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What happens when the money runs out?
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UK fat r e markee ment 0O
Drivers of change

&
L ¥ @ O .oF Q@
@ & S O & NS ©
X2 @ < 4 N\ o N2 Q
& K Q}b @Q) ,b(\ ‘ g O 2 S Y >
NN DN ST O e P
A ® Q Q o
O R NP R S O\ SR M S N
SO & P SO ? N & (& K E $ NN &
S @ o O
AP RYT 0 P OO TN E Y



Annuities & Drawdown
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Projected NnNAt Reti remento

Reduced but material demand for annuities?

2023 fat retirement 0 20@Bannkity market:

~£50bn* pa (E16bn* 2013) ~£11bn* pa (E12bn 2013)
Relative
2013 annuity 2023
Main source i occupational DC schemes Fund £k £bn Fund growth propn. £bn
<10 0.6 0.3
Aggregate fund value of occupational DC 313% 16%
s schemes 10-30 2.4 1.1
206
20 10.4 30-100 5.7 5.8
166 313% 33%
" 145 100-250 2.4 2.4
121
4 10.7 250-500 0.7 1.0
10 " 313% 50%
. 500+ 0.2 0.4
. Total 12.0 313% 30% 11.0
” 2% %1 L %00 40 44 a5 an SO0 %4 Ghe i . A
Age A A Predicted behavioural change
Projected at retirement cohort Current at retirement cohort @gﬁ
+ future contributions & auto enrolment ¢ Institute
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Annuity market segmentation
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A The size of each bubble reflects the aggregate size of each market annuity segment (ABI 2013 data)

A The income amounts include state pension and estimated DC fund annuity income assuming 35% enhanced annuitie
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Towards an open market

Financial Conduct Authority u‘ Financial Conduct Authority M‘

Thematic Review TR14/20 Thematic Review TR14/2
Annuities sales practices Thematic Review of Annuities
December 2014 February 2014

A Stronger signposting to an underwritten OMO 35
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Other Drivers?

AGuidance&wi der HAadvi ce ’aei;‘eslon ctions

. Your money. Your choice
A Further fiscal changes?
Tax free lump sum
Single vs. marginal rate tax relief

A Auto-enrolment creates a new customer segment?
A Secondary market for annuities

A Defined Ambition/Collective DC
Sponsor appetite?

AEventuall yéwhat happens when hgh mo n e
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Solutions T key elements

A Pure investment solutions - maximise decumulation as a longevity hedge e.g. protected funds

A RISA® 8 simple & popular accumulation vehicle rolling on

A ™V a n i drawdodvn account i simple default option for small pots then fall back on State

A Equity release i last resort asset & shifting attitudes towards inheritance

A Temporary Annuitiesicert ai n payments fimatcho high outgo p
A Variable annuities i existing UK provider base (Axa, Met Life & Aegon UK)

A Immediate Annuities i buy later potential enhancement due to health, clearer outgoings

A Care needs annuities i worry about LTC when it happens

Institute

I |
A Deferred Payment Annuity i simple & efficient longevity insurance ,?’59‘9\ nstitate ey

SR I\
\.&;24 of Actuaries




Institute
and Faculty
of Actuaries

Overseas markets
Retail longevity protection
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Annuities vs. other choices

Country Lifetime Income MWR Annuity Comments
Annuities Drawdown estimate  Take up

Netherlands Mandatory (@) [Q 90-99 [100%] | Small pots <012k can be taken as LS
Singapore Mandatory o O 99.7 100%
Switzerland P default (@) P 108.2 80% Cross-subsidies with accumulation
Chile P default P restricted (@) 96.7 60% Includes ~30% deferred (short periods)
Ireland P low income | P high income P 25% TF 87.4 30%
UK P P P 25% TF ?! [30%] Estimated excl. TF LS for pots >£30k
Canada P P P restricted 98.1 [30%] DC pots still minority funding source
USA P P P 92.7-97.4 9% Includes deferred payment annuities
Australia P P P 98.6-101 1%
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http://www.google.co.uk/imgres?q=american+flag&hl=en&biw=1280&bih=617&gbv=2&tbm=isch&tbnid=10x5gTu5GmmOHM:&imgrefurl=http://community.secondlife.com/t5/media/v1/gallerypage/user-id/330263/image-id/7429i967D1EB8E396AC70&docid=JGF2AtQHQVzGOM&w=470&h=331&ei=V45CTruSNY610AGG3r2zCQ&zoom=1

US retail retirement market

P U.S. Individual Annuity Sales - Annual Fixed products (2014 $bn)
RSet(-:ure
ctirement = Variable Fixed :
INSTITUTE Fixed
$265 lati 77.9
$257 (accumulation)
$239 $239 $238 5230 $236 .
$216 $222 $220 Immediate 0.7
income ’
$156 Deferred 27
$160 $184 income
$137
v
_5 Structured 54
= settlements
o
c
£ _
® Fixed total 95.7
© $109 $111
T T T T T T T T T T 1 Institute
2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 and Faculty
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Genesis of the DIA In the US

EVALUATING THE ADVANCED LIFE DEFERRED ANNUITY
An annuity people might actually buy

Guan Gong and Anthony Webb

CRR WP 2007-15

N T ki o NTheL DAGs attractiveness |

X Retirement lot of longevity insurance at a relatively low cost.

