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Important notice 
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This presentation has been prepared by Friends Life Group Limited for information purposes only and is the sole responsibility of Friends Life Group Limited.   
 
This presentation does not constitute or form part of an offer, invitation or solicitation to sell, purchase, otherwise acquire, subscribe for, or otherwise dispose of, any securities of Friends Life Group Limited or any other entity or person, or the solicitation of any vote 
or approval in any jurisdiction and no information set out or referred to in this presentation is intended to form the basis of any contract of sale, investment decision or decision to purchase any securities in any entity or person. No shares are being offered to the 
public by means of this presentation. By attending (whether in person or by  telephone) this presentation, or by reading the presentation slides, you agree to the conditions set out below. 
 
Recipients of this presentation in jurisdictions outside the United Kingdom should inform themselves about and observe any applicable legal requirements in their jurisdictions.  In particular, the release, presentation or distribution of this presentation may in certain 
jurisdictions other than the United Kingdom be restricted by law.  Failure to comply with any such restrictions and requirements may constitute a violation of the laws and/or regulations of any such jurisdiction. Accordingly, recipients represent that they are able to 
receive this presentation without contravention of any applicable legal or regulatory restrictions in the jurisdiction in which they reside or conduct business. This presentation is not an offer of securities for sale in the United States nor shall it or any part of it form the 
basis of or be relied on in connection with any contract or commitment whatsoever. The Aviva shares to be distributed in the proposed acquisition by Aviva plc (the “Aviva Shares”)  have not been and will not be registered under the US Securities Act of 1933 (the “US 
Securities Act”). Accordingly, the Aviva Shares may not be offered, sold, resold, delivered, distributed or otherwise transferred, directly or indirectly, in or into the United States absent registration under the US Securities Act or an exemption therefrom. The Aviva 
Shares are expected to be issued in reliance upon the exemption from the registration requirements of the US Securities Act provided by Section 3(a)(10) thereof. 
 
Further, nothing in this presentation should be construed as constituting legal, business, tax, financial or other advice. The merits or suitability of any securities of Friends Life Group Limited must be determined independently by any recipient of this presentation on 
the basis of its own investigation and evaluation of Friends Life Group Limited.  Any such determination should involve, among other things, an assessment of the legal, tax, accounting, regulatory, financial, credit and other related aspects of the securities.  Recipients 
are recommended to conduct their own independent analysis of Friends Life Group Limited and seek their own financial and other advice in order to make an independent determination of the suitability, merits and consequences of the content of this presentation 
(including, without limitation, the proposed transaction with Aviva plc). Recipients should rely solely on their own judgment, review and analysis in evaluating Friends Life Group Limited, its business and its affairs.  Past performance is not indicative of future 
performance.  
 
None of Friends Life Group Limited, its respective shareholders, holding companies, subsidiaries, affiliates, associated undertakings or controlling persons, nor any of their respective directors, officers, partners, employees, agents, representatives and/or its advisers 
makes any representation or warranty, express or implied, as to the accuracy or completeness of the information contained in this presentation nor as to the reasonableness of any assumption contained therein, and any liability therefore (including in respect of 
direct, indirect or consequential loss or damage) is expressly disclaimed. Nothing contained herein is, or shall be relied upon as, a promise or presentation, whether as to the past or the future, and no reliance, in whole or in part, should be placed on the fairness, 
accuracy, completeness or correctness of the information contained herein. Friends Life Group Limited has not independently verified, approved or ensured the material in this presentation in any way. 
 
