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Introduction

Mercer has been appointed by The Pensions Regulator (“TPR”) to provide asset liability modelling analysis to consider the following aspects regarding
superfund capital requirements.

1. Define new capital buffers for market risk based on the 1 year 99% VaR discounted on a Gilts + 0.75% rate.
2. Review the implications of profit extraction from superfunds on future funding levels over a 20 year time horizon, based on these capital buffers
3. Calculate the probability of depletion under the Probability of Meeting Benefits (POMB) analysis over a 60 year time horizon.

The analysis has been carried out using Mercer’s UK Capital Market Assumptions as at 31 December 2022.

This paper is divided into the following sections:

« Section 1 — Investment strategies

« Section 2 — Capital buffers based on 1 year VaR

« Section 3 — Funding level projections based on 1 year VaR capital buffers

» Section 4 — Probability of meeting benefits (POMB) analysis based on 1 year VaR capital buffers

» Section 5 — Probability of meeting benefits (POMB) analysis based on interim regime capital buffers

e Section 6 — Conclusions
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Asset allocations modelled

We have set out below the investment strategies we have modelled. Strategies A and C have similar levels of expected excess return. Strategy B has a
higher level of expected excess return and a higher volatility. Strategy E follows a credit based investment strategy, not dissimilar to that an insurer may
adopt.

Asset bucket Asset class Strategy A Strategy B Strategy C Strategy E
. Global Listed 10% 3% 5% .
Equity
Private - 4% - -
Equity - 20% - -
Infrastructure
Renewables - 2% - -
Investment-grade credit 20% - 20% 45% 1
Liquid multi-asset credit 15% - - -
ARBS Investment grade 15% - - -
Private credit - 9% 10% 20%
Investment grade ABS - 3% 10% -
Debt . .
High yield ABS - 2% - -
Listed global high yield and loans - 3% 5% -
Commercial real estate debt - - 5% -
Infrastructure debt - - 5% -
Structured credit - - - 5%
Property Property - 4% - -
LDI LDI 40% 50% 40% 30%

"Mapped to GBP IG credit (all grades), 20% 5 year duration , 15% 10 year duration , 10% 15 year duration
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Risk and return metrics

The risk and return metrics for each of the investment strategies set out on the previous page are shown below under 31 December 2022 capital market
assumptions.

Return / risk metrics’ Strategy A Strategy B Strategy C Strategy E
Expected return (10 year median p.a.) Gilts + 1.4% Gilts + 2.0% Gilts + 1.5% Gilts + 1.7%
Absolute volatility (1 year)? 10.3% 11.4% 10.1% 9.6%
Volatility vs liabilities (1 year) 23 5.1% 6.7% 5.1% 5.5%
Interest rate hedge ratio 3 100% 100% 100% 100%
Inflation hedge ratio 3 100% 100% 100% 100%

" As at 31 December 2022
2 We suggest focusing on volatilities relative to liabilities.
3 Relative to Gilts + 0.75% liabilities

Between 31 December 2022 and 31 December 2023, our capital market assumptions have evolved as follows:

* Nominal expected returns have increased driven by higher cash rates and gilt yields, whilst excess returns over cash and gilts have decreased.
« Excess returns on credit assets relative to cash decreased as credit spreads narrowed across investment-grade and high yield credit.

+ Volatilities, measured by the standard deviation of each asset class were also higher overall, other than on investment-grade credit.

Overall, these changes would lead to slightly lower future funding levels and slightly higher likelihoods of asset depletion over the long-term if the analysis
was repeated using the end-2023 assumptions.
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VaR results
As at 31 December 2022

« The table below shows the VaR at a 99" percentile over one year, run using 31 December 2022 assumptions.

* The discount rate is based on Gilt yields plus a fixed 0.75% p.a. uplift.

Strategy A

Strategy B
50% Deferreds / 50% Pensioners 99%
Strategy C

Strategy E

7.0%
4.2%
10.6%
14.2%

Gilt+0.75%

* NAV equal to 100% of Gilts+0.75% liabilities PV. Hedge of 100% of liabilities on Gilts+0.75% basis.

VaR (% total assets)*

Liability Profile Percentile Strategy Discount Rate
Credit and
Property

31-Dec-22

Equity

3.9%
10.6%
1.7%
0.0%

Total

10.9%
14.8%
12.3%
14.2%

« Using the above approach, the total capital buffer required would be the above market risk buffer plus a 3% longevity risk buffer. For example under
Strategy A, the total capital buffer required would be 13.9% ( = 10.9% for market risk, plus 3% for longevity risk).

+  Whilst the above market risk buffers have been calculated without any allowance for longevity risks, in our projections we have tested the total

capital buffers against both market and longevity risks.
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Strategy A

Profile 50/50

Capital Buffers Adequacy - 31 December 2022  rnarsmse| —coorss
Investment Strategy A Buffer 13.9%

* We have projected the assets and liabilities on the gilts + 0.75% basis with the asset allocation of Strategy A.

Distributions

(x buffer) 1.33x | 1.5x | 1.66x

« The table below sets out the 99t and 50" percentile funding levels, based on the initial buffer of 99% VaR + 3% longevity and different profit taking
thresholds.

99" 101.91% 98.89% 96.16% 94.37% [ERNFA 91.61% 90.10% 88.41% 87.69% [ERIIEA 77.04% 62.15%

50" 115.93% 117.70% 119.06% 120.67% 122.58% 124.49% 126.83% 129.43% 132.78% 136.48% 160.62% 205.23%

18145, 99" 101.91% 98.82% 96.12% 94.24% [LRAFAN 91.15% 89.23% 87.06% 86.24% [KLMESY 72.70% 53.57%
. (o]

(1.33x) 95.15% 91.18% 88.95%
50"  115.93% 116.57% 116.37% 116.14% 115.88% 115.88% 115.70% 115.62% 115.84% 116.03% 115.93% 116.21%
Gilts+0.75% KR
S 99™  101.91% 98.82% 96.12% 94.36% [ERAGEAY 91.45% 89.51% 88.00% 87.17% [LNLEAY 74.87% 58.41%
(10'5?()/0 95.65% 92.80%
. 50" 115.93% 117.22% 117.55% 117.70% 117.67% 117.92% 117.87% 117.87% 118.22% 118.56% 118.65% 119.24%
123.0% 99" 101.91% 98.89% 96.12% 94.37% [EKK:RN 91.53% 89.88% 88.17% 87.50% [CLK0RY 75.86% 59.90%
(1 éGx; 95.88% 93.60% 92.75%
50" 115.93% 117.53% 118.27% 118.87% 119.21% 119.48% 119.67% 119.88% 120.31% 120.73% 121.21% 122.01%

Over a 5 or 10 year time horizon the 99t percentile positions are below 100%. Requiring a higher initial buffer would improve these positions. Reducing

94.71% 94.85%

the threshold for profit distribution does not have a material impact on the 99t percentile position, although it does reduce the 50t percentile position. The
99t percentile year 1 position is higher than 100% as the 1 year 99t percentile market and longevity risk stress over is lower than the initial buffer.

