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Chairman’s statement

Martin Scicluna
Chairman

Welcome to our 2015 Annual
Report. During the year
we have continued to make
excellent progress on our
transformation journey.
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committed to the actions needed to
achieve this ambition. You can find more
detail on our strategy and performance
improvement ambition from page 12.
In Stephen Hester, our Company has a
leader with a wealth of experience in
engineering performance improvement
across many sectors, and he is
progressing well in building a high
performance culture at RSA. During
2015 he has further strengthened his
team with the arrival of Stephen Lewis,
who started in January as CEO of our
UK & Ireland business, and Scott Egan,
who joined as our new Group CFO
and member of the Board in October.
I would like to thank Stephen and his
management team, together with the
Board, for their contributions in 2015.

We have delivered substantial
improvements to our
financial results, marking
a turning point on our path
to significantly improved
business performance.
This further increases our
ambition and gives us greater
confidence in our ability to
deliver our stated financial
and operational targets.
The strategy that we laid out in early
2014 is clear and simple. We wanted
to achieve three things: a more focused
business; improved capital strength;
and sharply improved performance
levels. We have now materially
completed the re-focusing of our
geographic footprint, of which the most
significant achievement during 2015
was the agreed sale of our businesses
in Latin America. Importantly, the focus
of our management team is now
solely on our core businesses in the
UK & Ireland, Scandinavia, and Canada.
2015 was a significant year for the
industry in terms of capital regulation
as it finalised preparations for Solvency
II – Europe’s new insurance capital
regime – which came into force on
1 January 2016. I am delighted to report
that in December we were successful in
gaining regulatory approval to use our
own ‘internal model’ for calculating our
capital requirements under Solvency II.

This is an important and significant
achievement for the Company, and the
Board and I are extremely thankful to
those of our employees who worked
tirelessly to deliver it. Our capital
position is now healthy on all measures
that we monitor.
In terms of performance improvement,
I am pleased to report that our 2015
results are significantly ahead of last
year. Premiums have stabilised with
Core Group premiums of £5.7bn, flat
year-on-year at constant exchange.
Underwriting profits have improved
significantly to £220m (2014: £41m) with
a combined ratio of 96.9% (2014: 99.5%).
Operating profit of £523m was up 43%,
with profit-after-tax up 221% to £244m.
Alongside this we have continued to
focus on serving our customers well
and enhancing the experience they
have with RSA. We are proposing a final
dividend for 2015 of 7.0p which would
bring total dividends for the year to
10.5p (2014: 2.0p).
However, our ambition does not
end there. We must get better. Whilst
our 2015 performance represents
significant progress from 2013 and
2014, we target deeper performance
improvements over the next few years
to take our business towards best-inclass performance. We must do this
against the backdrop of continued
challenging global economic and
financial market conditions. Your Board
and RSA’s management team are

RSA has seen significant change over
the past two years and will continue
to see further changes in the coming
years. Throughout this our employees
have reacted with commitment,
maturity and sheer hard work, and on
behalf of the Board I would like to thank
them for this. The Board is responsible
for leading RSA’s governance agenda,
and on pages 46 to 54 of this report you
can find details of how the performance
of the Board is evaluated and how it
remained effective during the year.
Your Board is confident that RSA has
a bright future as a successful and
high performing company. Zurich’s
unsolicited approach to RSA last
summer was further evidence that our
Company has a collection of strong and
attractive franchises. I would encourage
you to use this Annual Report to find
out more about the progress we are
making. Finally, I would like to thank all
of our shareholders for their continued
support, and I look forward to seeing
many of you at our AGM in May.

Martin Scicluna
Chairman
24 February 2016
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RSA insights

Our strategic response to market dynamics.
Economic

Social
Our strategy is highly influenced by
economic context, which directly
impacts both the insurance and
financial markets, in which we operate.

Modest growth
What: We operate in markets
that are characterised
by modest economic
growth following the
global financial crisis.
Impact: This translates into
a slow-down in emergence
of new insurable risks and
a competitive pricing
environment, making
profitable growth
more challenging.
Response: We are focusing in
areas where we have strong
customer franchises and on
building a balanced business
across select distribution
channels and customer
segments, where we can
maintain competitive
advantage. We are working
hard to operate more
efficiently to achieve more
from our business activities.

Low interest rates
What: In response to low
economic growth, interest
rates have been cut to
record lows to encourage
spending and investment
in the economy.
Impact: For investors,
lower rates mean an
increased focus on
sustainable and growing
yields on equity investments.
For the company, it means
less investment income,
a significant element
of RSA’s revenues.
Response: We are simplifying
our business and we are
focusing on operational
excellence in underwriting
to maintain and increase
profitability in our
chosen markets.

As an insurer we must anticipate and
adapt our products and services to
reflect social trends. As a business
we must also be conscious of and
meet society’s expectations of us.

 Population growth
and urban living
What: Today, 50% of the
world’s population live in
cities. In our core markets,
urbanisation is above
80%. The UN predicts that
population growth and
urbanisation will add
a further 2.5bn to the
world’s population by 2050.
Impact: The increased
demand on infrastructure,
such as road networks,
housing and natural
resources will lead to greater
risks to safety and security.
Response: RSA continues
to proactively educate on
the risks presented by urban
living, for example through
road safety campaigns
launched across the Group.
We also innovate, creating
products that reflect new
ways of living, such as
telematics, our data-driven
car insurance product.
 Inequality,
unemployment and
financial exclusion
What: Inequality based
on age, gender, ethnicity
or background remains a
significant social issue in the
workplace and more broadly.
Impact: According to
research by the OECD,
inequality harms economic
growth. Education is a
key factor and a lack of
investment in education
a major contributor
to inequality and
financial exclusion.

Response: At RSA we believe
in equal opportunities and
value diversity. During 2015
22% (2) of our Board
members were female
(7 male) and 27% (231) of the
Group’s Senior Managers
were female (615 male).
We seek greater female
representation at a senior
level but base all hiring and
promotion decisions on
merit. Females represented
53% (9,147) of employees
overall (male 8,143).
We also support our
communities. Employability
workshops with local
schools deliver education,
inclusion and accessibility
and our partnership with
the School for Social
Entrepreneurs promotes
financial participation.
Trust in business
What: Public trust in
businesses remains low
since the financial crisis.
Elderman’s trust barometer
shows financial services
are among the least trusted.
Impact: Trust is crucial to
success. Our customers trust
us to be there when things
go wrong and shareholders
trust us to deliver against
our stated targets.
Response: We don’t take
trust for granted. We earn it,
by placing customers at
the heart of our business,
constantly improving our
products and services
to meet their needs, and
by providing open and
honest communication
with shareholders.
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Natural environment
Our business relies on energy and resources
provided by the natural environment.
It’s our duty to ensure that we operate
in a way that preserves the sustainability
of our business, our communities and
the natural environment.
 Climate change,
extreme weather
and resource scarcity
What: Climate change poses
risks to both people and
the natural environment.
According to PwC’s
megatrends report, by 2030,
the world will need 50%
more energy and 35% more
food than it does today.
This will increase pressure
on finite natural resources.
Impact: Climate change is
already having an impact
on our environment, The
frequency of catastrophic
weather events is on the rise,
and related insured-losses
have increased fourfold
over the past 30 years.
With growing pressure
on resources, people are
having to do more with less.

Response: Responding to
major events and protecting
our customers when they
need us most is what we do.
As extreme weather events
have become more frequent
we have expanded our
resources and capabilities to
manage them. We constantly
monitor weather patterns
and predictions to ensure
we are prepared when the
worst happens, and our
claims teams have developed
Event Plans to ensure the
business is ready to respond
when our customers need
us. To read more about our
response in action during
the winter flooding in the UK
and Scandinavia see page 29.
As well as responding to
specific events, RSA is also
committed to doing its bit
to reduce carbon emissions,
targeting a 12% reduction
by 2018. Also, RSA is a leading
insurer of renewable energy,
having been involved
in coverage of 90% of
operational off-shore
wind farms.

Customer
Good business simply starts with
our customers, and we strive to keep
customers at the heart of what we do.

Digital and technology
What: Digital technology
is re-configuring the way
that customers interact
with insurers and the way
that insurers understand
their customers.
Impact: Digitisation has
empowered customers
to make more informed
insurance purchase
decisions. In the UK,
according to Swiss Re Sigma,
over 35% of motor insurance
policies are purchased
online. In other markets,
search and pre-sales activity
is increasingly performed
online by the customer
who will complete via
broker, telephony or
other sales channels.
Technology has also
re-wired customer
expectations of service
levels. Customers now
expect a more bespoke
approach to products and
services and more direct
engagement from insurers.

Response: RSA is harnessing
the power of digital
innovation where we can
best improve the customer
experience: Through this
we are delivering e-enabled
distribution processes,
increased operational
efficiency in policy and
claims administration and
enhanced data analytics
and pricing capability.

If you would like to
read more about how
we are responding to
social and environmental
trends then please
access our Corporate
Responsibility report via
the corporate website:
rsagroup.com/corporateresponsibility
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Business model

Our business model
provides the framework
for us to win for each
of our stakeholders.

OUR
RESOURCES

OUR
DIFFERENTIATORS

Best-in-class
ambition
Our values and
culture support a
high-performing
and inclusive RSA.
The collective drive
of everyone at RSA
raises the Group’s
ambition and
potential to improve.

Brand quality
With over 300 years
of experience we have
developed trusted
and recognisable
brands in our markets,
supporting our strong
customer franchises.

Insights

Financial

We understand
that our business
operates in a broader
market context.
By adapting to our
environment we
ensure we maintain
a robust business
model, relevant to
our customers and
market place.

£5bn of capital is
employed within
RSA to support
operating activities
and generate
shareholder returns.

Balance of scale
and focus
Our unique mix of
scale and focus across
three core regions
enables us to operate
in market-leading
positions and benefit
from diversification
in capital and returns.

Intellectual
Technical expertise
is crucial to gaining
competitive advantage
in insurance. Our
intellectual capital
is stored in the
underwriting expertise
of our people that has
built over our history
and is enhanced
through our technical
academies.

Relationships
and partnerships
Relationships across
our value chain are
a key resource for
RSA. We rely on
relationships with
brokers and partner
organisations to
distribute c.75% of
our business and
relationships with our
supply chain enable us
to provide an efficient
claims service.

People
RSA is a peoplecentred business, with
c.14,000 employees
across our core
business ensuring
that operations
run smoothly.

Notes:
1. Payments to charities, fundraising and value of volunteering. Direct payments to charities £1,282,336.
2. RSA has insured 89.8% of global operational offshore wind farms (by capacity) at some point in the project’s lifetime.

Natural
We have three
core regions in our
business and operate
across c.200 offices.