This presentation may contain “forward-looking statements”. By their nature, forward-looking statements involve known and unknown risks and uncertainties because they relate to events, and depend upon circumstances, that may or may not occur in the 
future. Forward-looking statements are not guarantees of future performance. Friends Life Group Limited’s actual performance (including the results of operations, internal rate of return, financial condition, liquidity and distributions to shareholders) may differ 
materially from the impression created by, or those projected or implied in, any forward-looking statements contained in this presentation. Such factors include, but are not limited to, future market, general business and economic conditions, including fluctuations in 
interest rates and exchange rates and the potential for a sustained low-interest rate environment, the performance of financial markets generally, industry trends, and competition; changes in government; changes in political and economic stability; the policies and 
actions of legal or regulatory authorities, including, for example, new government initiatives related to the financial crisis and the effect of the European Union’s ‘Solvency II’ requirements on Friends Life Group Limited’s capital maintenance requirements; the impact 
of competition, economic growth, inflation, and deflation; experience in particular with regard to mortality and morbidity trends, lapse rates and policy renewal rates; the timing, impact and other uncertainties of future acquisitions or combinations within relevant 
industries; the impact of changes in capital, solvency standards accounting standards or relevant regulatory frameworks, and tax and other legislation and regulations in the jurisdictions in which Friends Life Group Limited and its affiliates operate; the possibility that 
the proposed transaction with Aviva plc will not proceed (on a timely basis or at all); disruptions in business operations due to reorganisation activities (whether or not Friends Life Group Limited is acquired by Aviva plc); the inability of Friends Life Group Limited and 
Aviva plc to integrate successfully post-completion or to realise successfully any anticipated synergy benefits upon implementation of the proposed transaction; Friends Life Group Limited incurring and/or experiencing unanticipated costs and/or delays or difficulties in 
relation to the proposed transaction or when the proposed transaction is implemented; and the impact of any anticipated or unanticipated legal actions and disputes. In addition to the above, amongst other things, this presentation may contain forward-looking 
statements regarding the proposed transaction with Aviva plc, including statements about the benefits of the proposed transaction, expected future earnings, revenues and cost savings and other such items based on plans, estimates and projections. Such statements 
relate to future actions and circumstances which, by their very nature involve risks, uncertainties and contingencies. As a result, any cost savings and synergies referred to may not be achieved, may be achieved later or sooner than estimated, or those achieved 
could be materially different from those estimated. Due to such uncertainties and risks, readers are cautioned not to place undue reliance on any forward-looking statements in this presentation. 
 
Any forward-looking statements in this presentation are current only as of the date of this presentation, and Friends Life Group Limited undertakes no obligation to update any such forward-looking or other statements in this presentation whether as a result of new 
information, future events or otherwise, except as required by applicable law or regulation. Nothing in this announcement should be construed as a profit forecast or estimate for any period and no statement in this presentation should be interpreted to mean that 
earnings or earnings per share for Friends Life Group Limited for the current or future financial years or following completion of the proposed transaction with Aviva plc, would necessarily match or exceed the historical published earnings or earnings per share for 
Friends Life Group Limited. 
 
Any decision in relation to the proposed acquisition of Friends Life Group Limited by Aviva plc should only be made by reference to the information set out in the scheme document published by Friend Life Group Limited and the prospectus and shareholder circular 
published by Aviva, which is available at http://www.friendslifegroup.com/investor-relations/possible-offer/yr-2014.aspx#2014. 
 
For the purposes of this notice, “presentation” shall mean and include the slides that follow, any oral presentation of the slides, any question-and-answer session that follows any such oral presentation, hard copies of this document and any materials distributed at, or 
in connection with, any such oral presentation. 
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Agenda 
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2014 full year results update Tim Tookey 

CEO update Andy Briggs 

Q&A 



2014 financial highlights 
Strong cash growth delivered 

Sustainable free surplus, £m IFRS based operating profit, £m 

MCEV operating profit, £m 

Free surplus expected return, £m 

Group capital base, £bn IRR, % 

373325
+15% 

FY 2014 FY 2013 

196% 240% 

28.64p 38.15p Earnings 
per share 

556
402

+38% 

FY 2014 FY 2013 

498535 -7% 

FY 2014 FY 2013 

652638 +2% 

FY 2014 FY 2013 

2.3 

FY 2014 FY 2013 

2.2 

4 

3.7 

FY 2014 FY 2013 

3.9 

Economic capital IGCA surplus 

1. 2014 Group IRR includes the benefit of discretionary investment of shareholder assets in the with-profits annuity reallocation and recapture of 
assets backing annuities.  

16.7 

FY 2014 FY 2013 

15.4 

FY 2014 

15.1 

FY 2013 

18.1 

Open Insurance IRR Group IRR1 



£m FY 2013 FY 2014 

Expected return from in-force 
business 638 652 

Investment in new business (189) (169) 

Underlying free surplus 449 483 

Development costs (39) (34) 

Coupon on debt (92) (94) 

Operating variances and other 7 18 

Sustainable free surplus 325 373 

Cash return1 24% 25% 

Sustainable free surplus 
SFS growth built on strong foundations 

Sustainable free surplus Divisional performance  

+15% 

 

5 

445 462

2520

Heritage division, £m 

Corporate, £m 

(87)(100)

FY 2013 FY 2014 

(40) (27)
UK division, £m 

International division, £m 

+8% 

1.   Sustainable free surplus/Shareholders Net Worth (“SNW”), where SNW is free surplus and required capital (net of external debt), i.e. MCEV 
excluding VIF. The SNW is adjusted to exclude Lombard and to reflect the in-period impact of dividend payments and other capital movements.  

