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Over the past two years, the market for medically underwritten buy-ins
has grown significantly to the extent that they represented over 10% of
all bulk annuity transactions that took place during the fourth quarter
of 2014. With this growth we're also seeing more competition, as new
insurance companies enter this market.

We expect the pricing for medically underwritten buy-ins to remain
attractive for 2015 — often over 5% cheaper than traditional buy-ins,
providing pension schemes with a window of opportunity to take
advantage of the competitive pricing during 2015. Longer term, we
expect demand to outstrip supply with pricing expected to harden.

If you would like more information on medically underwritten buy-ins
or would like to discuss this report in more detail, please contact me or
your usual Hymans Robertson consultant.

James Mullins

James is a Partner and Head of Risk Transfer

Solutions at Hymans Robertson and is widely
recognised as a market expert on medically
underwritten buy-ins.

For more information contact James on T 0121210 4379 or
E james.mullins@hymans.co.uk
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Background — what is a medically underwritten
buy-in?

A medically underwritten buy-in differs from a traditional buy-in because it takes account of
individual members’ health status, initially by asking members to complete a short questionnaire.
Having the additional information enables insurers to refine their pricing which can be particularly
beneficial if the members being insured have health or lifestyle conditions. However, by just going
through the process of collating health information, it allows the insurance companies to have the
best possible understanding of the risk that they’re taking on. This allows the insurers to remove
unnecessary prudency margins (which are needed when there’s more uncertainty) and so provide
the most competitive pricing for pension schemes.

Top slicing

In nearly all pension schemes a few pensioners (typically former executives and senior managers)
account for a large proportion of the liabilities. This represents a significant concentration of risk
for the pension scheme because if this small group of pensioners live longer than expected, then
there’s a disproportionate impact on the scheme’s financial position. Medically underwritten buy-
ins are currently the most cost effective way of removing this concentration of risk, associated
with the pensioners with the highest individual liabilities. Such transactions are referred to as ‘top
sliced, medically underwritten buy-ins’.

Traditional buy-in pricing for high value pensioners reflects the fact that affluent individuals are
likely to live longer. By gathering data on their health and lifestyle it’s more likely than not that
some health conditions will be present which reduces the cost of insurance.

For these reasons, well over 50% of the medically underwritten buy-ins to date (by value) have
been top slided buy-ins. We expect this trend to continue.

Hymans Robertson has been one of the pioneers of the medically underwritten buy-in market,
recognising the significant benefit for its pension scheme clients. We’ve been involved in over
25% of the medically underwritten buy-in activity to date.

Attractive medically underwritten buy-in
pricing remains

In our experience medically underwritten buy-in pricing remains over 5% cheaper than traditional
pricing, often close to a pension scheme’s technical provisions reserve.

This means that pension schemes can exchange gilts (a broad matching asset) for a medically
underwritten buy-in (a perfect matching asset, including protecting against life expectancy
and proportion married risk) without any cost implications nor any need to increase company
contributions.
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Insurance Companies who offer medically
underwritten buy-ins

4 Just Retirement and Partnership are driving this market, each with close to 50% market share
(by value) of all medically underwritten buy-ins. Aviva has also completed one medically
underwritten buy-in.

¢ Given the rapid growth in this area, other insurers are increasingly active and interested in this
part of the market. We expect to see other insurance companies offer medically underwritten
buy-ins during 2015.

Headlines for the medically underwritten buy-in
market to date

4 From a standing start in 2013, 43 pension schemes have now completed medically
underwritten buy-ins covering almost £800m of liabilities.

¢ The popularity of medically underwritten buy-ins has grown to such an extent, that they
represented over 10% of all bulk annuity transactions during the fourth quarter of 2014.

4 Given the attractive pricing, medically underwritten buy-ins have very wide appeal and conversion
rates from obtaining a quotation to completing a transaction are very high — we estimate
conversion rates are around 75% for the market as a whole and currently stand at 100% for
Hymans Robertson clients.

¢ MorganAsh are the market-leading company for gathering health information from members
and providing this information to insurance companies to refine their pricing.

Figure 1-the rapid growth of medically underwritten (MU) buy-ins:
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Headlines for the outlook in 2015

¢ We expect to see between £500m and £1billion of medically underwritten buy-in deals to be
completed during 2015, taking total market volumes to in excess of £1.5 billion by the end of
2015.

4 Insurer pipelines are stronger than ever and Hymans Robertson is currently working with over
15 pension schemes who are either in the process of completing a transaction or obtaining
medically underwritten buy-in quotations.

¢ We expect medically underwritten buy-in pricing to remain highly competitive during 2015,
but to increase into 2016 as pension scheme demand grows further. This means pension
schemes have a window of opportunity during 2015.

4 The medically underwritten buy-in market will continue to be dominated by ‘top sliced’
transactions. These top sliced transactions are becoming increasingly popular with larger
pension schemes and, given the attractive pricing, we expect this trend to continue. The
largest deal in 2014 was a £206m ‘top sliced’ buy-in with Partnership covering the largest
individual liabilities in a multi-billion pound scheme.

¢ Average deal sizes more than tripled from 2013 (£7m) to 2014 (£27m) and we fully expect this
trend to continue in 2015 as more larger pension schemes recognise the significant benefits of
medically underwritten buy-ins.

¢ We expect medically underwritten buy-ins to represent around 10% of all buy-ins (by value)
during 2015.

