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Traditionai system of old age security in Germany

» dominance of first pillar: PAYG public pension system for workers and
employees, special pension systerns for civil servants and some other
occupations, mostly unfunded

= funded systems (second and third pillar) had socme importance, but were
underdeveloped in an international comparison

= second pillar: long history of employer-financed occupational pensions

2 third pillar: mainly in the form of life insurance savings / endowment
insurance and proprietary dwellings

= fourth pillar; traditionally, some importance, but less so in the 1990ies (en
the aeve of pension reform very little employment of the elderly)
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Pensioners’ ragular income in 2004: international
comparison
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The need for reform: fundamental demographic and
gconomic challenges

#= demographic changes: fall in' hirth rate, longevity, ageing and shrinking of
population

= globalisation, pension contributions a burden an labour markets
= deteriorating public finances

= |imits of PAYG system, benefit increases of earlier years proved
unsustainable in the midd!e and long term

= declining trend in occupational pension provision

ZT> broad paolitical consensus: major pension reforms inevitable
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Public pension systam: development of coniribution
rate and tax-financed subsidies prior o reform
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a  promotion of funded pensions:

The Riester pension reform of 2001

s new paradigm: in arder to maintain living standard in old age second andfor
third pilfar funded pensions are needed in addition to first pillar PAYG

s PAYG public pension system: reduction in pension levels with a view to
stabilizing contribution rates, cutbacks in benefits (e.g. dependants’ pensions)

= second pillar: enhancament of employee-financed pension plans, right
of enrolment, new tax incentives, introduction of new type of pension

= third pilfar: introduction of “Riester pensions” (with subsidies / tax-
advantages and strict quality requirements (e.g. guaranteed minimum
benefits))

a  reform objective: increased (voluntary) private pension provision should
compensate for reduction in public pensions
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Further reform measures to complement the Riester
reform

2004:

s further adjustments in public pension system: introduction of
“sustainability factor® into pension formula; transition to deferrad taxation
system

= funded pensions: higher taxes on insurance products with lump sum
payments, preferential treatment for life-long annuity payments

s introduction of tax incentives for new funded private annuity product
("Basisrente’), characteristics similar to public pensions (targeted to the
self.employed)

2007:
= regular retirement age to be increased from 65 to 67, phasing in until 2029

R

Impact of pension reforms so far {I): Impact on public
pension systam

= confribution rate stabilised, no further increase in tax-financed subsidies to
PAYG sysiem

* higher average retirement age due to various reform measures
= reduction of standard pension level

s however: several discretionary policy interventions with respect to annual
pension adjustments, in particular; introduction of “pension guarantee” to
prevent neminal pension cuts
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Public pension system: development of contribution

rate and average retirement age
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Impact of pension reforms so far {§i): Impact on
occupationz| pensions

revival of occupational pensions:

= many collective labour agreements refer to the new incentives for
occupational pensions

w  revival of Pensionskassen (traditional pension funds) as a vehicle of
occupational pensions, number of future beneficiaries risen to 6.5 million
(2010) from 2.4 million (2000)

» establishment of some 30 Pensionsfonds {new type of pension funds)

s jncrease in employee-financed occupational pensions compensates for
decrease in employer-financed occupational pensions
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Revival of Pensionskassen (l): Numerous new
Pensionskassen established, mostly by insurers
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Revival of Pensionskassen {il): Substantial increase in
premium income
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Trend towards employee-financed occupational
pensions®
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Occupational pensions: coverage rate®
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Impact of pension reforms so far (ili): Impact on third
pillar pensions

* rapid growth in number of Riester contracts
» Riester contracts in particular aitractive for families

» Riesfer demand depends on income, but all income groups show strong
growth in Riester contracts

2 |arge increase in annuities and pensions business of life insurers

= trend towards annuities, new business in endowment insurance decreasing
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Rapid growth in number of Riester contracis
{business in forge)
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Riester contracts in particular atfractive for families
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Riester demand depends on incoms, but all income
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L.arge increase in life insurers’ business in force in
annuities and pension products
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impact on third pillar: trend fowards annuities
Share of new business in annuities and endowment insurance (in {erms of
number of contracts)
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Coverage rate of second and third pillar in Germany in
international comparison
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Summary: The impact of pension reforms so far