+2% 



UK & Heritage expected return 
£39m uplift delivered 

Free surplus emergence 

• As expected, natural run-off of the in-
force books has been more than offset 
by: 

• Heritage initiatives completed in 
2013, including: 

- Phase 1 of the with-profits 
annuity reallocation 

- FLI asset recaptures 

• UK division 2013 new business 
growth 

• Improved 2014 start of year 
economic conditions over 2013 

Drivers of 2014 growth 

+£39m 

FY 2014 FY 2013 

561 600 

6 

1. Chart as published on 18 March 2014 and not restated here for transfer of non-core OLAB business. 

UK & Heritage emergence, £m 

£m

0

100

200

300

400

500

600

+£39m

202320222021202020192018201720162015201420132012

Actual expected return

Run-off profile provided in 2012 (updated to include return on shareholder assets)1 

Run-off profile provided in 20131

Recap: March 2014 presentation1 
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Heritage 

Insurance businesses: Heritage 
Initiatives drive strong Heritage underlying cash growth 
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2014 performance drivers 

INB 

Expected return 

Underlying free 
surplus 

462 

(52) 

410 

FY 2013 

Underlying free surplus, £m 

• Recapture of £1.6bn assets backing annuities for day 1 costs of £4m: 
c.£13m benefit p.a.  

• Phase 2 of with-profits annuity reallocation has been completed for day 1 
costs of £11m: c.£7m benefit p.a. 

• Phase 3 of with-profits annuity reallocation completed in January 2015 
for day 1 costs of c.£25m: c.£5m benefit p.a. 

• 2014 Schroders and FLI asset transfers completed: c.£3m benefit p.a. 

£m FY 2013 FY 2014 
Expected return 20 15 
INB (22) (2) 

Underlying free surplus (2)   13   

Non-core OLAB contribution, £m 

481 

(35) 

446 

FY 2014 

Completed initiatives generate c.£28m p.a. benefit           
from 2015; helping mitigate book run-off 

• Initiatives completed in 2013 drive £16m p.a. benefit in expected return 

• Investment in new business is down 33%, reflecting the closure of the 
non-core OLAB business to new business in 2013 
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Corporate Benefits 

Asset-based businesses: Corporate Benefits  
Benefits of scale driving free surplus growth 
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Underlying free surplus, £m 

APE, £m 

253 328
321 286

H1 

H2 

FY 2014 

614 

FY 2013 

574 

1.   Other principally includes movements on required capital, non-unit reserves and tax.          
2.   NFF is Net Fund Flows in assets under administration.  

FY 2014 

1,946 

FY 2013 

1,760 

Regular premiums, £m 

Income 

Outgoings 

Other1 

122 

(92) 

(1) 

29 

FY 2014 

61 bps 

(46) bps 

Underlying 
free surplus 

110 

(94) 

(5) 

11 

FY 2013 

62 bps 

(53) bps 

60 

(47) 

1 

14 

HY 2014 

60 bps 

(47) bps 

Drivers of performance 

Assets under administration, £bn 

• Positive net fund flows of £0.6bn, 750 employers across 
957 schemes enrolling in the year, a net increase of 
169,000 members 

• Strong auto-enrolment sales growth with APE up 7% 
and regular premiums received of £1,946m, up 11% 

• Margin compression principally relating to cost and 
pricing pressure on new scheme wins driving lower VNB 
(2014: £21m, 2013: £26m) 

1 Jan 2013 

17.8 

1.3
2.5

+9% 

31 Dec 2014 

22.0 

Net invest. 
return 

Outflows 

(1.9) 

Inflows 1 Jan 2014 

20.1 

NFF2; £0.6bn 
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Protection 

Insurance businesses: Protection 
Financially disciplined performance despite competitive pressures 
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New business 

Underlying free surplus, £m 

• Protection sales up 6% driven by individual protection proposition 

• VNB performance in line with previous guidance 

• IRR growth reflecting actions taken to control INB 

• Expected return in line with 2013 

• INB is 16% lower reflecting mix, pricing 
discipline and costs control, as well as targeted 
financial reinsurance 