Technology
RSA is harnessing the
power of technology
through e-enabled
distribution, increased
operational efficiency
in policy and claims
administration and
enhanced data and
pricing analytics.
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OUR SHORT-TERM PRIORITIES
AND LONG-TERM STRATEGY
Read more on pages 12-21
STRONGER
Operating with
capital strength

BETTER
Improving business
performance and
the capacity to
sustain it

age s

Efficient product
distribution via
select channels

Understanding each
risk and pricing
effectively

Global expertise
and geographic
diversification

Prudent investments
that protect
policyholders and capital

Serving customers
well and proactively
managing claims
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FOCUSED
A leading general
insurer, focused on
the UK & Ireland,
Canada and
Scandinavia

HOW WE
CREATE VALUE

OUR SUSTAINABILITY PRIORITIES
See more on our corporate website
rsagroup.com/corporate-responsibility
RESPONSIBLE
BUSINESS
First and foremost
we act responsibly in
everything that we do

Financial value

6.8bn

£

Net written premiums
of the Group

523m

SAFE SECURE
WORLD
Developing products,
and programmes that
give our customers
confidence to lead
their lives

THRIVING
COMMUNITIES
Giving back to
our communities
through education,
employability,
enterprise and
entrepreneurship

Social value

1.6m

£

Environmental value

20k tonnes CO e
2

Value of community
contributions1

Carbon credits supporting
environmental projects globally

Operating profits
generated

Volunteer hours in
our local communities

7,158

90%

10.5p

10

79%

£

Total dividend per share
for the year

SUSTAINABLE
FUTURE
Mitigating the risks
posed by climate
change through
sustainable
business practices

Number of countries in which
we ran road safety campaigns

Our impact and value creation in 2015.

RSA involvement in coverage
of offshore wind production2

RSA’s waste recycling rate,
versus 60% benchmark rate

OUR
IMPACT
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Group Chief Executive’s statement

Stephen Hester

Group Chief Executive

2015 was a year of major
achievement for RSA. As a result,
the turnaround phase of our
Action Plan is nearly complete
and we have good prospects
of substantial further
performance improvement.
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Strategy and Focus
With our strategic restructuring
largely complete, RSA is a strong
and focused international insurer.
We have leadership positions in the
major general insurance markets
of the UK, Scandinavia and Canada.
We have valuable franchise strength
and balance – across regions, between
Commercial and Personal customers,
and across product lines.

growth and competition puts special
focus on underwriting skills and
discipline, and on cost reduction.
Technology is a key enabler of both.

The history, dynamics and structure of
our markets show that focused regional
market leaders can successfully sustain
both customer appeal (market position)
and excellent shareholder performance.
The benefits of relative simplicity and
focus, applied to regional leadership,
are visible in the performance and
valuation of certain key competitors
which can trump those of the largest
global companies in our industry.
RSA has now built the foundations to
follow this course and to credibly set
best-in-class as our future performance
ambition. Our plans over the next three
years show RSA advancing on that goal.
We set out on the ‘turnaround’ of RSA
in 2014 with three central priorities:
to serve customers well; to operate
with strong finances; and to build strong
sustainable performance, making RSA
the best investment proposition we can
achieve. These priorities are unchanged.

During the summer we received the
unsolicited takeover approach from
Zurich which was negotiated into a
potential 550p/share cash offer that
they subsequently did not pursue.
Given the uncertainties of markets
and our own turnaround at that time,
the Board felt responding to the
short term shareholder value of this
proposal was our duty. However,
notwithstanding the assessment at that
moment, we believe strongly that RSA
can prosper independently, indefinitely
into the future; and that we can exceed
this valuation on a standalone basis.
Our strategy and plans support this
view. Despite the distraction during
summer, much has been accomplished
since. Key risks have been successfully
tackled. Performance plans have
further improved. RSA is stronger,
better and inherently more valuable
today than six months ago.
Industry Conditions
RSA operates in a relatively mature,
stable and consolidated industry.
Our markets show that attractive
performance is possible, despite
economic and competitive challenges.
To achieve this requires intense
operational focus, within a disciplined
strategic envelope set to concentrate
on natural strengths. Customer needs
will continue to evolve. Slow market

The immediate market outlook for
RSA seems broadly similar to that
we described 12 months ago. Low
interest rates force our industry to
put more emphasis on underwriting
results and leading players are showing
the discipline to achieve that. However,
slow growth and strong price
competition remain dominant themes
with sharp value/volume trade-offs.
Financial markets are important for
all insurers. At the year end, bond
yields in our major markets were
slightly higher on average than a year
ago. However, the start of the year
has seen troubling market volatility
with weak equity markets, bond yield
declines and credit spread widening.
While these moves have not as yet led
us to materially change our outlook,
and indeed our capital position has
strengthened further since year end,
we remain alert to the risks. Exchange
rates are also important to RSA with
around two thirds of premiums from
non-UK business.

Pathway to becoming a better RSA 2014-17
Strategic
refocus

• Core/review portfolio
• First wave of disposals

• Complete disposal
programme

Capital and
balance sheet
strengthening

• Rights issue, disposals
and earnings
• Balance sheet ‘clean up’
• Sub-debt refinancing

• Further disposals and
earnings
• Restarted dividend
• Preparation for Solvency II
• Advance customer agenda

Performance
improvement

• Plan design
• Management
strengthening
• Implementation starts:
––Cost base
––Underwriting actions

• Improve underwriting capabilities
• Drive cost efficiency
• Instil reliable performance culture
• Make technology a strength

2014

2015

2016

2017
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Group Chief Executive’s statement – continued
2015 Actions
2015 was a year of delivery, with
more achieved than we had thought
probable. Our actions spanned
three areas:
Strategic focus: Divestments were
closed in Asia, India, Italy and UK
Engineering. Russia has closed since
year end. The Latin America sale is
scheduled to close in stages over the
next six months, adding a further 12%
to our Solvency II capital ratio. The
latter was a key uncertainty for us, but
successfully contracted in September
some weeks after the Zurich approach.
Only the Middle East business remains
outstanding from our non-core list
(£43m net attributable assets).
In addition to releasing the power
of focus on our core businesses, the
disposals (gains totalling c.£500m
since 2014) have both bolstered capital
and pay for the restructuring actions
needed to reduce costs and improve
core business performance.
Financial strength: RSA’s financial
strength and resilience continue
to improve. In addition to disposal
proceeds, our stronger business
results and prospects are important
supplements. RSA’s credit ratings are
now at the level we target. A key
December milestone was receiving
Solvency II internal model approval.
The year end 2015 capital ratio at
143% of ‘SCR’ falls within our newly
established 130-160% target zone,
prior to receiving Latin American
disposal proceeds. Additionally we
were pleased to successfully conclude
the triennial UK pension scheme
reviews. This allows us to implement
a major de-risking from 25% to 15%
equity content in the schemes with no
change in annual top-up contributions
(£65m p.a.). At year end we show an
IFRS reported pension surplus of
£64m and (at the March 2015 valuation
date) a funding basis deficit below
2012’s level and equivalent to 95%
funding adequacy.
Core business improvement: We start
with strong business franchises in our
three core regions – the product of
over 300 years of history. The goal is
to renew these, to step up customer
service and to improve operating

performance fundamentally – from
below our competitors’ to ‘in the pack’,
and then towards our best-in-class
ambitions. We are well on the way.
Our customer actions have maintained
retention rates and improved
satisfaction measures on average
across the Group. The partnership with
Nationwide Building Society announced
before Christmas is a major new
business win, a marquee endorsement
of our customer proposition and gives
us market leadership in UK Home
insurance, the most attractive of
the UK Personal Lines segments.
Critical to performance improvement are
better underlying underwriting results.
Business wide initiatives are paying off,
covering portfolio re-underwriting, data
and model sophistication, staff training
and market discipline. Attritional loss
ratios for the core business are 1.9%
better than 2014 on an underlying basis,
and are on track to improve again in 2016.
Improving our cost position is the other
critical element of performance. We are
ahead of original targets (>£180m gross
savings by 2016) and able to increase
for the second time our future savings
targets to in excess of £350m by 2018.
Headcount has come down 36% since
2013 (pro-forma for LatAm) and 13%
in core businesses, with more to come.
And all of these continuing efforts
are enabled by extensive people,
technology and infrastructure renewal.

Financial Results
Operating profits – our key ongoing
measure – rose 43% to £523m.
This forms a more respectable
base from which we aim for further
substantial improvements over the
next three years. While December’s
UK floods took results from well above,
to slightly below our 2015 underwriting
plan, sharp improvement on prior
year is still visible.
Our financial results have many moving
parts, reflecting the nature of our
industry, as well as the ongoing
restructuring programme.
Core premium income is up 1% on
an underlying basis (down 9% post
disposals, Group reinsurance and FX),
meeting our goal of stabilising top
line erosion.
Current year underwriting profits at
£129m are up 77% and a record1 for
RSA. This was driven by improved
underlying profits and a swing on
volatile weather/large losses of £20m2
vs 2014 (£68m worse than planned).
The storm and flood events in
December cost £76m within this total
(£174m pre-reinsurance recoveries,
which shows the risk management
conservatism of our business).
Total underwriting profit was £220m,
over five times higher than last year.
The combined operating ratio (COR)
was 96.0% for core businesses (96.9%
total Group), improving from 98.8% in
2014. Reserve margins are unchanged
on the year at 5%.
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Within these figures are notable
achievements on a regional basis.
Canada delivered a 91.7% COR, albeit
helped by positive reserve run-off.
The Scandinavian COR of 94.0%
was held back by one-off additional
Swedish reserve strengthening but
lower costs and an improving attritional
loss ratio provide a platform for
attractive further growth. UK pro forma
underwriting profit was £40m3 despite
significant impact from the December
storms, while the attritional loss and
cost ratios improved year-on-year.
This is our best UK result for many years.
Reflecting RSA’s progress, a final
dividend of 7.0p/share is proposed
making a 10.5p/share total for the year
(up 425%), or 47% pay-out of headline
and 38% of underlying EPS. Our dividend
policy is unchanged; medium-term
pay-outs of 40-50%, plus other capital
return if surpluses so allow. Once
restructuring is complete and bond
pull-to-par has unwound, we expect
capital generation, net of organic
growth needs, to be strong.

Looking Forward
Our medium-term performance target
of 12-15% underlying return on net
tangible assets remains sensible for
RSA. It translates to 15-20% ROTE
pre-pension/legacy capital charges.
Our latest plans, if achieved, show
ROTE in the upper half of our target
range in 2017, with further gains
thereafter. Our focus on moving
COR towards best-in-class levels
for our markets set an ambition
that is better than our ‘target’ range.
Thanks
The support and efforts of all our
stakeholders are integral to the
improvements at RSA. We are grateful
to customers, brokers and shareholders
alike. We are appreciative of regulatory
engagement, not least over Solvency II.
But especially I should recognise the
efforts of our people, my colleagues.
It’s tough work, uncertainties abound
and there are hard decisions being made.
RSA’s people are stepping up and we are
grateful for it. So too do we welcome the
talented newcomers to our management
and thank those who have left us.

RSA Annual Report and Accounts 2015

RSA is a valuable company. We can make
it much more valuable. We are on a
course to do just that.

Stephen Hester
Group Chief Executive
24 February 2016

Our 2015 Strategic Report, on pages 2-39,
has been reviewed and approved by the
Board of Directors on 24 February 2016.

Notes:
1. On a like-for-like basis.
2. Net of Group aggregate reinsurance cover 2015 earned premium of £46m (2014: nil).
3. Pro forma for aggregate reinsurance 2015 net recovery of £28m (£74m recovery net of £46m earned premium cost) shown separately in Group Re.
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Our strategic priorities
Demonstrating how we’re:

Focused
By the end of 2015, our Group’s strategic refocus
was nearly complete. After agreeing the sales
of our Latin American and Russian businesses,
we can now concentrate on improving
performance in our three core regions.

