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Introduction

* We have been seeing an increase in Merger & Acquisition (M&A)
activity in the market place over the last few years. We expect to see
more activity in the market going forward due to a number of drivers.

* As part of this session, we will discuss the recent trends in the market,
looking at some recent activities and exploring the drivers behind
them. We will also provide a detailed walkthrough of the different
phases of a deal and the considerations in each of these phases.
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Agenda

1. Trends
2. Observation of changing process

3. Summary

Disclaimer

* The views expressed in this
presentation are those of the
presenter

* This presentation is of a
general nature and is not
intended to address the
circumstances of any
particular individual or entity
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UK Private & Public Equity

In the UK, transaction activity is starting to build up pace, driven by new money (Private
Equity and Public Equity)
Cinven to purchase Partnership Assurance in £160 million deal

June 2008 — www.citywire.co.uk

Just Retirement set for return to market

October 2013 — www.ft.com

Cinven eyes £1bn valuation for Partnership
listing

May 2013 — www.ft.com

2008 2009 2010 2011 2012 2013

—

MGM Advantage sold to TDR
Capital

Sept 2010- AXA February 2013 — www.money marketing.co.uk

Aug 2009 — www.wikipedia.com

Permira bugs Just Retirement
September 2009 — www.citywire.co.uk CINVEN vaUiTES Guardian

November 2011 — www.reinet.com

Drivers (Buy)

5 Institute
. ﬁost of debt ’ . Syn;-:rgles and Faculty
. evy SOIUTCES [0} * Scale of Actuaries
equity finance
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We also see strategic moves driven by either external or internal factors
Phoenix transfers £5bn annuity book to Guardian Drivers (Buy / Merge)
June 2012 — www.citywire.co.uk
* Scale
« Synergies
« Business goals
Jan 2012 June 2012 Jan 2013 June 2013 Dec 2013
L&G buys annuity specialist Lucida for
£151million in a boost to its retirement
portfolio
June 2013 — www.thisismoney.co.uk
Drivers (Sell / Merge) Phoenix in talks Lo merge wilh Swiss Re umil
« Low interest rate * Low margins July 2013 — www.telegraph.co.uk
environment * Static new business Institute
« Specialist insurers (technical * Regulatory compliance and Faculty
of Actuaries

/ competition)
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European

There have been a number of activities in the wider European markets

ING sells Latin
American business
to GrupoSura for
US$3.85bin

July 2011~ ING

launches ICBC-
AXA Life in China
July 2012—- AXA

ovember 2013 - ING

Swiss Re considering

to dispose Aurora US
October 2013 - Bloomberg

2009-2010 - ING

Aviva announces intent to cut
16 underperforming business

(including Aviva S. Korea)
July 2012 — www.bbc.co,uk

o AlA for €1.3bIn
October 2012- NG

2013 2014

US$1.27bl

May 2013- Bloomberg

@iva se

usiness for £1.
October 2013 — Moneymarketing.co.uk

Lloyds sells German life

insurance unit to CINVEN

Partners and Hanover Re
October 2013 — Morneyiiar keuiy.cu.uk

07 November 2013
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Disposal of non-core business
November 2013 - ING
Drivers ING s_ells Latm
« Regulatory American business
» None-core business to GrupoSura for
« Freeing up capital US$3.85bin
July 2011~ IN
2010 2011 2012 2013 2014
Aviva announces intent
to cut 16
underperforming
E%% es ING Dﬁﬁi;&%ﬁ%g% business (including October 2013 — Moneymarketing.co.uk
In Conata, His Tl SMYELS- Kareslo L
Australia.
2009-2010 - ING Lloyds sells German life
insurance unit to CINVEN
Betobel 015 Ne Partners and Hanover Re
October 2013 — Morneyiiar keuiy.cu.uk
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European - Strategic

There have been a number of activities in the wider European markets

AXA launches ICBC-
AXA Life in China
July 2012— AXA
AXA acquires HSBC Asian Gl business

and enters long term agreement
March 2012— AXA

Swiss Re considering
to dispose Aurora US
October 2013 — Bloomberg

Jan 2013—- AXA

2011 2012 2013 2014

]

usiness to
up |

Swiss Reto investupto
USD 425 million in FWD

Group (ING H
Thailand)
October 2013 - Swis
nz acquires Turkish
api Kredi Si

an Operation

Sept 2011- AXA

Drivers

* None-core business e
« Freeing up capital Al
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» Growth areas
» Scale — consolidation of legacy business

March 2013- Allianz
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Drivers — Seller

There are a number of drivers for firms seeking to consolidate away from non-core activity,
many of which are inter-linked.