APE, £m 

VNB, £m 

47
45 42

39H1 

H2 

FY 2014 
 

89 

FY 2013 
 

84 

43 38
3132H1 

H2 

FY 2014 
 

69 

FY 2013 
 

75 
PVNBP margin, % 

INB 

Expected return 

Underlying free 
surplus 

15 

(22) 

(7) 

FY 2014 

30 

(44) 

(14) 

FY 2013 
9.2 10.812.0

FY 2014 HY 2014 
 

FY 2013 
 

HY 2014 

31 

(37) 

(6) 
13.3 19.213.8

FY 2014 HY 2014 
 

FY 2013 
 

IRR, % 



10 

Retirement Income 

Insurance businesses: Retirement Income 
Market changes impact cash generation 
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Underlying free surplus, £m 

• Annuity sales down 15%; ahead of wider market trends 

• GAO business a significant contributor, 51% of annuity sales  

• Increase in expected return reflecting 
contribution from 2013 new business 

• Investment in new business in line with HY 
2014 run-rate following improved 
competitiveness of annuity proposition in Q4 
2013 

 

INB 

Expected return 6 

(12) 

(6) 

FY 2014 HY 2014 

10 

(6) 

4 

FY 2013 

15 

(24) 

(9) 

APE, £m 

VNB, £m 

34 26
3032

FY 2013 
 

66 

H1 

H2 

FY 2014 
 

56 

39
23
2844H1 

H2 

FY 2014 
 

51 

FY 2013 
 

83 
PVNBP margin, % 

9.4 9.112.5

FY 2014 HY 2014 
 

FY 2013 
 

IRR, % 

15.0 14.6

HY 2014 
 

FY 2014 

25+ 

FY 2013 
 

Underlying free 
surplus 

New business 
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International 

Insurance businesses: International  
A year of difficult trading 
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New business 

Underlying free surplus, £m 

• H2 performance showing improved growth in APE; H2 APE up 34% 
on H1, driven by regulatory factors in Middle East and Hong Kong 

• VNB lower at £12m reflecting challenging markets and lower 
volumes; replatforming now focused on migration of in-force book 

• Regulatory changes, particularly in the Middle East, will help 
strengthen International’s position in 2015 

• Underlying free surplus lower reflecting reduced 
new business volumes in recent years 

• International dividend passed given adverse 
trading and market factors 

• Overall SFS has improved, reflecting non-
recurrence of 2013 adverse operating variances 

INB 

Expected return 

Underlying free 
surplus 

28 

(14) 

14 

HY 2014 

77 

(39) 

38 

FY 2013 FY 2014 

52 

(29) 

23 

APE, £m 

VNB, £m 

57 63
4770H1 

H2 

FY 2014 
 

110 

FY 2013 
 

127 

59 7
12

H1 

H2 

FY 2014 
 

12 

FY 2013 
 

21 
PVNBP margin, % 

2.3 1.51.5

FY 2013 
 

HY 2014 
 

FY 2014 

IRR, % 

8.9 9.411.0

FY 2013 
 

HY 2014 
 

FY 2014 



£m FY 2013 FY 2014 

In-force surplus 473 504 

Expected return on shareholder assets1 51 78 

Finance costs1 (120) (120) 

New business strain (66) (73) 

Development costs (47) (46) 

Other income and charges (53) (22) 

238 321 

Principal reserving changes & one-offs 164 235 
IFRS based operating profit 
before tax 402 556 

IFRS based operating profit 
Strong IFRS performance 

1.   Expected return on shareholder assets and finance costs is equivalent to long-term investment return. 

Group IFRS based operating profit Drivers of in-force surplus 

+38% 

• Phase 1 with-profit annuity reallocation 

• New business and positive economics 
offsetting book run-off 

+35% 

Principal reserving changes           
& one-offs 

• Longevity basis change: £103m 

• Recapture of assets backing         
annuities: £90m 

• Phase 2 with-profit annuity          
reallocation: £19m 

• Other: £23m 

12 



Group expenses 
Efficient cost management 

Operating expenses, £m Non-recurring costs, £m 
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325 313

157 164

47 46
2634

FY 2013 

563 

Development 
Corporate costs 

-2% 

Maintenance 

Acquisition 

FY 2014 

549 

20

25

21

36

71

11

Sesame strategic review 

Other 

Separation & Integration 

Outsourcing 

Solvency II, finance 
transformation 

Significant regulatory change 

FY 2014 

184 

-4% 

+4% 

-24% 



-7% 

MCEV operating profit 
Lower VNB contribution offsetting improved in-force returns 