@ Mercer Funding Level categorized as follows: < 97% '= red; 97-100% W8 =amber; 2100% @ =green 9
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Strategy A
= n - - Profile 50/50
Profit Distribution - 31 December 2022
Buffer 13.9%
Investment Strategy A T

» We have projected the Cumulative Profit Distributions on the gilts + 0.75% basis with the asset allocation of Strategy A.

« The table below sets out the 50t", 25t and 5" percentile cumulative profit distributions (all in % of starting liability value), based on different profit
taking thresholds (chart shows cumulative percentiles).

. Initial Profit .

50t 6.55% 15.27%  23.80%  31.43% 100%

25t 13.03%  24.41%  34.89%  43.91%

80%
5t 22.73%  37.63%  50.39%  61.30%

60% .
50t 4.43% 13.89%  23.17%  31.78% 5th percentile

m 25th percentile
Gilts+0.75% PR/ B PAVR:L 25t 11.14% 23.26% 34.69% 44.70% 40%

W 50th percentile
5th 21.15% 36.86% 50.40% 62.24%
50" 2.42% 12.47% 22.57% 31.87% l I I I
(o (] ( (] o . .

25th 9.30% 22.13% 34.47% 45.16% 5yrs 10yrs  15yrs  20yrs S5yrs  10yrs  15yrs  20vyrs Syrs 10yrs  15yrs  20yrs

Cumulative Profit Distribution

g

Profit Distribution when above 1.33 x  Profit Distribution when above 1.5x Profit Distribution when above 1.66 x

5th 19.64% 36.07% 50.38% 63.17% buffer buffer buffer

A higher profit distribution threshold results in deferral of distribution but with similar cumulative amounts over the long term.
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Capital Buffers Adequacy - 31 December 2022 o cors
Investment Strategy B st | 1o o
(x buffer) : x|

* We have projected the assets and liabilities on the gilts + 0.75% basis with the asset allocation of Strategy B.

« The table below sets out the 99t and 50" percentile funding levels, based on the initial buffer of 99% VaR + 3% longevity and different profit taking
thresholds.

Initial Pro_flt Percentile| 1 year |2 years |3 years |4 years |5 years |6 years |7 years |8 years |9 years [10 years|15 years|20 years{full funding in[full funding in{full funding in
Buffer | Taking 10 years 15 years

99" 101.61% 97.70% 93.95% 91.03% [EL 38% 88 94% 87.19% 85.60% 83.50% 8% 72 60% 55.93%

96.01%
50 120.62% 123.24% 125.98% 129.03% 132.20% 135.69% 139.81% 143.96% 149.08% 154.62% 195.10% 269.03%

5 99" 101.61% 97.63% 93.78% 90.90% [ELKIEY 87.21% 85.44% 83.51% 80.73% 63.96% 43.27%
IZE 95.08% 91.88%

(1.33x)
50t 120.62% 121.70% 121.86% 121.72% 121.66% 121.71% 121.46% 121.58% 121.72% 121.86% 121.70% 122.00%
Gilts+0.75% [l
196.7% 9gth 101.61% 97.70% 93.89% 90.99% RKEKEEN 88.11% 86.64% 84.75% 82.49% RLKIFN 66.09% 46.52%
7%

0,
(1.5x) 95.67%

50 120.62% 122.56% 123.51% 123.94% 124.10% 124.37% 124.26% 124.47% 124.80% 125.05% 125.19% 125.75%

06y 99" 101.61% 97.70% 93.89% 91.03% FEKLSA 88.59% 86.99% 84.85% 83.21% [EWREYA 68.53% 49.09%
- 0
(1.66x)

95.85%

50t 120.62% 122.97% 124.62% 125.56% 126.05% 126.66% 126.71% 127.12% 127.61% 127.94% 128.48% 129.16%

Strategy B shows increased dispersion of outcomes relative to Strategy A, as expected.

Funding Level categorized as follows: < 97% W = red; 97-100% ®8 =amber; 2100% @ =green 11
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Strategy B
= n - - Profile 50/50
Profit Distribution - 31 December 2022
Buffer 17.8%
Investment Strategy B oetons |

+ We have projected the Cumulative Profit Distributions on the gilts + 0.75% basis with the asset allocation of Strategy B.

« The table below sets out the 50t", 25t and 5" percentile cumulative profit distributions (all in % of starting liability value), based on different profit
taking thresholds (chart shows cumulative percentiles).

. Initial Profit .

50t 10.87%  25.14%  38.46%  50.46% L00%

25 20.69% 39.17% 55.96% 70.09%

80%
i 3542%  59.62%  79.96%  97.32%
i B 5th percentile
60%
50th 8.20% 23.48% 38.07% 51.06% m 25th percentile
) o 0 0 th k 20% m 50th percentile
Gilts+0.75% PR A A 25 18.39% 38.01% 55.81% 71.42% g
5t 33.59%  59.01%  80.59%  99.40% o
50t 5.62% 21.77% 37.51% 51.63%
0%

Cumulative Profit Distribution

1296% 25th 16.15% 36.82% 55.75% 72.58% 5yrs 10yrs  15yrs  20vyrs 5yrs 10yrs  15yrs  20vyrs Syrs 10yrs  15yrs  20vyrs
Profit Distribution when above 1.33 x  Profit Distribution when above 1.5 x Profit Distribution when above 1.66 x
5th 31.71% 58.53% 81.10% 101.31% buffer buffer buffer

A higher profit distribution threshold results in deferral of distribution but with similar cumulative amounts over the long term.