Capital base
* Low interest rate environment
« Solvency Il expectations
« Freeing up capital for growth

Competition Capability / Focus
« Innovation introduced/New Technology & Technical

specialist insurers - Expertise
p Divest non- P

« Margins low on many
product lines

« Traditional market/static new
business levels

core business

Distribution channels
Investment capability
Specialist insurers
Non-core business

Regulatory
« Two new regulators PRA & FCA — tougher regulatory
environment (e.g. Conduct agenda by FCA)
« Additional capital requirements
« Business model analysis Institute

« New regulations — need to be more competitive and Facu[ty
of Actuaries
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Drivers — Buyer

The acquiring firms are able to gain the following benefits:

Increase confidence
Solvency Il clarity
Economic confidence
Investor appetite
Business goals

Leveraged model
» Cost of debt
* New sources of equity
finance

Build scale
« Increase in business size —
economies of scale
 Assets under management

Acquire
complementary
portfolio

Synergies
Capital
Expenses
Investment strategy Institute
Bigger book of business and Faculty
of Actuaries
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Mutuals

The mutual sector has continued to consolidate

FSA issues CP 12/38: Transfer of The Children’s
Mutuality and with-profits Mutual into Forester Life
funds: a way forward April 2013 - www.thechildrensmutual.co.uk

Royal London completes Royal =~ December 2012-F5A

Liver takeover

July 2011 — www.
moneymarketing.co.uk

2010 2011 2012 2013 2014

FSA starts Project

Chrysalis MGM Advantage sold to TDR Regulators approve Royal
Yy Capital London's £219m Co-op deal
October 2009 - FSA February 2013 — www.money marketing.co.uk July 2013 — www.fundweb.co.uk
Institute
and Faculty
of Actuaries
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Mutuals — Drivers and Challenges

We expect more consolidation in the Mutuals market

Key Drivers

« Tougher regulatory pressure: Prior
pressure from Project Chrysalis but FSA has
taken a new approach through CP 12/38.
What is the new FCA's view/approach?

Close book business, business in run off.
Many small and medium mutuals with
inefficiencies.

Increasing expense ratios

Return on policyholder’s assets becoming
challenging

Solvency Il

Challenges

« Value of independence and identity: Pride,
affinity groups, history.

Different business constitutions, rule books,
charters, and even Acts of Parliament. Makes
it hard to integrate.

Member votes — different profile of members
(cohorts)

Delegate mutuals

%E‘Eg Institute
23 |t
07 November 2013 13
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Stakeholders

Transaction involves a number of
stakeholders. Balancing these interests is
key to ensuring the deal could be
finalised.

In the following slides, we walk through a
transaction time-line and highlight how
perceptions and views are evolving and
influencing the process.

Policyholders
(Mutuals)

Consultants

Different

stakeholders ivEsiEE)

Shareholders/
Bondholders

Management
Regulators (acquiring
or selling)
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Phases — Overview

* We have simplified the deal / transaction timeline into six separate
distinct phases for simplification, as set out below:

Preparatory Deal
discussions/ evaluation/
Phase 1 bid Phase 2 bid

Activities /Activities iActivities

Decision to buy/

sell/merge

+ Initial decision by ' Initial discussion i+ Due diligence
Insurer/Private . |nitial stage to i process
Equity to buy, sell | shortlist potential = Further
merge or list i buyers (priorto | investigation/
(IPO) © sharing ! negotiation

| proprietary .
! information)

Outcome ‘Outcome iOutcome

« Decision made Demonstration of Final bid/binding

« Public | intent/interest . offer
announcement of Initial non-binding
intent (IPO) | offer

« Contact of
potential buyers/ |
sellers/partners

Finalisation/
integration

Synergies Deal

evaluation closure
iActivities iActivities

= Acquire i+ Integration

)

lamod

and Faculty
of Actuaries

| synergies 1 regulatory process

i+ Merger/ | approval I+ Realisation of
i Acquisition impact;+ Payment ! synergies

i analysis « Agreementof |

1 T&Cs

‘Outcome ‘Outcome ‘Outcome
Report of - Finalise M&A - New efficient
| potential ' Public | entity

| synergies | announcement |

i including i i

| estimated value PR

=997 | Institute

Yo
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Phases — Decision

w Share performance since January 2011 vs, FTSE 250 and FTSE350 Life Sector
Analyst/Investors ]
. . . Laars -
Market reaction, analyst perception will m &
depend on a number of factors and may
dictate Management/Board decision. T

Discussed in future slide.