£m FY 2013 FY 2014 

Expected existing business contribution 215 241 

Value of new business 179 132 

Development costs (47) (35) 

Operating experience variances (32) (65) 

Other operating variances 172 219 

Operating assumption changes 101 29 

Other income and charges (53) (23) 

MCEV operating profit before tax 535 498 

ROEV 8.8% 8.4% 

Group MCEV operating profit Other operating variances 

14 

• Phase 2 of with-profits annuity 
reallocation: £68m 

• Recapture of £1.6bn assets backing 
annuities: £97m 

• Other modelling benefits including time 
value of options and guarantees: £54m 

Operating experience variances 

• Includes adverse persistency and 
mortality experience in UK (£27m) and 
International (£8m) 

• Heritage experience (£17m) principally 
includes some temporary expenses 



Capital and cash 
Strong capital position maintained 

2.2

1.71.6

2.3

Group capital  
resources  
requirement 

(excluding WPICC) 

4.01 

IGCA 
surplus 

FY 2014 FY 2013 

3.81 

Coverage 
ratio 

238% 

1. Total capital is the sum of IGCA surplus and Group capital resource requirements (excluding WPICC); coverage ratio also excludes WPICC; FY 2014 
WPICC: £4.3bn (FY 2013: £4.2bn). FY 2014 surplus is before payment of the proposed second interim dividend to shareholders.           

2. Of which one third is assumed to be defaults. 3. Includes a 30% fall in property markets. 

£bn 

IGCA surplus and sensitivities to market movements 

200 bps increase in 
corporate bond spreads2 (0.5) 

200 bps rise in interest 
rates across the yield 
curve 

0.3 

40% fall in equity 
markets3 (0.1) 

IGCA surplus sensitivities to 
market movements, £bn 

Strong capital position 

• Estimated IGCA surplus of £2.3bn 

• Capital base remains resilient to market 
movements 

• Estimated economic capital surplus of 
£3.7bn (coverage ratio of 196%) 

Available shareholder assets 

• Available shareholder assets of £1,066m 

• £200m syndicated loans mandate fully 
invested in H2 2014 

240% 

15 



Capital and cash 
Lombard sale benefiting capital position 

16 

IGCA surplus, £m 

ASA, £m 

Coverage ratio 

238% 

Strong capital and cash IGCA surplus and ASA 

189301 2,3402,236

31 Dec 
2014 

Finance costs 
& other 

 
(87) 

Lombard sale 
(net of SBB) 

External 
dividends 

(299) 

Surplus 
emerging 

1 Jan  
2014 

Coverage ratio 

86230270 1,066917

31 Dec 
2014 

M’mt in 
working 
capital & 
corporate 

costs 

Charge 
cap capital 

(138) 

Lombard 
sale (net 
of SBB) 

External 
dividends 
paid in 
2014 

(299) 

Dividend 
from Life 

Co’s 

1 Jan  
2014 

• Lombard sale completed, enhancing capital 
and cash positions 

• Share buy back cancelled following offer from 
Aviva plc; £30m completed 

• ASA position reflects £138m additional capital 
requirement expected in relation to ‘charge 
cap’ regulatory changes 

• Charge cap capital not required under 
Solvency II regime in 2016 

Dividends 

• Full year dividend of 31.151 pence per share 
• The proposed second interim dividend2 

includes a 10 pence enhancement to the 
2013 final dividend 

1. In the event that the Proposed Acquisition does not complete, Friends Life expects that its 2014 final dividend and therefore its 2014 full year dividend 
would be in line with Friends Life’s 2013 final dividend and 2013 full year dividend, respectively. 

2. Subject to completion of the Proposed Acquisition by Aviva plc. 
 

240% 
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• Sustainable free surplus £373 million, up 15%  

• Heritage initiatives driving cash tomorrow 

• IFRS based operating profit before tax of £556 million, up 38% 

Successfully delivering Cash today & tomorrow 

17 

• IGCA surplus at £2.3 billion representing a coverage ratio of 240%  

• Available shareholders assets at £1,066 million  

• Full year dividend of 31.15 pence per share subject to completion of the proposed 
acquisition by Aviva plc1 

 

Capital strength maintained 

Key messages 
Successfully delivering value 

1.   In the event that the Proposed Acquisition does not complete, Friends Life expects that its 2014 final dividend and therefore its 2014 full year 
dividend would be in line with Friends Life’s 2013 final dividend and 2013 full year dividend, respectively. 
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2014 full year results update Tim Tookey 