0.5bn

1.2bn

£

£

Total disposal gains to date

Total proceeds to date

19

£

403m

Countries or business units disposed

Proceeds from Latin America

Stronger

2,900

2,838

Customers and shareholders rely on RSA
to operate with financial strength. Following
the financial overhaul in 2014, our capital
position has remained strong throughout 2015.
Additional strategic disposals and improving
operational profits have helped to stabilise
capital and return the business to paying
a regular dividend to shareholders.

2.8bn

£

TNAV 2013-15



13

10.5p

(2014: 2.0p)

Total dividend

14

Strategic refocus: Latin America
Following careful consideration
by the Board the decision was taken
in 2015 to sell RSA’s Latin American
operations.
It was determined that the Group
would benefit from the greater capital
and operational flexibility offered by
a sale, which enables management
to focus attention on the three largest
markets of UK & Ireland, Scandinavia
and Canada.
The sale was agreed in September
for total proceeds of £403m, and
is expected to complete in stages
during 2016.

Solvency II: ‘Three pillars’

1,665

12

15

‘A’ Stable
Credit Rating S&P

Governance and Risk
Management
(ORSA)
Capital adequacy

Disclosure and
Transparency

Solvency II
A key priority for 2015 was completing
preparations for Solvency II: Solvency II
is a fundamental review of the capital
adequacy regime for the European
insurance industry. It has established
a revised set of EU-wide capital
requirements and risk management
standards that came into force
on 1 January 2016.
For further information see risk section
on pages 36-39
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Better
Our business made excellent progress in 2015. We further
strengthened our customer franchises and invested in our
future. We look forward to 2016 and beyond with increased
ambition and prospects for further improvement.
Better value for customers
Better for our customers means providing
consistent support and excellent service.
We are focusing on being proactive and
digitally enabled and providing tailored
products that meet evolving customer
requirements.

Find out more
on page 14-15

Better value for employees
For employees we are simplifying processes
and upgrading tools to make it easier to get
things done. We are maintaining our focus
on developing people across our businesses
and we are committed to rewarding and
recognising people appropriately for the
work they do.

Find out more
on page 16-17

Better value for society
and the environment
We have four key priorities as part of
our Corporate Responsibility programme:
to be a responsible business; to help
to create a safe world; to contribute
to thriving communities; and to help
secure a sustainable future.

Find out more
on page 18-19

Better value for
shareholders
Our strategy is designed to maximise value
for shareholders. We have simplified the
business. We are also investing in the future
and streamlining the cost base to build the
foundations for attractive shareholder returns.

Find out more
on page 20-21
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Value for customers

Better for our customers
means providing
consistent support
and excellent service.
We are focusing on being proactive and digitally
enabled and providing tailored products that
meet evolving customer requirements.
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“Wow! I could not believe that
anyone could be that efficient…
One hour and forty three
minutes from initial call to final
settlement. I will be staying with
John Lewis for some time.”
John Lewis home insurance customer
(insurance provided by RSA)
Great customer service is consistently
making RSA a partner of choice and
a market-leading home insurer
During 2015 we proudly announced
an exclusive, five-year contract with
Nationwide, the UK’s largest building
society, to underwrite their home
insurance portfolio. Throughout the
process RSA’s customer obsession and
commitment to affinity partnerships
proved to be the differentiating factors.
We are pleased that this significant win
makes RSA a market leader in UK home
insurance, a firm endorsement of our
customer proposition.

We can’t say that all claims are handled
that fast but it demonstrates our
commitment to providing the best
possible service for all our customers,
whether coming to us direct, from
brokers or through our affinity partners.
Rapid digitisation – boosting
customer experience
In Canada we are improving customer
and broker experience by investing
in digital technology. During 2015 we
developed an app within our Johnson
business, making it easier for customers
to manage elements of their policies
online, via their laptop, desktop or
smartphone. The app, which launched
in January 2016, went from design to
implementation within 16 weeks and
received fantastic customer feedback.

SM>RT WHEELS telematics product,
we now insure around 30,000
young drivers.
We’re also active in telematics across
our other regions, targeting a broader
customer base. During 2015, we were
the first to market with a mobile appbased proposition in our Johnson
business in Canada called AvenU and in
Norway, our Codan business completed
an exciting mobile app pilot during
the year, rewarding drivers that
demonstrated good driving. In both
Canada and Norway, we’re taking
advantage of the increasing capability
that mobile technology provides and
transferring the insights we have
developed from the UK market.

“This will be the first place I turn
to make changes to my policies.”
Retired teacher
Johnson customer and app tester

RSA has a strong track-record as a
trusted affinity partner to leading retail
brands, including John Lewis’ Home
Insurance, which was the focus of
the heart-warming ‘Tiny Dancer’
ad campaign during the year.
The call centre, which we operate
on behalf of John Lewis, was also
recognised for outstanding customer
service in 2015 when it was ranked
number one in the Which? call centre
customer satisfaction survey.
Particularly valued were the staff’s
knowledge, politeness and helpfulness.
This same centre was also featured
on the BBC’s Watchdog programme as
a rare positive example of excellent
customer service after a claim was
settled in phenomenal time:

The rapid-digitisation programme will
continue to build momentum during
2016. This will include using
sophisticated analytics to improve our
customer offering, enhancing our
customer support capabilities and
upgrading digital marketing capabilities
for our Johnson affinity partners to
improve customer insight.
Telematics – using technology to
develop innovative insurance products
RSA is proud to be one of the UK’s
leading insurers for young and
inexperienced drivers. Back in early
2012 we didn’t write insurance for
young drivers in the UK. However,
we believed that, by combining motor
insurance with monitoring devices
in cars – sometimes called ‘black box’
insurance or ‘Telematics’ – there was
an opportunity for us to offer great
innovative products to young drivers
and to be commercially successful. With
the success of our own MORE TH>N

“	As well as making commercial
sense for RSA, what’s really
great is that we’re helping young
drivers to be safer on the roads,
and hopefully instilling great
driving habits for life.”
Kenny Leitch
Global Telematics Director
Our Telematics products reward drivers
for driving safely, providing easy to
understand driver feedback scores via
a web-based dashboard or mobile app,
which can lead to discounts on their
insurance premium.

For more information visit:
www.rsagroup.com
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Value for employees

For employees we are
simplifying processes and
upgrading tools to make it
easier to get things done.
We are maintaining our focus on developing people
across our businesses and we are committed to
rewarding and recognising people appropriately
for the work they do.
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Talent at RSA
RSA is committed to developing talent
across the organisation. Every member
of staff is encouraged to identify and
explore learning and development
opportunities with their leaders.
In addition, RSA runs a number
of development programmes
for high-performing colleagues
at all levels of the organisation:

“The programme provided
me with the opportunity to
step away from my role and
spend time developing my
style, leadership and strategic
thinking with a group of talented
people. We were encouraged to
challenge the way we view our
business, challenge each other
and of course, to build a strong
network of contacts across
the company. I believe
the programme has helped
me to develop greater
perspective and succeed.”

Fastrack
Fastrack is the starting point for
focused career development and
planning. The programme includes
elements of the mini-MBA and covers
business fundamentals as well
as deepening self-awareness.

“Having joined RSA on the
Global Graduate Scheme,
career development has been
encouraged from the start.
The Fastrack Scheme has been
a great example of this and
has enabled me to develop
negotiation and influencing
skills, enhance my network
internally and help deliver
change to the School for
Social Entrepreneurs charity.”
Nick Brown (UK)
Portfolio Lead – Construction,
Engineering and Renewable Energy

“The STA programme provided
valuable insight into what is
required to lead with impact
at a senior level and has armed
me with the knowledge
required to meet this challenge.
The programme illustrated
the importance of adapting my
strategic thinking and approach
to innovation, in the face of
evolving competitive threats
and increased organisational
complexity, to continue to
add value to our organisation.“
Kellie Haslam (Canada)
Director, SME – Central Region
Executive Development Programme (EDP)
The EDP programme focuses on
building the commercial acumen
and strategic thinking of senior people
regarded as having the potential to
be amongst the top leadership of
the organisation.

Gavin Wilkinson (Group head office)
Director of Capital, FP&A and
Performance Management
Upgrading technology
During 2015 RSA embedded its largestever global technology programme.
The ‘Big Upgrade’ enabled colleagues to
work faster and more efficiently, while
providing them with greater flexibility.
We’ve introduced social media solutions
such as Yammer and SharePoint to drive
collaboration between colleagues on
a global scale and enable the business
to operate more efficiently. Yammer
in particular has seen adoption rates
of well over 50%, and has contributed
to a reduction in emails. It has also been
used to improve interaction with Senior
Leadership through ‘Town Hall’ events
where colleagues can participate
online and ask questions directly to
Management teams via Yammer.
The Big Upgrade has seen us bring
c.17,000 employees globally under
one virtual roof via the BT One
Cloud network. It has also seen
three UK teams move into one place
in the Walkie-Talkie building at
20 Fenchurch Street.

Senior Talent Acceleration (STA)
STA is designed for high potential
leaders with the capability to step
up to more senior leadership roles.

For more information visit:
www.rsagroup.com
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Value for society
and the environment

We have four key
priorities as part of our
Corporate Responsibility
programme...
...To be a responsible business; to help to create
a safe world; to contribute to thriving communities;
and to help secure a sustainable future.
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Safe, Secure World – Promoting road
safety across our regions
This year, we focused on making young
people more visible on our roads and
helping young drivers be safer drivers.

Renewable energy has an important
part to play in the transition to a low
carbon future. We have been insuring
renewable energy projects since the
1970s and are now one of the leading
insurers of renewable energy globally,
having been involved in the insurance
of 90% of off-shore wind energy.
We provide insurance across the full
lifecycle, working with developers
from the start to provide effective
risk management advice to reduce
energy costs.

As in previous years volunteers from
Codan in Denmark handed out
thousands of high visibility vests to
commuters. Also in 2015, following
research in Denmark that showed
young people would wear reflective
clothes if they were ‘cool’, Codan
and the Child Accident Prevention
Foundation teamed up with designer,
Soulland, to create a reflective
collection for young people.
In the UK we launched a film warning
young people of the devastating
consequences of driving when not in
control. MORE TH>N also released the
‘Safe In Sound’ campaign to identify
the safest song to drive to, helping
raise awareness about the impact
of music on our driving styles.

Nick Brown, Fastrack candidate and Michelle
Benson, Development Director of the School
for Social Entrepreneurs.

SSE supports individuals to establish
businesses with a social purpose that
address inequalities and social exclusion
in our local communities. In Canada
and the UK we are supporting students’
development by sharing our business
skills and knowledge. We provide
senior mentors from the business,
‘introduction to risk’ workshops
and half-day workshops helping
social entrepreneurs tackle their
business issues.
In 2015 we supported SSE and their
fellows though our Fastrack leadership
development programme. Small groups
of our future leaders were tasked with
helping entrepreneurs on projects that
addressed strategic challenges they
were facing.

Thriving Communities – Supporting the
growth of social enterprise in the UK
Our award winning partnership with
the School for Social Entrepreneurs
(SSE) delivers both community and
commercial benefits. It aligns with
our strategy to support the SME sector
and provides opportunities for our
people to share and develop their skills
by supporting social entrepreneurs
to succeed.