= comprehensive pension reform successfully implemented, change in old
age security system is on track
s howeaver: not all the objectives could be achieved
= decrease in PAYG benefiis / higher regular retirement age difficult to
sustain

= coverage rate: roughly some 30 - 40 per cent of the entitled population
do hold a Riester contract, new criticism of Riester pensions has
negative impact on new business

= average Riester premium relatively small (Riester insurance contracts:
average annual premium of 620 EUR in 2011}

* coverage rate in ocoupational pension plans and overall coverage rate
in funded systems limited compared to earlier expectations
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Current policy issues {I): New criticism of funded
systems

extensive ongoing discussion on suitability of Riester pensions / funded
pensions in general:

}:i)pension reform again a major topic in Germany, ail political
parties promiss some readjustment in retirement provigion el
in the context of the 2013 general election N

coverage rate and level of funded pensions (in particular low income
households)

justification of Riester subsidy as a measure of social policy targeted
mainly to families and low income households

financial crisis / dependency of funded pensions on capital markets
(expected rate of return, financial risk for pensioners)

acquisition costs and charges
transparency of products / financial literacy
increase in old-age poverty rigk

R R T

Current policy issues (I} Reform plans of the
government

prevention of poverty in old age

adjustments to Riester contracts: mere transparency, restrictions in some
charges, some impraovements in product design

introduction of voluntary employer-financed contributions to public pension
system as a substitute for occupational pensions

new minimum benefits for long-term insured in the public pension
system under certain conditions

mandatory old age provision for all self-employed

FURASH I e
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Current policy issues (Il): further reform proposals

= guspension of phasing in of increase in regular retirement age untit
employment situation of the elderly is further improved

= increase in coverage of funded pensions by mandatory system or at least
“opting out model’ (e.g. in field of cccupational pensions}

= further improvements in benefit level in public pension system at least for
certain groups of pensioners

= in some extreme cases: abolishment of subsidy / tax advantage for Riester
contracts

* reinstating pre-reform benefit level in public pension system
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Reliability of pension provision: results of household

survey (Seale from 0 = regarded as completely unreliable to 10 =
ragarded as very reliable)
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Conclusions and lessons to be learnt (1)

= reforms in old age security system with respect to demographic changes
remain work in progress, periodic readjustments in pension system probably
inevitable, need to convince ever again of virtues of funded systems

= tendency of the palitical system in favour of PAYG? At least: antagonism
between economic necassities and propensity of politicians to provide
population with short-term benefits

v world-wide economic and financial crisis has prompted new criticism with
respect to funded retirement systems

» media fend to be critical towards rather than suppoitive of funded systems,
focus on weaknesses, need to interact with media in order to advocate
funded retirement systems

= need to live with cycles and swings in public and political opinicn

T
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Conciusions and lessons to be learnt (I}

2 "gld" arguments against funded pensions still around and revived by
financial crisis (e.g. vulnerability to capital markets, high cost levels)

= major political question to be discussed regarding funded pensions:
voluntary or (quasi-} mandatory system?

» high importance of financial literacy (in particular for voluntary systems)
#  ongeing cemmunication efforfs by insurance industry vitat

= put: insurance industry can only offer its services and engage
in public discussion, ultimately pension system subject to
political decisions

A it B e
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Using Participant Data to Improve
Defined Contribution Default
Portfolio Allocations

Anthony Webb and Zhenyu Li
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Managing Longevity Risk

Torben Thomsen

HBwviazs Ha
i
Agenda
a1 Setting the scene
8 Understanding and managing longevity risk
m Creating a longevity risk market

a Conclusicns
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Record female life
axpectancy from 1840 to
present
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Improvements are significant R

at post~ret§ rement ages

Male Mortallty improvements by age
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The global longevity risk issue is huge s
# Global longevity exposure OECD Pension Assets
estimated as approx USD 20 (USD 18 6Triifiowr;i

trillion of pension assets
Cther _Canada

Australia

1 90% of exposure mwlated 1o
pension funds; 10% pension
insurance contracts

a Insurers’ exposure dominated by
markets with compulsory
annuitisation

# Corporaie sponsors exposed to
defined benefit pension schemes

8 Governments committed to fund
oid-age pension/health benefits

Source: OECD Global Pansion Statistics
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Bwiss Re

