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Our Thinking:

Thought Leadership
Our thought leadership papers deliver thought-provoking analysis
of key investment themes. Through focused and unique insights
into topical issues, we aim to provide investors with a deeper
understanding of the challenges and opportunities
within global investment markets.
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Introduction
Over the past 20 or so years, the company has
transformed from a traditional UK-focused
mutual life insurer, owned by its members, to
a successful, publicly listed global investment
company, Standard Life Aberdeen.
At Aberdeen Standard Investments, the investment
management business of Standard Life Aberdeen, we get many
questions from existing and prospective insurance clients
around the globe as to how we achieved this transition. In this
article, we document our journey.

“We have nearly 200
years’ experience of
managing our own
and third-party
insurance
assets – probably no
other asset manager
understands the
long-term needs of
this sector better.”
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Insurance industry background
- global drivers of change
There is a growing awareness among many insurers that their
current business models are likely to be unsustainable in the longer
term, as a number of factors combine to drive industry change.
• The past 30 years have been characterised by a secular fall in interest rates, which have
now reached record low levels.
• Modern risk-sensitive solvency systems in conjunction with market-based asset and
liability valuations have crystallised the true costs of the risks, including asset risks, on
insurers’ balance sheets. This restricts the choice of insurance investment strategy.
• More stringent conduct regulation, designed to protect customers from unfair treatment,
high commissions and opaque charging structures, presents additional requirements and
opportunities for insurers.

The cumulative effect of these pressures and constraints has led insurers to consider
alternative business models, typically characterised by the following features.
• Savings propositions are capital-light and outcome-based. This means customers take more
responsibility for managing their individual financial risks, supported by innovations such as
risk-based fund ranges. Our MyFolio range is an example of this.
• The investment solution is increasingly outcome-based and a key differentiator. Specialist
investment management skills are often needed to compete successfully.
• Charging structures are transparent, so the customer knows the costs of the proposition
and any advice received. Propositions are sold via professional, fee-based advisers.
These drivers of change, and our response, are behind the company’s business model
transition story.
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Our Life Company history in brief
Formed in 1825 and converting to a
mutual insurer in 1925, we have a long
track record of growth, diversification,
business flexibility and innovation. By the
1990s, we operated in a number of
international markets. The firm was
Europe’s biggest mutual insurer and one
of the strongest global life insurers.
Our core business offering previously consisted of traditional
capital-heavy, guaranteed life insurance savings products,
backed by high equity allocations. These products were sold by
independent advisers, who were remunerated using commission
funded by the customer through the product’s charging
structure.
As long as equity markets performed well and generated high
returns over long periods, this business model provided
outstanding investment returns for customers, rewarded
independent advisers and generated enough retained profits to

keep the business growing rapidly.
However, we recognised the risks inherent in this business
model. In the mid-1990s, the firm decided to diversify away from
the core UK life insurance business into other UK financial
services markets and geographies.
This built on an earlier push into mutual funds, and progress
already made in switching away from guaranteed savings and
investment products in favour of more capital-light
investment-linked offerings.
Diversification demanded a first-class investment management
operation. It led to the formation of a dedicated investment
manager, Standard Life Investments (name chosen to reflect the
brand and heritage of the Life Company parent).
As part of its effort to diversify geographically, the firm also
developed a joint venture life insurance and investment
management businesses in conjunction with Indian mortgage
finance firm, Housing Development Financing Company (HDFC).
These latter two steps have proved particularly rewarding
and lucrative.