“By supporting social
entrepreneurs, we are having a
real impact in the communities
where we operate.”
Mark Edgar
Human Resources (Canada)
Sustainable Future –
‘Insuring’ a low carbon future
We play a role in tackling climate change
by helping our customers adapt to
changing environmental risks and
opportunities and by reducing the
emissions from our own operations.

“We continue to be at the
forefront of renewable
energy innovation.”
Brendan Reed
Global Portfolio Manager,
Wind Energy (UK)
We have set ourselves an ambitious
new carbon reduction target to reduce
our Group carbon footprint by 12%
per full time employee (FTE) by 2018.
We have delivered a reduction in our
emissions per FTE over time, as a result
of improved operational efficiency,
buying sustainable alternatives where
possible and empowering employees
to work more sustainably.
Acting responsibly
Responsible business is at the core
of what we do. We engage openly with
customers, employees and suppliers
remaining transparent in how we
manage our operations and deliver
our products and services, helping
us to build and sustain trust.

“Being a responsible business
is about providing insurance
for our customers, and financial
return to our shareholders
without negatively damaging
the environments we operate
in. Operating in this way is good
for our reputation, good for
the planet and good for the
bottom line – it’s just good
business sense.”
Darren McKenzie
UK and Western Europe COO

For more information visit:
www.rsagroup.com/
corporate-responsibility
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Value for
shareholders

Our strategy is designed
to maximise value for
shareholders.
We have simplified the business. We are also investing
in the future and streamlining the cost base to build
the foundations for attractive shareholder returns.
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Case Study: Canadian
operational excellence
The Canadian transformation effort
is focused on consolidating our office
footprint, implementing ‘lean’ end-toend processes and rapid deployment
of customer-centric digital technology.

Investing in your business
Our ambition for RSA is to create
a business capable of supporting
best-in-class performance levels
in each of our key regions.
We are deploying transformation
programmes in each region and at the
Group head office, aimed at improving
customer service, increasing process
efficiency and optimising costs.

We’ve been doing business in Canada
for over 300 years and during that time
we have grown into a trusted market
leader. However, as we grew, both
organically and through acquisition, we
developed an inefficient office footprint
across 75 separate locations. During
2015 we made significant progress
consolidating this down to just 35,
including two regional hubs, focused
on operations and customer care. With
this structure we can bring employees
together to share best-practice and
increase efficiency whilst also making
significant savings on property costs.
We are also implementing ‘lean’
management principles to drive staff
engagement, customer service and
process efficiency. Since adopting lean
techniques in our policy servicing teams
call-handling times have reduced by
26% while also improving service for
customers and brokers.

“In a world where investment
returns are low and markets
resilient to price increases, we
are investing in cost reduction
and improvements to customer
experience to secure growth
and profitability.”
Paul Whittaker
Group Chief Operating Officer

“Our transformation journey has
proved that we can improve
efficiency and effectiveness at
the same time as enhancing
our customer experience.”
Sid Chopra
Canada Chief Operating Officer

Case Study: Scandinavian
country based organisation
The Scandinavian transformation has
two stages. The first is designed to
provide the region with the right
foundations for success, whilst the
second focuses on optimising and
future-proofing the business model.
During 2015 we successfully completed
stage one of the transformation, which
involved restructuring the businesses
into country-based organisations,
resetting the strategy and streamlining
the operating model.
Previously Scandinavia was managed
with separate Personal and Commercial
product divisions which each spanned
the region. The change to countrybased organisation better recognises
the different market and customer
dynamics in Denmark, Sweden and
Norway, enabling each country to
tailor its approach to local demands.
The change has increased local
management’s ownership and
accountability leading to increased
operational agility. For example,
in Sweden the change enabled the
business to identify an opportunity
to consolidate the small business call
centre into one for Personal Lines,
which has led to increased sales and
improved customer satisfaction scores
as well as cost savings.
Towards the end of 2015 the
Scandinavian businesses moved in to
the second stage of the transformation,
which will continue in earnest during
2016. This stage has several key areas
of focus: digitisation and customer
journey; operational efficiency and
automation; underwriting and claims
excellence and infrastructure and IT
improvement. These areas are designed
to future-proof the business model
and enable us to pursue our ambition
of best-in-class.

“We achieved a lot in 2015; we
started with high ambitions,
which we raised significantly
and still we over-delivered.”
Sara Lemke
Head of Strategy/PMO lead
(Scandinavia)
For more information visit:
www.rsagroup.com
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Key performance indicators

We consider the following
nine key performance
indicators important in
measuring the delivery
of our strategic priorities.

12

13

15

Definition
Operating profit attributable to
ordinary shareholders less interest
costs and underlying tax, expressed
in relation to opening tangible
shareholders’ funds i.e. excluding
goodwill and intangible assets.
Commentary
A key measure of shareholder value
and one that informs overall valuation
in the insurance sector.
Outlook
Targeting 12-15% in the medium-term.
Currently expecting to be in the
upper-half of this range in 2017.

96.9%

99.5

Capital surplus2

Capital Surplus

96.9

99.4

95.7

14

95.4

9.7

11

9.7

16.7
6.9

9.7%

Combined operating
ratio1
Combined Operating Ratio

0.9

Underlying return
on tangible equity
Underlying return
16.7

22

Coverage ratio 143%
Pro forma for Latin
America disposal 155%

11

12

13

14

15

0.9bn

£

15

Definition
A measure of underwriting performance
– the ratio of underwriting costs (claims,
commissions and expenses) expressed
in relation to earned premiums.

Definition
Eligible capital above the Solvency Capital
Requirement (SCR) under Solvency II.
The coverage ratio represents total
eligible capital as a proportion of the SCR.

Commentary
The COR is used as a measure of
underwriting efficiency across the
industry. The aim is to achieve a
COR as sustainably low as possible –
that is without uncompetitive pricing
or compromising reserves.

Commentary
The Solvency II SCR is a measure of the
capital adequacy of insurance companies.
Our SCR is calculated on our risk profile
using the Group’s internal capital model.

Outlook
Initially targeting a sustainable COR
in the mid-90s, improving thereafter.

Outlook
We target a Solvency II coverage ratio
in the range of 130% – 160% .

T
 his icon indicates those KPIs directly linked to executive remuneration. To read more about executive variable remuneration,
including the set of financial and non-financial performance measures on which it is based, please turn to page 68.
Notes:
1. Combined ratios prior to 2014 do not reflect expense reallocations made during 2015.
2. Capital surplus under Solvency II introduced in 2015.
3. Core group in 2013 includes Latin America.
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39
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Commentary
We endeavour to reduce our emissions
as far as possible by operating
efficiently, procuring sustainable
alternatives and promoting sustainable
business practices. In the UK we have
offset unavoidable operational
emissions by purchasing certified
carbon credits in projects
in Honduras, Africa and Vietnam.

42%

13

14

15

Definition
The ratio of TNAV to NWP.
Commentary
This metric can be used to assess
companies across the sector for
relative capital strength, when
judged in the context of product
and geographical diversification.
It is used as a high-level guide along
other capital metrics used in the Group.
Outlook
We expect TNAV:Premium to be greater
than or equal to 35%.

Definition
Operating expenses incurred by the
Group in undertaking business activities
Commentary
Reduction of controllable expenses is a
key element of the Group’s turnaround
strategy. The absolute level of expense
and the expense ratio (expenses as a
proportion of earned premium) are
both monitored as part of the turnaround and ongoing performance focus
Outlook
We target >£350m reduction in gross
controllable expenses by 2018 and
improving expense ratios in the
medium-term, in line with our ambition
of best-in-class performance.

2.8bn

11

12

57.8

15

56.6

14

New KPI
57.2

2.9
15

Core Group attritional loss
ratio3
Core group
2.8

Tangible net assetTangible
value
Net Asset Value

2.1
14

15

Definition
Gross tonnes of carbon dioxide
equivalent per full time equivalent (FTE).

1.8
13

14

Outlook
We aim to reduce our emissions by
12% per FTE by 2018 (2015 baseline).

Controllable expenses

2.2

Controllable expenses

2.2t

26

15

28

13

2.4

12

2.2

2.6

14

Outlook
Target a growing level of customer
satisfaction and maintain retention
around 80%.

1.8bn

2.6

13

2.1

12

TNAV:NWP

1.7

11

Commentary
Strong customer satisfaction translates
to improved underwriting results.
By ensuring customers are at the
heart of everything we do we can
optimise business performance.

£

11

TNAV:NWP

Gross tonnes
of CO2 per FTE

Definition
We use direct measures of satisfaction,
such as NPS and indirect measures,
including retention.

New KPI

2.7

80

80

79

Carbon emissionsCarbon
perEmissions
FTE

2.3

80%

79

77

Customer retention
Customer satisfaction
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13

Definition
Total shareholders’ funds, excluding
goodwill, intangibles, and preference
share capital. TNAV represents
the underlying net asset value of
the business.
Commentary
Growing TNAV generally indicates
improving capital metrics, it also
represents the underlying asset value of
the business, though is sensitive to
external market movements.
Outlook
We expect TNAV to increase through
retained earnings and completion of
remaining disposals.

56.6%

13

14

15

Definition
This is the underlying loss ratio (net
incurred claims and claims handling
expense as a proportion of net earned
premiums) of our business prior to
volatile impacts from weather, large
losses and prior year reserve
developments.
Commentary
Attritional loss ratios are a key lever
in the Group’s turnaround of financial
performance. Improvements in the
business mix together with investments
in digitally-enabled underwriting and
claims excellence are targeted at
reducing the attritional loss ratio.
Outlook
We target improving attritional loss
ratios in the medium-term in line with
our ambition of best-in-class
performance.
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Financial review
Regional headlines (at constant
exchange) include growth of 4% in
Scandinavia, due to improving rate and
retention across the book; Canadian
premiums down 3%, reflecting the
underwriting actions we have been
taking to improve profitability as well as
competitive market conditions; growth
of 2% in the UK, driven by growth in our
target Commercial portfolios offset by
reduced Personal premiums, reflecting
continued discipline in a competitive
market and the ongoing impact of
business exits; and premiums in Ireland
were down 4% reflecting the continued
impact of our remediation work.
Retention trends remained broadly
stable with overall retention across the
Group of around 80%.
Scott Egan

Group Chief Financial Officer

I am delighted to be
presenting my first financial
review at RSA. These are
a strong set of results and
the business now has real
momentum; both are
testament to the hard work
put in across the Group over
the past two years.
Premiums
Group net written premiums were
down 3% on 2014, however Core Group
premiums rose 1% on an underlying and
constant exchange basis to £5.7bn.

