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Why is everyone talking about insurer pricing now?

£18.7bn

Total longevity

risk transfer by UK
pension plans
Including £6.4bn of
longevity swaps across
five transactions

2016: £12.8bn

Buy-in and buy-out volumes over time
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l 2017 was the second busiest year
ever despite no insurer writing a
transaction over £1bn.

35

Record number of
transactions between
£100m and £1bn
2016: 24 2015: 19

£12bn plus back- books

+I

£725m

Largest transaction by
asingle insurer

The Former Registered
Dock Workers Pension Fund
Full buy-in with PIC

£1.2bn

Largest volume
insured by a single
pension plan

Pearson Pension Plan
Split across two buy-ins



What has changed over the past 12 months?

0.3% pa
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0.2% pa

EU Referendum

Publication
of CMI2016
longevity

projections
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O.1% pa
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Buy-in pricing more
favourable than
holding gilts

Implied return on buy-in relative to gilt yields
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Buy-in pricing less
favourable than
holding gilts
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No such thing as a free lunch? + INSIGHT
Key Components of Pricing LCP

A
Return above Gilts

Risk adjusted
investment yield:

Gilts + 120bp

Longevity:
40bp

Rates and inflation
“'“““I" (inc. floors): c.15bp

------- \ A Expenses:

c.5bp

Cost of capital:
35bp — 50bp

Pricing Level: “gilts plus 25
basis points”




Asset sourcing is key for competitive pricing

Corporate bonds Overseas bonds
 e—
+
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Private debt Commercial mortgages
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Who wants to live forever?

The new trend in mortality improvements?
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Average rate of death in England & Wales for

100 | Trend | those over age 60, adjusted to remove impact
+0.7% of the population aging over the period
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Source: CMI data. Standard population is European Standard Population 2013. Ages 60 to 100



“The only area of life insurance that is making any + Neient

money?” LCP::

2012 2015
High level of competition 2007 9’ @ 28
amongst insurers e‘ , 9§ ’V
, e 2013 o e
201 2014 2016
2006 e

8 Insurers in the 6 Insurers quoting
market on full buy-outs
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Room for everyone?
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UK private sector pension liabilities predicted to fall from £1.8 tn to £0.6 tn over the next 20 years

Liability
transfers

—

Remaining
benefits

Pensions
paid

Buy-ins and Buy-
outs

PPF rescue
Transfers out
Consolidators?

Rate of insurance de-risking will be a key driver in how quickly this universe shrinks

Source: Institute and Faculty of Actuaries - Running Off Mature Schemes Working Party



What is the best way to remove longevity risk? + Neiont
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Timing is everything...

Target a Series of phased Longevity swap
full buy-out buy-ins strategies

RICHEMONT @Pearson BT"‘

PENSION

Dock workers FUND

e M&S = RS A*

SHOPE
DI RECT EST 1884




What is the best way to remove longevity risk? + Neiont

I ‘ PCLARITY
ADVICE

Timing is everything...

Target a
full buy-out

RICHEMONT

Dock workers
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Preparing your scheme for a full buy-out +LCPL;“L?;§,*T'TY
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Dock Workers Pension Fund

* Mature and well funded multi-
employer scheme

« Initially investigated full buy-out in
2013

» Carried out significant preparatory
work

* Able to move quickly over 2017

» Secure benefits on an “all-risk” basis



What is the best way to remove longevity risk? +
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Timing is everything...

Series of phased
buy-ins
@ Pearson

M&S

EST. 1884

FUND
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Using phased buy-ins to gradually remove
longevity risk

Uninsured
liability

Uninsured
liability

Uninsured Uninsured
liability liability

S

]
Further buy-in 1 Further buy-in 1

Initial Initial
buy-in(s) buy-in(s)

Initial
buy-in(s)

M &S @ Pearson S

EST.1884
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All liabilities
insured
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What is the best way to remove longevity risk? +

LCP

Timing is everything...
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Longevity swap
strategies
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Combining a buy-in and a longevity swap

Captive
insurers
Pension
Schemes
_ Buy-in
Buy-ins provider(s)

_|_

LCP

Reinsurer A
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Reinsurer B

Reinsurer C
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What should you do now? LCP:‘E?&E’

Understand the key drivers
O of pricing to help set

appropriate pricing metrics |_

Determine your long term
O objectives and set a strategy
accordingly

Start taking practical steps to
O allow you to implement your
chosen approach
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Contact us L P'NS'GHT

Ken Hardman, FIA
Partner

This generic presentation should not be relied upon for detailed advice or taken as an authoritative statement of the law. If you would like any assistance or further information, please contact the
partner who normally advises you. While this document does not represent our advice, nevertheless it should not be passed to any third party without our formal written agreement.

Our experts work in pensions, investment, insurance, energy and employee benefits.

. - ; %V Connect with us for updates
—&—  Join us at our next event + Share our insights and opinions + Watch and listen to our @LCP actuaries P
— ! www.lcp.uk.com/events on our viewpoint comments on topical issues m
+ www.lcp.uk.com/our-viewpoint Our YouTube channel LinkedIn

Lane Clark & Peacock LLP is a limited liability partnership registered in England and Wales with registered number OC301436. LCP is a registered trademark in the UK (Regd. TM No 2315442) and in the EU (Regd. TM No 002935583). All partners are
members of Lane Clark & Peacock LLP. A list of members’ names is available for inspection at 95 Wigmore Street, London, W1U 1DQ), the firm’s principal place of business and registered office. The firm is regulated by the Institute and Faculty of
Actuaries in respect of a range of investment business activities. Locations in London, Winchester, Ireland and - operating under licence - the Netherlands. © Lane Clark & Peacock LLP 2018 http://www.lcp.uk.com/emails-important-
information contains important information about this communication from LCP, including limitations as to its use.
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