Examples of product literature from the 1930s
Image reproduced courtesy of Standard Life Aberdeen Archive
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The creation of our asset
management business
Our stand-alone asset management
arm was created in 1998, the original
rationale being to help the firm attract
third-party assets for management. It
was felt that, realistically, this could not
be achieved by the investment
department of a mutual life insurer with
limited external investment credentials.
At the time, the asset management capability within our
insurance firm was considered to be inferior to that of
dedicated investment management companies. Our success
in the field of asset management helped to dispel the
generality of this perception.
Prior to that, our investment capabilities lay solely in the
insurance firm’s investment department. It mainly comprised
equity, fixed income and property functions, which supported
the insurance firm’s core traditional guarantee savings,
annuity and investment-linked products.
In order to attract – and retain – third-party assets, broader
asset capability had to be created and solid performance
track records established.
Achieving these ambitious goals required substantial
investment over a sustained period.
The development of a world-class asset manager was crucial
not only for attracting third-party assets for management but
also in providing innovative investment solutions. This
allowed us to offer effective, transparent, capital-light,
outcome-based propositions, equipping the business to
compete with wealth and specialist asset managers.
Several factors contributed to this success. In particular, the
company was given full autonomy to develop a new
investment firm and new investment brand, able to attract
and retain global third-party assets, rather than being a
manager of captive insurance assets. This was vital to attract
and retain talent, establish a distinct investment culture and
provide world-class investment solutions.
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Insurance risk-based capital
and market valuation in the UK
Risk-sensitive solvency and valuation
regimes – such as Europe’s Solvency II
and its numerous variants, including
the International Association of
Insurance Supervisor’s Insurance
Capital Standard – are rapidly being
adopted by insurers around the globe.
In the early 2000s, the UK’s Financial Services Authority (FSA)
was an early adopter of Solvency II-type ideas and thinking. As
well as its realistic balance sheet valuation approach, the FSA’s
individual capital adequacy standards (ICAS) regime introduced
genuine risk-sensitive solvency into insurance markets.
These initiatives were triggered by specific problems in the UK
market, in particular, the collapse of mutual insurer Equitable
Life. Their purpose was to improve insurance risk management
and provide more meaningful and risk-appropriate measures
of insurer solvency and financial strength.
Our Life Company realised it must strengthen its balance
sheet. To do this, it gave up its much-prized mutual status and
raised £1 billion of new equity capital. It used this to bolster
its financial strength and begin the business and product
model transition we describe here.
During this time, we became even more intently focused on
the rigorous management of risk and capital. For example,
the company started avoiding unrewarded market risk in
guaranteed savings products, unless such risks could be
substantially reinsured or hedged off-balance sheet to
third-party risk-takers.
Product model transition also began in earnest. Traditional
capital-heavy, long-term guaranteed savings and annuity
products were gradually displaced by more transparent
capital-light, outcome-based propositions. In these new
offerings, innovative investment solutions and componentry,
sold via highly professional, fee-based distribution models,
provided the added value.
Interestingly, we are seeing the new proposed fair value
accounting standard IFRS17 drive similar pressure for change
in certain Asian insurance markets. In these regions,
implementation of this standard is more imminent than
upgrading of risk-based solvency regimes. However, the
business outcome is likely to be the same, as insurance
markets seem likely to transition to capital-light,
outcome-based business models.
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Insurance distribution models in the UK
It used to be common practice in the UK
that, when an independent adviser
introduced a customer to an insurer, they
would receive commission from that
insurer. The insurer would recoup the
commission from the customer via the
insurance product’s charging structure.
The customer was often unaware of this
arrangement, sometimes believing the
adviser’s services to be free.

Outside the UK, commission models are still widely used in most
markets. However, fee-based models are beginning to attract
interest from regulators in both Europe and Asia and, we expect,
will eventually gain a foothold globally – simply because they are
better for customers.

