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CGNU cuts dividend to fund growth as insurer 
re-brands 

Dividend & capital allocation 

Q.  
You made the decision to cut the dividend in 2002 and that’s against a backdrop 
though of improved profits. Why is that? 

A.  
Well those two things are really entirely compatible. What we are reporting for 2001 is 
very strong growth. If we are to carry on funding that growth then we have to change our 
dividend policy to retain part of our earnings to allow us to carry on with the future 
expansion and by doing that, we are convinced that we will maximise shareholder value. 

Q.  
So what you're saying is that the dividend had effectively become a constraint on 
growing your long-term business? 

A.  
Yes. Our existing dividend policy was paying out in dividend our entire distributable 
earnings. We need to retain part of that earnings so that we can carry on with our growth 
strategy and in total create the maximum value within the company. 

Q.  
Now you’ve offered a good deal of disclosure on how you’ve been allocating your 
capital. The question I'd like to ask is have you got enough capital for your 
aspirations? 

A.  
Yes indeed we have. I think our disclosure shows that we are soundly and sensibly 
capitalised, efficiently capitalised, good return on that capital. And we've been careful to 
marry up our new dividend policy with our plans for the future so that on an organic basis 
we can support our growth against this rebate dividend and the existing capital base. 

Group branding 

Q.  
You’ve decided to rebrand the company Aviva and drop the CGNU brand. Why is 
that? 

A.  
Well first of all we really don’t think the letters CGNU work. They are very awkward and 
quite difficult. They are not a suitable worldwide brand. We’re just delighted to have 
obtained the Aviva brand. It is something we can use across all of our international 
operations. It’s going to give us a positive international identity and we can get much 
better benefit from our marketing budgets by linking them together to create a single 
stronger overarching company. So around the world we will rationalise our brands in a 
number of major countries. We will reduce just to the Aviva name. France is a good 
example of that, all our French companies will come under the Aviva brand. In a limited 
number of places where we've got a really strong local brand, such as Norwich Union in 
the UK, we will go for an affiliation in the form Norwich Union and Aviva Group Company. 

 
 
 
 
 



Q.  
How much will this rebranding operation actually cost?  

A.  
Well in fact surprisingly little. The vast majority of the cost can be met by redirecting our 
existing marketing budgets. Obviously we have quite extensive budgets and what we will 
simply do is to hold back a bit on some of the current spend and then use that to promote 
the new name as it comes in. Interestingly, acquiring the name and the trademark has 
only cost us about £1m to date. So you can see we are talking quite modest numbers for 
a group of our size. And of course there's a big payback at the end, because we will get 
the benefit of better value for our spend in the future with that international echo for the 
effect. 

Long-term savings: UK 

Q.  
Margins have been squeezed in the UK. Now isn't that a problem in your biggest 
market? 

A.  
Well margins are down in the UK but only a little and they are still very sound. We’re 
talking about 25.8 per cent, which is still a good margin. We know the UK is a competitive 
market, but it’s a strong and growing market for us. You can see how much our business 
has forged ahead here. What's happening is we’re selling higher volume of the lower 
margin business. That’s what customers want. It's good value product for our customers. 
We are selling so much more of it, you are still seeing our total new business added value 
go up by some 17 per cent over the year. So this sort of environment favours a company 
like us where we can sell large volumes of good value product. 

Q.  
The bulk purchase annuity market is growing but you’ve kept your distance from 
this area of business in spite of better margins. Why have you chosen to do that? 

A.  
Well I think it’s because our view is that they are not better margins. You can have as 
much of this business as you want providing you match the best price. It’s a very efficient, 
nearly perfect marketplace where price is the only thing that counts. We have proven 
administration capacity in that type of business. But our view of improving mortality for 
retired, for annuitants, is that the current pricing in this marketplace does not make it 
profitable and we are therefore not actively expanding our volume of business. If the 
pricing changes, you will see us writing large volumes. 

Q.  
So you're not likely to have a change of heart on this issue? 

A.  
We’re pretty clear about what we think about future mortality and investment assumptions. 
If the market comes in line with that, then you will see us writing larger volumes. 

Q.  
You’ve created a joint venture operation with the Royal Bank of Scotland and the 
NatWest subsidiary, but are you disappointed at the rate of sales growth, the 
product sales growth, in that venture? 

A.  
No, in fact what you can see from the current figures is it is really beginning to show the 
benefits of that deal. It is a slower start. It’s a joint venture company branded with the 
bank’s brand. So it takes a bit longer to get the new products up and running in exactly the 
right format to go to the regulatory training for their sales force, to get the systems right, to 
pick up those products in an electronic way and get them processed efficiently and fast. 
So there was a start up time. But you can see the growth as we've moved quarter by 
quarter coming much stronger in the last quarter and we’re confident that we can press on 
with further growth in the coming year. 

 
 
 
 



Q.  
So why do you believe that slower growth is necessarily better? 

A.  
Well this is a joint venture partnership where the interests of both parties are exactly 
aligned. It’s a little bit slower because the start up time was delayed while we got the 
products into the same brand and the appropriate format to exactly match that of our 
partners. But as we go forward, it’s more permanent, we believe it is more lasting and 
both parties have exactly the same incentive to keep it going. 