The holders of longevity risk W

Longevity risk transfer solutlons

Reduced banefits & Longevity risk transfer solutions

Closura of dafined benefit
schemes
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Bwwizs Re
Historically, longevity risk has been Bt
underestimated
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Netherlands improvements 1968-1992
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NL improvements 1968- 2007 i
Actual
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improvements driven by reduction in
deaths from circulatory and lung cancer

Maoertality tates — USA Males (aged 50-84)
1978-2006
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Smoking cessation key driver of mortality %
improvements
USA Males - Smoker pravalence - attained age and hirth year s ] 981
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Longevity modelling behind other
disciplines

Langevity
modellin

Natural perils
modelling
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Mortality trend is systematic in nature ~
{no diversification from volume or geography)

20
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Pericd life expectancy at age B85
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Source: www.martality.org
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Mortality risk as a hedge for longevity risk? i
Exposure to cohort differentials

# Longevity risk is the risk that people live longer than expected

A Mortality risk is the rigk that people die sooner than expected

g Mortality Exposurs 28 Longevily Exposure == Met Exposure
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Mortality risk as a hedge for longevity
risk? Causes of death vary by age

% Male deaths by age {2007}
= Cancers  Circulatory ® Respiratory s Nervous System & External Causes i Infactious @ Other causes
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Catalysts for risk transfer

Bwizs Re
i
Life Insurer and Pension Scheme Capitalization

Employer Capital made
up of employer
ecovenant, plan rules,
protection schemes.....

Capital made up of equity,
debt, reinsurance ...

Best estimate view

Liakility in an insurance
context reflects
conservative assumptions
{eg na high discount
rates}

Liability in a pension
context = Assets +
Unfunded Liability
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USA Mortality improvementis scale AA

Mortality Improvements - 1930's Birth Cohort
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Saurce: Human Mortality Databasa (Historie mortality data), Soviely of Actuarias [AA soale)
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Male life expectancy at age 65 H
2070 UK vs USA
UK: 100% 51PMA projected 23.0 uBase =Improvements
with CMI 2010 projection
1.0% Floor, 22.0
Source; Institute of Actuaries, Swiss Re
Calculation 210

200
USA : RPOO with scale AA
projection {to 2010 for hase 19.0
and to 2017 ([RS basis) for
improvements) 18.0
Source: Society of Actuaries. Swiss Re
caleulation 17.0

UK Pensioh fund USA Pension fund

Multinational Company Annual Report 2010
.. life expectancy assumed for male pensioners aged 65..
UK 21.2 years [2009:21.2]...US: 18.6 years [2009: 17.8]
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Finite capacity,
disproportionate demand

Aithough the bulk annuity market is growing, activity is still small in
comparison 1o the total pensions market

- Qver the last b years GBP 30 billion of pension liahilities has been transferred
through butk annuity and longevity hedging

Hwyias Aa
Longevity capacity is currently provided by *®
reinsurers
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Evolution of longevity market

Indemnity based

# “Named lives” ~ matches exposure of risk holder

" Extensive due diligence and disclosure requirements

a8 Bespoke, limited scope for liquid, secondary trading market

a Appeal to narrow range of investors, eg specialised Insurance Linked Sacurities
fungs

Index based
a2 Linked to publicised mortality index, eg general population
& Risk holder retains basis risk ketween own portfolio and index

' Standardised, scaleable, more suited for secondary trading

& Likely to appeal to wider investor basa, g money managers and multi-strategy
hedge funds

Buwvias Ba

Capital markets favour credible, timely and i

frequent data

In terms of frequency and granularity there is scope for improvement

Available
in the UK

3¢ Not avaitable

Timeliness

The recent move by the ONS to reporting deaths as they are
registerad reduces reporting lag

Qovernance

An independent agant with an explicit mandate to calculate
and maintain indices is essential