Underwriting result (£m)1
2013
2014
2015

8
41
220

Underwriting result
The Group underwriting profit of £220m
has improved significantly year-on-year
(2014: £41m) and comprised £237m from
core operations, and a £17m loss from
non-core operations.
The current year profit was £129m
(2014: £73m). This reflected a core
business current year attritional loss
ratio of 56.6% which showed a 1.9
point improvement from 2014 on
an underlying basis2 with good
improvements across all core regions.
Weather, large and prior year
Total weather costs for 2015 were
£218m representing a weather loss ratio
of 3.1% (2014: £253m or 3.2%; five year
average: 3.2%). Included within this is
a £76m net cost to the Group relating
to the adverse weather in the UK,
Ireland and Scandinavia in November
and December. The gross cost of these
storms was £174m, and after recoveries
from the Group catastrophe treaty was

Our 2015 results show strong
progress from a year ago and
set the path for substantial further
performance improvements.
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Financial results – management basis
5,722

1,103

6,825

7,465

5,927

1,085

7,012

7,874

(17)

220

41

136

(7)

129

73

101

(10)

91

(32)

279

43

322

343

1,606

1,360 2,606

261

(111)

1,566

1,387

2,734

264

(24)

94

116

12

(35)

50

237

of which current year

127

35

(34)

(29)

37

of which prior year

(33)

81

46

(6)

13

69

66

135

40

Group Re

Group FY141

Net earned premiums

Investment result

Ireland

Group FY15

Net written premiums

Underwriting result pro forma

UK

Non-core

Scandinavia

Underwriting result

Canada

Core Group

£m unless otherwise stated

22
9

–

Central costs

(19)

Operating result

523

365

(200)

(90)

Non-operating items

(19)

Profit/(loss) before tax

323

275

Tax

(79)

(199)

Profit/(loss) after tax
COR (%)
COR pro forma (%)

94.0

91.7

99.5

113.4

–

96.0

–

244

76

96.9

99.5

2,838

2,900

98.5

Tangible net asset value

Note:
Pro forma for aggregate reinsurance 2015 net recovery of £28m (£74m recovery net of £46m earned premium cost) shown separately in Group Re.

£150m (two events at a net retention
of £75m each). In addition, the Group
booked recoveries of £74m from the
Group aggregate reinsurance cover,
bringing the overall net cost to the
Group down to £76m.
Total large losses were £556m or 7.9%
of premiums (2014: £587m or 7.4%),
marginally lower than the five year
average of 8.1%, with lower than trend
levels in the UK, partly offset by more
elevated losses in Scandinavia, Canada
and Ireland.
Prior year profit of £91m provided a
1.4 point benefit to the combined ratio
overall and reflected positive prior year
development from Canada and the UK,
partly offset by reserve strengthening
in Scandinavia relating to legacy
long-tail Swedish Personal Accident
products; and prior year loss of £6m
in Ireland (2014: £45m loss).
Our future guidance is for prior year
profit to be around 1% of premiums, but
there remains the potential for volatility
given our commitment to transparent
reserve margins, held stable at 5% of
booked claims reserves.

Underwriting operating expenses
The overall Group underwriting
expense ratio was down 0.3pts to 15.7%
in 2015 and at a Core Group level was
down marginally to 15.3%. There were
improvements of 0.5pts and 0.4pts in
Scandinavia and the UK respectively,
offset by a higher ratio in Canada (the
product of flat expenses and lower
premiums). In 2016 we expect the Core
Group expense ratio to fall again, and
we target further reductions thereafter.
Commissions
The Group commission ratio in 2015 of
15.9% was up from 15.2% in 2014, driven
mainly by an increase in the non-core
commission ratio (up 4.5pts to 24.5%).
The Core Group commission ratio was
relatively stable at 14.3% (2014: 14.1%).
We currently expect the Core Group
commission ratio to be at or around 14%
over the medium-term.
Investment result
The investment result was £322m (2014:
£343m) with investment income of
£403m (2014: £439m).

Investment income was down 8%
on prior year, primarily reflecting the
continued impact of the low bond
yield environment.
Based on current forward bond yields
and foreign exchange rates, together
with the expected timing of disposal
completions in 2016, it is estimated that
investment income will be in the order
of £330m for 2016 and around £315m
in 2017 and 2018. Discount unwind
of c.£55m is expected for 2016,
falling to around £50m thereafter,
as a result of the disposal of Latin
American operations.
Total controllable costs3
Against our target of greater than
£250m annual gross cost reduction by
2017 we have delivered £180m at the
end of 2015 and now expect to achieve
in the region of £250m by 2016. We have
therefore raised our future savings
targets for a second time to in excess
of £350m by 2018. We expect ‘costs
to achieve’ to be less than 1.5 times the
annual cost savings. These costs will
be booked over the years 2014-17,
falling sharply in 2017.

Notes:
1.	2014 comparatives have been restated for expense allocation changes made between the underwriting result and investment/central expenses.
The 2013 underwriting result has also been adjusted to reflect this change.
2.	Attributes the impact of moving the Group aggregate reinsurance cover (taken out in 2015) earned premiums to weather/large and to adjust for 2014
year end discount rate change impact on 2015 claims in Scandinavia.
3.	Total controllable costs include underwriting operating expenses, claims expenses, investment expenses, central expenses and Solvency II costs.
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Financial review – continued
Solvency II sensitivities1

Solvency II SCR 1 by risk driver

FY 2015 coverage ratio

143% / 155% pro forma

Interest rates: +1% parallel shift

-2%

Interest rates: -1% parallel shift

+3%

Equities: -15%

-8%

Foreign exchange: GBP +10% vs all currencies

-4%

Cat loss of £75m net

-5%

Credit spreads: +0.25% parallel shift

+2%

Credit spreads: -0.25% parallel shift

-10%

Note:
1. Sensitivities shown pro-forma for pension de-risking

Total Group controllable costs were
down 8% year-on-year at constant
exchange to £1,808m. Core business
controllable costs were down 3% in
the same period at constant exchange
to £1,505m (comprising 4% cost
reductions, offset by 1% inflation).
The majority of the year-on-year core
business cost reduction has come from
our Scandinavian business (8% down)
and our UK business (4% down).
Group FTE is down 26% since the start
of 2014 to 16,713 at the end of 2015, and
will be down 36% post the completion
of the Latin America disposal. Over the
same period core business headcount
has fallen by 13% to 13,637.
Non-operating items
Tangible net gains of £204m (2014:
£476m) comprise £184m of disposal
gains (2014: £342m) including Hong
Kong and Singapore £103m, China £28m,
Italy £29m and India £21m; and £20m of
investment gains mainly comprising
realised equity gains and unrealised
gains on property assets.
Intangible net losses of £51m in respect
of goodwill and intangible asset write
downs (2014: £99m) mainly relate to the
write-down of certain non-core assets
to their recoverable amount.
Non-cash non-operating charges of
£35m (2014: £42m) comprise £27m of
amortisation of customer related
intangible assets and £8m of pension
net interest costs. We expect the
amortisation of customer related
intangible assets to fall in 2016 to
around half the amount booked in 2015.

Non-recurring charges of £212m (2014:
£306m) include reorganisation costs
of £183m (2014: £110m) in respect of
redundancy (£59m) and restructuring
(£124m). Restructuring costs in 2015
related to amounts incurred across
the Group for activities such as process
re-engineering, office footprint
consolidation, reducing spans of
control, and renegotiation of supplier
contracts. Solvency II implementation
costs were £26m in 2015 (2014: £25m).
In 2016 we expect a significantly
reduced Solvency II cost, falling
to zero thereafter.
Tax
The Group has reported a tax charge
of £79m for the year, giving an effective
tax rate (ETR) of 24.5%. This largely
comprises tax on overseas profits,
particularly in Canada, Latin America
and Scandinavia; a reduction in the
UK deferred tax asset valuation due
to the lower UK corporation tax rate
of 18%; and the upward revaluation
of UK deferred tax assets based on
current assessments of probable
future taxable profits in the UK.
The carrying value of the Group’s net
deferred tax asset at 31 December 2015
was £126m (of which £101m is in the
UK). Additionally, the Group has income
tax losses of £631m for which no
deferred tax asset has currently been
recognised, predominantly in the UK
(c.£400m) and Ireland (c.£130m).
In 2016, we expect an optically higher
ETR due to the accounting impact of the
Latin American disposal, higher taxed
foreign profits, and UK reorganisation
costs that do not give an immediate tax
benefit. Thereafter, we anticipate an
ETR more in line with the statutory
rates in our Core territories.

a.
b.
c.
d.
e.
f.
g.
h.

Underwriting 19%
Catastrophe 12%
Reserving 13%
Legacy2 11%
Market and credit 12%
Currency 3%
Pension 23%
Operational 7%

h

a

g

2.0bn

£

b

f
c

e
d

Notes:
1.	SCR allocation based on undiversified capital
requirement.
2. Legacy includes asbestos, disease and abuse.

Tangible net assets
Tangible net assets have reduced by 2%
to £2.8bn during 2015. Profits in the year
(including disposal gains) and positive
IAS 19 pension fund movements were
offset by adverse foreign exchange, fair
value mark-to-market reductions due
to higher bond yields, the payment of
dividends and intangible asset additions.
Capital
The Group now reports its capital
position under Solvency II, a new
EU-wide insurance regulatory regime.
Further information on Solvency II and
our response can be found on page 38.
At 31 December 2015 we reported an
estimated Solvency II capital surplus
of £0.9bn which gives coverage of 143%
over the solvency capital requirement
(SCR). The completion of the Latin
American disposals during 2016 is
expected to add around 12 points
to this coverage ratio.
RSA uses a fully consolidated Internal
Model tailored to the Group’s risk profile
for which regulatory approval was
received in December 2015. The SCR
represents the Value-at-Risk of basic
own funds subject to a confidence level
of 99.5 % over a one-year period and
covers existing business and all new
business expected to be written over
the next 12 months.

Note:
1. Total controllable costs include underwriting expenses, claims expenses, investment expenses, central expenses and Solvency II costs.
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The Group has not utilised any
transitional measures, except for
the grandfathering of existing debt
arrangements.
We maintain a measured approach to
capital management, targeting a single
‘A’ capital rating. RSA is a diversified,
multi-channel, multi-product general
insurer and is not exposed to significant
volatility from the business mix.
However, the pension scheme provides
a degree of volatility under Solvency II.
During 2016, as Solvency II beds in
across the industry, we will assess
target coverage ratios. But based on
current knowledge, we consider a
target operating range of 130%-160%
to be appropriate for the Group’s
risk profile.
The level of diversification within
our Solvency II model approximately
ranges between 35%-45%.
Rating agencies
S&P and Moody’s provide insurance
financial strength ratings for the Group
and its principal subsidiaries. During
2015 the Group’s S&P rating was
re-affirmed at A ‘stable outlook’.
The Group is rated A2 by Moody’s
with outlook upgraded to ‘stable’
from ‘negative’ during 2015.
Reserving
We believe that the culture,
methodologies and governance around
the Group’s reserving process drive a
prudent reserving policy with booked
reserves significantly above actuarial
best estimate. Our assessment of the
margin in reserves for the Group
(the difference between our actuarial
indication and the booked reserves in
the financial statements) is unchanged
at 5% of booked claims reserves.
In terms of accident year, there has
been significant positive development
across the 2010-13 accident years.
This has come from most major lines in
Scandinavia, UK Commercial Property,
UK Personal lines and Canada. 2005
and prior includes the impact of
strengthening for Abuse and Deafness
claims in the UK and legacy Swedish
Personal Accident strengthening.
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Pensions
Funding basis
We have now reached agreement with
the Trustees of RSA’s main UK pension
schemes on the results of the latest
triennial actuarial valuations including
future pension deficit funding
contributions and a significant
allowance for immediate further
de-risking.
As at 31 March 2015, the main UK
schemes, Royal Insurance Group
Pension Scheme (“RIGPS”) and the SAL
Pension Scheme (“SALPS”) were in
aggregate c.95% funded on the prudent
measure that the Trustees are required
to use, with a combined deficit of
£392m. This compares to c.92% funded
and a combined deficit of £477m at
31 March 2012.
Guaranteed deficit funding contributions
of c.£65m p.a. will be paid in 2017,
2018 and 2019. This represents a
continuation of the current level of
deficit contributions.
The agreed deficit figure includes an
allowance for a significant immediate
de-risking of the schemes’ assets
from around 25% to 15% return seeking
assets (for example equities) with a
corresponding increase in the schemes’
bond type assets from 75% to 85%.
Accounting (IAS 19) basis
Under Solvency II the accounting basis
becomes the principal driver of capital
requirement for pensions along with
the market risk arising from the asset
mix versus liability profile.
At an aggregate level the pension fund
position under IAS 19 improved during
the year from a deficit of £72m to a
surplus of £64m. Both the UK and
non-UK positions improved, and the
IAS 19 surplus for the UK schemes
now stands at £117m.
The improvement was driven by deficit
funding contributions of £65m (pre-tax)
paid in the first quarter and experience
gains on liabilities due to lower actual
pension increases and heavier mortality
experience than expected, partly offset
by adverse asset performance.
Dividend
We are pleased, in the light of our
continued progress, to propose a final
dividend of 7.0p per ordinary share.

