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"Longevity swap"

 A derivative contract that protects against uncertain longevity

– Only Babcock International have purchased one of these to date

"Longevity insurance"

 An insurance policy that protects against uncertain longevity

– RSA, BMW and Royal County of Berkshire have purchased one of these

"Bulk annuity contract"

 We all know what these are …

… but we may not know that longevity insurance policies are bulk annuity policies

"Reinsurers"

 Wholesale depositories for longevity (and property, earthquake, mortality…) perils

Some terminology
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aLongevity insurance fixes uncertain
liabilities

2010
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Certainty
Pension plan liability is the annual premium
payment regardless of changes in longevity

Swap Format
Insurer covers the cost if longevity increases,

and gains if longevity decreases

Annual premium leg

Scenario 1: Illustrative increased annual
pension payments if longevity gets longer

Scenario 2: Illustrative lower annual
pension payments if longevity gets shorter

Scenario 1: Net difference paid
by the insurer to the pension plan

Scenario 2: Net difference paid by
the pension plan to the insurer
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aBulk annuities and longevity insurance are
not mutually exclusive

Bulk
annuity

Longevity
insurance

Single premium
up front

Period over which
premiums paidOver 60

years
The shorter the premium schedule the more
the longevity insurance looks like an annuity

Longevity insurance premium durations can be set to coincide with pension end
game targets. Once premiums are paid you're left with a bulk annuity
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aBut longevity insurance costs money ….
(of course it does –insurance isn't free!)
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Realistic pension
reserving for longevity

Pension plan current
reserving for longevity

Insurance premium for
longevity insurance

“Catch-up” premium Perceived cost

Actual cost

2010

Not to scale. For illustration only

The funding prudence margin typically offsets much of the cost. Decision therefore
is whether to use the prudence margin, plus perhaps a little more, for certainty
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"…. the markets providing insurance against these residual risks remain at a
relatively early stage of development. Only seven longevity swap deals [by
pension plans]…" PPF Long-Term Funding Strategy, August 2010

But what about insurer cases for their annuity portfolios, including1…

 AVIVA

 AXA

 Canada Life

 Cooperative Insurance

 Friends Provident

 …

Longevity hedging is not new

1 Various sources
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Is longevity hedging all about pensioners?

Pensioners

Older deferreds

Older actives

Younger deferreds

Younger actives

Achievable up
to here, or
higher?

Longevity hedging is not "all or nothing". Entirely rational to hedge only pensioners
and retain risk for non-retirees

Least difficulty

Most difficulty
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aWhere does this longevity exposure end
up?

RSA

Royal County of
Berkshire

BMW

Goldman Sachs / Rothesay
Life

Written direct by
reinsurer

Deutsche Bank / Abbey Life

£1.9 bn

£1.0 bn

£3.0 bn

Reinsurer capacity is finite …… but there is plenty of it for now

Reinsurers

Reinsurers

Babcock International Credit Suisse£1.2 bn Reinsurers
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aLongevity hedging isn't just for well
funded pension plans

Longevity
cover

Asset and
financial risk

cover

Bulk annuity

Longevity
insurance

Gilts and
swaps

Gilt matching

Longevity
insurance

Long term
asset

strategy

Long term

Future
funding

Most larger pension plans can utilise longevity insurance regardless of funding level
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 Immature pension plans

 Those under reserving for longevity

 Trustees with a pessimistic view of future life expectancies

 Pension plans that want to keep the prudence margin (and take the risk)

 Trustees with more pressing issues than longevity eg employer covenant

 … and in any case insurance capacity is insufficient to cover all UK
longevity exposures!

Is longevity hedging the solution for
pension longevity risk?

The answer can only be "no" across all pension plans, but for many pension plans
longevity hedging is the way forward
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Important information

This information is issued by Swiss Re Capital Markets Limited (“SRCML”), together with our affiliates ("Swiss Re").  SRCML (FSA Register Number 187863,
VAT Registration number 244797524) of 30 St Mary Axe, London, EC3A 8EP is a company authorised and regulated in the conduct of its investment
business in the UK by the Financial Services Authority (“FSA”) and is entered in the FSA’s register. The FSA's website http://www.fsa.gov.uk/ contains a wide
range of information of specific relevance to UK clients and provides access to the FSA register. This information is not intended for, or available to retail
clients within the meaning of the FSA. Persons dealing with SRCML outside the UK are not covered by all the rules and regulations made for the protection of
investors in the UK, and may not have the right to claim through the UK's Financial Services Compensation Scheme. This information is only intended for
professional investors.  More generally you are reminded that this material has been delivered to you on the basis that you are a person into whose
possession this material may be lawfully delivered in accordance with the laws of the jurisdiction in which you are located or other applicable jurisdictions
and you may not, nor are you authorised to, deliver this material to any other person. The information is confidential and proprietary to us and is solely for
your use. By receipt of this information, you acknowledge and agree that the information contained herein may not be reproduced or circulated without our
written permission and may not be distributed in any jurisdiction where such distribution is restricted by law or regulation. Swiss Re is providing these
materials solely for the purpose of providing information that may be useful in analyzing the markets and products discussed herein; however, the information
should not be construed as legal, tax or investment advice nor interpreted as recommending any investment in any particular product, instrument or security
and should not be relied on as the sole source of information upon which to base an investment decision. Neither Swiss Re nor any of its affiliates can accept
responsibility for the tax treatment of any investment product, whether or not the investment is purchased by a trust or company administered by Swiss Re or
an affiliate. Swiss Re assumes that, before making a commitment to invest, the investor (and where applicable) its beneficial owners have taken whatever
tax, legal or other advice the investors/beneficial owners consider necessary and have arranged to account for any tax lawfully due on the income or gains
arising from any investment product provided by Swiss Re. No representation is given to any investor regarding the legality of an investment. Unless
otherwise agreed in writing, Swiss Re is not acting as your financial adviser or fiduciary. The information contained in these materials was obtained from
sources believed to be reliable and any discussions reflect the views and judgment (including illustrations, estimates, opinions, forecasts and projections), of
the party or parties that prepared it as of the date hereof, and is subject to change. No representation is made as to the accuracy or completeness of such
information or that all assumptions relating to them have been considered or stated or that such projections or returns will be realised. The returns or
performance results may be lower than estimated herein. This material might have been sent to you in an electronic form. You are reminded that documents
transmitted via this medium may be altered or changed during the process of electronic transmission and consequently Swiss Re does not accept any liability
or responsibility whatsoever in respect of any difference between this material distributed to you in electronic format and the hard copy versions available to
you on request. Any opinions expressed in this material are subject to change without notice and Swiss Re is not under any obligation to update or keep
current the information contained herein. You hereby unconditionally agree that Swiss Re is not responsible to you for any of the information or content
herein and that any use you make of this information is totally your own responsibility and at your own risk. Any decisions you make to invest in the securities
or other instruments discussed in these materials will be based solely on your own evaluation of your financial circumstances, investment objectives, risk
tolerance, liquidity needs and any other factors that you deem relevant.

http://www.fsa.gov.uk/