Strategy B s higher risk/return allows for a higher amount of profit distribution.
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Capital Buffers Adequacy - 31 December 2022 o cors
Investment Strategy C e E———
(x buffer) : x|

+ We have projected the assets and liabilities on the gilts + 0.75% basis with the asset allocation of Strategy C.

« The table below sets out the 99t and 50" percentile funding levels, based on the initial buffer of 99% VaR + 3% longevity and different profit taking
thresholds.

Initial Prqflt Percentile| 1 year |2 years |3 years |4 years |5 years |6 years | 7 years | 8 years | 9 years [10 years|15 yearsj20 yearsjfull funding in|full funding in|full funding in
Buffer | Taking 10 years 15 years

99" 102.26% 99.69% 98.27% 97.41% 97.14% 96.35% 95.67% 95.39% 94.62% 94 ikl 91.53% 85.79%

98.01% 97.62% 97.69%

50" 117.90% 119.84% 121.65% 123.45% 125.48% 127.82% 130.69% 133.39% 136.57% 140.70% 166.83% 214.71%

o 99" 102.26% 99.68% 98.05% 96.90% [ELIEFA 95.25% 94.19% 93.23% 92.66% [UELEA 85.39% 75.73%
. (o]

0, 0,
(1.33x) 97.53% : 94.44%

50 117.90% 118.77% 118.75% 118.52% 118.34% 118.36% 118.26% 118.29% 118.61% 118.72% 118.77% 119.24%

96% 99" 102.26% 99.68% 98.21% 97.17% RIRLLA 95.87% 95.18% 94.47% 93.78% KRRV 88.39% 79.39%
c 0
(1.5x)

Gilts+0.75% FuEFer/

97.82% . 96.04%
50" 117.90% 119.45% 120.14% 120.31% 120.37% 120.64% 120.66% 120.83% 121.30% 121.49% 121.77% 122.41%

99"  102.26% 99.69% 98.24% 97.28% 97.03% 96.09% 95.47% 95.08% 94.22% [CKRLLA 90.22% 82.74%

125.4%
(1.66x)

97.93% . 96.79%
50 117.90% 119.72% 120.95% 121.61% 122.01% 122.52% 122.74% 123.10% 123.59% 123.92% 124.53% 125.35%

Strategy C shows lower dispersion of 99t percentile outcomes relative to Strategy A, reflecting the lower equity and greater credit allocation. The 50t

percentile outcomes are also higher although this will depend on credit spreads at inception.

Funding Level categorized as follows: < 97% '= red; 97-100% #8 =amber; 2100% @ =green 13
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Strategy C
= n - - Profile 50/50
Profit Distribution - 31 December 2022
Buffer 15.3%
Investment Strategy C oetons |

* We have projected the Cumulative Profit Distributions on the gilts + 0.75% basis with the asset allocation of Strategy C.

« The table below sets out the 50t", 25t and 5" percentile cumulative profit distributions (all in % of starting liability value), based on different profit
taking thresholds (chart shows cumulative percentiles).

. Initial Profit .

50t 741%  1654%  2545%  33.50% L00%

25t 13.35%  24.79%  35.35%  44.56%

80%
i 22.00%  36.24%  48.84%  59.48%

0% 5th percentile
50t 5.14% 15.03% 24.90% 33.87% m 25th percentile

M 50th percentile

Gilts+0.75% FREHC/IN [ VPR L) 25M 11.35%  23.60% 35.20%  45.45% 40%

i 20.30%  3528%  49.01%  60.84% o
50t 293%  13.57%  2420%  34.09% . I I
(o] () () (o] 0% . .

Cumulative Profit Distribution

PLYA 25th 9.36% 22.42% 34.92% 46.09% Syrs 10yrs  15yrs  20yrs Syrs 10yrs  15yrs  20yrs Syrs 10yrs  15yrs  20yrs
Profit Distribution when above 1.33 x  Profit Distribution when above 1.5x  Profit Distribution when above 1.66 x
5l 18.64%  34.43%  4925%  62.02% buffer buffer buffer

A higher profit distribution threshold results in deferral of distribution but with similar cumulative amounts over the long term.

Strategy C’s profit distributions are similar to Strategy A.

@ Mercer 14
Copyright © 2024 Mercer Limited. All rights reserved.



Strategy E

Profile 50/50

Capital Buffers Adequacy - 31 December 2022  [ruangoass| —cors

Distributions
(x buffer)

Investment Strategy E Buffer )

1.33x | 1.5x | 1.66x

+ We have projected the assets and liabilities on the gilts + 0.75% basis with the asset allocation of Strategy E.

« The table below sets out the 99t and 50" percentile funding levels, based on the initial buffer of 99% VaR + 3% longevity and different profit taking
thresholds.

Initial Pro_flt Percentile| 1 year |2 years |3 years |4 years |5 years |6 years |7 years |8 years |9 years [10 years|15 years|20 years{full funding in[full funding in{full funding in
Buffer | Taking 10 years 15 years

99"  102.78% 101.48% 100.62% 99.94% 100 52% 99.50% 99.79% 99.73% 99.86% 99.96% 100.60% 101.23%

98.99%
50 120.73% 123.44% 125.63% 127.94% 130.43% 133.59% 136.66% 140.14% 144.26% 149.12% 181.08% 238.45%

o 99"  102.78% 101.48% 100.16% 99.13% 99.07% 97.52% 97.40% 96.75% 96.17% [CRELEA 92.49% 88.48%
122.9%

(1.33x) 98.84% 97.79% 97.21%
. 50" 120.73% 121.89% 121.72% 121.52% 121.33% 121.35% 121.24% 121.17% 121.52% 121.68% 121.82% 122.40%
Gilts+0.75% WA

5 ggth 102.78% 101.48% 100.54% 99.55% FIIUEEEA 98.52% 98.65% 97.97% 97.88% 97.55% 95.66% 92.19%
5.9%

0, 0,
(1.5x) 98.45% 98.03%

50t 120.73% 122.81% 123.50% 123.74% 123.80% 124.01% 124.02% 124.05% 124.49% 124.72% 125.10% 125.86%

99"  102.78% 101.48% 100.62% 99.94% KIFELLA 98.82% 99.61% 98.60% 98.94% 98.73% 97.85% 95.38%

128.6%
(1.66x)

99.11% 98.72% 98.63%
50t 120.73% 123.21% 124.59% 125.35% 125.83% 126.22% 126.42% 126.60% 127.18% 127.52% 128.16% 128.62%

Strategy E shows lower dispersion of 99t percentile outcomes relative to Strategy A, reflecting the lower equity and greater credit allocation. The 50t

percentile outcomes are also higher although this will depend on credit spreads at inception.

