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Retirement populations across
Asla are growing

Proportion of population above age 65 by country and year
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Average Retirement Age

Funding longevity an increasing
Issue for Asia

Life Expectancy vs Average Age at Retirement
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Expected to
live for 20 years
after retirement

A tendency to look at
the average future
lifetime after retirement.

A need to look at the
distribution of future
lifetime and the impact
on retirement provision.

Life expectancy also
increasing, in some
countries dramatically.
World Bank cites that
Asia ageing faster than
any other region in the
world.




Funding longevity an increasing

Issue for Asia

Average Male Net Replacement Rate
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Net Replacement Rate
("NRR”) is defined as the ratio
of pension income over the
average life time earnings of
the individual, net of individual
taxation. Rule of thumb is for
the NRR to be 60-70% of
preretirement income.

NRR for Asian countries are
visibly lower than more
developed countries and for
some lower than the OECD34
average.

A sense that many systems
are ‘unsustainable’ (e.g. a
combination of generous
benefits, low contribution,
ageing populations, low
retirement ages, lack of
enforceability etc.).




Asia Retirement Survey

* Milliman conducted a comprehensive survey of over 100 insurance
companies and financial institutions across Asia. The demographics are as
follows:

# of respondents
0 5 10 15 20 25 30 35 40 45 50

Australia 43
Hong Kong 18
India 12
Indonesia 11
Malaysia 9
Singapore 10
Taiwan 11

Thailand 5

Source: Milliman Asia Retirement Survey




Asia Survey Findings

Q: ‘Are the retirement income Q: ‘Is the retirement system
provisions adequate?’ sustainable?

The system needs a complete

Yes, adequate for the majority of A

the population overhaul in order to survive for

the next 20 to 30 years.

»
»

Adequate for around 60 to 90% of

the population nﬁ

Significant changes are required
in the next 20 to 30 years.

Adequate for around 30 to 60%
of the population

Some small changes may be

a required, but the system is
Adequate for less than 30% of the broadly sustainable in the next

20 to 30 years.

population g e
@ £ T
~
Yes, the current system should
y

v be sustainable for the next 20 to
30 years.

No, the provisions are completely

inadequate

Source: Milliman Asia Retirement Survey results, using weighted average







Empowering clients to achieve
thelr Ilfestyle goal

Confidently




Realignment required

Current business models have evolved
based on a environment that is now under
threat:

* Accumulation focus

« High levels of disengagement

« Conflicted & commission led advice
practices

< Communications and marketing
approaches based on product centric
business models

* Limited use of technology




Business in the “Age of You”

To truly become a member centric
business, pension funds (and life
insurance companies) need to become a
valued partner:
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» Laser focus on member goals

* More sophisticated member
segmentation

» Tailored communications, investment
strategies & product solutions

* Interactive & on-demand content

* Engagement & education in a format fit
for various segments

» Access to advice & support services

* Increasing focus on technology & best
of breed business models
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Otherwise...

Chevron

Mobil




Developing robust retirement
solutions is a three legged stool

* Product Toolkit
* Analytics, Advice & Education

 Data & Personalisation /
Tailoring

« Covered with a sturdy layer of
engagement & ongoing
communication
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Asia Survey Findings:
Product Development

Investment-linked products Q: ‘What products is your company developing
for your country’s retirement market?’

— Australia: 14%

% of Respondents Selected

— Others: 71% 0% 10% 20% 30% 40% 50% 60% 70% 80%
. Vanilla investment products (e.g. mutual I : : : : 0. I I I
- Annuity products Phtu 42%
Capital protection investment products (e.g.
— Average 36% guaranteed income funds)
o Investment-linked products with insurance
— Insignificant for components (e.g. unit-linked) 1%
Indonesia and Malaysia Par/with-profit accumulation products
« Universal Life Annuities and its variants
_ Hong Kong (61%) Property/equity release and its variants
Singapore (60%) and Variable annuities and its variants
Taiwan (45%)
Universal life and its variants
— Virtually none in other N
countries one
. Other (please specify)
* Equity release
[ | ia =
- Average 2% Australia Others Source: Milliman Asia Retirement Survey
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Risk management rather than
return management?
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Must begin with a deep
understanding of pension dynamics

- Government guaranteed

* Indexed

Lifetime income

« Means tested
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Asia Survey Findings

Q: ‘What are the most important features in a retirement income
product for the consumer?’