Together with the interim dividend of
3.5p, this brings the total dividend for
the year to 10.5p, representing 47% pay
out of headline and 38% of underlying
EPS. Our medium-term policy of
between 40-50% ordinary dividend
payouts remains, with additional
payouts where justified. Potential for
additional payouts should follow the
completion of restructuring and the
unwind of unrealised bond gains.
Outlook
The Group expects to make further
good progress in 2016 against its Action
Plan and the year has started well in
that regard. Core business NWP is
targeted to show modest growth vs
2015. Attritional loss ratios are expected
to show further improvement as are
controllable expenses. Volatile items
in weather/ large losses remain
unpredictable though bounded by
reinsurance protection similar to 2015.
If volatile items stay per plan, attractive
further improvement in underwriting
profit is expected.
Group investment income (excluding
Latin America) is expected to be
c.£315m and to stay around that level
for 2017 assuming current market
implied rates. Volatile financial markets
are a risk factor for RSA and industry
competitors which could present
challenges to our plans during the year.
An advance in 2016 operating profit
is our goal with underwriting
improvements more than offsetting
reduction in investment income and
disposal impacts from Latin America.
2016 should see the last major year
of restructuring charges associated
with capability improvement and
our increased cost savings targets.
The totality of management actions
across 2014-16 is expected to produce
further strong performance gains in
2017/18 consistent with the Group’s
ambition and financial targets.

Scott Egan
Group Chief Financial Officer
24 February 2016
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Scandinavia
Our operations in Scandinavia
In Scandinavia we operate in Sweden
as Trygg-Hansa and in Denmark and
Norway as Codan. We are the fourth
largest insurer in Sweden, the third
largest in Denmark and the seventh
largest in Norway, whilst we are the
fifth largest overall across the region.
Importantly, RSA is the only international
insurer operating with scale in
Scandinavia.
Our business is split evenly between
Personal and Commercial lines and
is principally distributed direct to
consumer, via strong agency
relationships, with a growing
bancassurance channel.
We have key strengths in our Swedish
Motor and Personal Accident products
and in our Danish Commercial business.

Patrick Bergander
CEO Scandinavia

a. Personal Motor 19%
b. Household 19%
c. Personal Other 17%
d. Com. Property 19%
e. Com. Motor 11%
f. Liability 8%
g. Marine & Other 7%

f

g

e
b

Net written
premiums

Combined
ratio

d
c

Types of business

£1.6bn 94.0%

a

OUR BRANDS IN SCANDINAVIA

Scandinavian market context
The Scandinavian economy remains
stable overall but with mixed
experience across the region: While
GDP growth in Sweden remains strong
and Denmark experiences a fragile
recovery, Norway’s GDP growth is
suffering from declining oil prices.
However, insurance markets remain
broadly stable and profitable across
the region with incumbents generally
maintaining competitive position
against market challengers.
Financial performance
Premiums
Scandinavian net written premiums
of £1,606m were up 4% at constant
exchange (2014: £1,759m as reported),
with volumes up 1% across the region
and rate increases contributing 3%.

Underlying performance
remains encouraging with
record current year profits
in Sweden and strong
progress on cost reduction.
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Responding in a crisis
When the worst happens customers
rely on us to be there to help pick up
the pieces. In 2015 major wind storms
and floods struck Europe, leading to
thousands of claims in the UK and
across Scandinavia. Fortunately, RSA
has dedicated Event Teams ready to
respond, which meant Trygg-Hansa
in Sweden maintained call availability
for customers at 98%, well ahead of
industry benchmarks.
Event Teams constantly monitor
weather patterns, predictions and
flood levels to ensure we’re prepared.

Source: https://www.flickr.com/photos/
blodgett-esq/23578287101

Personal lines grew 4%, driven by strong
balanced growth in Sweden through
a combination of rate increases and
good retention. Denmark Personal
premiums were broadly flat although
showed positive momentum in
our affinity offering.
Our Commercial business grew 3%
overall with 4% growth in Denmark
and 5% growth in Norway. Swedish
commercial was marginally up 1%.
Operating result
The underwriting result was £94m
profit (2014: £169m) with a strong
current year underlying performance,
offset by some one-off legacy reserve
strengthening. Current year profits
were £127m overall, including a record
result in Sweden of £165m, while
Denmark profitability was impacted
by a series of Marine large losses.

Total operating profit, after including
the investment result of £69m (2014:
£72m), was £163m (2014: £241m).
Performance improvement
The current year attritional loss ratio
was 64.5%, and better than 2014
at 64.8%. Weather losses of 1.0%
compared to 1.6% in 2014, while large
losses of 6.3% compared to 4.7% in 2014.
Overall, the prior year effect on the
loss ratio was adverse at 2.0% (2014:
1.5% positive). The final combined ratio
was 94.0% (2014: 90.4%)
Progress on controllable expenses
was pleasing given the focus by the
business: Down 8% year-on-year
(comprising 9% cost reduction, partly
offset by 1% inflation). FTE was down 5%
in 2015 and 9% since the start of 2014.

Scandinavia financial summary
2015 net written
premiums
£m

Underwriting result

%
growth1

2015
(£m)

2014
(£m)

108

COR
2015
(%)

Personal

883

4

153

87.7

Commercial

723

3

(14)

16

102.1

1,606

4

94

169

94.0

Sweden

874

4

101

130

Denmark

585

3

(11)

Norway

147

2

4

–

1,606

4

94

169

Total

Total
Notes:
1. At constant exchange.
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When the storms arrived in Sweden the
team knew it would be a major event
and met quickly to prepare the response.
A dedicated flood-line was opened,
with additional staff helping to cope
with call volumes. All customers
suffering from large losses were
contacted by specialists to assess
damages within two days and our
suppliers were also contacted to ensure
that they were ready to support repairs.
Proactive and agile response in a crisis
is crucial to serving our customers well
and something we constantly improve.

Our strategy
Our focused strategy has three
core elements. The first is
upgrading the business by fixing
the basics, the second is creating
and fostering a customer culture
by ‘living our expectations’ and the
third is to develop our business and
bring out the best in each country.
Significant improvements have
been made during 2015, especially
in fixing the basics; this has
included introducing the countrybased organisation discussed on
page 21. During 2016 and beyond
we will focus on future-proofing
RSA Scandinavia by driving a
digitisation agenda, strengthening
claims and underwriting functions,
increasing process efficiency
and securing technology uplifts

Outlook
We continue to expect the
Scandinavian P&C markets to grow
in line with local GDP growth.
Our focus remains on improving
the underlying performance of the
business, in particular attritional
loss ratios and cost improvements
in Denmark and Sweden. We target
combined ratios converging with
those of key competitors over
the medium-term.
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Canada
Our operations in Canada
In Canada we are the fifth-largest
insurer, having established our market
position through a combination
of organic and acquisitive growth.
We operate across all provinces and
provide a broad multi-product and
multi-channel offering to both
personal and commercial customers.
Our portfolio is balanced at 70%
Personal and 30% Commercial. We have
leading market positions in affinity
distribution via our Johnson brand and
leading positions in Travel and Marine
underwriting.

Rowan Saunders

President and CEO, RSA Canada

a. Personal Motor 39%
b. Household 31%
c. Com. Property 13%
d. Com. Motor 6%
e. Liability 7%
f. Marine & Other 4%

d

a

c

b

Types of business

£1.4bn 91.7%

e f

Net written
premiums

Combined
ratio

OUR BRANDS IN CANADA

Canada market context
The Canadian market remains
challenging but navigable with
low single-digit economic growth
translating into tough insurance market
conditions and continuing consolidation
trends. Legislative intervention in the
Ontario Auto market will continue
to see prices decline in this segment
(although with corresponding
reductions in claims costs), while prices
are expected to increase in Personal
Household and Commercial due to the
low interest environment and recent
elevated loss trends, particularly in
2013. In Canada we continue to
prioritise underwriting profitability
over top-line growth.
Financial performance
Premiums
Net written premiums in Canada were
down 3% on a constant exchange rate
basis to £1,360m (2014: £1,510m as
reported) with 2% rate increase offset
by 5% volume reduction. Personal

Canada had its strongest
ever underwriting result in
2015. In 2016 we expect to
see continued underlying
improvements.
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A foundation year for RSA Canada
One which focused on ensuring we
have the tools, people and practices
in place to set us up for future success.
We welcomed new leaders across
the business and made progress in
the way we operate, such as reducing
the number of locations across the
country, paving the way for more
flexible and digital service options
for our customers in the future.
We consolidated functions, such as
Personal Insurance and Commercial
Insurance underwriting, from regional

premiums were down 3%, driven
by reduction in Motor, partially offset
by growth in Household.
Commercial, premiums were down
5% as a result of the rating and
portfolio action we have been
taking, particularly on poorer
performing blocks of business.
Operating result
Underwriting profit for the year was
£116m (2014: £21m) which is our
strongest ever performance in Canada.
Current year profits of £35m, up £52m
on 2014, were supported by prior year
profits of £81m. The combined ratio
was 91.7% (2014: 98.6%).
Taken together, volatile items in
weather and large losses represented
7.0% (2014: 8.6%), slightly better than
long term averages and prior year.

After including an investment result of
£66m (2014: £78m), the operating result
was £182m (2014: £99m).
Performance improvement
The current year attritional loss ratio
showed a strong improvement of 2.5
points from the prior year to 60.3%
as the benefits of our underwriting
and portfolio actions begin to build.
The prior year effect on the loss ratio
was a benefit of 5.8% with prior year
profits arising from the Personal and
Commercial Property, Personal
Auto and General Liability books.
Controllable expenses are flat year-onyear, although the actions we have been
taking in 2015 set the path to achieving
attractive cost savings in 2016.

Canada financial summary
2015 net written
premiums

Personal
Commercial
Total
Notes:
1. At constant exchange.

