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Annuity sales since 2015

670,596

total year 15/16

mmmm Annuities purchased

mmmm ull cash withdrawals from pots being accessed for first time ==@==Number of pots accessed

646,530

75,932

total year 16/17 total year 17/18

mmmm New drawdown policies entered and not fully withdrawn

Annuities continue to be bought by customers
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25% of annuity
sales are
advised vs 65%
for Drawdown

54% of annuity
sales are to
existing
customers vs
53% for
Drawdown
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How pots have been accessed

£250,000 and above
£100,000 - £249,000
£50,000 - £99,000
£30,000 - £49,000
£10,000 - £29,000

Less than £10,000

0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%

® Annuities  ®First UFPLS  mFull cash withdrawal = Starting drawdown
Composition of product purchases made between October 2018 and March 2019
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Annuities play an important part for medium sized pots
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Current trends — what do retirees want?

What to invest in
Avoiding the risk of
running out of fund

How long to plan for PV Flexibility

/

Inheritance

Generating the right
level of income
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Variability of life expectancy

Life Expectancy Pot Projection  Objective Likelihood  Suggested Income Assumptions

Life Expectancy: 87.1

65 70 75 80 85 90 95 100

Age
This chart illustrates the uncertainty surrounding the client's age at their time of death. If we were to start with a group of 1000 people (all with the same age, gender, postcode and
health status as the client) the vertical bars represent the number of people in that group that are expected to still be alive at each age.
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Longevity risk sits with individuals — not easy to manage
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Regular withdrawal rates by pots size

40,000
30,000

20,000 I II I
10,000
~mB O I II I I

<£10,000 - £29,000 £30,000 - £99,000 £100,000 - £250,000+
m<2% m2%-3.99% m49%-5.99% m6%-7.99% m8%+

Number of drawdown pots

o

Withdrawal rate since Pension Freedoms has averaged c. 6%
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Drawdown with 8% withdrawals

Life Expectancy Pot Projection Obijective Likelihood Suggested Income Assumptions
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Projected future pot size
g

65 70 75 80 85 %0 95 100 105
Percentile — 95% — 84% — 50% — 16% — 5%
Plot percentiles:
@ 95th @ 84th @ 50th (median) ¥ 16th ® 5th
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Drawdown with cautious investment vs annuity

Life Expectancy Pot Projection  Objective Likelihood Suggested Income Assumptions

Drawdown
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£4k £6.8k
£2k
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highly likely likely possible unlikely highly unlikely

Longevity adjusted likelihood of achieving drawdown income for term
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Deferred annuities — definitions

- The deferred annuity is a contract that is purchased by an individual, at
retirement, but does not pay until the annuitant survives to a pre-specified age.

* Regarded as insurance against living longer or into the tails of the life
expectancy, so using the term ‘tail annuity’.
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Deferred annuity — product idea

* Long term deferred annuity which is more like an insurance for long living.

* Relatively small part of pot at retirement is used to pay for the income stream
which won’t kick in until age 90 (say).

- If the individual doesn’t survive until this age, then doesn’t receive anything.
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Potential costs

Deferral Age

65

80 85 90

£150,000 £54,500 £33,000 £17,000
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Revised retirement plan

* Retirement pot of £150,000 — now split between drawdown and tail annuity

£17,000

£133,000
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Impact on overall retirement plan

Life Expectancy Pot Projection  Objective Likelihood  Suggested Income Assumptions
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5 £6.5k
£2k-
£0k

highly likely likely possible unlikely highly unlikely

Plus a guaranteed £7.5k from age 90
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Acknowledging the difficulties
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Sourcing assets
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Matching Adjustment

For illustrative purposes only.
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Challenge #1
Sourcing assets

Chart is for illustrative purposes only
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Challenge #1

Chart is for illustrative purposes only

Sourcing assets
8,000

7,000
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Challenge #1

Chart is for illustrative purposes only

Sourcing assets
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Challenge #1
Sourcing assets

Index-linked Gilts Build to rent

Junior notes on

Infrastructure ERMs
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Challenge #1

Chart is for illustrative purposes only

Sourcing assets

4,000
3,500
@) 3,000
‘g 2 500 Very large bullet
o payment from index-
£ 2000 linked Gilt at time = 50
=
5 1,500
c
< 1,000
500 ‘ |
) | | lvwo o .
0 5 10 15 20 25 30 35 40 45 50 55 60 65 70 75
Time (years) J% .
B Tail Annuity  ®mIndex-linked Gilt ; % A | o Fae ity
éB of Actuaries
21 November 2019 Source: Hymans Robertson calculations based on life based on life aged 65, deferred for 25 years, with starting annuity of £7,500 23

per annum and an index-linked gilt with the same PV (discounted with the RFR)



Challenge #1
Sourcing assets

Duration c.48yrs Duration c.28yrs
Spread c.30bps Cashflow swap Spread c.50bps
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Challenge #2
Capital intensive

Premium = ¢.150%*BEL to

achieve 10% RoC vs. ¢.112%

Cost of for immediate annuity

Capital

Risk Margin PVO01 = Balance
S Risk Margin = ¢.40% vs.

€.0.30% vs. ¢.0.15% for \atil
immediate annuity Volatility SolviETe c.5% for immediate
y annuity

Capital
Requirement SCR = ¢.40% vs. c.11%
and Risk for immediate annuity
Margin

For illustrative purposes only. Source: Hymans Robertson calculations.

Tail annuity life based on life aged 65, deferred for 25 years, with starting annuity of £7,500 X )
Immediate annuity life based on life aged 65 with starting annuity of £7,500 § Institute
and Faculty

of Actuaries

Only Longevity and Credit risk assumed, calculated using standard formula stresses

21 November 2019 25




Challenge #2
Capital intensive

Premium = ¢.130%*BEL to

achieve 10% RoC vs. ¢.109%

Cost of for immediate annuity

Capital

Risk Margin PVO1 = Balance
€.0.30% vs. ¢.0.15% for Slhe_(le_t Risk Margin = ¢.20% vs.
immediate annuity Volatility c.2% for immediate

Solvency -

Capital
Requirement SCR = ¢.20% vs. ¢.7% for
and Risk immediate annuity
Margin
For illustrative purposes only. Source: Hymans Robertson calculations, based on 50%
longevity reinsurance, with 5% fee, calculated using standard formula stresses
- Tail annuity life based on life aged 65, deferred for 25 years, with starting annuity of

£7,500
- Immediate annuity life based on life aged 65 with starting annuity of £7,500
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Challenge #3

Sourcing of reinsurance

Number of participating
reinsurers

Low initial volumes of
business

Size of reinsurance
fee

Lack of experience
data

Structure of
reinsurance fee

For illustrative purposes only.

Selection risk
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Challenge #4
Matching Adjustment

Approval
times
Options Cashflow
and matching
guarantees tests
Matching
Adjustment
eligibility
%%‘5 Institute
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Challenge #5
Member optionality

@ Lump-sum on death
@ Guaranteed payment period
@ Transfer to a spouse

@ Commutation

For illustrative purposes only.
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Challenge #6
Consumer understanding

Position as
longevity
insurance

Need for clear
communications

Distribution —
advised
only?

vulnerable
customers
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Guidance on
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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 IFoOA or authors, in the case of non-IFoA research.
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