CEO update Andy Briggs 

Q&A 
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Key messages 
Significant transformation and value delivery achieved 

• Strong cash generation and growth 

• Restructured business to deliver substantial cost reductions  

• Superior back book management 

• Leverage scale position to drive profitable growth while responding to 
external change 

• Strong shareholder return and well positioned for the future 
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Cash – SFS, £m 

 

 

Growth – UK VNB, £m 

20 

Improved “cash today” and “cash tomorrow” 
Strong cash generation and growth 

100 

282 
304 

325 

373 

0
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< 

(10) 

63 

142 

184 

141 

(50)
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Lombard 

£316m 

45 
86 

129 140 60 

54 

31 20 

0
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2011 2012 2013 2014

Delivered Secured
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Rationalisation of new business and platforms 
Disposal of Lombard 

• Embassy platform migration completed in 2014bit to 
align 

• Disposal of the Lombard business completed in 
October 2014 

Cost savings achieved 2011-14, £m 

21 

Corporate 
Benefits 

Retirement 
Income Protection 

105 

140 
160 160 

• One third of 2010 cost base(1) achieved as cost 
synergies 

• Further reduction of operating costs in 2014 

AmLife 
£50m 

1. 2010 cost base relates to the 2010 full year baseline of UK and Heritage acquisition and maintenance expenses as set out in August 2011 

Restructured business to deliver substantial cost reductions 
Consistent strategy delivered underpinned by rigorous financial discipline 
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9 

13 

22 

Additional free surplus released  
due to COP 2011-131, £m 

UK businesses acquired End 2013 
FLL 

FLP 
Mainly Heritage 

Mainly UK division 

Capital and liability optimisation 
programme (COP) 2011-13 complete 

1. Includes benefit of deauthorisation of FLWL and FLC in Feb 2014 in 2013 
2. Includes SFS benefits of the third tranche of the annuity transfers from the with profits funds, completed in January 2015 
3. Excludes one-off costs of initiatives (2013:£16m 2014:£15m 2015:c£25m) 

 

181 

101 

9 

291 

0

50

100

150

200

250

300

350

2011 2012 2013 Total

Delivered enhanced cash generation from back book businesses 
Superior back book management 

10 
6 

Revenue Optimisation – Generating cash from the back book 

Initiatives 
 to 2013 

Initiatives 
 to 2014(2) 

+£16m SFS pa(3) +£44m SFS pa(3) 

Additional  
+£28m SFS pa(3)  

from 2014  
initiatives  

Further  
Initiatives 
Available 

• Asset 
transfer 
from AXA 

• Economic 
Capital 
Optimisation 
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Corporate Benefits 
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Turnaround in performances of UK open businesses 
Leverage scale position to drive profitable growth 

(2) 

11 

29 

2012 2013 2014

Protection 

(20) 

16 

62 75 69 

2010 2011 2012 2013 2014

• Increasing assets whilst maintaining costs 

• Strong auto-enrolment success 

 

• Market leading product innovation 

• Strong distribution partnerships 

 

3.3% 5.5% 

13.8% 13.8% 
19.2% 

2010 2011 2012 2013 2014

17.8 20.1 22.0 

2012 2013 2014

Asset under administration, £bn 

Underlying free surplus, £m 

Value of new business, £m 

Internal rate of return, £m 

Note: Corporate Benefits was established following the UK business strategic review so we were only able to track the underlying free surplus for this 
business from 2012 onwards. 
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My Savings platform, tools and services 

Customer engagement 

• Recognise our customers will require full 
support to make informed retirement 
decisions 

• Created a significantly resourced 
Retirement Income Centre 

Platform and propositions 

• My Savings platform will offer a suite of 
retirement savings options, including 
draw-down, annuity and lump sum, plus 
NISAs, share trading, etc. 