@ Mercer Funding Level categorized as follows: < 97% W= red; 97-100% 88 =amber; 2100% @ =green 45
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Strategy E
= n - - Profile 50/50
Profit Distribution - 31 December 2022
Buffer 17.2%
Investment Strategy E e

* We have projected the Cumulative Profit Distributions on the gilts + 0.75% basis with the asset allocation of Strategy E.

« The table below sets out the 50t", 25t and 5" percentile cumulative profit distributions (all in % of starting liability value), based on different profit
taking thresholds (chart shows cumulative percentiles).

. Initial Profit .

50t 9.56%  20.34%  30.50%  39.87% L00%

c
.
25" 15.97%  29.24%  41.12%  5151% 3§
= 80%
5t 2524%  41.10%  55.34%  67.63% &
% 0% 5th percentile
50t 7.06% 18.65% 29.97% 40.37% f W 25th percentile
>
= 50th til
Gilts+0.75% QRNY M EPIXLM 25"  13.81%  28.12%  41.04%  52.58% & 0% m o pereente
E
S
5th 23.49%  40.43%  55.89%  69.54% © .,
50" 4.62% 17.06% 29.41% 40.65% I I .
0%
128.6% 25th 11.70% 26.95% 41.00% 53.49% Syrs 10yrs  15yrs  20yrs Syrs 10yrs  15yrs  20vyrs 5yrs 10yrs  15yrs  20yrs
Profit Distribution when above 1.33 x Profit Distribution when above 1.5 x  Profit Distribution when above 1.66 x
5th 21.80% 39.81% 56.39% 71.34% buffer buffer buffer

A higher Profit Distribution threshold results in deferral of distribution but with similar cumulative amounts over the long term.

Strategy E s profit distributions are slightly higher than those of Strategy A.

@ Mercer 16
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Comparison with prior analysis

The following table summarises the results from this section as well as comparing them to our previous analysis from May 2023. Both have been carried out using 31
December 2022 capital market assumptions. Due to the differences in approach they are not directly comparable.

Analysis including longevity risk Prior analysis excluding longevity risk
(3% buffers excluded)

G+0.75% G+0.75%
99th percentile

fundmg level No profit taking Profit taking at buffer x 1.66 No profit taking Profit taking at buffer +10%

FL 5 FL 10 FL5 FL 10 FL5 FL 10 FL5 FL 10
years years years years years years years years

100.0%

100.5% 99.9%

100.0%

94.7%

93.1% 85.1%

Strategy A 93.1% 85.3%
Strategy B 17.8% 89.4% 81.5% 95.2% 89.4% 80.9% 94.2% 24.0% 100.4% 97.0% 98.8% 100.4% 95.9% 98.5%
Strategy C 15.3% 97.1% 94.3% 97.6% 97.0% 93.4% 97.2% 13.0% 100.6%  105.2% 99.7% 100.6%  103.2% 99.6%

Strategy E 17.2% 100.5% 100.0%  99.0% 100.3%  98.7% 98.7% 12.0% 100.7%  105.6%  99.8% 100.2%  102.9% 99.6%
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POMB Analysis — Strategy A - Gilts+0.75%

Liability Profile 50% Pensioner / 50% Deferred

Funding Basis
(initial asset value)

Gilts +0.75%
Investment Strategy A
Longevity Risk modelled  Yes

Initial Funding Level 100% | 100% + 13.9% buffer

100%
950%
80%
70%

60%

m 100% funded
113.9% funded

50%

Proportion of benefits met

40%

30%

99% 95% 90% 75% 70% 60% 50% 40% 30% 25% 10% 5% 1%

Probability of achieving this

15 \ e [ 100%

12 | \ 95%

9 0%
=
e

6 I \ 85%

| ““ ‘ ‘ “““““““““l i N

0 I i - 75%

0 5 55 60

e Deferreds mmmm Pensionsrs s POMB 100% funded POME 113.9% funded eomePOME 113.9% funded with 1.5xdist

@® Mercer

The chart on the bottom left shows the probability of having assets
remaining at each time point under different levels of buffer.

The green line ultimately reaches, at year 80, a POMB of 81.2% for a
scenario where the scheme is 100% funded at start.

The light green line reaches, at year 80, for ascenario

where the scheme is

The dark green line reaches, at year 80, a POMB of 96.2% for a scenario
where the scheme is 100% funded at start with a 13.9% buffer and a 1.5x
profit distribution rule.
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POMB Analysis — Strategy B - Gilts+0.75%

100%
Liability Profile 50% Pensioner / 50% Deferred
T 90%
=
i i £ 80%
Funding Basis Gilts +0.75% 3
(initial asset value) 2 0%
‘s
S 60%
Investment Strategy B b=
g 50%
g
Longevity Risk modelled  Yes * 0%
30%
Initial Funding Level 100% | 100% + 17.8% buffer 99% 95% 90% 75% 70% 60% 30%
Probability of meeting benefits (POMB) Commentary

M 100% funded
117.8% funded

25% 10% 5% 1%

40%
Probability of achieving this

30%

for a scenario

15 r 100% The chart on the bottom left shows the probability of having assets
remaining at each time point under different levels of buffer.
12 r 9% The blue line ultimately reaches, at year 80, a POMB of 84.0% for a scenario
where the schemeis 100% funded at start.
9 - 90%
s The light blue line reaches, at year 80,
I | ., &  wherethe schemeis

80%

profit distribution rule.