8 analyst coverage

Decision to buy/

sell/merge

Cost-cutting helps Aviva's turnaround

“Shares in the £11billion insurer hit a two-year high as they
Management / Board extended their recovery from a shock 27 per cent dividend

Internal study of cost and benefit cutin March.”

of proposed activity. May bring in WWW.EXpress.co.uk

consultants and analyst to

provide input.

< # | Institute
r&ﬂ»\ and Faculty
25725 | of Actuaries
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Phases — Preparatory discussion / Phase
1 bid

Management/Board
Expectation of regulatory engagement
Relative valuation is critical

Insights

* We have observed a wide spectrum of levels and effort
of due diligence performed in submitting the initial non-
binding bid
There is a risk that if an appropriate relative valuation
cannot be agreed or if there are differences in
expectations, the deal/process may end prematurely.

Preparatory
discussions/
Phase 1 bid

Banks’ key considerations
Rating agency model *  Covenants
Cash emergence ¢ Quality of management
Banks
« Indicative pricing
required by banks Seniority of debts

if debt financing
for deal is

Gearing ratios

required ] Institute
ﬁ and Faculty
L2000 | of Actuaries
07 November 2013 18
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Phases — Phase 2 bid

Regulators Insights
« Two separate

regulators with « The approach to evaluation for phase 2 is

different agendas unchanged, but the focus will be on cash and return
of capital employed

« Discussed in future
slide Capital requirements including Solvency Il will also
be of key consideration

Deal
evaluation/
Phase 2 bid

Insights

Valuation hurdles

Management/Board —
change of focus in Due
Diligence Model a series of dividends and assumed exit strategies
Conduct agenda
Solvency Il ) ) .
Governance issue Economic value more important that MCEV/EEV type valuation

Remains cash generation driven

Return on capital employed

Valuation hurdles

and Faculty
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Regulators — PRA/FCA

The split of the FSA into the PRA and the FCA has created two organisations with

different objectives when assessing M&A activity

PRA FCA

« Change in control opportunity to impose « Governance of organisation

additional buffers. .
« Outsourcing arrangement

* Solvency Il - -
) . * Market competition

preparedness/integration/approaches

« Fair treatment of policyholders (especially With

* Group capital adequacy/Capital requirements Profits policyholder)

post merger (Solvency Risk)

- « Different views on ICA and limited discussion.
» Level of supervision

) « Conduct issues
* Use of own advisors

Institute
and Faculty
of Actuaries
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Solvency I

Solvency Il is back on the agenda

» All deals must provide forecasted Solvency Il figures — to consider impact of
M&A under Solvency Il framework.

* Not just the figures
— How to integrate IMAP
— ORSA processes
— Disclosure
— Governance
— Data systems

— Legal structure

Insights

We are however still seeing some uncertainties

in the final form of Solvency Il and a reluctance
to allow potential impacts to derail potential
deals
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and Faculty
of Actuaries

07 November 2013

21

Phases — Phase 2 evaluation and bid

Regulators
« Two separate
regulators with
different agendas
« Discussed in future
slide

Deal

Insights

« The approach to evaluation for phase 2 is
unchanged, but the focus will be on cash and return
of capital employed

Capital requirements including Solvency Il will also
be of key consideration

evaluation/
Phase 2 bid

Management/Board —
change of focus in Due
Diligence

Conduct agenda
Solvency Il
Governance issue
Valuation hurdles

Insights

Valuation hurdles
Remains cash generation driven
Model a series of dividends and assumed exit strategies
Return on capital employed

Economic value more important that MCEV/EEV type valuation

and Faculty
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Valuation methods

EV - comparison

Mkt capitalisation st a percastage of smbrdded valus a1 2t 31 Dvcrmbes 210, 1011 and 2012

* EV(MCEV or EEV) is a start point

* The appropriate is the EV valuation method is less relevant to a
mature market, where focus is on cash generation and economic
value with focus on the size and timing of the cash emergence.

« There have been a number of papers written on reconciling EV to
Market Cap in the past +2%

NBV remains a key measure in high growth emerging market areas.

Projected returns

Value

. EY PN

Year 2995 | Institute
Dividend payments ‘ Exit value = x% of forecasted EV or @&Q\% and Faculty
received MCEV '-‘&;. of Actuaries

1. http://www.towersperrin.com/rfs/2001-3 New%20Improved%20EV%20for%20MCEV%20thought%20leadership.pdf
07 November 2013 2. http:/iwww.towersperrin.com/tp/getwebcachedoc?webc=TILL/USA/2001/200103/2002041913.pdf 23
3.https://www.towersperrin.com/tillinghast/publications/presentations/Market_Consistent_Valuations/MCV_IAAust.pdf

Phases — Synergies/Integration

Capital synergies can be used to release cash or to reduce strain of funding in a deal. We
will provide a example of how capital synergy could be achieved