• Extensive tools to help customers make 
informed retirement savings decisions 

• Retirement planning and modelling will 
help our customers plan in advance 

 

Enhanced customer service and offering to help meet evolving needs 
Retirement Income: Responding to external change 

Note: Annual income for both the Annuity and Drawdown options include full state pension. Drawdown example shows the customer would only 
receive the state pension after age 73. All numbers shown are illustrative only and are not intended to reflect actual rates available from either 
Friends Life or the market in general.  
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3.4 

5.2 
5.8 

1.4 
1.4 
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n
 

Market Cap Dividends & Buybacks
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Aviva deal accelerates Friends Life’s stated strategy 

 

Strong shareholder return, well positioned for the future 

Friends Life shareholder value progression Combined Friends Life/Aviva UK Life and 
Pensions strategic rationale 

21% Total 
annual return 
equivalent(1) 

6.6 
7.2 

Source: Recommended Acquisition of Friends Life Group presentation, 2nd December 
2014 

1. Assumes dividends reinvested in Friends Life Group Limited shares 
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Summary 
Significant transformation and value delivery achieved 

26 

• Strong cash generation and growth 

• Restructured business to deliver substantial cost reductions  

• Superior back book management 

• Leverage scale position to drive profitable growth while responding to 
external change 

• Strong shareholder return and well positioned for the future 
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Agenda 
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Q&A 
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Group underlying free surplus 

Group underlying free surplus 
Underlying free surplus up 8% 

29 

1. Other principally includes movements on required capital, non-unit reserves and tax. 

£m 

Income 

Outgoings 

Other1 

INB 

Expected 
return 579 

(125) 

454 483 

122 

(92) 

(1) 

29 

31 

(37) 

(6) 

15 

(24) 

(9) 

Corporate 
Benefits Prot. 

Ret.  
Income 

481 

(35) 

FPI 

Insurance Asset-based 

Underlying 
free surplus 

52 

(29) 

Heritage 

23 446 Underlying 
free surplus 

Income 

Outgoings 

Other1 

INB 

Expected 
return 579 

(141) 

438 449 

110 

(94) 

(5) 

11 

30 

(44) 

(14) 

10 

(6) 

4 

462 

(52) 

FY 2013 

FY 2014 

Underlying 
free surplus 

77 

(39) 

38 410 Underlying 
free surplus 

Total 

+8% 
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IFRS based operating profit  
Strong underlying growth delivered 

Group IFRS based operating profit  

£m 

32
273120

556

235

321

238

402

FY 2014 
principal 
reserving 
changes & 

one-off items 

Other income 
and charges 
& Dev. costs 

Higher SH 
returns 

 

Higher in-
force surplus 

New business 
strain (excl. 
Retirement 
Income) 

 

Movement in 
Retirement 

Income strain 

(27) 

FY 2013 
principal 
reserving 
changes & 

one-off items 

(164) 

FY 2013 

+35% 

FY 2014 

• Net book growth 
• WPAR 11 

• Other 
 

£8m  
£11m 
£12m 
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New business strain 

• Recapture of assets backing annuities 
• Phase 2 WP annuity realloc. 
• Longevity basis 
• Other 

£90m  
£19m 

£103m 
£23m 

1.   Phase 1 of the With-profit annuity reallocation 
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(138)
(67)

221

556

(71)

3125

-200

-100

0

100

200

300

400

500

600

FY 2014 IFRS 
loss after tax 

Discontinued 
operations 

FY 2014 IFRS 
loss after tax 

from 
continuing 
operations 

Acquisition 
acc adj 

(288) 

IFRS profit 
after tax (exc. 
acq acc adj) 

STICS coupon 
presentation 

reversal 

Tax1 Non-recurring 
costs 

(184) 

Investment 
variances 

(207) 

FY 2014 
IFRS based 

op profit 

Group IFRS result after tax 

1.     Excluding deferred tax on amortisation of acquisition accounting adjustments. 

£m 

31 

IFRS result after tax  
Results reflect adverse economic variances 
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14
498

7,000 

6,500 

6,000 

5,500 

0 

5,828 

-4% 

FY 2014 pre-
shareholder 
distributions 

(143) 

6,065 

FY 2013 Operating 
profit 

Economic 
variances 

(277) 

Other non-
operating 

items 

(3) 

Tax Discontinued 
operations 

(43) 

Other items Lombard 
disposal 

(299) 

Dividends 
paid in 2014 

5,529 

(283) 

FY 2014 

• Interest rates 
• Annuity recapture investment pending 
• Other economic variances 

£71m 
£(119)m 
£(95)m 

Change in net Group MCEV 

£m 

32 

MCEV development to 31 December 2014 
Economics and Lombard sale driving change in Group MCEV 

£m FY 2014 

UK 1,773 

Heritage 3,976 

International 515 

Corp. (735) 

Total  5,529 
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Liabilities 

£110bn 

Equity/Debt £7bn 

Shareholder 
(non-profit) 

£18bn 

Policyholder 
(with-profits) 