- 75%

o

III |‘“‘|‘|||‘||““““‘“““““ Illiiiil--___
5 45

50 55 60
POME 117.8% funded s POME 117.8% funded with 1.5x profit dist

5% [s3}
o 1 ]

e Ceferreds s Pensioners s POME 100% fundad

@ Mercer
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The dark blue line reaches, at year 80, a POMB of 91.4% for a scenario
where the scheme is 100% funded at start with a 17.8% buffer and a 1.5x
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POMB Analysis — Strategy C - Gilts+0.75%

Liability Profile 50% Pensioner / 50% Deferred

Funding Basis
(initial asset value)

Gilts +0.75%
Investment Strategy C
Longevity Risk modelled  Yes

Initial Funding Level 100% | 100% + 15.3% buffer

100%
90%
80%
70%

60%

m 100% funded
115.3% funded

50%

Proportion of benefits met

40%

30%
25% 10% 5% 1%

99% 95% 90% 75% 70% 60% 50% 40% 30%

Probability of achieving this

15 - 100%

- 95%
“‘ “ N
|“H |||||||| 5%
10 15 20

I|I
|||l. - 80%
II.
-
IIII..--___ 75%
25
e Ceferreds o Pensioners  ssssPONME 100% funded

POMB

w [e)]
<
I
—
I
e
U1

30 35 40 45 50 55 60

POMB 115.3% funded esssPOME 115.3% funded with 1.5x profit dist

@® Mercer

The chart on the bottom left shows the probability of having assets
remaining at each time point under different levels of buffer.

The pink line ultimately reaches, at year 80, a POMB of 88.2% for a scenario
where the schemeis 100% funded at start.

The light pink line reaches, at year 80, for ascenario

where the scheme is

The dark pink line reaches, at year 80, a POMB of 99.6% for a scenario
where the scheme is 100% funded at start with a 15.3% bufferand a 1.5x
profit distribution rule.
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POMB Analysis — Strategy E - Gilts+0.75%

100%
Liability Profile 50% Pensioner / 50% Deferred
% 90%
=
Funding Basi : £ 80%
und | g basis | Gilts +0.75% 5
(initial asset value) 2 0%
\s
S  60%
Investment Strategy E F=
g 50%
. . E 20% H 100% funded
Longevity Risk modelled Yes ° =117 2% funded
30%
Initial Funding Level 100% | 100% + 17.2% buffer 99% 95% 90% 75% 70% -6-0% 50% -40‘?’0 30%- 25% 10% 5% 1%
Probability of achieving this
15 100% The chart on the bottom left shows the probability of having assets
\ remaining at each time point under different levels of buffer.
12 ~—— 9% The purple line ultimately reaches, at year 80, a POMB of 93.6% for a
scenario where the scheme is 100% funded at start.
9 90%
$€ Thelight purple line reaches, at year 80, a POMB of 99.9% for a scenario
. IIIII — €  where the schemeis 100% funded at start with a 17.2% buffer.
III| The dark purple line reaches, at year 80, a POMB of 99.9% for a scenario
3 T L 80% where the scheme is 100% funded at start with a 17.2% buffer and a 1.5x
I“I " I profit distribution rule.
0 1 imee L 75%
0 5 10 15 55 60

e Doforreds  mmmmm Pensioners e POMB 100% funded s POME 117.2% funded  ess—POME 117.2% funded with 1.5x profit dist.
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POMB Analysis - Summary

The following table summarises the results from this section as well as comparing them to our previous analysis from May 2023. Both have been carried out using 31
December 2022 capital market assumptions. These analyses are comparable, and allow for both market risk and longevity risk.

G+0.75% G+0.75%

POMB (with
buffer and 1.5x
dist. rule)

Buffer (inc 3%
longevity
loading)

POMB (no
buffer)

POMB (with

POMB (no Buffer POMB (with
buffer)

buffer) Buffer)

Strategy A 81.2% 13.9% 98.4% 96.2% 81.2% 18.0% 99.3%
Strategy B 84.0% 17.8% 97.9% 91.4% 84.0% 27.0% 99.4%
Strategy C 88.2% 15.3% 99.7% 99.6% 88.2% 16.0% 99.8%

Strategy E 93.6% 17.2% 99.9% 99.9% 93.6% 15.0% 99.9%
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Probability of meeting
benetits (POMB) analysis
based on interim regime
capital butters




POMB Analysis — Strategy A - Gilts+0.75%

Liability Profile 50% Pensioner / 50% Deferred

Funding Basis
(initial asset value)

rvestmentsuategy A

The chart on the bottom left shows the probability of having assets
Longevity Risk modelled  Yes remaining at each time point under different levels of buffer.

Gilts +0.75%

The green line ultimately reaches, at year 80, a POMB of 81.2% for a
Initial Funding Level 100% | 100% + 18.0% buffer scenario where the scheme is 100% funded at start.

Thelight green line reaches, at year 80, forascenario
Probability of meeting benefits (POMB) where the schemeiis .

The dark green line reaches, at year 80, a POMB of 98.4% for a scenario

15 - 100% i A
— where the scheme is 100% funded at start with a 18% buffer and a 1.33x
rofit distri ionrule.
. | osor profit distribution rule
The olive green line reaches, at year 80, a POMB of 98.8% for a scenario
9 - 90% where the schemeis 100% funded at start with a 18% buffer and a 1.5x
‘ g profit distribution rule.
6 III| L g5%
| ”““ ‘ ‘ “““““““““ B
0 IIII IIiiil---__ L 75%
15 45 50 55 60
m Doforrads — Penswoners P OME 100% funded
FOME 118% funded o POME 118% funded with 1.33xprofitdist, s POME 118% funded with 1.5x profitdist.
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POMB Analysis — Strategy B - Gilts+0.75%

Scenario details

Liability Profile 50% Pensioner / 50% Deferred

Funding Basis
(initial asset value)

rvestmentsuategy B

The chart on the bottom left shows the probability of having assets

Gilts +0.75%

Longevity Risk modelled  Yes remaining at each time point under different levels of buffer.

The blue line ultimately reaches, at year 80, a POMB of 84.0% for a scenario
Initial Funding Level 100% | 100% + 27.0% buffer where the scheme is 100% funded at start.

The light blue line reaches, at year 80, for a scenario
Probability of meeting benefits (POMB) where the schemeiis .

. 00w The dark blue line reaches, at year 80, a POMB of 97.9% for a scenario

e ———— where the scheme is 100% funded at start with a 27% bufferand a 1.33x
5 1 20

- 95%
The aqua blue line reaches, at year 80, a POMB of 98.7% for a scenario
“ll - 90% where the scheme is 100% funded at start with a 27% bufferand a 1.5x

II profit distribution rule.
““‘ IIIII
25

Il'l .
||II.__ 80%
IIIIII iil--___ L 75%,

30 35 40 45

w
POMB

[=)]

85%

profit distribution rule.