The Retail Distribution Review (RDR), implemented in the UK
from 2012, essentially prohibited the use of traditional
commission-based insurance distribution models for insurance
savings products. It replaced them with fee-based models
(although commission is still allowed for insurance risk products
like term assurance).
Under fee-based models, the customer agrees the fee to be paid
to the adviser for advice received. Additionally, there is
transparency and disclosure for the customer regarding the
expected investment returns of an insurance savings product
and the associated charges.
As a company, we started introducing non-commission
distribution models into the Retail (individual business) and
Workplace (group business sold via employers) insurance
savings product channels from 2004, well before RDR. These
models fitted naturally with the transparent capital-light,
outcome-based propositions that our firm was increasingly
offering. Moreover, in the company’s view, non-commission
distribution models were in the best interests of customers.
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Our first computer
We purchased our purchased its first computer in December 1958.
Although relatively small for the time, the computer weighed two
tons and had to be lifted through a window of the George Street
office with a crane.
Image reproduced courtesy of Standard Life Aberdeen Archive.
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The insurance product model transition
In the early 2000s, the firm’s UK
Pensions and Savings business undertook
insurance product model transition
journeys for both its Retail (individual
business) and Workplace (group business
sold via employers) channels.
Over this period, sales of traditional, capital- heavy long-term
guaranteed savings and annuity products were gradually
switched off. In their place are more transparent capital-light,
outcome-based and fee-based propositions.
Related insurance innovations include a Self-Invested Personal
Pension product and the Wrap adviser platform. The latter

allows advisers to access their customers’ investments and
propositions all in one place. It also makes servicing and
reporting management of client accounts much easier and more
scalable, benefitting both advisers and clients.
Additionally, ahead of RDR and its restrictions on commission,
the MyFolio range of risk-based funds was designed specifically
to help advisers and customers understand, manage and control
investment risks.
More recent initiatives include the 1825 financial planning
business, created to fill a gap in the advice market. This followed
the introduction of pensions freedoms in the UK in 2014. With
pension savers now facing a huge and confusing range of
retirement options, 1825 advice aims to help prevent customers
making decisions that might lead to bad outcomes, and which
may be irrevocable.

‘Capital-heavy’ versus ‘capital-light’
Capital-heavy insurance products consume large amounts of capital on an insurer’s balance sheet. That is, they reduce the
amount of surplus capital in excess of their associated solvency, or economic, capital requirement. (This capital is subsequently
released when the product matures and leaves the balance sheet.)
Conversely, capital-light products consume relatively little capital. Moreover, under Solvency II, many of the capital-light,
outcome-based propositions insurers now offer are actually capital accretive. That is, whenever one of these propositions is
written on an insurer’s Solvency II balance sheet, it generates capital in excess of its associated solvency, or economic, capital
requirement. So, arguably, writing this type of business strengthens the regulatory balance sheet, while also generating asset
flows for the insurer’s investment manager.
From a client perspective, the capital-light approach effectively removes any guaranteed returns that certain products
used to offer. It also shifts investment risk from the insurer to the customer, so that the latter shoulders the everyday ‘ups
and downs’ of markets.
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Standard Life Aberdeen today
Chart 1 provides a pictorial
representation of Standard Life
Aberdeen’s transformation story and
highlights two more recent milestones
that, in particular, helped complete our
transition to a capital-light, global
investment company.

Previously, Aberdeen Standard Investments managed the bulk of
Phoenix’s assets. Post the sale of Standard Life Assurance
Limited, Aberdeen Standard Investments retained management
of Standard Life Assurance Limited’s assets through an even
stronger strategic relationship with Phoenix. As an important
part of the deal, Standard Life Aberdeen took a 20% stake in
Phoenix, demonstrating commitment to Phoenix and its
closed-book consolidation model.

The first of these was the merger of Standard Life Investments
with Aberdeen Asset Management in 2017. The merger combined
the strengths and capabilities of each firm, and diversified both
companies’ revenue exposure in terms of both geography and
asset class. It also provided scale, allowing the newly formed
publicly listed holding company Standard Life Aberdeen (SLA) to
invest for growth, innovate and improve operational efficiency.
The merger also led to the rebranding of the investment
managers Standard Life Investments and Aberdeen Asset
Management to form Aberdeen Standard Investments (ASI).
The second major milestone was the sale in 2018 of Standard Life
Assurance Limited to Standard Life Aberdeen’s strategic
insurance partner Phoenix Group. As a consequence, Phoenix is
now Europe’s largest consolidator of European closed-book life
insurance companies and a UK market leading writer of
capital-light, outcome-based pensions accumulation and
decumulation products.