% of Respondents Selected

0(.)/0 5?/0 1(?% 15:% 2(?% 25.%
Capital protection 1oYo 19%
Flexibility to vary income or access capital 13% 18%
Guaranteed income 1% 20%
Low fees 140/1040/0
Simple to understand/manage 14% 16%
Tax advantages 12%13%
Investment choice 6% 9%

m Australia mOthers
Source: Milliman Asia Retirement Survey
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Product Considerations

Provider bears

. . Lifetime Annuities
iInvestment risks

Term Annuities

Variable Annuity

Provider bears
longevity risks

Customer bears

longevity risks
Participating

Unit-linked Tontine Equity Release

Income drawdown Customer bears

Investment risks Source: Miliman

28 April 2017



Product Considerations

Q: ‘Are guaranteed income products (e.g. annuities) successful?’

They are a niche offering for retirement

Yes, and growing

No, they do not or barely exist in our market.

Yes, but declining

% of Respondents Selected

0% 10% 20% 30% 40% 50% 60%

55%

0%
0%

m Australia = Others

Source: Milliman Asia Retirement Survey
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Product Considerations

Q: ‘What needs to be done to increase the uptake of longevity products?’

% of Respondents Selected
0% 10% 20% 30% 40% 50% 60% 70%

Increase payout rates of longevity products 28%
38%

Increase access to financial advice

Increase education of longevity risk to the wider public

Greater availability of long term fixed income assets to help
insurers offer better rates and manage asset-liability mismatch
risks
Reduced capital requirements for guaranteed products to increase
price attractiveness

Government/tax incentives or compulsory purchase requirement 66%
0

m Australia ® Others

Source: Milliman Asia Retirement Survey
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The push & pull factors of
retirement behaviour
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Retirement Products & Services
for Individuals

Most members choose an investment strategy designed to deliver an
expected level of investment growth for their super, but all too often
| A they go off-course during periods of volatility and switch to lower-risk

L / investment options that don’t support long-term savings goals.
. ‘ ‘

Get onboard for £ A

» . - Lt = A g ,  Introducing an optional new feature in Investment performance expectations
o er r . e /i ¢ | ! our Growth and Balanced options
. J / |
s /8 /
)/

* Term deposits

» Capital protection and
risk management
solutions

Avoid jumping ship!

* Annuities & longevity
products

» Wider array of ancillary
services

W Stndara option

W

12 3 4 5 8 7 8 9 M
Years

For more information or to speak with one of our financial planners, call Member Services on
1800 757 607. You can also learn more by referring to the Investment risk, return and
volatility fact sheet available under Publications at www.maritimesuper.com.au.

Source: Maritime Super, Australia
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Asia Survey Findings:
Impediments to product development

Regulatory/tax (34%), pricing Q: ‘What are the main impediments to your company
(34%), and solvency regulation developing retirement income products?’

i 0
Issues (29%) % of Respondents Selected

Distribution issues (26%) 0% 5% 10%15%20%25%30% 35%40%45%50%

Regulatory/tax issues (e.g. some products

— Primarily by respondents are currently illegal or disallowed)

44%

in India, Indonesia, and Onerous reserving/solvency regulations

Malaysia Pricing issues 40%
Inadequate capital markets Distribution issues — including..
(21%) Inadequate domestic capital markets

Operational — inadequate internal capabilities

Inadequate operational

Capabi”ties (10%) and Technology — products/solutions requiring..

tEChr]Ology iIssues (13%) Public financial illiteracy

were h|gh||ghted only by a Risk management issues such as uncertainty
on future longevi

small number of respondents e fongeviy

m Australia ® Others

Source: Milliman Asia Retirement Survey
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Goals...