Finalisation/

Synergies

evaluation integration

Combined entity is P1

Combined co. - less assumed constrained meaning Implies target has
Acquirer Target purchase price of £210m that the excess £200m net assets

Pillar Pillar Pillar Pillar headroom of P2 over and £100m VIF.
Capital synergy 1 2 1 2 Pillar 1 Pillar 2 P1 can be used to

Assume purchase

Cap Resrcs. 300 reduce the strain of price is 70% of EV
CapResics.Req. 400 700 60 100 460 720 funding the deal. ~ £210m
Cap Mgmnt Pol. 200 245 30 35 230 252
Excs. CR over The net capital
cmp 400 355 110 165 300 418 outlay reduced by
Excs. P2 47.
headroom ovr P1 -45 55 118
{ o
Assume 10% additional 2 # | Institute
diversification benefit @\.\ and Faculty
LB | of Actuaries

07 November 2013 24
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Phases — Synergies/Integration

Capital synergies can be used to release cash or to reduce strain of funding in a deal. We
will provide a example of how capital synergy could be achieved
New Management

« Data “true up” is an ongoing issue. + Negotiation of appropriate clauses to
«  Agreement of roles post M&A. allow for spread/market movements

« Exit clauses for approval < Additional cost and diversification
benefit

Synergies Finalisation/
evaluation integration

Policyholders (Mutual)
« Vote to accept or decline merger/sell.
« Focus will be on protection of policyholder value

Regulators
+  Granting of final 2K
approve?l i Sig’x‘. Institute
h&ﬁ\.\ and Faculty
e85 | of Actuaries
07 November 2013 25

Summary

* While we have seen an increase in activity M&A space in the recent years.
We expect this to continue.

» Review of cash generation remains the key focus

» Broader focus of due diligence (not just EV). Considerations around
governance, conduct and integrations issues are becoming more central to the
due diligence process.

« Solvency Il is now becoming clearer (hopefully), we expect with the details of
Solvency Il becoming more “set in stone”

5 R
) SE%% Institute
h&ﬁ\.\ and Faculty
e85 | of Actuaries
07 November 2013 26

15/11/2013

13



Expressions of individual views by members of the Institute and Faculty of
Actuaries and its staff are encouraged.

The views expressed in this presentation are those of the presenter.

SR
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Synergies: Capital

Capital synergies can be used to release cash or to reduce strain of funding in a deal. We
will provide a example of how capital synergy could be achieved.

Buyer Target
Excess Pillar 2 headroom Excess Pillar 2 headroom
1,500 1001300 over Pillar 1 = £-45m 1,500 over Pillar 1 = £-55m
5 1,000 700 5 1,000
] 400] 400355 @
= 500 245 = 500 300
200 200
g g 60 100 30 35 110165
0 0 ol o 7T am
Cap Resrcs. Cap Resrcs. Cap Mgmnt  Excs. CR Cap Resrcs. Cap Resrcs. Cap Mgmnt  Excs. CR
Req. Pol. over CMP Req. Pol. over CMP
mPillar 1 mPillar 2 EPillar 1 mPillar 2
Combined entity is
Combined Comp Excess Pillar 2 headroom P1 constrained Implies target has
1,500 1390 over Pillar 1 = £-55m meaning that the £200m net assets
" Net capital outlay reduced excess headroom of and £100m VIE.
— 1,000 by,£47m P2 over P1 can be Assume purchase
— 460 used to reduce the price is 70% of EV
2 500 230252 strain of funding the = £210m
> deal
0 N
Cap Resrcs. Cap Resrcs. Cap Mgmnt  Excs. CR *ﬁ $ .
Req. Pol. over CMP A9 s | Institute
=pilar 1 W Pillar 2 ,-;!E},‘;\ and Faculty
s | of Actuaries
07 November 2013 28
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Phases — Deal closure

Insights Bondholders Regulators
Depending on covenants, may «  Granting of final
have a say about the deal approval

Focus will be on solvency post
merger

« Interest of all stakeholders need to be considered
for a deal to be successful

Investors/Shareholders
Vote to accept or decline merger/sell
Focus will be on return on equity, stock price

Deal
closure

Policyholders (Mutual)
Vote to accept or decline merger/sell.
Focus will be on protection of policyholder value

Banks

« Provide financing
for deal

« Agree covenant

Management/Board

Decision to accept or decline sell/merger
Negotiation of appropriate allowance due to

o
spread/market movements and impact on value 3.?1’5';‘5,5 Institute
Agreement on any exit clause @&ﬂ@ and Faculty
220 | of Actuaries

07 November 2013 29

15