The close strategic relationship with Phoenix has potential to
generate even more assets for management for Aberdeen
Standard Investments, as Phoenix continues to acquire and
grow. It is also facilitating the co-creation of innovative Solvency
II efficient insurance solutions – for example, the Private Markets
Fund Financing solution developed by Aberdeen Standard Investments from a Phoenix idea.
Standard Life Aberdeen also retained Standard Life Assurance
Limited’s capital-light platform businesses. This is now housed in
the Standard Life platform business, wholly owned by Standard
Life Aberdeen.
Notably, the sale of Standard Life Assurance Limited to
Phoenix marked Standard Life Aberdeen’s exit from UK and
European insurance. However, Standard Life Aberdeen still
retains its highly lucrative joint venture insurance businesses
in India and China.

Chart 1: Standard Life Aberdeen Journey from traditional life insurer to global asset manager
Exit From
UK/European
Insurance

Crisis point for
the company

SLAL
launched
1825

SLI
launched
1998

Demutualisation and
raised £1 bn
of fresh
equity
2006

Transition
from capital
heavy to
capital light
products and
move to fee
based
remuneration

Sale of non
core health
insurance and
retail banking
businesses
2010
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Sale of capital
heavy
Canadian
business in
advance of
Solvency II
2015

Merger with
Aberdeen
Asset
Management
2017

IPO of
HDFC Life
2017

IPO of
HDFC AMC
2018

Sale of SLAL
to Phoenix
and 20%
stake in
Phoenix
established
2018

Joint venture
with Virgin
Money
2018
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Today, Aberdeen Standard Investments is a global
investment manager, with total assets under management
of £505 billion worldwide (as at 31 December 2018), including
roughly £290 billion of insurance assets, making it a leading
manager of insurance assets globally.
Standard Life, the platform company, provides vital online
services to financial advisers through the Wrap, Elevate and
Parmenion platforms. These allow advisers to access and
manage their clients’ investment portfolios efficiently.
Additionally, they provide facilities for investments to be
selected, bought and sold.
Advisers can also use the platforms to access educational
programmes and webcasts, as well as company literature,
research and investment insights. We expect that the

development of platform businesses will accelerate globally, as
insurance markets transition to capital-light, outcome-based and
fee-based insurance savings models.
Strategic Investments include the 20% Phoenix stake and joint
ventures in India and China. In India, SLA has stakes in HDFC
Asset Management and HDFC Life, providing footholds in one of
the world’s fastest growing markets. The stake in Heng An
Standard Life (HASL) in China gives potential access to one of the
biggest pools of financial assets globally, and the possibility of
playing a significant role as the Chinese pension market
develops.
The current high-level corporate structure of Standard Life
Aberdeen today is represented in Chart 2.

Chart 2: Standard Life Aberdeen - corporate structure

Standard Life Aberdeen
(Listed Holding Company)

Aberdeen Standard Investments

Standard Life

Strategic Investments

(Asset Management)

(Platform Company)

(Phoenix, Indian Life and AMC
JVs, Chinese Life JV)
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Expanding our global footprint

Standard Life Aberdeen continues to grow through innovation and diversification.
Today, the company has operations across the globe (see Chart 3).

