiatives on carbon offsetting for air 
travel and recycling mobile phones.

Charity and the community

Charitable donations
Royal London has a long history of 
serving the community, regularly 
contributing to many charities and 
worthwhile organisations and 
continues this tradition of giving 
something back to the local 
community in which we operate. Our 
policy is to commit to giving in kind, 
where possible and appropriate, and 
this allows us to provide use of our 
buildings and facilities for charities 
and community groups to hold 
meetings or events or for storage.

Royal London’s community corporate 
involvement policy is called Helping 
Hand and includes an appointed 
national charity (in 2007, this was 
Marie Curie Cancer Care), local 
sponsorship support, a double-your-
money employee matched-donation 
scheme and dress-down days which 
take place across the Group in aid of 

30 Royal London – Annual Report and Accounts 2007



charities. In 2007, charitable 
donations by Royal London amounted 
to £65,400.

Employee volunteering
Royal London is committed to playing 
its part as active corporate citizens by 
sharing our expertise, skills and 
resources and creating partnerships 
which have a positive impact on our 
wider communities. In 2007, we 
introduced an employee volunteering 
scheme – Volunteer2day – which 
enables employees to take up to two 
days per year of company time to 
volunteer in the community.

Ten team challenges were undertaken 
last year with approximately 85 
people participating in a range of 
initiatives from painting a school 
playground to cleaning out neglected 
community gardens.

The workplace

As at 31 December 2007, we had 
2,624 employees (2006 2,640).

Equal opportunities
The Group is committed to providing 
equal opportunities to all employees 
irrespective of sex, marital status, 
creed, colour, race, religion, ethnic 
origin, sexual orientation, age or 
disability. Royal London recognises 
that valuing diversity brings benefits 
to business performance and to 
employee satisfaction. The Group is 
committed to recruiting, developing, 
promoting and training employees on 
the basis of their individual 
competences and performance. If any 
employee becomes disabled, the 
Group will arrange for retraining or 

consider an application for retirement 
on disability pension, as appropriate.
The Group strives to support 
employees and be flexible in its 
approach towards work/life balance.

Employee involvement
Our business performance benefits  
if staff are motivated, informed and 
involved in our successes and 
challenges. We are committed to an 
ongoing dialogue with employees on 
all developments affecting the Group 
and its business. This is done by:

•	Regular emails

•	Group-wide intranet  
	 communications

•	Newsletters	

•	Regular employee consultation  
	 forums.

Employee Committees for each 
business unit operated for the period 
under review with the aim of 
improving involvement and to comply 
with the Information and Consultation 
Regulations.

An independent Group-wide employee 
survey undertaken in 2007 was 
completed by 75% of our employees. 
Overall, there has been an increase in 
satisfaction with working at Royal 
London. Satisfaction increased on 28 
out of the 29 factors which are 
comparable to the 2006 employee 
satisfaction survey. Survey results 
were presented to all employees and 
specific reports produced for 
management teams and the Employee 
Committees. There are areas where 
we could do better, and these are  
being taken into consideration by 

managers when considering action 
plans in 2008.

The 2007 Short-Term Incentive Plan 
for most employees was based on 
Group profitability and individual 
performance.

Health and safety
We strive to provide a safe 
environment for all employees and 
visitors to our premises and to 
comply with relevant health and 
safety legislation. In addition:

•	�We seek to protect the health of 
employees and others affected by 
our work with suitable, specific 
work-based strategies such as; 
guidance on the management of 
road risk, control of contractors and 
through our occupational health 
scheme and the promotion of 
‘vitality at work’ 

•	�We seek to minimise the risk of 
injury from work activity, through 
staff completing specific risk 
assessments as necessary, including 
manual handling, pregnant worker, 
young person and display screen 
equipment assessments

•	�We ensure that sufficient resources 
and information are made available 
and suitable management systems 
are in place to address health and 
safety matters, through dedicated 
health and safety personnel

•	�We promote a healthy workplace by 
only permitting smoking in certain 
dedicated areas.

We are proud that our accident record 
is consistently below the national 
average for our type of business.

Business Review:
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The business review has been 
prepared in accordance with the 
Directors’ Report Business Review 
requirements of the Companies Act 
1985. It incorporates much of the 
guidance set out in the Accounting 
Standards Board’s Reporting 
Statement: ‘Operating and Financial 
Review’. It is addressed to, and 
written for, the members of Royal 
London with the intention of giving  
a fair review of our business 
development, performance and 
position at the present time.

Accounting basis of preparation
Our results and financial position are 
presented on an IFRS basis. During 
the year, IFRS 7 – ‘Financial 
Instruments: Disclosures’ has been 
adopted.

In our 2006 Annual Report and 
Accounts we reported our results and 
financial position, for the first time, 
on an EEV basis as supplementary 
information, in addition to the IFRS 

basis. In the directors’ opinion, EEV 
provides a more transparent view of 
the performance of the life and 
related operations year on year than 
the results presented under IFRS. 
The financial statements include 
supplementary information on EEV 
reporting on pages 129 to 140.