£22bn 

Policyholder 
Unit linked 

£63bn 

Assets 

£110bn 

Debt securities 
£37bn 

Equities  
£56bn 

Cash £8bn 
Property £3bn 
Other £6bn 

FY 2014 IFRS balance sheet 

• 96% of corporate bond assets at investment 
grade 

• No credit defaults in 2014 

• c.£600m shareholder share of default 
provisions; a haircut equivalent to 46% of 
spread over risk free 

Shareholder assets and assets 
backing non-profit business 

£bn % 

  Cash 4 21% 

  Government bonds  4 21% 

  Corporate bonds  11 58% 

  Total investments  19 100% 

  Intangible assets 3   

  Reinsurance assets 1 

  Other net receivables 2   

  Total shareholder asset 
exposure 25   

Overview of balance sheet Rating of £11bn corporate bond assets 

<BBB / 
Not Rated 

BBB 

22% 

A 
44% 

AA 19% 

AAA 

11% 

£11bn 

C
us

to
m

er
 

fu
nd

s 
Sh

ar
eh

ol
de

r f
un

ds
 

  4% 
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Balance sheet 
Continued high asset quality 



Group restatement & impact of Lombard disposal 
Lombard sold October 2014 
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£m 

Group 
Lombard 

  Group 

IFRS operating profit  (as reported)     (restated) 
New business strain (97)   (31)   (66) 
In-force surplus 541 68   473 
Long-term investment return (69) -   (69) 
Principal reserving changes and one-off items 164 -   164 
Development costs (50) (3)   (47) 
Other income and charges (53) -   (53) 
IFRS based operating profit before tax 436   34   402 

            

MCEV operating profit            
Value of new business 204   25   179 
Expected existing business contribution 248 33   215 
Operating experience variances (57) (25)   (32) 
Operating assumption changes 19 (82)   101 
Other operating variances 178 6   172 
Development costs (50) (3)   (47) 
Other income and charges (53) -   (53) 
Operating profit/(loss) before tax 489   (46)   535 

FY 2013 FY 2013 
£m 

Group 
Lombard 

Group 

SFS (as reported) (restated) 
Expected return from in-force business 682 44 638 
Investment in new business (213) (24) (189) 
Underlying free surplus generation 469 20 449 
Development costs (41) (2) (39) 
Coupon on debt (92) - (92) 
Operating experience variances 25 (9) 34 
Other operating items 2 (3) 5 
Other income and charges  (32) - (32) 
Sustainable free surplus generation 331 6 325 

Other metrics 
Dividends paid to Group NA 13 NA 

MCEV operating EPS (p) 26.22 (4.31) 30.53 

Embedded value 6,065 603 5,462 

IFRS operating EPS (p) 31.01 0.63 30.38 

Assets under administration (£bn) 117.6 20.2 97.4 

IFRS net assets 5,229 347 4,882 
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Non-core OLAB restatement 
OLAB transferred to Heritage from International division 

£m 
  As reported       Restated 

IFRS operating profit FPI Heritage   Non-core 
OLAB   FPI Heritage 

New business strain (40) (25) (16)   (24) (41) 
In-force surplus 140 264 40   100 304 
Long-term investment return (1) (84) -   (1) (84) 
Principal reserving changes and one-off items 15 141 18   (3) 159 
Development costs (10) (7) (3)   (7) (10) 
Other income and charges (2) 2  -    (2) 2 
IFRS based operating profit before tax 102 291   39   63 330 
                
MCEV               
Value of new business 14 (19)   (7)   21 (26) 
Expected existing business contribution 19 211 3 16 214 
Operating experience variances 13 (12) 10   3 (2) 
Operating assumption changes 14 93 3    11 96 
Other operating variances 9 127 11 (2) 138 
Development costs (10) (7) (3) (7) (10) 
Other income and charges (2) - - (2) - 
Operating profit/(loss) before tax 57 393 17 40 410 
                
MCEV 602 4,106 95 507 4,201 

SFS               
Expected return from in-force business 97 442 20 77 462 
Investment in new business (61) (30) (22) (39) (52) 
Underlying free surplus generation 36 412 (2) 38 410 
Development costs (9) (7) (2) (7) (9) 
Operating experience variances 18 27 18 - 45 
Other operating items (9) (1) - (9) (1) 
Other income and charges (2) - - (2) - 
Sustainable free surplus generation 34 431 14 20 445 
      

FY 2013 
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