Aberdeen Standard Investments – Our global reach

Chart 3: Aberdeen Standard Investments - Our Global Reach
A presence in over 40 locations keeps
us close to our client-base.
Map correct as at 30 April 2019.
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Important information
Investment involves risk. The value of investments, and the income
from them, can go down as well as up and an investor may get
back less than the amount invested. Past performance is not a
guide to future results.
Aberdeen Standard Investments is a brand of the investment
businesses of Aberdeen Asset Management and Standard
Life Investments.
The information herein should not be considered an offer, investment
recommendation, or solicitation to deal in any financial instruments or
engage in any investment service or activity. The information is
provided on a general basis for information purposes only, and is not
to be relied on as advice, as it does not take into account the
investment objectives, financial situation or particular needs of any
specific investor.
Any research or analysis used to derive, or in relation to, the
information herein has been procured by Aberdeen Asset
Managers Limited and Standard Life Investments Limited (together
‘Aberdeen Standard Investments’ or ‘ASI’) for its own use, and may
have been acted on for its own purpose. The Information herein,
including any opinions or forecasts have been obtained from or is
based on sources believe by ASI to be reliable, but ASI does not
warrant the accuracy, adequacy or completeness of the same, and

expressly disclaims liability for any errors or omissions. As such,
any person acting upon or in reliance of these materials does so
entirely at his or her own risk. Past performance is not indicative of
future performance. Any projections or other forward-looking
statements regarding future events or performance of countries,
markets or companies are not necessarily indicative of, and may
differ from, actual events or results. No warranty whatsoever is
given and no liability whatsoever is accepted by ASI or its affiliates,
for any loss, arising directly or indirectly, as a results of any action
or omission made in reliance of any information, opinion or
projection made herein.
The information herein is protected by copyright, however it may
be quoted, provided the source is acknowledged. It may not be
reproduced, copied or made available to others for commercial
purposes without our permission. ASI reserves the right to make
changes and corrections to the information, including any opinions
or forecasts expressed herein at any time, without notice.
Please note that some of the investments referenced in this
publication are not authorised for distribution in all of those
jurisdictions in which we operate. For further information,
please speak to your usual contact or visit our website
www.aberdeenstandard.com