(@] w
<O
I
I
I

0 15 50 55 60
m—— [oforrads m— Ponsionars am— POME 100% funded
POME 127% funded s POME 127% funded with 1.33xprofit dist, e POME 127% funded with 1.5x profitdist.
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POMB Analysis — Strategy C - Gilts+0.75%

Liability Profile 50% Pensioner / 50% Deferred

Funding Basis
(initial asset value)

rvestmentstiategy €

The chart on the bottom left shows the probability of having assets
remaining at each time point under different levels of buffer.

Gilts +0.75%

Longevity Risk modelled  Yes

. . The pink line ultimately reaches, at year 80, a POMB of 88.2% for a scenario
o, O, o,
Initial Funding Level 100% | 100% + 16.0% buffer where the scheme is 100% funded at start.

Probability of meeting benefits (POMBY) The light pink line r.eaches, atyear 80, for ascenario
where the scheme is .

100%

The dark pink line reaches, at year 80, a POMB of 99.4% for a scenario
where the scheme is 100% funded at start with a 16% buffer and a 1.33x
r 9% profit distribution rule.

The dark red line reaches, at year 80, a POMB of 99.7% for a scenario where

- 90%
||||||‘“ S theschemeis 100% funded at start with a 16% buffer and a 1.5x profit
“ |||‘|| II o5, &  distribution rule.
5

||||
I|
|
l LLEEEES L 75%

55 60
— Deferreds — Pen5|oner5 —POMB 100% funded
POME 116% funded o POMB 116% funded with 1.33xprofit dist, e POME 116% funded with 1.5x prafit dist.
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POMB Analysis — Strategy E - Gilts+0.75%

Liability Profile 50% Pensioner / 50% Deferred

Funding Basis
(initial asset value)

nvestmentsiateay &

The chart on the bottom left shows the probability of having assets
remaining at each time point under different levels of buffer.

Gilts +0.75%

Longevity Risk modelled  Yes

The purple line ultimately reaches, at year 80, a POMB of 93.6% for a
scenario where the schemeis 100% funded at start.

Probability of meeting benefits (POMBY) The light purple Iing reaches, at year 80, a PQMB 0f99.9% for a scenario
where the scheme is 100% funded at start with a 15% buffer.

Initial Funding Level 100% | 100% + 15.0% buffer

15 e 100% The dark purple line reaches, at year 80, a POMB of 99.5% for a scenario
I \ where the scheme is 100% funded at start with a 15% buffer and a 1.33x
12 | ~— 95% profit distribution rule.
5 90° Theindigo purple line reaches, at year 80, a POMB of 99.7% for a scenario
S where the schemeis 100% funded at start with a 15% buffer and a 1.5x
II II o, &  profitdistributionrule.
I||I
‘“ ““ N
0 II | LLLEEES L 75%
5 15 55 60
— Deferreds — Penswoners —POMBWOO%funded
s FOMB 115% funded e POME 115% funded with 1.33xprofit dist, e POME 115% funded with 1.5x profitdist.
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POMB Analysis - Summary

The following table summarises the results from this section as well as comparing them to the results from Section 4. Both have been carried out using 31 December
2022 capital market assumptions. These analyses are comparable, and allow for both market risk and longevity risk.

G+0.75%
m Interim regime capital buffers 1 year VaR based capital buffers

POMB POMB POMB POMB POMB POMB
(no dist) (1.33x dist) (1.5x dist) (no dist) (1.5x dist)

Strategy A 81.2% 18.0% 99.3% 98.4% 98.8% 13.9% 98.4% 96.2%

Strategy B 84.0% 27.0% 99.4% 97.9% 98.7% 17.8% 97.9% 91.4%
Strategy C 88.2% 16.0% 99.8% 99.4% 99.7% 15.3% 99.7% 99.6%
Strategy E 93.6% 15.0% 99.9% 99.5% 99.7% 17.2% 99.9% 99.9%
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Conclusions




Conclusions

1. Updated approach to calculation of market risk buffer

Buffer 1 year Buffer Interim m
Using a 1 year VaR approach results in a larger market risk buffer for investment VaR approach | regime (Year 5 test)

strategies focused on high quality credit assets such as Strategy E. Conversely, Strategy A 13.9% 18.0% 77%

diversified investment strategies that incorporate allocations to equity and real assets

have lower market risk buffers under this approach than under the interim regime. EEiE e 270 s
Strategy C 15.3% 16.0% 96%

Strategy E 17.2% 15.0% 115%

In particular, the 1 year test is more sensitive to credit spread volatility than the 5 year
test. Whilst Solvency Il adopts such a 1 year test, the Matching Adjustment reduces
sensitivity of the resulting capital buffer to credit spread volatility.

2. Longevity risk

Under our modelling, a 3% longevity risk allowance is more than needed to cover 1 year 99" percentile longevity stresses (pre-diversification), resulting in
the 99t percentile funding levels after 1 year exceeding 100% in all four investment strategies. Conversely, the 99t percentile longevity stress (pre-
diversification) over 5 years exceeds the 3% allowance.

3. Impact of profit taking

Profit taking has very limited impact on the projected 99t percentile funding levels after 5 or 10 years. The key determinant of the 99t percentile funding
level is the level of investment risk and the initial buffer, with very little extraction of surplus in these scenarios. At the 50t percentile there is meaningful
extraction of surplus under most of the investment strategies over 5 or 10 years. Altering the threshold at which profits can be extracted can accelerate or
defer distributions, however the undiscounted value of distributions is similar over a 20 year time horizon across all of the thresholds considered (1.33x,
1.5x, 1.66x).

The POMB analysis over an 80 year time horizon shows that profit extraction only has a very limited impact on the probability of meeting benefits in full
under the credit-biased strategies C and E. However, profit extraction has a greater impact on these probabilities under strategy A and particularly strategy
B, which take more risk and have greater reliance on equity and real assets to generate returns.
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Appendix 1:

Impact of profit distribution
without longevity risk

(consistent with June 2023 analysis)



Capital Buffers Adequacy - 31 December 2022 [ cors
Investment Strategy A st | e 1o
(x buffer) : x|

* We have projected the assets and liabilities on the gilts + 0.75% basis with the asset allocation of Strategy A.