The personal financial
management challenge is

® about balancing assets and
Q liabilities (goals) in an
uncertain world
\
‘ « Traditionally, done with relatively
.'u W simplistic analysis & heuristics

« Technology advancements
make personal, real-time ALM
analysis feasible

) &\ © Thisis the traditional domain of
N actuarial firms, such as Milliman

* However, requires range of
other skills to engage members,
communicate effectively, and
provide confidence to act
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Advice models

Comprehensive & holistic

, 2.0

Robo v1.0
3.0...
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Digging Deeper

Total
Score
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Source: Milliman analysis, ABS Household Spending Survey, ASFA Retirement Standards

« Assumption of a single
Income requirement for
all customers is
problematic

* Moving to better
information on customer
needs & objectives
produces a very different
segmentation picture

* Focus on risk of
achieving outcomes
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Big data and open architecture systems

offer truly personalised solutions

* Open data APIs & FinTech
Innovation

« Personal financial management
software

* QOrganisations leveraging data or
making it more accessible
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Big data and open architecture systems
offer truly personalised solutions

Open data APIs & FinTech
innovation

Personal financial management
software

Organisations leveraging data or
making it more accessible

Calibrate goals and spending
expectations of retirees

Target specific solutions based
on need

Composition of Spending Basket by Age

100%

75%

S0%

Age Band

w Clothing = Other = Energy Housing
= Household - Travel = Food Insurance

Goods & Services
— |eisure = Communications = Health w TrRNSpOrt

Source: Milliman Retirement: Expectations and Spending Profiles, Milliman Australia
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Big data and open architecture systems
offer truly personalised solutions

° Open data APIS & FinTeCh Funding the 75th Percentile Spend in Detail
innovation . . .
« Personal financial management wrowor eruerso e
Software 31 (}68 Ay 5 2962 £38. 923 Ay 5280444 $33. 322 Ay $ 693 6
» Organisations leveraging data or e
making it more accessible e e e

- Calibrate goals and spending

expectations of retirees o

« Target specific solutions based on e oo
need o " o

« Design portfolios & asset allocation, o
potentially dynamic ) :IC-REGIDB:M- - ) SLD-REGIOI\:AL - ) -SA- RRRRRRRR -

* Smart application of annuities for - _ o
. . Source: Mllllmar) Retirement: Expectations and Spending Profiles,
Income layering approaches Millman Ausiralia
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Putting it together
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Investment Bucket
Existing process

Manages inflation risk &
long-term returns

Market Risk Bucket

- Overlay to protect
against short-term
volatility & market
corrections

Longevity Risk Bucket

- Protection of long-term
iIncome needs
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Putting it together

DIFM

Intelligent default approaches
can combine these elements
to solve for an individual’s
objectives

Flexibility to target either a
capital value or income

DIWM

Pre-defined models for target
member segments or risk /
objective profiles can be
developed

Members can elect to ‘opt-in’
to apply these components

directly to their account
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A Framework

We propose a sample goals-based segmentation framework for pension funds:

S O H W N =

ldentify Membership. Can be all members or representative sample
Define Objectives. Must be tailored to membership. Assume or ask?

Define Solution Set. A pragmatic, implementable and communicable universe
of possible solutions

Define Success and Risk. May differ for all funds, depending on trustee
objectives and membership needs

Simulate, Measure & Segment. Consider segmentation based on customer
outcomes, not traits

Evaluate. Sensitivity Test & Refine

32
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The views expressed in this presentation are those of invited contributors and not necessarily those of the IFOA. The IFOA
do not endorse any of the views stated, nor any claims or representations made in this presentation and accept no

responsibility or liability to any person for loss or damage suffered as a consequence of their placing reliance upon any
view, claim or representation made in this presentation.

The information and expressions of opinion contained in this publication are not intended to be a comprehensive study,
nor to provide actuarial advice or advice of any nature and should not be treated as a substitute for specific advice

concerning individual situations. On no account may any part of this presentation be reproduced without the written
permission of the IFOA or authors.
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