Timeliness is key in data collection for
arametric Eurowind honds
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Develop capital market investor base
Kortis example

8 Swiss Re has entered into a transactlon
with Kortis Capital Ltd. ("Kortis") to receive
up to $50m of payments in the svent of a
large increase in the differential in
moriality improvements between male
tives aged 75-85 in England & Wales and
male lives aged 55-65 in the US

a First tradable rated security providing
protection against longevity trend risk

a Trigger is based on a longevity divergence
index measuring mortality improvements in
England & Wales relative to mortality
improvements in the US
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i
Conclusion
# Understanding longevity risk continues to he a challenge for both buyers
and sellers of risk

a Historic models have failed — need for forward looking cause based
madels

a Longevity risk is systematic — scale and portfolio diversification of limited
use as risk mitigation tools

w Risk capital in the insurance industry can carry ondy a small proportion of
longevity risk

# Reinsurers providing some new capacity

& Capital Markets solutions required to provide large enough pool of capital
to carry the risk, however still early days
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Hwiss He
i
l.egal notice
®2012 Swiss Re. All rights reserved. You are not permitted to create any

modifications or derivatives of this preseniation or to use It for commercial
or other public purposes without the prior written permission of Swiss Re,

Although all the information used was taken from reiiable sources, Swiss Re
does not accept any responsibility for the accuracy or comprehensiveness of
the details given. Al liability for the accuracy and completeness thersof or
for any damage resulting from the use of the information contained in this
pregentation is expressly excliuded. Under no circumstances shall Swiss Re
or its Group companias be lable for any financial and/or consequential loss
relating to this presentation.
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Pension Risk Transfer
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For Financial frofeszional or Insfiiufianal Plan Sponeor Uss Daly.

Metherlands

When pension risk
proves unsustainable,
leading plan sponsors
around the world turn

io pension risk transfer.

Fot Financial Fofesslonal o Inefluional Plan Egonsar Uss Only.
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Pension plan sponsors
are surrounded by risk,

Fot Financlal Prefessional or Insbitioral Plen Sgpensor Use Grly.

Funded status volatility has been
excruciating and very expensive,

Twice in the past 12 years, U.S. Sponsors of defined benefit plans
have lost over 3 5% funded status in market downturns.

A LR B sl e At Siien
FHG HER i fie e et it B
1Source: Frudenlal. lLsirales us. Ak Foriuysielivs use oy essas 1S Plang?
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Funded status volatility has been
aexcruciating and very expensive,

Twice in the past 12 years, U.S. Sponsors of defined benefit plans
have lost over 3 5% funded status in market downturns.

B e R gk Y H 20

18aures: Prukalal. ustiztes salasel US, For Hueual w8, Plans!
Far Fnanclal Professloral o Ingllfionsl Fan Sporsor Usa Only.

Funded status volatility has been
axcruciating and very expensive.

Twice in the past 12 years, U.S. Sponsors of defined henefit plans
have fost over *} 5% funded status in market downturns,

i iy b et i s
A a0 it ] A R il G

1Souree: Prodentlal. Hustmtes apors talizar U 5 P smen .S, Plang!

Far Finapes| Prafsasonal ar Inslit.tional Plan Sponser Lea Gy,
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Funded status volatility has been
excruciating and very expensive,

Twice in the past 12 years, U.S. Sponsors of defined benefit plans
have lost over 3 5% funded status in market downtutns.

P W 2 e R el el io
1Source: Pruenial. |usfates approgimzse U5, comorate w=nelon plare. For llusireli e |8, Plans!

Far Finencial Professionalar Insiituianal Man Sporser Usa Oaly.

Funded status volatifity has been
excruciating and very expensive.

U.S. Plans

$200B

in confributions
between 2009-20112

HEG el it 8 R S Sidaa

“Saurce: Prudealia]. falusot UG, E ol
%Gource! Slandard & Poors, ‘547 5 207: Ponghns i Biioe Post-Eirplomaect Benalys fPLES)"

weean 8. Plans!

