18/11/2019

Institute
N\ | and Faculty
of Actuaries

Growing Pains: Taking the Strain

Owen Griffiths FIA CERA, L&G
Andrew Kenyon FIA, NatWest Markets

22 November 2019

* Opportunity knocks: de-risking market overview
« Taking the strain: capital consumption in BPA
« Growing pains: balance sheet projection

* Investing in BPA: why invest in BPA?

Conclusions nstitute

and Faculty
of Actuaries

22 November 2019 2




18/11/2019

Opportunity Knocks

De-risking never looked so good!

22 November 2019

| Membership

+ DB pensions routinely offered by UK corporates in the second half of 1900s
* Majority now in-payment:
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| Demographics and Markets

» Rising life expectancy and falling interest rates have increased scheme liabilities
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| Trustees and Sponsors

* Trustees and sponsors have responded by closing schemes, increasing
contributions and undertaking de-risking asset strategies

3 Scheme assets
invested in
equities

Schemes open to
new members

2009 2017 2009 2017
43% 12% £30bn £37bn

Source: Membership and asset strategy: PPF ‘The Purple Book 2018’
Sponsor contributions: ONS ‘MQS5: Investment by insurance companies, pension funds and trusts: October to December 2018’
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Pension Scheme Endgame | Why Insurance?

Regulation

Different valuation bases

Restrictions

Investment opportunities

« Administration
22 November 2019 7
De-risking Landscape | Snapshot M Transacted

M Outstanding

Members 10.5m 27.5m

Assets £1.5 trillion $3.5 trillion
Corporate sponsors 14,000 22,500
22 Nove;nber 2019 8
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Bulk Annuities | Growth Drivers

1 I Growth
H LD '7‘ n Interest rates
H Phased buy-ins / "/ . |
fongevity e E Investment returns

. Endgame decision:
*  Buy-out .
/ Life expectancy

‘. «  DIY self-sufficiency
/

', 4 Sponsor contributions
, B Scheme maturity

Time

Funding level
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Bulk Annuities | Market Growth
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| Success Factors

Reinsurance

Capital
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Capital Generation
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Capital Generation | 2019 Year-to-Date

Sources
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Capital Generation | Solvency Coverage Ratios
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| Future Projection

Question:

Over a five year horizon and for:

« a specific pattern of future new business, and
- atarget SCR coverage ratio

how much capital must be generated (or injected) to
support the dividend policy?

Institute
and Faculty
of Actuaries
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Growing Pains
Balance Sheet Projection
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| Model

Projected:

* New business premiums

* Organic capital generation
* |IFRS profit

« Capital structure

Modelled
coverage:

76%

of BPA market
(by 2018 new
business
premiums)
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Solvency Il Capital Generation

Non-MA asset returns

* Release of prudent margins 74
Amortisation of TMTP
Release of SCR

Non-annuity business

In-force surplus generation

T
535 565 598 630 682

| Solvency Il Results

New business strain

Finance costs and dividends

Capital raised/repaid

Other

Surplus generation
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| New Business

New business:

* |ncurs strain

* Builds “stock” of

future surplus
|

22 November 2019 22
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Balance Sheet Projection | Growth vs. Decay

In-force surplus generation by new
business “vintage”
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Balance Sheet Projection | Solvency Il Results
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| Capital Structure

Constraints:
* Regulation

- Leverage

* Interest cover

Source: FY18 SFCRs, press rel NWM il ! dell

management actions (or equity injections)

22 November 2019

d results (Em)
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| IFRS Results

IFRS Profit 45,000 +
New business profit 1465 1538 1,614 1695 1,780 5
In-force profit 1186 1379 1573 1,769 1,967 g 40,000~
=}
Underlying op profit 2,651 2917 3,188 3,464 3,747 £
2 35000 -
Finance costs 440 559 600 689  -818 o '
(7]
(]
Other 1,211 1,296 1,387 1,484 1,588 @
‘% 30,000 -
Profit before tax 3,422 3654 3976 4,260 4,517 5
Tax 650 694 -755 -809  -858 2
2 25000 -
Dividends paid M54 1232 1318 1410 1500 1 2 3 4
Retained earnings 1,621 1,728 1,903 2,041 2,150 Projection Year
Fixed charge cover 8.77x 7.54x 7.63x 7.18x 6.52x

