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Chairman’s Welcome

Paul Fulcher
26 AUGUST 2020




Agenda

10:30 -10:35
Chairman’s Welcome
Paul Fulcher

10.35-11.10

Update on Part VIl transfers and
schemes of arrangement

Oliver Gillespie and Robert Bugg
Questions

11.15-11.45

Update on M&A activity in Europe

Philip Simpson and Stuart Reynolds

Questions

11.50 -12.10
The with-profits end game
Nick Dumbreck and Amy Nicholson

Questions and wrap up
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and schemes of
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Introduction and recent transfers

Prudential/Rothesay Scheme

L&G/ReAssure Scheme

Schemes of arrangement



Introduction

Part VIl transfer

= A transfer of contracts of insurance and
associated assets and liabilities from one
iInsurance company to another

= Effected via a Court Scheme under Part VII
of the Financial Services & Markets Act
2000

= Lengthy process requiring two court
hearings and significant engagement with
the PRA and FCA

= Requires a Scheme Report from an
Independent Expert on the likely effects of
the Scheme on policyholders and other
stakeholders

= Lead regulator = PRA
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Part 26 scheme of arrangement

= A compromise or arrangement between a
company and its creditors/members
(including insurance policyholders)

= Used to carry out restructurings, product
simplifications etc.

= Effected via a Court Scheme under Part
26 of the Companies Act 2006

= Requires a vote of affected individuals and
two court hearings

= Independent Expert not required by
regulation / statute, but an IE is typically
appointed for schemes involving long-term
insurance business

= Lead regulator = FCA




Recent / ongoing transfers/schemes involving life business

‘{ = Part VII transfer of L&G’s mature savings business
‘s -
General = Status: Sanctioned 20 August 2020

ReAssure

l=Rothesaylife

Part VII transfer of Irish annuity portfolio 7
PMONUMENT™ . Status: Sanctioned 31 July 2020

= Part 26 scheme and Part VIl transfer of business of Equitable into Utmost
utmost [l Status: Sanctioned 4 December 2019
€ Canadalit = Part VIl transfer of Retirement Advantage insurance business into Canada Life Limited
nada Lire .
= Status: Sanctioned 18 December 2019
@ Canadalife = Part VIl transfer of life, pensions and protection business
Scottish) . : '
f-%effdl) Status: Sanctioned 22 October 2019
T = Part VII transfer of £11bn of annuities
PRUDENTIAL
BRothesaylife = Status: Declined 16 August 2019
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Internal “Brexit” transfers of life business

&l
S
) ROYAL PRUDENTIAL

LONDON

£ ASSURANT®

Standard Life
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SCOTTISH WIDOWS B AVIVA
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Prudential / Rothesay scheme - background

L) Milliman

* Prudential announced the sale (via reinsurance) of c.£12bn of non-profit annuity liabilities to Rothesay Life

* It was agreed to pursue a Part VII transfer in order to terminate the reinsurance agreement and simplify the
management of the business

» Subject to some exclusions, Prudential and Rothesay pursued a Part VII transfer of the reinsured business

* Directions Hearing took place on 31 January

» The companies informed transferring policyholders and received over 1,000 objections to the transfer (i.e.
approximately 0.4% of total communications yielded an objection)

» Sanction Hearing took place between 10 June and 20 June
* On 16 August 2019 Mr. Justice Snowden handed down his judgment, declining to sanction the transfer
* On 27 September 2019, the companies lodged an appeal against the judgment




Prudential / Rothesay scheme - judgment
The judgment covered the following key areas

i& The wider discretion of the Court
The nature of annuity policies
Financial support available to Prudential vs. Rothesay
Age and reputation of Prudential vs. Rothesay
The existence of the reinsurance arrangement
Implications of non-sanction

Future transfers

Permission to appeal

L) Milliman
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Prudential / Rothesay scheme — appeal process

Prudential and Rothesay were granted leave to appeal by Mr. Justice Snowden

p
The appeal was lodged on 27 September 2019. The grounds for appeal centre
around:

* Any errors in the interpretation of the law, precedent etc. by the judge, or

 Serious procedural or other irregularities
.
— \;
p

A “Directions” Hearing took place on 18 June 2020.