For Fnareial Profosgioral er |astllullohal Plan Spansor Use Griy.
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Funded status volatility has been
excruciating and very expensive,

Ftan e Yt Sk s Eliile

e
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I5curce Arudenlial i s comar plana. For Tustialiva use taly.
%50ure: e Hell, At el Glebal Pensicn sk Taackar,* s f Juna 19, 2012, Hlpccirrtac’s hewi cemiPensonRis Tracker, eurems FTSE 100°  wowmmm U8, Plang!

Fundng refk lal bafigiitios} of all penshin szhemes In lhe FT'SE 107 nriss on lhie Accaunling besis
undng refo foumulaiive Bxsatatiabities} of al pe wbRs For Finarcta Prefassional ar rwllilors! Plan Sponsar Uss Orly

Pension Funds that Aim to Reduce Risk
Are Following a Consistent Path

For Finardal Prefesslaral or Inslitinal Flaa Sponcor Lso Only.
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Pension Funds that Aim to Reduce Risk
Are Following a Consistent Path

For Financidl Professiona’ or Inethuflansl Prin Sponsor Use Only.

Pension Funds that Aim fo Reduce Risk
Are Following a Consistent Path

For Financial Peofesskral af Insilticial Plan Sponsor Use Orly.




The Geneva Association _ Etudes et Dossiers no. 395

Pension Funds that Aim to Reduce Risk
Are Following a Consistent Path
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Pension Plans and Their Sponsors
Choose a Solution Based on Their Needs
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Plan Investment
that perfactly
matches liability

Complate
settiernent of
plan liability

Fot Fingigil Profsssiaralor histtutied Brsn Sionisr-Uss Onlg;

Uniq
Dec. 2011
£830m

Restructuring

Pt Flnancral Prdfestonalor lneiufenel Plag Spapaiy Use thily:
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Cadbury
Dec. 2009
£500m

M&A

o il Pifsslonal o s fome| P Bioresds s Chlzz

Bugein Buy-out

British Air
July 2010
£1.3bn

Opportunistic
de-risking

For:Finalictal Profsezlwalae Inatiuiana l Pian. Spon sar Uss Oinhy.
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Turner & Newall
Nov. 2011
£1.1bn

Restructuring

For financlal Prufe aslonal o disft Ecnad Flsh Byiriste s (bl

P

General Motors Co.
Nov. 2012
$25.1B

Risk reduction

ForFiwichl Erifa ol et onsl Blay Spo st Uz Orly,
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Verizon
Signs Pension Risk Transfer Agreement

approx. $7.58

(Closing expected December 2012}

Risk reduction

. For Firizncial Frofé sslonglor listbistiona] Fia Spinspr Vo Cify,
LGRS L S A il hl (N

Partigi or
full termination
+ M&A / restructuring : + Settle liability

* Fixed income alternative » “Right size” the pension plan
» Market opportunity

ForFinsneisl Profassoiaior indhisfmal Piah 359 kst Vs Oty
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Pension Plans and Their Sponsors

Choose a Solution Based on Their Needs

)

Cand:

For Flnzagia Profassional of Insthutional Plan Spenser Uss Cnly,

Longevity Insurance

Fhead Promolupis”
Rea N

For Flnatial Professional or Instibiicnal Féan Spoivser Lize Only.
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Longevity Insurance

Converts unknown Not used by
7 futlire liability into U5, pension plans
fixed liabifity cash fiow will be available soon

wit Pigd Pramiums » Fags
s Fixgd Pramigns

Liab#lify Cash Flow
£ Milions
e

2015 2021 201 2041 2081 2061

Source: Progentla)

Far Flranrial Prafeasianal or Inslitutignal Pl Sporsor Use Oriy.

When is Longevity Insurance the Answer?

| Rolls-Royce Berkshire County

Nov. 2011 Dec. 2009

£3bn £750m

Far Finanzial Fretessional or Instituioral Plan Spormor Use Orty.
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Does Berkshire County Represent a Shiftto a
Sustainability Model for Pension Funds?

Minimize .
- Dverall
Contributions

Far Finarciel Professianal o¢ Inalitutiznal Plen Sponsor Lee Qaly.

Does Berkshire County Represent a Shiftto a
Sustainability Model for Pension Funds?

