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LONGEVITY SWAP STRUCTURE e

Monthly cashflow (paid
until life deceased)

Pensioner || Pension
Scheme

The swap is structured around the following cashflows:

1. The Pension Scheme is obliged to pay a monthly pension until the
pensioner dies

LONGEVITY SWAP STRUCTURE —
Monthly cashflow (paid Mohthly cashflow (paid
until life deceased) until life deceased)
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Pensioner | | Pension |© ] pProvider

Scheme Monthly cashflow (paid
for a fixed term as
specified)

The swap is structured around the following cashflows:

1. The Pension Scheme is obliged to pay a monthly pension until the
pensioner dies

2. Under the swap

a) the Provider will pay the Pension Scheme pre-determined monthly
amounts (the “floating leg”) until the pensioner dies (actual longevity)

b) The Pension Scheme pays the Provider pre-determined monthly
amounts (the “fixed leg”) for a pre-determined time (expected
longevity)
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Monthly cashflow (paid Monthly cashflow (paid
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Pensioner || Pension || provider

Scheme Monthly cashflow (paid
for a fixed term as
specified)

The swap is structured around the following cashflows:

1. The Pension Scheme is obliged to pay a monthly pension until the
pensioner dies Reinsurers
2. Under the swap / Investors

a) the Provider will pay the Pension Scheme pre-determined monthly
amounts (the “floating leg”) until the pensioner dies (actual longevity)

b) The Pension Scheme pays the Provider pre-determined monthly
amounts (the “fixed leg”) for a pre-determined time (expected
longevity)

What have we done? babcock
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* Trustees entered into 50 year swap arrangement with Credit Suisse

— Trustees pay fixed leg based on expected pension payments based on
Credit Suisse’s expectation of mortality

— Trustees receive floating leg based on actual pension payments based on
actual mortality

*  Hedged out
— Longeuvity risk for c14500 pensioners and their spouses and dependents
— Higher than expected age difference
— Higher than expected proportions married




Who is Babcock International Group plc ? e
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*  Top FTSE 250 engineering support services company

* Have long term contracts with our customers who own large
strategically important assets, typically Government or public bodies

* Operates in five divisions in UK

— Marine; UK’s leading Naval support business for the Royal Navy and the
Ministry of Defence.

— Defence; Largest provider of facilities management support to MoD
— Rail; the largest track renewal contractor for Network Rail

— Nuclear; one of largest specialist nuclear resources in UK

— Networks; one of 3 key suppliers to National Grid

— 17,000 employees

Sustained track record of growth .
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5 UK final salary schemes

— Babcock International Group

— Devonport Royal Dockyard

— Rosyth Royal Dockyard

— Babcock Naval Services

— Section of Railways Pension Scheme

* Number of overseas schemes

35000 DB members
* Pension liabilities c£2bn

Pensions v the business
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* At the time pension liabilities c£1.7bn v market capitalisation of c£1.1bn
» Pensions identified as a key risk to the business
* March 2008 accounts-statement of hedging intent

+ September 2008 interims-hedging on track
* March 2009-needed to make statement




DB Scheme Information

* 3 largest schemes
— ¢14,500 pensioners
— Pensioners liabilities c£750m (45% of total)

* Good starting point to hedge pensioner liabilities
— Longevity
— Inflation
— Interest rate
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Actual or synthetic buy in?
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* Mercer carried out detailed mortality assessment for pensioners

— 7,800 deaths
— 150,000 exposed to risk

* Schemes ranged from v PA92 MC C=2007 ranged from +0.5 to +3

+ Obtained indicative quotes for buy in and longevity swaps
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Actual or synthetic buy in?
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« Actual buy in
— Too expensive
— Have to pass over assets
— Security is key issue for trustees

* Chose synthetic buy in
— Did not have governance structure to hedge investment risk so
— Phase 1-hedge longevity
Phase 2-put in place effective governance structure
Phase 3-hedge interest rate and inflation risk
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* Indexed hedge v scheme specific
*  Security
— Insurance v swap
— collateral arrangements
* Flexibility of contract
* Cost-funding and accounting