22 November 2019

Source: FY18 SFCRs, NWM estimates / modelled results (£m)
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Balance Sheet Projection | New Business

N
m Futdire surplus

Future profits

IFRS
Reserves
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Balance Sheet Projection | Profit Signature
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| Key Points

Participants need to:

Grow the in-force book to increase (organic) capital generation

Generate new business profits to create distributable earnings

Manage new business strain

Manage leverage and other ratings constraints

22 November 2019 29

Investing in BPA
“Give us the money NOW” ()

(1) RFZ Geldof, 13 July 1985

22 November 2019
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Investing in BPA | Why Invest?

Annuity businesses provide:
* scale and expertise required to invest in illiquid assets

 the ability transform long-dated fixed income into

(levered) equity investments

» access for both public and private investors

22 November 2019 31

Investing in BPA | Accessing llliquidity Premia

Legal & General commits a further
£200m to UK transport infrastructure

Phoenix provides £50 million funding to A2Dominion Roth esay Asset
M - = Management
a@enerérﬁnances renewables : _ : - . US LLC

M sector with Dudgeon offshore wind

-y

PI(;mvelsts £145 million in Durham ; Rt by s e s
University strategy in other geographies.

Source: L&G / Phoenix / PIC press releases, Rothesay annual report
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| Public Markets

M
Public markets investor q &G
Legal &

rationale is often split

General

between those who are: AberdeenStandard’
Investments

*  Growth-driven J U ST-

 Yield-driven: “equity trades like FEEEEEEEEE

debt”
BlackRock

Standard Life(.ésberdeen

I PHOENIX GROUP
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| Public Markets

Does public ownership make 2019 Interim Results

sense? 7 Aug 2019
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| Private Markets

* Increase AuM
- Exploit specialisms

* Exploit economies
of scale

22 November 2019
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| 2019 and Beyond...

* Pension schemes will continue their de-risking journey

*  BPA needs further capital injections to become self-sufficient,

allowing for “new normal” new business volumes
« Management actions will remain an important capital source

« The investor story remains strong, particularly for investors seeking

fixed income-like returns / access to illiquidity premia

22 November 2019 37

Questions

The views expressed in this [publication/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 [publication/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 [publication/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
[publication/presentation] be reproduced without the written permission of the IFoA [or authors, in the case of non-IFoA research].

Institute
and Faculty
of Actuaries

22 November 2019 38

19



Appendix

22 November 2019

18/11/2019

5,000 +

4,000 -

3,000 4

2,000 -

1,000 -
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| IFRS Results

m New business profit
In-force profit

m Underlying op profit
Profit before tax

uTax

m Dividends paid

Projection Year

Source: FY18 SFCRs, NWM estimates / modelled results (£m)
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| Self-Sufficiency?

Proj Year H'H .
e R, C'on?! factors
Release of prudent margins 744 854 974 1,095 1,218 o NeW bUSineSS Strain?
Amortisation of TMTP -672 -672 -672 -672 -672
Release of SCR 732 781 839 902 969 N Flnance / Other costsr)
In-force surplus generation 804 963 1,142 1,322 1,515
Dividends paid -1,151  -1,232 -1,318 -1,410 -1,509 ° Target SCR coverager)

Surplus gen / dividend cover 070x 0.78x 087x 094x 1.00x

Source: FY18 SFCRs, NWM estimates / modelled results (Em)

At these levels of new business, surplus from other business lines / capital

sources is required to cover the “additional factors”

22 November 2019 41

| Alternative Scenarios
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Source: FY18 SFCRs, NWM estimates / modelled results (£m)

Writing new business creates hybrid capital capacity
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