Fou Fianzlal Prefesskdal or Instiulioral Plan Epensor Usa @aly.
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Does Berkshire County Represent a Shiftto a
Sustainability Model for Pension Funds?

For Financial Frafessional of Inslitiisnal Plan SporearUsa Dy,

When is Longevity Insurance the Answer?

FIRED INCOME  FUNDED RIBK

SCALE o [DcATION  STATUS  RETENTION

For Financia| Frefessional or Inslituticnal l2a Sporeor Use Orly.
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hat path will you take?
How can the mszurance

For Financisl Professions| o Insfilutianal Plan Sponser Lisa OnYy.
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Longevity Risk

A key piece missing inthe U.S. 2087
market is longevity risk awareness.

11.5
years
U.S. Males - Period Life
Expectancy From Age 65

The retired iifetime of 4
an average U.S. male
has increased by 3

3.0 vr the last 40 ears.
years

Sourte: Aon Hewilt. YAar Howir Gioba! tongeuly Feckeras of Auglat 1, 2011, hius imloals hewitl cam/Glabell ngarlly Tracker
Note:da’a source haseclan Hurrah hicisly elabese, Lle expciancy ealislcs caloulited by Aoh Hewit

1w~

For Flnan'al Professionel er Instilional Fan Sponsor Lise Only.

Longevity Risk
Male Historical Improvements
England & Wales Male Historical Improvements then CMI Improvements from 2009

Subree Pasific L fia Refsurance. Reprted wi permissian.
Hisiorical Pala Sowe UK, Oifica of | rge-cohor p-spl
Improdeimert Prejections Scurce: Ganinuows Martalily | estigaiicn, Mortaliy Profactins Madal [CM1-2011 Modal Wovking Paper55),

For Fjanclal Profesainal er frstilullongl Plan Sponsortss Only
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Longevity Risk

Male Historical Improvements

Canadia_n_Male_H_istor_i_c_aI_ Improvements and then US Scale AA Improvements
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For Firani sneor [nsfkanal Plan Sponsar Lisa Orly.

Longevity Risk

Male Historical improvements

U.S. Male Historical Improvements and then U.S. Scale BB Improvements
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Year.
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Longevity Risk

Male Historical Improvements
LJ.§. Male Historical Improvements and then Improvements according to CBD (2nd Gen)
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55.1

market capitalization

pension liabilities

funded status 85@/{0
equities 65%}

fixed income/cash 35%

3

of Flnerekl Prefeasloral of Insliutkonal Plan Spanser sz Driy.
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1

This diseussion document descrihes produst concepts thatars nat final. |t has bssn praparad far discussion purpgsss enly. It is not an offer to enter Infe any

agreament. This documant doas nat completaly describe the terme of any potantlal fransaction or final preduct deslgn, end eny transaction would be subject to
epplicable lsgal and regulatory requirsments; Internal, legal and ragufatory approvals; and inal legal documentation. Any Indlcetion of pricing provided in this i
documant ie far [lustrative purpesss anly.

Prudentlal does not provids legal, regulatory ar accounting advics. Tharafore an institutien and Its atvisars should seek legal, regulatory and accounting advice
regarding the legd, régulatory or accounting implicatians of any Insurance or ralnsurance sentract. This Information |s provided with the understanding that the
raciplant will discuss the subjock mattar with its own lagal counsel, auditer and other edvlsars,

Inaurance products are lssusd by elther Prudential Retirsment Insuranca and Annulty Company (PRIAC), Hartford, CT. or The Prudantial Insurance Company of
Arnarlca {PICA), Nawark, NJ. Both ara Prudanfial Financlal compeniss. Each company is salaly respanslble for its financial condition and contractual obligations,
PRIAC and PICA pravids insuranca produsis for U, 8. penslon plane but are nat authorlzed to provide insuranca products fer UK, pension plans, Melther PRIAG nor
PIGA nar Prudenial Retirement are authotlzsd of regulated by the U.K. Financial Senvices Autharity {FBA) ner any dthef regufatory bodiss af Europaan Econanio
Area (EEA). They do not offer inguratics oF relnslirdnce In tha United Kingdem no in the EEA, PRIAC does provide relnsurance In the Unlted Statas to U K, insurancs
companles that have seguired UK. pension risks through transactions with UK, plan spensors. PRIAC is nat authatized or regulated by the Office of Supsrintendsnt
of Finanelal Institutions fer @anada or by e Financial Sarvices Commissian of any Canadlan provines.