If the appeal is successful, the Appeal Court will not go on to consider sanction. The
guestion of sanction will be remitted to the High Court.
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Prudential / Rothesay scheme - implications

= Future transfers

Annuity transfers may become difficult Future

Transfers

Large and longstanding companies may
benefit

Companies within a wider group may
benefit

Changes to

Possible PRA'S

olic . .
v Implications

Fewer ‘purely commercial’ annuity literature
transfers

approach to
transfers

= Depends on the outcome of any appeal

= More objections

Buyout
firms may
focus on DB
purchases

= Reinsurance and company sales likely to
be unaffected
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The transfer of the L&G mature savings business to
ReAssure

Large
transfer

A systems
and data
migration

Legal &
General

Prudential
Rothesay
Re A ssure Acquisitions
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of
interest

A potential

IPO
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The L&G ReAssure transfer

= Approximately 900K to 1 million policyholders and £30 billion of assets
transferring

= ReAssure ‘currently’ has approximately 2 million policyholders and £40 billion of
AUM

= Large number of policyholders with whom to communicate

= Knowledge and data transferal required meant a large IT project

L) Milliman
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The L&G ReAssure transfer

Swiss Re Group announced that it was considering an IPO of ReAssure in 2019.

3 August
2018

Swiss Re Group confirmed its intention to proceed with the IPO

Reports finalised and submitted to Court

Swiss Re Group announced that it had suspended the IPO process.

U 2 7

Directions Hearing
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The L&G ReAssure transfer

A o
o2 Quilter  m—

WEALTH PHOENIX GROUP

* ReAssure announced that it intended to purchase the heritage life and pensions book of Old Mutual Wealth from Quilter A

Plc.

5 August _
2019 » This was approved by the PRA on 19 December 2019. )
~

* Phoenix Group Holdings plc announced that they intended to purchase ReAssure.
6 Dgc(:)elrgber « This was approved by the PRA on 22 July 2020

J
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The L&G ReAssure transfer

The Prudential Rothesay verdict was announced on 16 August 2019 and the
judgment covered:

l%b The nature of annuity policies

Lo Financial support available to Prudential vs. Rothesay
QF-’% Age and reputation of Prudential vs. Rothesay

l i-:b The existence of the reinsurance arrangement
%p_}; Implications of non-sanction

L) Milliman
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The L&G ReAssure transfer

Sanction Hearing at the Rolls Building.

10, 11, 12
March 2020

No judgment given by Mr Justice Zacaroli.

Most offices starting to close and encourage staff to work remotely.

w/c 16
March 2020

The British PM issues his lockdown measures regarding restrictions on all but ‘essential’ workers.

LGAS and ReAssure request an adjournment.
24 March

2020

U 2 7
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The L&G ReAssure transfer

Additional
letters to
Court

External
events

Policyholder
challenges

Legal &
General

Observations

The
migration

Court
challenges

O « W

The
h of Operational
ReAssure PHOENIXGROUP P e Resues
regulators
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Schemes of arrangement — recent observations

Policyholder
engagement

The structure
of the
compromise

The approach
of the
regulators

Observations

Volatile
markets

Policyholder
behaviour

) Milliman
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Schemes of arrangement — recent observations

= Key areas of focus include:
Motivations for the scheme
Is it a reattribution?
Winners and losers
The criteria by which the IE will judge the scheme
The policyholder vote
The policyholder communications

The fairness of compulsion

= In my experience the proposals often seem to change and sometimes quite materially in the course of the

assignment.

L) Milliman
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Any Questions?
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Update on M&A activity In
Europe

Stuart Reynolds
Philip Simpson
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Recent M&A activity in European Life Insurance market

M&A activity in the UK Mutual Sector

) Milliman
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Agenda
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Recent M&A activity in European Life Insurance market
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European M&A Activity — Life Insurance Market

@)
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Number of Transactions (Announced)

mQ4
=Q3
mQ2
mQ1

2011 2012 2013 2014 2015 2016 2017 2018 2019 2020

Number of announced
deals stable Q1 2019
(16) to Q1 2020 (13)

Reduction in number
of announced deals
Q2 2019 (16) to Q2
2020 (5)

Reduction in number
of announced deals
Q3 2019 (13) to Q3
2020* (7)

u M | I Iiman Source: S&P Global Market Intelligence for Target/Issuer Industry = Life and Health, Multiline, Reinsurance (extracted 21 August 2020) 26
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Headline Solvency — European Insurance Groups NEs
260%
00 = For Q1 2020,
reductions in range
220% 6ppts to 36ppts
200%
180% = For H1 2020, most
i firms seeing a further
160% Oppts to 5ppts
140% reduction compared to
Q1 2020
120%
o X A few firms h
& W@ @ \,.Q & & : ew firms have
vé\ v@‘b W v\\"b 2 Oe,o"' 040* @QK é\é‘ \;o‘ QQO‘”Q foo &‘ 4,0 shown improved
& & S ratios (overall or Q1
2020 to H1 2020)
mFY19 mQl1l20 mHY20

u M | | | | man Source: Insurance company disclosures g




M&A Activity Looking Forward o0
Appetite J
Valuation J
Process J
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M&A Activity Looking Forward
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Appetite

= Firm’s management had to consider
Can our business still operate?