Underwriting result

COR

£m

%
growth1

2015
(£m)

2014
(£m)

2015
(%)

950

(3)

104

13

89.2

410

(5)

12

8

97.2

1,360

(3)

116

21

91.7

offices to our operating hub in Sheridan,
we strengthened our organic growth
potential, taking steps in 2015 to
enhance sales capabilities, which
have shown immediate benefits.
Next year we will continue to focus
on improving our pricing sophistication,
rolling out lean management practices.
and working to implement critical
IT platforms, such as our new
claims system and rating engine,
to increase our efficiencies and
service to customers.

Our strategy
In Canada we are well-balanced by
province, customer, channel and
product. We offer a broad and
diversified offering to customers
from personal through to
corporate and specialty risk.
As part of the Group-wide
transformation we are focused on
improving performance in each key
channel. Major activities include,
rebalancing portfolios to leverage
competitive advantage and explore
market opportunities, improving
customer journeys and proposition
through process-optimisation and
digital-enablement, and investing
in technology to increase claims
efficiency and pricing
sophistication.

Outlook
In Canada we are beginning
to deliver better underlying
performance, which we expect
to continue, subject to volatile
items. Our focus is on operational
improvement, particularly;
underwriting and claims
improvements; process
simplification; and modernisation
of technology and infrastructure.
n 2016 we expect premiums to
stabilise, current year profitability
to continue improving and costs
to continue to fall.
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UK & Ireland
Our operations in UK & Ireland
In the UK, we are the second largest
Commercial insurer with key positions
in Property, Motor, Liability, and Marine,
and exposures across the SME, MidMarket and Global Specialty customer
segments. We operate across the key
UK market centres, as well as in six
European locations. We are a leading
international Marine player through
the London markets.
We also have strong positions in the
UK Personal Household, Motor, and
Pet markets. We have a direct insurance
offering through our MORE TH>N
brand, and a broker portfolio focused
on profitable segments. We also have
affinity relationships with some of
the major UK retailers.
Stephen Lewis

CEO, UK and Western Europe

a.
b.
c.
d.
e.
f.
g.

Personal Motor 10%
Household 23%
Personal Other 11%
Com. Property 24%
Com. Motor 10%
Liability 11%
Marine & Other 11%

a

f

b

e
d

Types of business

£2.6bn 98.5%

1

g

UK net written
premiums

UK combined
ratio

c

OUR BRANDS IN UK & IRELAND

We are a leading player in Ireland with
particular strengths in Household
insurance and in direct sales through
our 123.ie business.
UK market context
The UK market remains very
challenging. Despite the early signs of
wider economic recovery, insurance
markets remain tough. In personal
lines we experience high levels of
competition with a strong focus on
price, driven in part by the increasing
role of price comparison websites.
Regulatory changes including the
increase in insurance premium tax
and the introduction of Flood Re will
increase price pressure with the
potential to further squeeze margins.
In commercial lines we are experiencing
a prolonged soft pricing market.

The UK continued to
deliver against its strategic
priorities during the year,
bringing greater strategic
focus on core performance
improvement.
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A focused insurer with Global appeal
Whilst RSA now has a focused
geographic footprint it remains
committed to supporting Global
clients via our Global Specialty Lines
business based in London but writing
business globally. One such client,
acquired during the year, is Severn
Trent, the 2nd largest water utility
company in the UK and with properties
around the world, including in the U.S.
During the pitch process RSA’s broker
relationships, deep sector-knowledge,
market-leading risk management
tools and claims proposition proved
to be the differentiating factors.

Financial performance
Premiums
Net written premium grew 2% in 2015
against a challenging and competitive
landscape. Growth was driven in
particular by the Commercial portfolio,
where Property and Motor lines were
significant contributors. In Personal
lines premiums were down 4%, driven
by a reduction in Household, as
increased market competition has led
to lower retention levels. However, the
partnership agreement announced with
Nationwide Building Society towards
the end of 2015 represents a marquee
endorsement of our customer franchise
and will make us market leaders in UK
home insurance.
Operating result
The headline underwriting profit of
£12m (2014: £4m) and combined ratio of
99.5% (2014: 99.9%) includes the impact
of £134m of claims related to storms
Desmond, Eva and Frank in December
(£100m Commercial, £34m Personal).

On a pro forma1 basis, the UK
underwriting profit was £40m and the
combined ratio 98.5%.
Adding the investment result of £135m
(2014: £132m) leads to a total operating
result of £147m or £175m pro-forma for
reinsurance recoveries (2014: £136m).
Performance improvement
The UK continued to deliver on its
performance improvement programme
during the year. Greater focus was
achieved through completion of the
sale of our UK Engineering Inspection
business, and withdrawal from the
Specialty Property market in Germany.
Current Year attritional loss ratios
improved to 48.1%, (2014: 49.0%)
with Commercial improving by two
percentage points.
Controllable expenses are down 4%
year-on-year (comprising 5% cost
reduction, partly offset by 1% inflation)
with opportunity to improve further
as we continue to deploy our
transformation programme.

UK financial summary
2015 net written
premiums

Personal
Commercial
Total
Total pro forma1

Underwriting result

COR

£m

%
growth2

2015
(£m)

2014
(£m)

2015
(%)

1,133

(4)

47

45

95.9

1,473

7

(35)

(41)

102.3

2,606

2

12

4

40

Notes:
1.	Pro forma for aggregate reinsurance 2015 net recovery of £28m (£74m recovery net of £46m
earned premium cost) shown separately in Group Re.
2. At constant exchange.

99.5
98.5

A month into the policy that claims
proposition was tested, when a major
flood occurred at Queen Elizabeth
Hospital in Birmingham. RSA’s claims
team responded quickly and Severn
Trent’s nominated loss adjusters were
on site to assess damages the same day,
as were a dedicated clean-up team to
help get the Hospital back to operations.
The RSA claims team remained involved
and committed throughout, working in
partnership with Severn Trent to meet
and exceed expectations.

Our strategy
Our strategy in the UK market is to
invest in the business, developing
our technical insurance capability,
enhance our customer proposition
and improve cost efficiency to
enable RSA to compete in the top
quartile of our competitor set.
We have embarked on an ambitious
transformation programme which
includes the replacement of
some of our legacy technology,
introduction of new pricing and
underwriting tools, streamlining
and automating processes,
increased use of off-shore
resources and development
of a new operating model.

Outlook
The competitive landscape
will continue to be challenging.
However, the ambitious strategy
we have put in place will improve
our ability to compete and
challenge for best-in-class
in the UK market.
Once fully implemented, our
transformation programme will
result in greater underwriting
and pricing capability, a lower
cost base, and improved
customer outcomes.
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UK & Ireland – continued
Financial Performance – Ireland
Premiums
Net written premiums of £261m
were down 4% on 2014 on a constant
exchange rate basis, as we continue
to remediate the portfolio. A reduction
in the Personal portfolio drove the
decline, offset by growth in Commercial
Underwriting losses of £35m are
significantly reduced from prior year
levels (2014: £108m loss) as remediation
continues to make strong progress.
Within the underwriting result volatile
items from weather and large losses
were broadly in line with five-year
averages.
Operating result
Significant improvement was made
in the current year attritional loss ratio,
falling from 80.3% in 2014 to 74.2% in
2015, with strong momentum heading
into 2016 as action taken in the second
half of 2015 earns through to the
underwriting result.
Performance improvement
The performance improvement plan
in Ireland is progressing with total
controllable expenses down 5%
year-on-year.
Outlook
Our goal remains to return the business
to operating profitability in 2016
through continued underwriting
improvement and cost reduction.

Ireland financial summary
2015 net written
premiums
£m

Underwriting result

%
growth1

Personal

161

Commercial

100

4

Total

261

(4)

Note:
1. At constant exchange.

(8)

2015
(£m)

(22)

2014
(£m)

COR
2015
(%)

(58)

113.8

(13)

(50)

112.8

(35)

(108)

113.4
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Discontinued and Non-core operations

With the agreed sale of Latin
America during 2015, RSA has
now largely completed the
strategic refocus of the Group.

Group Disposal programme
In 2014 we commenced a major
disposal programme with the intention
of focusing RSA on its strongest
businesses and stabilising the Group’s
capital position.
At the end of 2015 that disposal
programme is largely complete,
with completion of the sale of our
Latin American operations (expected
during the first half of 2016) the last
major piece.
Across the entire disposal programme,
we have completed the sales of
businesses in the Baltics, Poland,
Canadian broker (Noraxis), Thailand,
Hong Kong, Singapore, China, India, Italy,
UK Engineering Inspection and Russia.

Total proceeds to date have been
c.£1.2bn and have significantly
strengthened the capital position,
delivering c£0.5bn of disposal gains.
Aside from discontinued operations
in Latin America, the Group has further
non-core businesses in the Middle East
and UK Legacy.
UK Legacy
Our UK Legacy portfolio comprises
exposure to asbestos and other
long-term liabilities arising from
Employers’ and Public Liability policies
written over the past 50 years.
The portfolio is part of our non-core
operations, all of which will not
necessarily be disposed.

Discontinued and Non-Core operations
Net written
premiums

Underwriting
result

£m

FY15

FY14

FY15

Latin America1

691

690

(6)

Middle East2

181

147

8

4

2

–

(39)

(48)

UK Legacy2
Other1,3
Total Discontinued and Non-Core

229

537

1,103

1,374

FY14

(11)

20

25

(17)

(30)

Notes:
1. Discontinued.
2. Non-Core.
3.	Includes Baltics, Poland, Noraxis, Hong Kong, Singapore, Thailand, China, India, Italy, UK Engineering
and Russia.

Performance
The UK Legacy underwriting result for
2015 was a loss of £39m (2014: £48m
loss) and was primarily driven by
strengthening for abuse and deafness
claims, together with operating
expenses incurred.
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Risk management

Our risk strategy supports our
ambition as a focused general
insurer. By leveraging expertise
in risk selection we aim to
protect customers and maximise
risk-adjusted returns for shareholders.
Our risk management approach
Our risk strategy supports the
execution of the wider business
strategy. Risk appetite and tolerances
establish the principles through which
we operate, enabling us to retain only
risks residing within our core areas of
expertise. We use a risk and control
framework to ensure that risks are
appropriately managed, mitigated or
avoided in-line with our risk appetite.
The Group’s risk appetite sets the
overarching approach to risk, as well
as more granular tolerances within
our insurance portfolios. This supports
our goals of providing customers with
products that protect them from
risk and uncertainty, with those risks
collectively managed to maximise
risk-adjusted returns to our
shareholders.
Our risk appetite continues to evolve
in line with changing risk, regulatory
and economic environments, with
a recent focus on preparations for
the Solvency II regime, which launched
on 1 January 2016.
The Board retains ultimate
responsibility for the risk appetite
and for maintaining a robust risk
management system via the Board
Risk Committee, supported by the
Chief Risk Officer.