Peudontel's Traditionsl Buy-olt la a grow annuity contract [ssued by PICA, Nawark, MJ 07102, Amounts contributed are deposited in PICA's general account, Any
payment ohllgations or guarantaes are contingsnt en the chalme paylng ablllty of PICA,

Prudenlials Portfello Protected Buy-outis a group annuity contract issuad by PICA, Newerk, MJ 07102, Amounts contibuted to the cantiact are deposltsd In a
saparate account established by PICA. Payment obligalions spacifisdtin th groLp anhuity contract ars Insurance claime suppariad by the assets In the separate
account ahd, if such assets ara not sufficient, by the Rl falth and credit oF PICA.

Prudential's Portfalla Protentad Auy-Inis a group anmity contractissued by PICA, Newark, NJ 07102, Amounts contributed to the confract are deposited Ina :
saparats account astablishad by PICA, Paymant ebligetions specified In the group anaulty centract are insuranca dieims supportad by the assets in the separats i
account and, If such assets are not sufficlent, by the UMl fdith and credit of PICA. '
Guarantess ara basad on Hia ¢laims-prylng akillty of the Insuranca company and are subjact to cartain imitations, teqms and conditions,
Products not availabla n all statas.

@ 2012 Prudsndial, tha Prudential [ogo, the Rack symbol and Brng Your Challengdes are service marks of Prudential Financtal, inc., and its relatad entiliss, reglstarad
in many urlsdiotions werldwida.

0235407-00001-00 |

For Financial Professinal er  mslluflanat Plan Sporecr Lza Only.
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ced Annuities:
How to Overcome the Hurdles
of Private Annuitization

Klaus Miller

The information provided in this presentation does in no way whatsoever constitute legal,
accounting, tax or other professional advice.

While Hannover Riickversicherung AG has endeavoured to include in this presentation
information it believes to he reliable, complete and up-to-date, the company does not make any
representation or wamanty, exprass or implied, as o the accuracy, completensss or updated
status of such information.

Therafors, in no case whatsoever will Hannover Rickversicherung AG and its affiliated
companies or directors, officers or empioyees be liable to anyone for any decision made or
action {aken in cenjunction with the information in this presentation or for any related damages.

© Hannover Rixckversicharung AG. All righis resarved.
Hannovar Re Is the registered servica mark of Hannover Rickversicherung AG.

4§ Eohomed Amnciis hannover re”
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3~6 | Current pension environment worldwide

7-12 | UK development of enhanced annuity market
13-19 | Hannover Re's Undenwriting Approach

hannover re*

nironmant

» State pension not sufficient
¥+ Additional income from defined benefit decreasing

» Private savings or defined contributions needed and in many markets supporied by
tax regulation

» Funds available upon retiremant
= Upon retirement policyholders accept lump sum instead of annuity

» UK s the exception because annuilization was “obligatory” and additional rules are
restricting drawdown

People are saving for retiremant but do not buy an annuity

3§ Enhencad Aanuites haﬂﬁOVE‘f’ m&
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Gurrent penslon environment : i

Year

Period [Iife expectancy at birth

Perfod life expectansy at birth

Seurss: Ofos for Na
i

il Satislics
i 18

toer Feapln's T
il 198052 402

~ Miales - Fermalas
1901 487 g1
2009 782 29
Yoar Jo Males 659 ales Qo Fomates 55Po Femates
1801 16%Y 36%3 13%" 43%%
2008 s 86%3 859 0%

Risk o7 annsitants chooging drawddwn: outliving ersinulty dssefs

4 Eshanced Aorlfor

hannover fg"

Current penslon envirorment |

Profession

Blue collar worker

Smoker

Doctor

Banker

Teacher

Poor il worker

Individual annuity quote needed

¢ [ Srhancod Annuides

hannover re”
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State Oceupational Private

