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Prime Time for Pension Risk Transfer

Funded status improvements, attractive
pricing support a thriving global marketplace

Rohit Mathur, Head of International Reinsurance Business, Prudential Financial, Inc. (PFI)

PFI, headquartered in the United States is not affiliated in any manner with Prudential plc, incorporated in the United
Kingdom or with Prudential Assurance Company, a subsidiary of M&G plc, incorporated in the United Kingdom.
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Growth in this market More than $700B in pension risk transfer transactions have been

completed in the U.S., the U.K., and Canada alone since 2007.

continues.
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Data in USD billions. Cumulative totals.
Sources: LIMRA, Hymans Robertson, LCP, and Prudential Financial, Inc. (PFI) analysis of EY 2020.

Cumulative pension risk transfer totals by country and product

$39B

Canada
All Transactions

U.K. Longevity
Risk Transfer

$2668B

U.K. Buy-outs
and Buy-ins

$237bn
U.S. All
Transactions



Companies must transform to remain competitive.

‘ ‘ In industry after industry, ‘ ‘ In a world of unprecedented
scenarios that once appeared disruption and market turbulence,
Improbable are becoming transformation today revolves
all too real, prompting boards around the need to generate new
and CEOs... to embrace the value—to unlock new opportunities,
T-word: transformation. 79 to drive new growth, to deliver new

efficiencies. ’ ’
— McKinsey!
— Deloitte?

> 1 McKinsey Quarterly. 2016 November 7. Transformation with a capital T.
v//l 2 Deloitte. August 2016. Thinking big with business transformation. Six keys to unlocking breakthrough value



https://www.mckinsey.com/business-functions/rts/our-insights/transformation-with-a-capital-t
https://www2.deloitte.com/content/dam/Deloitte/us/Documents/process-and-operations/us-sdt-think-big-business-transformation.pdf

Pension de-risking can accelerate enterprise transformations.

¥ T ©

Decrease or eliminate Redirect cash flow Increase focus on
future contributions to R&D or M&A restructuring initiatives
Improve investor Secure pensions
returns compared to and financial wellness

pension-heavy peers of employees and retirees



Plans have hedged asset risk and are now focusing on longevity risk.
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140%
130%
120%
110%
100% ‘

90% |

80%

70%

60% T T T T T T T T T T T T T T T T T T

! U.K.

U.S.

U.S. Source: “Milliman 100 Pension Funding Index; the 100 largest U.S. corporate pension plans,” March 31, 2021 (98.4%)
/71 FTSE 100 Source: Aon Hewitt, “Aon Hewitt Global Pension Risk Tracker,” as of March 31, 2021 (98.4%). https://PensionRiskTracker.aon.com, accessed April 23, 2021.
Funding ratio (cumulative assets/liabilities) of all pension schemes in the FTSE 100 index on the accounting basis.



Despite recent pullback from recession fears, funded status has remained resilient.

Funded 150%
Status

o When funded status When volatility
Increases, hedging Increases, hedging
becomes more affordable. becomes more valuable.
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/71 FTSE 100 Source: Aon Hewitt, “Aon Hewitt Global Pension Risk Tracker,” as of March 31, 2021 (98.4%). https://PensionRiskTracker.aon.com, accessed April 23, 2021. 7
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Longevity improvements
remain volatile.

Base mortality rates for U.S. & U.K. retirees
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Longevity improvements
remain volatile.

Base mortality rates for U.S. & U.K. retirees
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There are three distinct Early research has shown the groups most impacted by COVID-19

- g were those with the highest mortality rates prior to the
phases (?f COVI[? |.n|t|al sandemic.!
pandemic, vaccination
phase and endemic phase. o o
AT e
\_/ \_/
Frail elderly People with The most Communities
significant deprived of color
comorbidities among us

These groups make up a relatively small proportion of overall pension liabilities,

so the market can continue confidently pricing transactions and pension
schemes.
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Uncertainty remains about Life expectancy could be higher
mortality improvements post
pandemic.

» More medical advances from technology developed during the pandemic
« Better hygiene and social distancing

» Acceleration of deaths and survivorship bias

Life expectancy could be lower

* Delays to non-covid medical advances
« Long COVID

« Delays in screening and diagnosis of other diseases could result in higher
mortality in the short and medium term

* Behavioral change — drinking, smoking

Endemic Covid — Impact depends on new variants, new
vaccines, behavioral changes
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Market pricing remains attractive.

Schemes that are well-prepared can take advantage of market opportunities.
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Market pricing remains attractive.

Schemes that are well-prepared can take advantage of market opportunities.

e 10 Year Treasury e B0ofA US Corporate Index e Buyout Pricing as % of ABO

Price as a % of ABO: the lower the better.
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2021: the U.S. buy-in and buy-out market volume was the highest ever
Market remains strong this year, and we expect continued growth in 2023.

Mature market history of U.S. funded status 107%

76%

U.S. buy-in and buy-out market volume
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2021: the U.K. buy-in and buy-out market volume tied for the second-highest ever.

Mature market history of U.K. funded status

88%

U.K. buy-in and buy-out market volume
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U.K. schemes’ de-risking journeys driving record demand for longevity swaps.

U.K. longevity swap transaction volume (£ Billions)

£2.4

BT Captive

£16.0

HSBC Captive

MMC Captive
£7.0
£4.4
. | £2.2 .
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B Fully intermediated by bank or insurer B Limited recourse intermediary Captive Partially/Fully Undisclosed
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Funded Reinsurance

Allows an insurer to transfer both asset risk and longevity
risk associated with pension and annuity liabilities

®
-
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Recent transactions in the U.K. have led to meaningful volume and capacity.