This content is available in the following countries/regions and issued by the respective entities detailed below:
Europe, Middle East and Africa
United Kingdom (UK): Aberdeen Asset Managers Limited, registered in Scotland (SC108419) at 10 Queen’s Terrace, Aberdeen, AB10 1XL. Standard Life
Investments Limited registered in Scotland (SC123321) at 1 George Street, Edinburgh EH2 2LL. Both companies are authorised and regulated in the UK by the
Financial Conduct Authority. Austria, Belgium, Cyprus, Denmark, Finland, France, Germany, Gibraltar, Greece, Iceland, Ireland, Italy, Luxembourg, Malta,
Netherlands, Norway, Portugal, Spain, and Sweden: Aberdeen Asset Managers Limited, registered in Scotland (SC108419) at 10 Queen’s Terrace, Aberdeen,
AB10 1XL. Standard Life Investments Limited. Registered in Scotland (SC123321) at 1 George Street, Edinburgh EH2 2LL. Both companies are authorised and
regulated in the UK by the Financial Conduct Authority. Switzerland: Aberdeen Standard Investments (Switzerland) AG (“ASIS”). Registered in Switzerland under
company no. CHE-114.943.983. Registered Office: Schweizergasse 14, 8001 Zurich. ASIS holds a distribution licence from FINMA. Abu Dhabi Global Market
(“ADGM”): Aberdeen Asset Middle East Limited. Regulated by the ADGM Financial Services Regulatory Authority. Aberdeen Asset Middle East Limited, 6th floor, Al
Khatem Tower, Abu Dhabi Global Market Square, Al Maryah Island, PO Box 5100737, Abu Dhabi, United Arab Emirates. South Africa: Aberdeen Asset Managers
Limited (“AAML”). Registered in Scotland (SC108419) at 10 Queen’s Terrace, Aberdeen, AB10 1XL. AAML holds a Category I financial services provider (FSP) licence in
terms of the Financial Advisory and Intermediary Services Act, 2002, (FAIS) under licence 43675 and also holds professional Indemnity Insurance. The FSP licence
entitles AAML to provide “intermediary services” (as defined in FAIS) to South African clients in relation to shares; money market instruments; debentures and
securitised debt; warrants, certificates and other instruments; bonds; derivative instruments; participatory interests in Collective Investment Schemes; foreign
currency denominated investment instruments; long-term deposits; short-term deposits and participatory interest in a hedge fund.
Asia-Pacific
Australia and New Zealand: Aberdeen Standard Investments Australia Limited ABN 59 002 123 364, AFSL No. 240263. In New Zealand to wholesale
investors only as defined in the Financial Markets Conduct Act 2013 (New Zealand). Hong Kong: Aberdeen Standard Investments (Hong Kong) Limited.
This document has not been reviewed by the Securities and Futures Commission. Indonesia: PT Aberdeen Standard Investments Indonesia. PT Aberdeen
Standard Investments Indonesia is an investment manager license holder, registered and supervised by the Indonesia Financial Services Authority (OJK).
Japan: Aberdeen Standard Investments (Japan) Limited Malaysia: Aberdeen Standard Investments (Malaysia) Sdn Bhd, Company Number: 690313-D. The
People’s Republic of China (“PRC”): Aberdeen Standard Asset Management (Shanghai) Co., Ltd in the PRC only. Taiwan: Aberdeen Standard Investments
Taiwan Limited, which is operated independently, 8F, No.101, Songren Rd., Taipei City, Taiwan Tel: +886 2 87224500. Thailand: Aberdeen Standard Asset
Management (Thailand) Limited. Singapore: Aberdeen Standard Investments (Asia) Limited, Registration Number 199105448E.
Americas
Brazil: Aberdeen Standard Investments is the marketing name in Brazil for Aberdeen do Brasil Gestão de Recursos Ltda. Aberdeen do Brasil Gestão de
Recursos Ltda. is an entity duly registered with the Comissão de Valores Mobiliários (CVM) as an investment manager. Canada: Aberdeen Standard
Investments is the marketing name for the following affiliated entities: Aberdeen Standard Investments Inc. and Aberdeen Standard Investments (Canada)
Limited. Aberdeen Standard Investments (Canada) Limited, is registered as a Portfolio Manager and Exempt Market Dealer in all provinces and territories of
Canada as well as an Investment Fund Manager in the provinces of Ontario, Quebec, and Newfoundland and Labrador. Aberdeen Standard Investments Inc. is
registered as a Portfolio Manager in the Canadian provinces of Ontario, New Brunswick, and Nova Scotia and as an Investment Fund Manager in the provinces
of Ontario, Quebec, and Newfoundland and Labrador. Both entities are indirect wholly owned subsidiaries of Standard Life Aberdeen plc. United States:
Aberdeen Standard Investments is the marketing name for the following affiliated, registered investment advisers: Aberdeen Standard Investments Inc.,
Aberdeen Asset Managers Ltd., Aberdeen Standard Investments Australia Ltd., Aberdeen Standard Investments (Asia) Ltd., Aberdeen Capital Management LLC,
Aberdeen Standard Investments ETFs Advisors LLC and Standard Life Investments (Corporate Funds) Ltd.

The author would like to thank Karyn Williamson, Company Archivist, for her help in procuring the images used in this paper.
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Who we are
Aberdeen Standard Investments is the largest active
manager in the UK and one of the largest in Europe*. It has
a significant global presence and the scale and expertise to
help clients meet their investment goals. The investment
needs of our clients are at the heart of what we do. We
offer a comprehensive range of investment solutions, as
well as the very highest level of service and support.
*as at 30 Jun 2018

Our thinking
Visit our website to access our range of thought leadership
papers, insights on current events effecting markets, our
market and economic forecasts, plus tools to help you
make better investment decisions.

Contact us
For further information, please speak to your usual contact
or visit our website: www.aberdeenstandard.com

Visit us online
aberdeenstandard.com
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