Are we still solvent?

= Adapt to the “New Normal”

Path to recovery — GDP, interest rates, inflation.

Review strategy?

= Other players
PE firms

Regulators

29



M&A Activity Looking Forward

Valuation

Impact to solvency = Impact to Own Funds

Future of Solvency Il
= Sl 2020 Review

Brexit

Suspension of dividend payments

Level of uncertainty

) Milliman
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M&A Activity Looking Forward

) Milliman

Process

= Focus of due diligence process

Move to more scenario modelling

- Legal considerations

= Other potential constraints

Regulators

Financing

31
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Initial level of caution
Deals that were delayed likely to pushed back to end 2020/start 2021

New deals may emerge from strategic reviews

/
Gap between buyer and seller expectations may be wide
Uncertain economic outlook key factor
Potential changes to Sll framework may also be a consideration Y,

May impact focus of process but not length of process
Scenario modelling may gain importance

Legal considerations to mitigate the impact of any future waves of virus

/

32
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M&A activity in the UK Mutual Sector

) Milliman
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Agenda

1. Recent and Potential Transactions
Forces acting on Mutuals
Some Key metrics for Mutuals

Future Options

a &~ W N

Questions & discussion

L) Milliman
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1. Recent and Potential Mutual Transactions

= Equitable Life acquired by Utmost Life and Pensions
= Police Mutual to transfer to Royal London
= Kingston Unity to transfer to the Oddfellows

= Liverpool Victoria conversation and reportedly for sale

Life insurer LV puts itself up for sale

One of the UK’s largest remaining mutuals says it is looking at strategic options

L) Milliman

35



2. Forces Acting on Mutuals

= Decline of core WP business — Most effectively closed
= Child Trust Funds maturing

= Declining membership with few new members, increasing
expenses per member

= Low levels of organic growth

= Low Interest rate environment

= Capital requirements in particular market volatility
= Complexity of regulations

L) Milliman
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3. Key Metrics for Mutuals




Comparison of Assets Under Management for Selected Mutuals

Assets as at 31-Dec-17,31-Dec-18 and 31-Dec-19
(Life firms with with-profits business)

100,000,000
10,000,000

1,000,000

100,000
10,000 W Assets as at 31-Dec-17
M Assets as at 31-Dec-18
M Assets as at 31-Dec-19
1,000
100
1

Royal London LVFS Scottish ~ Oddfellows Foresters FS Rechabite FS  Sheffield National Kingston Shepherds FS Transport FS  Holloway
Mutual Friendly Mutual Friendly Unity FS Friendly

Assets (£000s)

o

=
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Comparison of Premiums for Selected Mutuals

Premiums as at 31-Dec-17,31-Dec-18 and 31-Dec-19
(Life firms with with-profits business)

10,000,000
1,000,000
100,000
@
3
g 10,000
e I Prems as at 31-Dec-17
£
E B Prems as at 31-Dec-18
2 1,000 B Prems as at 31-Dec-19
(=18
100
10
1
Royal London LVFS Scottish Oddfellows Foresters FS Rechabite FS  Sheffield National Kingston Shepherds FS Transport FS  Holloway

Mutual Friendly Mutual Friendly Unity FS Friendly
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Solvency Capital Requirement for Selected Mutuals

450%

400%

350%

300%

250%

200%

=)

Royal London
Mutual
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LVFS

Scottish
Friendly

Oddfellows

SCR as at 31-Dec-17, 31-Dec-18 and 31-Dec-19
(Life firms with with-profits business)

Foresters FS Rechabite FS

Sheffield
Mutual

National
Friendly

B SCR% as at 31-Dec-19
150%
100%
50% I
0%

Kingston Unity Shepherds FS Transport FS
FS

B SCR% as at 31-Dec-17
B SCR% as at 31-Dec-18

Holloway
Friendly



Comparison of Expenses for Selected Mutuals

1,000,000

100,000

10,000

1,000

Expenses (£000s)

100

1

=]
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Expenses as at 31-Dec-17,31-Dec-18 and 31-Dec-19

(Life firms with with-profits business)

Royal London
Mutual

LVES

Scottish
Friendly

Oddfellows

Foresters FS Rechabite FS

Sheffield
Mutual

National
Friendly

Kingston
Unity FS

Shepherds FS Transport FS

Exp. as at 31-Dec-17
M Exp. as at 31-Dec-18
M Exp. as at 31-Dec-19

Holloway
Friendly



Comparison of Expenses as a Percentage of Assets Under Management

40%

35%

30%

25%

15%

10%

5%

0%

Expenses as at 31-Dec-17, 31-Dec-18 and 31-Dec-19
(Life firms with with-profits business)
(Expenses as a % of AUM)

% AUM as at 31-Dec-17
m % AUM as at 31-Dec-18
m % AUM as at 31-Dec-19
—_— (] | | [T ——— II Em sEm (] il

Royal London LVFS Scottish Oddfellows ForestersFS Rechabite FS  Sheffield National Kingston Shepherds FS Transport FS  Holloway
Mutual Friendly Mutual Friendly Unity FS Friendly
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4. Future Options

Organic growth with new products and members

Move into run off

Acquire a block of business or smaller firm

Merge with another mutual

Effectively be acquired by another larger mutual

Acquisition by a non-mutual

L) Milliman
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Any Questions?