« The table below sets out the 99t and 50t percentile funding levels, based on the initial buffer of 99% VaR and different profit taking thresholds.

e e e Bk g

99" 100.76% 98.49% 96.97% 95.85% [L 43% 95.10% 94.68% 93.86% 93.56% [SKE 50% 92.02% 88.34%

97.25% 97.09% 97.63%
50 112.84% 114.33% 115.58% 116.88% 118.42% 120.07% 121.96% 124.05% 126.52% 129.59% 149.84% 186.54%

ggth 100.76% 98.44% 96.87% 95.35% ELEEVN 93.87% 93.09% 91.93% 91.36% REMEANN 85.36% 78.78%

114.5%

0,
(1.33x) 93.90%

50" 112.84% 113.51% 113.29% 113.24% 113.17% 113.13% 113.11% 113.00% 113.34% 113.40% 113.67% 113.78%
Gilts+0.75% PIBFZ

1650 99" 100.76% 98.48% 96.97% 95.75% [LKIEAN 94.23% 94.00% 93.07% 92.27% [CHELEA 87.39% 83.14%
. (o]

(1.5x)

96.99% 95.35%
50t 112.84% 114.02% 114.33% 114.55% 114.62% 114.78% 114.87% 114.82% 115.26% 115.42% 115.87% 116.13%

1800 99" 100.76% 98.49% 96.97% 95.84% KLWYCM 04.84% 94.41% 93.47% 92.59% RYPIKYVA 88.48% 84.57%
c 0
(1.66x)

97.16% 96.03%
50" 112.84% 114.22% 115.03% 115.49% 115.83% 116.16% 116.34% 116.46% 116.99% 117.22% 117.92% 118.04%

Over a 5 or 10 year time horizon the 99t percentile positions are below 100%. Requiring a higher initial buffer would improve these positions. Reducing

the threshold for profit distribution does not have a material impact on the 99t percentile position, although it does reduce the 50t percentile position. The
99t percentile year 1 position is higher than 100% as the 1 year 99t percentile market and longevity risk stress over is lower than the initial buffer.
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Strategy A
= n - - Profile 50/50
Profit Distribution - 31 December 2022
Buffer 10.9%
Investment Strategy A T

» We have projected the Cumulative Profit Distributions on the gilts + 0.75% basis with the asset allocation of Strategy A.

« The table below sets out the 50t", 25t and 5" percentile cumulative profit distributions (all in % of starting liability value), based on different profit
taking thresholds (chart shows cumulative percentiles).

. Initial Profit , 120%

100%

50t 5.56% 12.76%  2011%  26.76% .
2
25t 10.17% 19.33% 28.34% 36.01% .-§ 80%
5t 17.31%  29.16%  4029%  49.86% &
N é 60% Sth percentile
50 3.89% 11.64% 19.73% 27.12% g 1 25th percentile
. 0 Q q th L;G 40% m 50th percentile
Gilts+0.75% PRIOREZN B K SReL 25 8.59% 18.41% 28.05% 36.54% £
3
s]
i 15.92% 28.38% 40.35% 50.53% 20%
50t 2.28% 10.51% 19.22% 27.31% I I I
» M l o
25t 7.16% 17.55% 27.84% 37.01% Syrs  10yrs  15yrs  20yrs  Syrs  10yrs  15yrs  20yrs  Syrs  10yrs  15yrs  20yrs
th Profit Distribution when above 1.33x  Profit Distribution when above 1.5x  Profit Distribution when above 1.66 x
5 14.58% 27.78% 40.37% 51.21% buffer buffer buffer

A higher profit distribution threshold results in deferral of distribution but with similar cumulative amounts over the long term.
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Strategy B
Profile 50/50

Capital Buffers Adequacy - 31 December 2022  rnarsmse| oo
Investment Strategy B Buffer 14.8%

* We have projected the assets and liabilities on the gilts + 0.75% basis with the asset allocation of Strategy B.

Distributions

(x buffer) 1.33x | 1.5x | 1.66x

« The table below sets out the 99t and 50t percentile funding levels, based on the initial buffer of 99% VaR and different profit taking thresholds.

|I3rLl1tﬁl‘2lr Percentile| 1 year |2 years |3 years |4 years |5 years |6 years |7 years |8 years |9 years [10 years|15 years|20 years{full funding in[full funding in{full funding in
5 years
100.47% 96.61% 94.25% 92.14% 89.47% 87.79% 87.66% 85.97% 75.68% 65.81%
95.88%

117.54% 119.95% 122.32% 124.96% 127.89% 130.84% 134.48% 138.06% 142.71% 147.92% 184.91% 250.49%

119.7% 100.47% 96.56% 94.13% 91.70% RERIFN 87.72% 86.86% 85.08% 83.46% RKLREFN 68.29% 49.40%
7%
(1.33x)

95.84% 96.34%

94.81% 91.79% 90.14%
117.54% 118.53% 118.57% 118.50% 118.47% 118.35% 118.31% 118.23% 118.45% 118.58% 118.64% 118.65%

Gilts+0.75% FERF
99" 100.47% 96.56% 94.19% 91.89% NN 88.72% 87.53% 86.23% 84.52% [CHE:ZEA 70.46% 55.02%

122.2%
(1.5x)

95.49% 93.65% 92.42%

50t 117.54% 119.31% 120.01% 120.27% 120.55% 120.60% 120.74% 120.74% 121.11% 121.22% 121.59% 121.82%

i 99™  100.47% 96.61% 94.23% 91.97% RWEIFA 89.41% 87.66% 86.87% 84.83% [YRLEA 72.87% 60.44%
. (o]

(1.66%) 94.05

50" 117.54% 119.71% 121.00% 121.79% 122.27% 122.60% 122.82% 123.04% 123.40% 123.70% 124.31% 124.59%

Strategy B shows increased dispersion of outcomes relative to Strategy A, as expected.
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Strategy B
= n - - Profile 50/50
Profit Distribution - 31 December 2022
Buffer 14.8%
Investment Strategy B T

+ We have projected the Cumulative Profit Distributions on the gilts + 0.75% basis with the asset allocation of Strategy B.

