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Market overview

Securing the best outcome for your client




Market update

Only 4% bulk

annuities
2017 2018 £2,500bn transacted
* €.£12,301m new business written « Larger number of £1bn+ transactions l'
+ Highly competitive - £30bn+ pipeline £2,000bn
* Excellent pricing for pension schemes
* Mainly mid-sized buy-ins
£1,500bn
£1,000bn
=PIC 2017 2018
= Legal & General transactions pipeline
= Aviva £1bn+ 0 8 £500bn
= Just
u Rothesay Life £500m _ 5 9 Open schemes
= Scottish Widows £1bn £0bn 13%
Canada Life

<£500m 127 60+
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What is driving demand for buy-ins and buyouts?

Maturation of Steady investment
schemes returns

Market pricing

Endgame
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= " Phased buy-ins

= -~ / longevity

L ', insurance

LDI /
’) Risk rebalancing and increasing focus on certainty of

Growth assets matching liability cashflows
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How are insurers positioned to meet demand?

Reinsurance Assets

3.0% - == £25bn
Real Tl Bulk
. 1 1 ;
yield 20% - o :8 ! o annuity
mg I x| Obn  volumes
| o 1 1 O!
ol 1@
1.0% - Q) @
:%‘,I L __it £15bn
1 O]
0.0% . . . . S —
2002 2004 2006 2008 2010 £6 1 2018 | £10bn
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Insurer pricing

Key features
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Pensions

Prudence

BEL

Deficit

Assets

Insurer
Surplus capital

Risk Margin Overall
capital
requirement

Premium
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Inflation

Investment
strategy

Affordability for the pension scheme

At what price is the bulk annuity affordable
compared to scheme assets that need to be
transferred to insure the liabilities?

5 June 2018

Longevity

Expenses

Capital
requirements

Affordability for the insurer

At what price is the expected return
on capital sufficient?

Insurer
capital

Overall
capital
requirement
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Securing the best outcome for your client




Combining liability management with a buyout project

By offering members choices around how they receive their pensions, the Trustees were able to
bridge an affordability gap and buyout more than they initially thought possible

[ e )
- e -

Residual

Liabilities
c£1.3bn

Member Insurance 1
Choices Solution Company cash contribution
ca. £100m
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Capturing opportunities with a phased approach

é ) é ) é )
Strategy to de-risk overtime.
Mature pension plan — 75%-+ Following initial buy-in, the Plan

Enables the Plan to move quickly

and efficiently to capture attractive

liabilities are pensioners implemented follow up buy-ins on market opportunities

the same terms.

Buy-ins with Legal & General

September

2016

~~ ~~ N ~~ N~ ~~

[ £3bn ] [ £500m ] £500m £330m £750m £380m

A regular pricing feed between L&G and the Fund’s advisors identifies further opportunities to transact:

Market conditions Asset sourcing
|
A
SN
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Capturing opportunities with a phased approach

Brexit: Preparation creates opportunity

103% -
102% -
Legal & o |
General 101% I
pricing |
relative to :
final :
premium 100% - I
I I
| |
I I
| |
! 5
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Capturing opportunities with a phased approach

The importance of asset sourcing to insurer pricing
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2017 2022 2027 2032 2037 2042 2047 2052 2057 2062 2067
B ||liquid Asset @ Sourced Asset W Credit Gilts  ====Scheme Liability
\.
(

2027 2032 2037 2042 2047 2052 2057

mm ||liquid Asset  mmm Sourced Asse

Gilts ~ =———Scheme Liability

2062

2067

Initial pricing portfolio

Enhanced pricing
portfolio including asset
sourcing
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Corporate debt issuance to support a bulk annuity

Cashflow

123456 7 8 910111213141516171819202122232425262728293031323334353637383940
Year

Benefit to insurer
Bespoke asset

Benefit to sponsor
Reduced cost volatility

Reduced funding requirement Benefits wider pipeline
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Selecting a preferred insurer and setting a price target
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Getting to the front of the queue

Clean data

Establish governance process

Define pricing target

Liability management exercises (TV, PIE)

Source quotes

Consider innovative solutions
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Questions

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 authors.
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