4 2074 saw the first medically underwritten buy-out covering deferred members, as well as
pensioners and we expect to see further medically underwritten buy-outs in 2015.

Figure 2 —-medically underwritten buy-in transaction values, by quarter:
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For all these
case studies,
prices were close
to Technical
Provisions
reserves (in
some case
cheaper) and
close to 10%
cheaper than
traditional
buy-in pricing. 33
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Medically underwritten buy-in — case studies

1 2 3 4 5
Scheme £150m £200m £120m £150m £150m
size
Number of |18 20 34 50 40
pensioners
0 (average (average (average (average (average
f°"e“i Y |liability of | liabilityof | liabilityof | liabilityof | liability of
topstice™ | £9om £1.2m) £0.6m) £0.65m) £0.8m)
buy-in
Buy-in Sep 2013 Feb 2014 Dec 2014 Dec 2014 Mar 2015
transaction
date
Assets Gilts and Corporate Gilts Gilts and Gilts and cash
exchanged | corporate bonds and corporate
for buy-in | bonds cash bonds
Price Prices were all close to Technical Provisions reserves (in some case cheaper) and
close to 10% cheaper than traditional buy-in pricing.
On average, equivalent to an implied return of gilts + 0.3% p.a.
Positive + Removed significant concentration of risk associated with highest individual
impacts for pensioner liabilities;
R . Exchanged broad matching assets for a perfect matching asset, including
schemes : N . S
protecting against life expectancy and proportion married risk
All without any need to increase company contributions.
In fact, in several of these cases, the scheme’s overall best estimate asset returns
actually increased, despite the material risk reduction.
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The Trustee is delighted to have been able to manage its Fund’s
concentration of risk with this tailored and cost effective
solution. Hymans Robertson’s impressive process, Club Vita's
market leading longevity analysis and the insurance company’s
competitive price has allowed the Fund to remove this risk at a
cost close to our technical provisions reserves — a great outcome
for everyone associated with the Fund. 39
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Many thanks for this good news and for all the help you have
given to the Trustees to enable this investment to be made. It
went very smoothly from our point of view. 33
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Many thanks to the Hymans team. Very efficient. )
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Our experience
is that most
pensioners

are happy to
actively help
with the data
gathering
process,
provided

that it's well

communicated
(1)
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How the health data gathering process works

Letter to Information Underwriting
pensioners shared with

insurers
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¢ Tosome peoples’ surprise, our experience is that most pensioners are happy to actively help
with the data gathering process, provided that it's well communicated;

¢ We typically see pensioner response rates of between 70% and 80%;

¢ This is great news for pension schemes as it provides the insurance companies with a lot of
additional information about the risks they are taking on, which allows the insurers to remove
unnecessary prudency margins (which are needed when there’s more uncertainty) and so
provide the most competitive pricing; and

¢ Pensioner feedback on the data gathering process has consistently been positive.
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If you would like to discuss this quarterly update in more detail please contact your usual
Hymans Robertson contact or:

Richard Wellard

Partner and Risk Transfer
Specialist

T0121210 4355

E richard.wellard@hymans.co.uk

James Mullins

Partner and Head of Risk Transfer
Solutions

T0121210 4379

E james.mullins@hymans.co.uk

Michael Anderson Clive Fortes

Senior Consultant and Risk Transfer Partner and Risk Transfer
Specialist Specialist

T0121210 4362 T0207082 6235

E michael.anderson@hymans.co.uk E clive fortes@hymans.co.uk

Eddie McAuley
V= Partner and Risk Transfer

Christine Cumming
Senior Consultant and Risk Transfer

‘V‘ Specialist Specialist
s\ 701415667792 T0141566 7943
E eddie.mcauley@hymans.co.uk E christine.cumming@hymans.co.uk

lain Pearce Freya Williams
Senior Consultant and Risk Transfer Senior Consultant and Risk Transfer
Specialist Specialist

T 0121210 4358 T 0121210 4346
E iain.pearce@hymans.co.uk E freya.williams@hymans.co.uk
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This communication has been compiled by Hymans Robertson LLP, and is based upon their understanding of legislation and events as at February 2015. It is designed to be a general information summary and may be subject

to change. It is not a definitive analysis of the subject covered or specific to the circumstances of any particular employer, pension scheme or individual. The information provided does not constitute advice, and should not be
considered a substitute for specific advice in relation to individual circumstances. Where the subject of this document involves legal issues you may wish to take legal advice. Hymans Robertson LLP accepts no liability for errors or
omissions or reliance on any statement or opinion.

Please note that the value of investments and income from them may fall as well as rise and you should not make any assumptions about the future performance of your investments based on the information contained in this
document. Further, investments in developing or emerging markets may be more volatile and less marketable than in mature markets. Exchange rates may also affect the value of an investment.

Hymans Robertson LLP has relied upon external sources of information in compiling this report. Whilst every effort has been made to ensure the accuracy of the data and views expressed Hymans Robertson cannot verify the
accuracy of such data. The information contained is not intended to constitute advice, should not be considered as a substitute for scheme specific advice not should you place reliance on this report. Hymans Robertson will not be
liable for any loss arising from use and/or reliance upon the report.

Hymans Robertson LLP (registered in England and Wales - One London Wall, London EC2Y 5EA - OC310282) is authorised and regulated by the Financial Conduct Authority. A member of Abelica Global.
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