Growth in the U.K. buy-in and buy-out market has In these transactions, insurers transfer asset and longevity
caused insurers to seek reinsurance partners with risk and receive indirect access to the reinsurer’s asset
capital and asset management expertise. management capabilities and illiquid asset origination.

$56.0

U.K. buy-in and buy-out market volume
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The Dutch market is expected to grow, driven by pension reform.

€L./T

market size

@ |

J | =

€46bn in back-book
transactions 2019-2021

€330bn

in corporate DB assets

&
o/

Pension reform
accelerating DC transition

/71 Der Nederlandsche Bank. Pension Fund Dashboard. Data as of March 2022 https://www.dnb.nl/en/statistics/dashboards/pensions/

131.7%

funded ratio for corporate DB plans

©

Future PRT opportunities
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https://nam10.safelinks.protection.outlook.com/?url=https%3A%2F%2Fwww.dnb.nl%2Fen%2Fstatistics%2Fdashboards%2Fpensions%2F&data=05%7C01%7Csamuel.verla%40prudential.com%7Cd232c2a2b3aa4c29c19708da336203ff%7Cd8fde2f5939242608a030ad01f4746e9%7C0%7C0%7C637878793459095400%7CUnknown%7CTWFpbGZsb3d8eyJWIjoiMC4wLjAwMDAiLCJQIjoiV2luMzIiLCJBTiI6Ik1haWwiLCJXVCI6Mn0%3D%7C3000%7C%7C%7C&sdata=ii8oMSunWsTR45OPGuddEt8niwydqP4bqllQE6JilOc%3D&reserved=0

Growth comes with
challenges.

J\

PRT transactions
have been episodic

Data quality needs
Improvement

< &b

Plan terminations require
retiree and deferred coverage

21



Solvency i
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Solvency Il changes are likely to
result in reduced capital
requirements for insurers...
enabling the UK PRT market to

continue to grow.

Best Estimate
Liabilities
(BEL)

Present value of future cash flows payable to
policyholders, discounted using a risk-free yield curve

Amount on top of BEL an insurer pays to transfer risk
to another insurer, representing future CoCl

Risk Margin Updates

(RM) Lower required capital
Increased pricing
competition

More insurer capacity

60% reduction is likely

Matching «  Smaller reduction in Could result in an
Adjustment BEL and MA tied to increase in volatility
(MA) Insurer could increase
investments in MA
eligible assets

market spreads
More assets could
become MA eligible

1 Calculated as the present value of projected capital requirement, discounted at risk-free rate, multiplied by a “standard” 6% CoC
2 Calculated as the insurers’ asset spread over risk-free rates less expected defaults and downgrades (“the Fundamental Spread”)



Pension Risk Transfer
Longevity Risk Transfer

Funded Reinsurance
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Disclosures

This document has been prepared for discussion purposes only. This document does not constitute an offer or an agreement, or a solicitation of an offer or an agreement, to enter into any transaction (including
for the provision of any services). In preparing and distributing this document, neither PFI nor any of its affiliates is providing legal, regulatory, tax, investment or accounting advice. Before entering into a
transaction or pursuing a strategy of the types described herein, you should consider the suitability of the transaction or strategy to your particular circumstances and independently review the specific financial

risks as well as the legal, regulatory, investment, credit, tax, and accounting consequences. This information is provided with the understanding that the recipient will discuss the subject matter with its own legal
counsel, auditor and other advisors.

Certain of the product concepts and case studies discussed in these materials are describing U.S. insurance and U.K. reinsurance arrangements offered, negotiated, underwritten and performed by The
Prudential Insurance Company of America (PICA) in the United States of America, and are not intended to mean, and do not mean, that such products are being offered in any jurisdiction.

Insurance and reinsurance products are issued by PICA, of Newark, New Jersey, a wholly owned subsidiary of PFI. PICA is solely responsible for its financial condition and contractual obligations. Neither PICA
nor its parent company PFI, headquartered in the United States, is affiliated in any manner with Prudential plc, incorporated in the United Kingdom or with Prudential Assurance Company, a subsidiary of M&G
plc, incorporated in the United Kingdom. PICA provides off-shore reinsurance to companies that have acquired U.K. pension risks through transactions with U.K. plan sponsors. PICA is not licensed or regulated
as an insurer, nor does it offer insurance or reinsurance in the United Kingdom. PICA is not licensed to write insurance or reinsurance within the European Economic Area.

PFI's Traditional Buy-out is a group annuity contract issued by PICA, Newark, NJ 07102. Amounts contributed are deposited in PICA’s general account. Any payment obligations or guarantees are contingent on
the claims-paying ability of PICA, and are subject to certain limitations, terms and conditions. PFI’s Portfolio Protected Buy-out and PFI's Portfolio Protected Buy-in are group annuity contracts issued by PICA,
Newark, NJ 07102. Amounts contributed to the contracts are deposited in a separate account established by PICA. Payment obligations specified in the group annuity contracts are insurance claims supported
by the assets in the separate account and, if such assets are not sufficient, by the full faith and credit of PICA, subject to certain limitations, terms and conditions. Products not available in all U.S. states.

© 2022 PFl and its related entities. Prudential, the Prudential logo, and the Rock symbol are service marks of PFl and its related entities, registered in many jurisdictions worldwide.
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