The EEV methodology adopted is  
in accordance with EEV principles 
introduced by the Chief Financial 
Officers’ Forum in May 2004 and 
updated in October 2005 (so far as 
they can be adopted for a mutual 
company). Under EEV methodology, 
the total profit recognised over the 
full lifetime of a policy is the same  
as under IFRS reporting.

Forward-looking statements
This business review 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; 
and the timing, impact and other 
uncertainties of future mergers or 
combinations within relevant 
industries.

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.
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Tim Melville-Ross CBE (63) 
Chairman  
Tim Melville-Ross was appointed to 
the Board in June 1999 and became 
Non-Executive Deputy Chairman and 
Senior Independent Director in June 
2002. He became Chairman on 1 
January 2006. He was chief executive 
of the Nationwide Building Society 
from 1985 to 1994 and director-
general of the Institute of Directors 
from 1994 to 1999. He is chairman  
of DTZ Holdings plc, Manganese 
Bronze Holdings plc and Bovis Homes 
Group plc. He is also chairman of the 
Higher Education Funding Council 
for England. 

Mike Yardley FIA (51) 
Group Chief Executive 
Mike Yardley has spent more than 30 
years in the insurance and investment 
industries in the UK. He took up his 
current position in April 1998 having 
spent the previous 5 years as 
Executive Chairman of Royal London 
Asset Management. He joined Royal 
London in 1978 after 3 years at Pearl 
Assurance. Mike was appointed to the 
Royal London Board in November 

1989. He is a member of the Life 
Insurance Committee of the 
Association of British Insurers and a 
founder director of the Association of 
Mutual Insurers.

Stephen Shone BSc (Econ), FCA (51) 
Group Finance Director  
Stephen Shone was appointed to the 
Board in January 1999 when he joined 
Royal London as Group Finance 
Director. He trained as a chartered 
accountant with KPMG and has more 
than 20 years’ experience in the 
financial management of life 
companies, and has led a significant 
number of major acquisitions. On 
leaving KPMG in 1987 he became 
finance director of Prolific Group. 
From 1990 to 1998 he was with Irish 
Life plc based in Dublin and St Albans, 
where he held a number of posts, 
including group chief financial officer 
from 1996 to 1998.

Andy Carter MA (47)
Executive Director
Andy 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. 
Andy 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, leaving as head 
of UK equities.

John Deane FIA (49)
Executive Director
John Deane joined the Board on  
1 April 2007 from Old Mutual plc. 
John has 27 years’ experience in the 
life assurance industry. His roles have 
involved leading acquisitions in the 
public and private arena, and 
establishing an outsourcing company,  
including 17 years of senior executive 
and board experience. He is 
responsible for the intermediary 
businesses of Royal London.
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Trevor Bish-Jones BSc (Pharm) (47) 
Non-Executive Director 
Trevor Bish-Jones was appointed to 
the Board as a Non-Executive Director 
in October 2005. He is the chief 
executive of Woolworths Group plc 
having been appointed in March 
2002. Prior to that, he held various 
senior positions at Dixons Group plc 
between 1994 and January 2002, 
latterly as managing director of 
Currys, and was at Boots plc for 13 
years in a number of senior retail, 
buying and marketing roles. He is a 
trustee of The Ashridge (Bonar Law 
Memorial) Trust, a charitable trust.

Robert Jeens FCA (54) 
Non-Executive Director 
Robert Jeens was appointed to the 
Board in May 2003.  He is chairman of 
the Audit Committee. He has some 30 
years’ experience within large 
financial services businesses, initially 
as a partner at Touche Ross & Co and 
latterly as Finance Director at 
Kleinwort Benson Group plc and 
Woolwich plc. He is currently a 
non-executive director of Bank 
Insinger de Beaufort N.V., Dialight plc 

and TR European Growth Trust plc and 
chairman of nCipher plc, as well as a 
number of private companies.

Tom Ross OBE, FFA (63) 
Senior Independent Director 
Tom Ross was appointed to the Board 
as a Non-Executive Director in July 
2001 following the acquisition of 
Scottish Life and became Senior 
Independent Director on 1 January 
2006. He was appointed to the Board 
of Scottish Life as a non-executive 
director in 1996, became deputy 
chairman in 1998 and chairman in 
1999. He is chairman of the 
Edinburgh UK Tracker Trust plc, the 
Pensions Policy Institute and the 
trustee boards of two large pension 
funds. He is a past president of the 
Faculty of Actuaries.

David Williams MSc (61)
Non-Executive Director
David Williams was appointed to the 
Board on 1 March 2006. He is 
chairman of the Remuneration 
Committee. He is currently an 
operating partner with Duke Street 
Capital LLP and chairman of Accantia 

Ltd, Sandpiper Ltd and The Original 
Factory Shop Ltd. Additionally, he is 
chairman of Ideal Shopping Direct plc.  
He is also a non-executive director of 
Mothercare plc and a former director 
of DX Services plc and Avanti Screen 
Media Group plc. He is a former 
chairman of Wyevale Garden Centres 
plc. He was chief executive of the 
Thresher Group Ltd from 2001 to 
2004 and has also held a number of 
senior appointments with Diageo plc, 
PepsiCo Inc and Whitbread plc. David 
holds an MSc from London Graduate 
School of Business Studies where he is 
a governor.
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