The With-Profits End R
Game

Amy Nicholson
Nick Dumbreck




Agenda

With-profits run-off

Options available

Further considerations

) Milliman
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With-profits run off




With-profits run off

Key issues

Duration

mismatch Run-off plans

High Expense Fair estate
guarantees diseconomies distribution
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What are the options?

Conversion Remain as WP

: o Convert to NE

) Milliman



Non-profit conversion




Non-profit conversion

WP benefit NP benefit

+ + —

| | 1

Guaranteed sum assured should reflect
accrued bonuses and a fair estimate of
future bonuses

Key considerations

Investment strategy

=,

S : - A o
Capital requirements &A& Estate distribution

) Milliman
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Non-profit conversion: the trade-off between policyholders

and shareholders

Simple example

With-profits endowment policy:

» OQutstanding term: 10 years
 Asset share: £10,000
* Share of estate: £2,000

Shareholder required capital: 130% of SCR
Expenses: £40 per policy pa

Use with-profits policy proceeds to purchase a non-profit single premium

10 year endowment.

Question: can a sum assured be offered that is attractive to
policyholders and provides an acceptable return to shareholders?

NP sum Policyholder Expected

assured return (%pa) shareholder
return (%pa)

£12,000 0 2

£11,838 -0.14

£11,766 -0.20 6

requirements

Low
investment
returns

) Milliman
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Non-profit conversion: overall policyholder impact

) Milliman

Early access to estate

Benefit volatility
removed

Reduced benefit

Loss of upside
exposure

53



Unit-linked conversion




Unit-linked conversion

WP benefit

+ +

Key considerations

@ Systems and administration

%ﬁ Unit fund options

) Milliman

UL benefit

— MmaxX.

ca L ' t
Q o Lapseimpac

Dn/hﬁlﬂ Investment strategy
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Remaining as with-profits




Remaining as with-profits

Remain as WP

Convert to UWP New business

Key considerations

@ 0
5 g Availability of funds o%o Estate distribution nl]/h{ﬂ Investment strategy
©) [aaNaa
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Remaining as with-profits

Remain as WP

Convert to UWP New business

) Milliman



Further considerations




Further considerations

Sunset
clauses

)
o o)
2 S

Customer
base

Operational
efficiencies

) Milliman

@

How to
implement

S

-

Reattribution
of estate

g@

members

Rights of |

IS

Provision of
capital
support
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Thank you

This presentation has been prepared for illustrative purposes only. It should not be further distributed, disclosed, copied or otherwise furnished to any other party
without Milliman’s prior consent. The information herein shall not constitute specific advice and shall not be relied on.

Nothing in this document is intended to represent a professional opinion or be an interpretation of actuarial standards of practice. Its contents are not intended by
Milliman to be construed as the provision of investment, legal, accounting, tax or other professional advice or recommendations of any kind, or to form the basis of
any decision to do or to refrain from doing anything. Milliman and the authors of this document expressly disclaim any responsibility for any judgements or
conclusions which may result therefrom.

This document is based on information available to Milliman at the date of issue, and takes no account of subsequent developments after that date.

Where the authors of this document have expressed views and opinions, their views and opinions are not representative of others in Milliman, and do not relate
specifically to any particular products. Milliman and its affiliates and their respective directors, officers and employees shall not be liable for any consequences
whatsoever arising from any use or reliance on the contents of this document Including any opinions expressed herein.

This document may not be reproduced or distributed to any other party, whether in whole or in part, without Milliman’s prior written permission, except as may be
required by law.



Speaker Contact Detalls

Update on Part VIl transfers and schemes of

Update on M&A activity in Europe

arrangement
Oliver Gillespie Stuart Reynolds
oliver.qgillespie@milliman.com stuart.reynolds@milliman.com
Robert Bugg Philip Simpson
robert.bugg@milliman.com philip.simpson@ Milliman.com
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The with-profits end game

Amy Nicholson
amy.nicholson@milliman.com
Nick Dumbreck
nick.Dumbreck@milliman.com
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