How RSA embeds a culture of risk
management throughout the business
RSA supports a healthy approach to
risk management by integrating risk
management principles throughout
the business and reinforcing its role
as a business enabler. Risk management
principles are embedded within
performance management for all
employees across the Group regardless
of function, who all share a joint
responsibility to effectively manage
business risk. We have also introduced
a cultural health index to help Business
Leaders spot early signs of cultural risk
within the business.
At RSA we ensure risk management is
fully integrated throughout the Group
using a ‘three lines of defence’ model.
The first line of defence represents the
business as a whole, operating within
a robust control environment, designed
to be effective in managing risks
independent of the second and third
lines. This first line is a key element
and includes control testing performed
by objective business experts.
The second line includes the risk
management and compliance functions
and has responsibility for monitoring
and assuring first line activities.
The third line includes the independent
Audit function, including the Group
Audit Committee and Internal Audit.
This line conducts periodic reviews
of the first and second lines, providing
a further review of the Group’s risk
and control environment.

Proactive response –
Putting the customer first
Whilst we design our policies and
processes to avoid security breaches,
with the evolving cyber risk landscape
it is important that we remain alert
and prepared to respond if incidents
do occur.
During 2015, a data storage device
went missing from an accesscontrolled data server room, but our
proactive response ensured affected
parties were quickly notified with no
customers suffering a financial loss.
In reacting to this event we rapidly
engaged a multi-disciplined team
of experts, including the Regional
Executive Team, business partners
and compliance and communications
professionals, as well as all relevant
regulatory bodies, to ensure that the
situation was dealt with efficiently
and effectively.
Whilst we continue to enhance our
control framework to avoid incidents
such as this it is reassuring to know
that we have effective response
processes in place if events do occur
and that customers suffered no
financial loss as a result of this incident.
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Understanding the risk
management framework
The risk management framework is
integral to our system of governance
and incorporates both the risk
management system and the internal
control system, discussed further
on page 46.

Governance structure:
The Board is ultimately responsible
for ensuring that RSA operates an
effective system of risk management,
which is monitored via the Board Risk
Committee, (further detail on pages
57-58) in turn supported by regional risk
and control committees attended by
senior leaders and risk management
professionals in each of our core regions.
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Risk management framework

Framework activities:
1. Board sets strategy
The risk management framework
operates within the context of the
business strategy, set by the Board
and incorporated in to the Group
and regional operational plans
2. Set risk strategy
The risk strategy reflects the business
strategy of developing a focused,
stronger and better general insurer and
defines the over-arching risk principles
to support business goals
3. Set risk appetite
Risk appetite statements and tolerances
enable the business to convert the
strategic principles into well-defined
and well-articulated risk limits. Detailed
risk policies then set out the required
processes and controls that the
business functions are required to
follow to deliver the operational plan
within these limits.
4. Monitor against risk appetite
Risks are monitored and controlled
by the business in line with risk policies,
with oversight provided by the second
and third lines of defence. Risks
identified outside of appetite
are raised at regional risk and control
committees and action plans agreed.
Further escalation of risks to local
Boards, Executive management
and the Group Board will follow,
as required.
5. Solvency capital modelling
The overall assessment of the
Group’s risk profile is used to inform
the Internal Solvency Capital Model,
which calculates our Solvency
Capital Requirement (SCR), as part
of the Groups Own Risk Solvency
Assessment (ORSA). The Internal
Solvency Capital Model is run on a
regular basis throughout the year
with outputs sense-checked to
ensure that they provide a robust
and reliable basis on which to make
key business decisions. Outputs from
the model are reported to the Board
and where relevant amendments
are made to fine-tune the Group’s
operational plans.
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Risk management – continued
Key risks and mitigants
Key risk and exposures

SII SCR %

Key mitigants and controls

Catastrophe Risk
This is the risk presented
by large natural disasters.
The largest catastrophe risks
that we are exposed to are
Northern European windstorms
and Canadian and Chilean
earthquakes.

12%

• The winter windstorms, Desmond,
• Reinsurance is used to mitigate
Eva and Frank represented
the net impact of catastrophe
significant catastrophes in the
risks to RSA and our programme
year but were well covered by
is designed to cover at least 1 in 200
our reinsurance programme
year events

Reserving Risk
Represents the risk that the
Group’s estimates of future
claims will be insufficient. The
risk is largest for longer-tailed
lines of business such as the
UK Legacy portfolio, including
asbestos and elements of our
Personal Accident products
in Sweden

Reserving
(ex-Legacy1)
13%
Legacy1 11%

Commentary

• Reinsurance counterparty credit
risk exposures are reviewed
regularly to ensure they remain
within appetite

• The disposal of our Latin American
operations will remove our
exposure to Chilean earthquakes
post completion

• Reserves are set by the Group
Reserving Committee, attendees
at which include the Group Chief
Actuary, the CRO, CFO and CEO

• Reserve estimates involve an
inherent level of uncertainty

• Additionally the Group has
implemented a comprehensive
reserve assurance programme to
provide independent verification
of >80% of gross reserves by value

19%
Underwriting and Claims Risk
This is the risk that underwritten
business is less profitable than
planned due to insufficient
pricing or claims case reserving.
Key exposures arise from
larger portfolios operating in
competitive markets, where
claim trends are slow to emerge,
such as UK commercial or Marine

• Underwriting and claims activities
are governed by well-defined risk
appetite statements, which are
monitored quarterly via regional
portfolio reviews

Market, Credit and Currency Risk Market and
Credit 12%
The risks to our Insurance
Investments Fund presented by
Currency 3%
movements in macro-economic
variables, such as widening credit
spreads, declining Bond yields
or currency fluctuations

• Assets in the Insurance Investment
Fund are well-matched with
insurance liabilities to hedge
volatility

Pension Risk
These are risks associated with
our Defined Benefit Pension
Scheme – also market related.
The largest exposures are to
equity prices and credit spreads,
however, this is partly offset
by movements in the Insurance
Investment Fund

23%

• Funding Assets well matched
to liabilities in the pension
programme, including use
of swap arrangements

Operational Risk
These risks relate to customer
and/or reputational damage
arising from operational failures,
such as IT system failure

7%

Total

100%

• Claims case reserves are prudently
set in line with policy requirements

• The Group expects overall positive
run-off of reserves at around one
percent of Net Earned Premium,
subject to volatility in any
given year

• As part of the Group’s Focused,
Stronger, Better strategy stricter
underwriting requirements have
been applied to a number of
underwriting portfolios aimed
at increasingly profitability

• Extensive control validation
activities performed with additional
assurance by the second line

• Market Risk Policy and associated
Control Framework ensure Group
operates within risk appetite

• RSA takes a relatively conservative
approach to the investment
portfolio, favouring a high quality
fixed-income dominated portfolio
to protect capital for both
policyholders and shareholders
• During 2015 RSA has completed
a triennial valuation with the
pension trustees
• Part of the settlement involved
a de-risking of the pension fund
assets, reducing the volatility
in our capital requirement
• RSA continues to explore options
to further de-risk the pension fund

Note:
1. Legacy includes asbestos, disease and abuse.

• Comprehensive policies for IT,
financial crime, regulatory
compliance etc

• The Group transformation
programme has made positive
progress during the year

• Operational change, such as Group
transformation programme
monitored by additional
governance and assurance
activities

• A particularly cautious approach
is taken to all IT change, including
sunsetting of legacy systems
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Quantifying risks
The table on the left details
the proportion each risk type
contributes to our total Solvency II
Capital Requirement (SCR) (please
read Solvency II and solvency
capital requirement for more
information on the new regime).
Consistent with our strategy
of focusing on risks within our
core area of expertise, our SCR is
primarily comprised of insurance
related risks. These include higher
than expected underwriting losses,
large retained catastrophe losses,
such as flooding or earthquake,
and deterioration in our stock of
reserves for future claims.
Our investment strategy is
intentionally conservative relative
to the industry to minimise market
risks to both customers and
shareholders. However, we still
look for opportunities to capture
additional return from less liquid
investment-grade assets, where the
cashflow profile can be matched
with that of our liabilities, this is
especially relevant for our longer tail
liabilities. For more information on
our market risks please refer to the
financial statements and supporting
notes on page 116.
Another key element of our SCR is
risk relating to our defined benefit
corporate pension scheme, which
is closed to new members. While
the scheme is well funded (95%
following latest triennial review) and
in an accounting surplus, under the
rules of Solvency II capital is held
for a 1 in 200 year adverse event,
which increases the level of capital
required against the scheme.
For more information on the
pension scheme, see note 38
of the financial statements.
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Solvency II and Solvency Capital
Requirement (SCR)
Solvency II is a new EU-wide insurance
regulatory regime relating principally to
how insurers manage capital to mitigate
the risk of insolvency. Originally adopted
by the European Parliament and Council
in 2009, the Solvency II Directive
became effective on 1 January 2016.
One of the key aims of Solvency II is
to introduce a harmonised prudential
framework for insurers promoting
transparency, comparability and
competitiveness amongst European
insurers.
The Directive has three pillars that
have impacted how RSA manages
risk and how it reports to regulators,
policyholders and shareholders:
Pillar I relates to the quantitative
requirements and introduces a riskbased methodology to calculating the
Group’s Solvency Capital Requirement
(SCR). Insurers are required to calculate
the level of capital required based on
their unique risk profile. For RSA this
is calculated using our own Internal
Model that was approved by the
regulator in December 2015.
Pillar II incorporates qualitative
governance requirements, including
the way the risk management function
operates within the business and
how key systems and controls are
documented and reviewed.
Pillar III relates to enhanced and
standardised disclosure requirements,
including increased transparency
of the risk strategy and risk appetite
of the business.
RSA has been preparing for the
introduction of the Solvency II regime
since it was announced in 2009 to
ensure we were ready for the change
and able to respond to its requirements.
In this report you can see some of the
ways it has impacted the business. For
example, the way we have presented
the Group’s Key risks and Mitigants
has been updated to demonstrate how
our risk profile informs and aligns to our
capital requirements (SCR). We have also
updated our Key Performance Indicators
on pages 22-23 to reflect the importance
of the Solvency II position to the
effective management of our business.

In the coming years Solvency II will
continue to develop and inform the
way the Group manages risk and capital.
In 2017 the Group will, for the first
time, report its Solvency and Financial
Condition Reports (SFCR), which will
provide a standardised disclosure of
performance, risk management and
capital position of insurers.
Future and emerging risks
In addition to those risks that inform
our capital requirements the Group
constantly considers the broader risk
landscape, including new and emerging
risks and how they may impact
the business, our customers and
shareholders. One such area, that we
have been focusing on recently is the
threat posed by cyber attacks. During
2015 we performed a deep-dive
assessment of the impact a cyberattack would have on the UK power
distribution network and shared the
results with the PRA. The exercise
involved interviews with various
industry specialists both internally and
externally and led to an assessment
of the impact for the UK power network
and RSA as a company. The assessment
included:
• Identifying sources of both primary
(such as damage) and secondary
(such as business interruption) losses
which could arise from an incident
• A detailed review of policies and
assessment of RSA’s potential
exposure
• Assessment of the mitigating actions
the Group has in place, including
reinsurance covers.
As well as broadening our appreciation
of the risk landscape and potential
threat of emerging risks, this and
other deep-dive assessments are
presented to the Board to help inform
and refine the Group’s risk strategy
and risk appetite.
Outlook for 2016
During 2016 the risk team will continue
to work with the business to streamline
control processes and increase
efficiency. They will also focus on
monitoring market risks (including the
impact of inflation shocks) and IT risks
and controls. The external environment
and ongoing IT transformation has
made this a priority focus for 2016.
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