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¢ Emp

¢ The idea of a “road to buyout” is not a new one

loyer / trustee perspectives

— Common destination...

... different journey?
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Actuaties & Consultants

Worst case Central case Best case
30% chance 60% chance 10% chance

Serious Economies struggle throughout 2009 Recovery to
deterioration More bank regulation & lending control gorgtil ;gggltlons
Bank initiatives fail Quantitative easing starts to work 4

Debt and fiscal

B Continued deleveraging by banks,
e households & companies
Echoes of 1990s

T Deflationary pressure in 2009 & 2010
Unprecedented gov bond issuance

Unprecedented .

insolvencies Reduced corporate profitability / access to

PPF burden e
Trustees seek improved benefit security
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De-risking options Peacock
Investment strategy
De-risking options include: Bulk annuities
Longevity hedging

Cap pensionable pay

Liability limitation / reduction
y Close to future accrual

options include:

Transfer value exercise
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Actuarics & Consaleasts

*

How long do you want to still be running a DB scheme?

*

What does “risk” mean to you
— balance sheet, cash, P&L
— missing opportunities to reduce risk in the future
... and how much risk do you want to take?

*

Consider non-investment risks
— mortality, governance, HR

*

Consider alternative risk reduction measures

— eqg risk transfer, longevity bonds

*

Work with Trustees to align objectives and implement strategy

Lane
) Clark &
Company pItCh to trustees Peacock

Actuarics & Consaleasts

There is significant upward pressure on defined benefit costs.

Long-term
inflation and Funding
real yield legislation
expectations

Auto-enrolment

¢ “Company view is that funding these additional costs is potentially damaging
to the business....

¢ ... and that the market / our competitors are increasingly moving away from
defined benefit pension provision

¢ ... the Board and shareholders wish to work with the Trustees to contain /
manage down the risks associated with DB provision”
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¢ What do you want to achieve?

— consider return, risks, liabilities, employer
covenant

¢ Don't take unnecessary risks

— hedging interest rates, inflation, currency

¢ Don't put all your eggs in one basket

— diversify asset classes, risk factors, manager skill

¢ Implement intelligently

— cash flows, switching, timing, value-add
opportunities
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Good governance can add value

Speed of decision making is key
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Cumulative return required (above gilts)
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Set objectives, and make decisions in advance

Ensure opportunities are not missed
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Publicly announced buyout and buy-in transactions
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Funding measures for pensioner liabilities

Financial crisis

Dispersion
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+ Precisely matching cashflows (eg using swaps / buy-in)
increases duration of residual net cashflows

+ Focus on expected return for remaining asset portfolio...
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De-risking through buy-in / investment strategy /

benefit changes can significantly reduce risk

¢ Pace of risk reduction is the key discussion point
¢ In terms of the next funding valuation:

— de-risking could support stripping some of the margins for
prudence in the discount rate

— offset to weaker company covenant?

Interests of company and trustee can be aligned

Pension Risk Mitigation: reconciling employer and
trustee views

Clive Wellsteed
29th April 2009




