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Longevity hedging: 10 things you should know

Longevity hedging is attracting increasing attention as a new tool to remove a major risk for
pension plans.

1. Alongevity hedge allows a pension plan to transfer the risk that
members live longer than expected to a third party — typically a
bank or insurer. The pension plan keeps direct control of its
assets, which helps minimise counter-party risk.
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2. Alongevity hedge provides an opportunity for pension plans to
close out (or reduce) longevity risk when transferring all risks to
an insurance company (e.g. through a "buy-in") is not affordable
or practical.

3. With a longevity hedge in place, a pension plan can deal
separately with the other key risks, such as inflation
and interest rate risk. This results in what is sometimes
described as a “DIY” or “synthetic” buyout and is an alternative
to dealing with all the risks at the same time through a buy-in.

4. The longevity hedges recently announced by Babcock International and RSA Insurance Group for their current
pensioners (see bottom) are the first by UK pension plans.

5. Financial institutions in the UK have been using longevity hedges for a number of years. Examples include the deal
struck in April 2007 between Friends Provident and Swiss Re to re-insure longevity risk on £1.7bn of annuities.
More recently, in March 2009, Norwich Union entered into a swap with Partner Re, passing across longevity risk
on around £475m of annuities.
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6. Longevity hedges come in two main forms: bespoke and index- pansioner liabilities

based. A bespoke hedge can offer a full transfer of longevity
risk for pensioners, typically only where pensioner liabilities are
over £100m. Index-based hedges, which only protect against
changes in longevity for the general population, have to date Cost of longevity hedgé i
received much less interest from pension plans.

7. Longevity hedge pricing has become keener over the first half of
2009 mainly due to increased competition between providers.

8. Over the last ten years, pension plans have seen liabilities for
pensioners rise by over 25% as a result of changes in longevity
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or more.

9. Some hedge providers can combine longevity and inflation hedging in one arrangement. This provides a halfway
house between a standard longevity hedge and buyout with an insurance company.

10. Quotations have been issued by longevity hedge providers on over £30bn of pension liabilities in the last 12 months,
for bespoke longevity hedges alone. This includes quotations for at least six FTSE100 companies.

On 26th June, Babcock International announced completion of a £300m longevity swap deal between one of
its pension schemes and Credit Suisse. Further similar deals totalling £450m for two of Babcock’s other
pension schemes are expected to be completed by October.

On 14th July, RSA Insurance Group announced completion of a £1.9bn risk transfer arrangement with
Rothesay Life and Goldman Sachs, which included a longevity swap.
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Lane Clark & Peacock LLP (LCP) is a limited liability partnership and offers a full range of actuarial, benefit consultancy
and risk services to clients in the UK and internationally through LCP Trustee Consulting, LCP Corporate Consulting, LCP
Financial Dynamics Practice, LCP Insurance Consulting and LCP Investment Consulting.

The LCP Trustee Consulting practice focuses on providing advice on pensions issues that are of concern to trustees,
such as implementing the new pension scheme funding regime, assessing the adequacy of contribution plans, advising on
investment issues, trustee governance, risk management, communications and risk insurance, assessing the strength of the
employer covenant, and advising on the issues surrounding insolvency and the winding up of pension schemes. The practice
also provides a client focused quality Pensions Administration service.

The LCP Corporate Consulting practice specialises in advising companies on how best to manage their pension
schemes’ finances through contributions, investment policy and other approaches. The practice also advises companies on
how best to manage the impact of their pension schemes on company finances, how to represent pension schemes in
company accounts, ensuring that UK and international benefit plans attract and retain employees effectively, project
management, scheme design, DC, risk insurance, global management of costs and risks and managing benefit issues in
mergers and acquisitions.

The LCP Financial Dynamics practice specialises in offering a new dimension to risk appraisal, business modelling and
valuations of companies. The practice uses advanced financial models to give companies a competitive advantage when
considering business decisions.

The LCP Insurance Consulting practice is a leading non-life actuarial consultancy. We provide a full range of services
to insurers and reinsurers, including advice on all aspects of Solvency II.

The LCP Investment Consulting practice specialises in advising either corporate sponsors or pension scheme trustees
on the appropriate investment policy, as well as on the broader areas of risk management. The practice identifies the
potentially complex and conflicting needs, explains clearly how to address those needs and helps with the implementation
of the chosen solution.

LCP employs more than 500 staff including over 200 full and part qualified actuaries. We serve a wide range of clients
around the world, including large global multinationals such as Pearson, Volkswagen and Whitbread. We also advise a
number of private equity houses, charities and unions.

To find out more about these services please contact Jerome Melcer, Clive Wellsteed or
Tom Durkin on +44 (0)20 7439 2266 or visit our website: www.lcp.uk.com
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