4 It also makes decumulation much simpler during

the period before the ALDA payments
commence. i
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US Deferred Income Annuities

A Initial market offering pre 2011:

flLongevity Insuranced @dvaniied Life Delayed Annuityd ~$50m pa mar ket
AVanill ao | ong deferred annuities bought at retirement
A New York Life launch Nov 2011: Deferred income annuity sales
AGuar aRutue e d c 0o me 0 0.80
Widened target market to those pre and nearing retirement o
Shorter deferred periods more popular %2:
Increased product flexibility & features i RoP popular i 0.40
i 0.30
A Rapid growth to 2014: ¥om
0.10
New York Life dominate (USD 2bn* reached Oct 2014) A58 _ , _ _
~15 CompanieS now aCtive Q12012 Q22012 Q32012 Q42002 Q12013 Q22013 Q32012 Q4203

General adverse impact of yields Q4 2014
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NYL Guaranteed Future Income (GFl)

A Options at PoS: Rates vs. Immediate:
Single or joint life (40-99% reversion) .
Benefit increases: 1-3% pa fixed oonrtin R Ve it dote
Deferral 2-40 years subject to age
Death benefits pre vesting: RoP or Nil

Income payment post vesting:
Lifetime only 10 yoar 102
Guarantee period (10-30 years)
Cash/Instalment refund

A Options beyond PoS: Rate et s of 02723201

L. . Issue Age Current Annual Payout Rates
Additional premiums

No future guarantee/RMD constraints

Accelerate or Defer vesting i RoP version - once only
Accelerate to 13 months from last premium or later
Defer up to 5 years from original choice

|
CBY,
A AN
The Company You Keep \.-\{—/\_ﬁd

*Sources: NYL
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NYL Guaranteed Future Income (GFl)

100%
Thereisa
/ 75% chance of at
least one spouse
5% living to this age.
Thereisa
z / 50% chance of at
2 least one spouse
§ 50% living to this age.
& Thereisa
25% chanceof at
least one spouse
25% fiving to this age.
o T T T T T
65 70 75 BO B85 S0 95 100 105
Age
B Male M Female WM Atieastonespouse
1. Source: 2012 IAR Mortaiity Table
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Birth of the QLAC

A IRS Required Minimum Distribution (RMD) rules for 401(k) & IRAs
Must commence withdrawal shortly after age 70.5 (by 1st April in year following)
Minimum amounts based on age & fund value which are generally taxable

A Legislative boost in July 2014:
Effective removal of fiscal barriers within 401(k) & Individual Retirement Accounts
AIG launch first Qualifying Longevity Annuity Contract A Amer i can Pat hwayo Nov 2014

A QLAC status & key requirements:
QLAC excluded from RMD calculations
Maximum 25% of fund up to $125k
Deferral period from 12 months up to age 85
No commuted lump sum or cash surrender benefits
Scope to offer specified death benefits e.g. RoP, spouse or beneficiary annuity

. . . o I~}
No investment linkage (but can inflation link) CE | Institute
i AN and Faculty
\.&;24 of Actuaries
*Source: IRA
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AIG American Pathway DIA

A Available both as QLAC and in other forms

A Options at PoS (QLAC): American Pathwoy*
. o Deferred lncome Annuuty
Single or joint life (spouse) ARAABS TR A

Benefit increases: CPI or 1-5% pa fixed post vesting
Death benefits pre vesting: RoP or Nil
Income payment post vesting: Lifetime only, Lifetime with cash refund

A Options beyond PoS (QLAC):
Accelerate or defer vesting within 5 years of original choice (subject to QLAC rules) - once only

A Other features (non QLAC):
Post vesting fixed term, guarantee periods & instalment refunds
Post vesting advance payment of next 6 months - twice only
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Australia . »
A Account-Based Pensions (ABP) dominate currently .
®
A Very modest lifetime annuity market: Challenger, Comminsure + little else

A Deferred Life Annuities (DLA) development subject to adoption of potential tax rule changes:
To level the playing field between superannuation assetsa n d DwrtArivesstment earnings
See ALongevity: A reinsurers perspectiveodo Leas/ McMahon

A Financial System Inquiry recommendations Dec 2014 (inter alia):
Require superannuation trustees to pre-select a comprehensive income product for members (CIPR default option)
CIPR vision: a combination of products enabling retirees to balance high income, risk management and flexibility
Impediments to product development should be removed
Key new longevity components considered DLA and pooled Group Self-Annuity (GSA)
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Source: Challenger and Mercer Joint Submission to FSI March 2015 20
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MERCER LIFETIMEPLUS™

It’s an investrnent < Account Based Pension >
option in your account
based pension. <

Investment Options >

< Growth >< Balanced > < Conservative > #8 MERCER _ » Eamings
' LifetimePlus® Living bonuses
« Capital return
Innovation Excellence

® MERCER LifetimePlus™
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MERCER LIFETIMEPLUS™
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