Long-term savings: Spain 

Q.  
You’ve created four Bancassurance deals in Spain and the products that you're 
selling through these bank branches are achieving margins in excess of 40 per 
cent. Why are these margins so high? 

A.  
Well because we've actually created an extremely efficient platform. We’re getting to the 
customers very effectively though their banks. We have an electronic processing system 
which is running at very low cost and the combination of that delivers high volume, low 
charge, good margin. 

Q.  
Are these sort of margins sustainable in your view? 

A.  
Well we've certainly sustained them for the last couple of years. We don’t see at the 
moment any particular clouds on the horizon. 

Q.  
You're obviously quite proud of your achievements in Spain. Is this the model that 
you want to roll out through the rest of Europe? 

A.  
Well no two markets are identical and one of our strengths as a group is that we have the 
experience to tailor the working model to fit in with that local marketplace. But the model 
we are using in Spain is very similar to the one we've been using in the UK and therefore 
we understand it and it’s well proven. So we will adjust it, but it’s working well in Spain and 
we are very pleased with it. 

Q.  
Considering the comments that you’ve made on surplus capital issues today, these 
Bancassurance deals don’t come cheap do they? 

A.  
Well I think they certainly come at good value as you’ve seen from the returns on there. 
We've invested something over £0.5bn in Spain but that’s taken us well into the top five in 
that marketplace from something like number 30 in there and as you’ve already said, it’s 
delivering volumes of business with some of the best profit margins available in Europe. 
So I think that’s a good deal and you can see the kind of returns it is generating for 
shareholders in the numbers we've disclosed. 

General insurance 

Q.  
(In General Insurance) You’ve achieved your target, 102 per cent combined 
operating ratio. How did you achieve that? 

A.  
We got out of the businesses that weren't performing. Particularly the US business and 
the big risk, the global risks businesses. We concentrated our portfolio onto personal 
lines, that’s motor, houses, small businesses. We were rigorous about our pricing 
increases and rigorous about our underwriting and finally we are very good at managing 
claims and that’s a very important part of the overall effect. 

 
 



Q.  
Can you continue to achieve that ratio across the underwriting cycle? 

A.  
That’s always been absolutely our aim – to build a business that was sustainable. That’s 
what we’re interested in. I believe it’s sustainable because we've invested in the systems 
and the expertise to keep it so. We've got to the 102 per cent ahead of our competitors, 
considerably ahead in some cases. So there is still pricing pressure down the line working 
in our favour. So I believe we've got there and we can maintain it. 

Q.  
What movement are you detecting in general insurance rates both in the UK and in 
your other markets? 

A.  
Well we’re still seeing pricing increases and those pricing increases moving somewhat 
ahead of claims increases. So last year typically in the UK we saw something like motor 
premiums going up by about 13 per cent for private car owners. A bit more, 18 or so if 
were talking about commercial or a fleet business and those increases are being 
sustained into the coming year. In other parts of Europe, they're often in a different part of 
the cycle but nevertheless we’re still seeing double-digit type pricing increases coming 
through.  

Q.  
Now clearly the events of September 11 had a significant impact on the general 
insurance market. What effect in particular have you experienced in terms of the 
cost and level of cover from reinsurers? 

A.  
Well can I just say first of all that as far as the impact on us was concerned we remain 
very happy with our £35m provision that we put in place for claims from that event 
anyway. As far as the broader reinsurance market is concerned, of course it has reduced 
capacity and reinsurers are interested in improving the terms and they are concerned 
about making sure they are not over exposed to issues like terrorism. What we have seen 
is that our portfolio, existing as it does very substantially on motor, household, small 
business risk, therefore a low risk style of portfolio, has actually been the kind of 
businesses that reinsurers have been interested in. So although overall rates have gone 
up, we've been insulated from a substantial part, although not all of that increase, and so 
far at least, we've been able to maintain our treaties as we would like them. And indeed 
we've been able to buy cover for the group to protect it down to maximum losses of 
£100m either from a major event or indeed from an aggregation of events during the 
coming year. 

 
 
 
Past share performance cannot be relied on as a guide to future performance  
 
 
 
  
Statements contained in this material, particularly those regarding the possible or assumed future 
performance, costs, dividends, returns, production levels or rates, prices, reserves, divestments, 
growth of CGNU, industry growth or other trend projections and any estimated company earnings 
relating to CGNU are or may contain projections or forward looking statements and as such involve 
risks and uncertainties. Actual results and developments may differ materially from those expressed 
or implied by these statements depending on a variety of factors.  
All the material provided is based on information available to CGNU on the date of 27 February 2002 
and CGNU does not assume any obligation to update or correct any error or omission in the 
information provided.  
This material is presented by CGNU and Cantos Communications Ltd for information only and does not 
constitute investment advice. While the information provided has been compiled in good faith, no 
representation or warranty is made regarding the accuracy or completeness of any information 
provided and CGNU and Cantos Communications Ltd shall not be liable to you for any error, omission 
or incompleteness in the information or any reliance you place on such information. 