» Individual annuity quote already available for Defingd Contribution and Private
Pensions

w Individual underwriting for Defined Benafits developing

Shift to underwritien annulties

5§ Envarced ssites hannover reg”

developmentof BA market

Fully underwritien Impaired Life Annuities

b Underwriting on detailed medical quastionnaire and GFR

¥ Individual consideration by skilled underariters

SmckerHealth Indicsior Annuities

» Simplified underwriting on a limited number of simple questions
B Yes/ho decision

Select Annuities/Postcode Annuities

B Based on lifestyle, occupation and/or postcods

b Minor enhancement

Level Concapt Annuities
¥+ Automatically underwritten based on easy to answer medical questionnaire
» Guarantsed enhancement level quoted

Increased competition reguires individual assessment

T§ Enhanced Sanuities haﬂﬂO\/erf@h
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QI davelopment of EA market

» Individual survival curves

¥ Efficient processing for IFAs
= Standard providers entering the markel
# Open market option as default option

» Common quotation request form and portals incraase comparabilify

el

Signiflcant volume Increase from 1895 untit today

3§ | Erhancsd Anauding haﬂﬂovermw

{ UK developmant of EA markat

1985 Today

p Differentiation between standard and impaired  » Trend to fully underwritten pensiens

» Specialist provider; B Specialist and standard providers

# Provider offered products for special segments  » Provider offering fuli range from
' heaithy, over slighify enhancad to
severely impaired

¥ Providers use different underwriting » Common Quotation Request Form
apprecaches
. _ hannover re’
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Saveral times in hospital due to heart
ict Heavy S8moker{25  Liver cirrhosis, regular
Conditien Healthy eqd, overwaight)  consumption of aicohoal attack, BCG, bre:tt;\i:re:ssness cllmbling
Monthly
Arnutty JEUR] 30 440 a7h 475
Increase in %
relative to 10% 18% 53%
healthy
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Development UK Enhanced Annuity Market

in bn. GBP

40
35
3.0
25

10 -

0.0

15 s

o omowm 8B

1805 1998 1987 1608 1999 2000 2001 2002 2002 2004 2005 2008 2047 2008 2009 2010 2011 2012

- First

UW System

4

Automated L

" Stamdard annuity Providers entered
oo oo Enhanced Segment-using our new -z

N

UW Systems

]

i Erhancet Annutdes

2011 EA volume 3bn GBP representing 15% of total annuity markst
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UK developmmint af A matkot

p Standard providers entering Enhanced Annuity market

+ Simplified process for their vesting business or
= Full integration for open market
¥ 40% to 80% qualify for an Enhanced Annuity
» Growth of total annuity market by ~11% p.a.

» Enhanced Annuity segment growing even faster: 22% from 2010 to 2011

Al annuities will be underwritten in the not too distant future

12| Erhanced femuities hanﬂover M%

B Medical underwriting for annuities is very different from medical underwriting for life
covers

¥ Underwriters need special training and have to thinl differently
» What is the standard conceming a 65 year old applicant?
» Common life underwriting manuals cannot be used for annuities

B Should the applicant be very ill, the annuity value for the customer increases

Annulty underwriting needs special knowledge

1% 1 Exfmbwsd Annllles haﬁnoveff@
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# Underwriting at point of sale - allows immediate guaranteed quotes

p Simple questiors, easy handling even by medical layimen
¥ All common digeases, all levels of impairment
B ~ 95% of conditions covered

» System underwriting provides consistency

Specially designed to support smooth processing

T o— ~ hannover re"

| HR undenwriting approach
A 1
B
il
g - ELE = Estimated
. Life Expectancy
B
[
MPLE =
e.&_ Maximum
P o — Probable Life
ST S Expacianc
G P Y
of b ¥
@ .
s Vi il au ] B ol ] Wi
Eotree: Fannover Ba
ELEMPLE is the best information medical doctors can provide
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| HR undsrwriting approach

Buuroa, Hatover Re

e

Combine doctor's Input and standard mortality table

18 | Erhantad At
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t HR undarwriting approach
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individual survival curves are adequate for today's market
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