« The table below sets out the 50t", 25t and 5" percentile cumulative profit distributions (all in % of starting liability value), based on different profit
taking thresholds (chart shows cumulative percentiles).

Basis el Sl Percentile| 5years | 10 years | 15 years | 20 years -
Buffer | Taking y y y y

100%

50t 9.96%  22.66%  34.81%  45.35% .
2
25t 18.64%  3506%  49.81%  62.97% 2 8%
ok 31.37%  5290%  72.25%  8831% ¢
g 60% m 5th percentile
50th 7.73% 21.31% 34.53% 46.08% _g M 25th percentile
s 4 50th il
Gilts+0.75% WRLRCLAN PPN 25" 16.70%  34.00%  49.86%  64.09%  E Pt
3
5th 29.63%  52.37%  72.78%  90.02% .
50" 5.59% 19.99% 34.13% 46.70%
0%
1246% 25th 14.81% 33.07% 49.80% 65.03%) 5yrs 10yrs 15yrs 20yrs 5yrs 10yrs 15yrs 20yrs 5yrs 10yrs 15yrs 20yrs
th Profit Distribution when above 1.33x  Profit Distribution when above 1.5x  Profit Distribution when above 1.66 x
& 27.94% 51.83% 73.21% 91.30% buffer buffer buffer

A higher profit distribution threshold results in deferral of distribution but with similar cumulative amounts over the long term.

Strategy B s higher risk/return allows for a higher amount of profit distribution.
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Capital Buffers Adequacy - 31 December 2022 s cors
Investment Strategy C e R———
(x buffer) : x|

+ We have projected the assets and liabilities on the gilts + 0.75% basis with the asset allocation of Strategy C.

« The table below sets out the 99t and 50t percentile funding levels, based on the initial buffer of 99% VaR and different profit taking thresholds.

101.13% 99.92% 98.96% 98.75% 99.85% 100.38% 101.07% 101.65% 102.29% RIZS 20% 110.48% 119.77%

98.96% 99.59% 99.80%
114.93% 116.74% 118.34% 119.89% 121.56% 123.40% 125.55% 127.85% 130.59% 133.67% 156.19% 196.02%

e 101.13% 99.83% 98.52% 97.66% 98.60% 98.13% 97.98% 97.87% 97.69% 97.84% 97.49% 97.20%
(1 _3'3)() 98.53% 98.22% 98.43%
114.93% 115.87% 115.91% 115.85% 115.84% 115.88% 115.99% 115.93% 116.20% 116.30% 116.35% 116.35%
Gilts+0.75% S PAE

e, 99"  101.13% 99.92% 98.88% 98.29% 99.31% 99.49% 99.54% 99.53% 99.63% 99.63% 100.01% 100.34%
. (o]

(1.5x) 98.86%
. 50" 114.93% 116.50% 117.16% 117.49% 117.67% 117.83% 118.09% 118.08% 118.42% 118.44% 118.44% 118.44%

98.95% 99.00%

99™  101.13% 99.92% 98.94% 98.62% 99.80% 99.87% 100.42% 100.23% 100.71% flekMLEA 102.00% 102.66%

120.4% : ;
(1.66x) 98.94%  [NCERETA

50" 114.93% 116.68% 117.84% 118.58% 119.09% 119.51% 119.82% 119.95% 120.41% 120.41% 120.41% 120.41%

Strategy C shows lower dispersion of 99t percentile outcomes relative to Strategy A, reflecting the lower equity and greater credit allocation. The 50t

percentile outcomes are also higher although this will depend on credit spreads at inception.
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Strategy C
= n - - Profile 50/50
Profit Distribution - 31 December 2022
Buffer 12.3%
Investment Strategy C T

* We have projected the Cumulative Profit Distributions on the gilts + 0.75% basis with the asset allocation of Strategy C.

« The table below sets out the 50t", 25t and 5" percentile cumulative profit distributions (all in % of starting liability value), based on different profit
taking thresholds (chart shows cumulative percentiles).

Basis oitic) el Percentile| 5years | 10 years | 15 years | 20 years o
Buffer | Taking y y y y
100%

50t 6.38% 13.80% 21.59% 28.78% c
G
25M 9.94% 18.88%  27.78%  35.86% 2 80%
i 15.17% 26.08% 36.75% 46.50% E
" E 60% Sth percentile
50 4.53% 12.63% 21.20% 29.15% .g m 25th percentile
A th L:,a 40% m 50th percentile
Gilts+0.75% P er/) 118.4% 25 8.30% 17.93% 27.67% 36.64% £
5
=]
5t 13.71%  2543%  37.11%  47.74% -
50t 2.71% 11.41% 20.78% 29.45% . I . I
n
0%
120.4% 25th 6.67% 17.00% 27.48% 37.26% Syrs  10yrs  15yrs  20yrs  Syrs  10yrs  15yrs  20yrs  Syrs  10yrs  15yrs  20yrs
th Profit Distribution when above 1.33x  Profit Distribution when above 1.5x  Profit Distribution when above 1.66 x
5 12.28% 24.78% 37.38% 48.85% buffer buffer buffer

A higher profit distribution threshold results in deferral of distribution but with similar cumulative amounts over the long term.

Strategy C’s profit distributions are similar to Strategy A.
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Capital Buffers Adequacy - 31 December 2022 s cors
Investment Strategy E st | o e i
(x buffer) : x|

+ We have projected the assets and liabilities on the gilts + 0.75% basis with the asset allocation of Strategy E.

« The table below sets out the 99t and 50t percentile funding levels, based on the initial buffer of 99% VaR and different profit taking thresholds.

101.54% 101.06% 101.14% 100.69% glePREEZ 103.57% 104.36% 105.76% 106.38% FILIE2A 115.65% 125.97%
99.45% | 99.90% | 99.97%
117.79% 120.13% 122.18% 124.09% 126.37% 128.86% 131.58% 134.51% 137.82% 142.02% 170.04% 220.10%
101.54% 100.85% 100.50% 99.15% RKIeJoF1sEZ 99.92% 99.90% 99.79% 100.47% RHe[eE:EEZ 100.87% 101.52%
99.13% | 99.15% | 99.21%
117.79% 118.82% 118.81% 118.65% 118.54% 118.57% 118.59% 118.64% 118.83% 118.94% 118.94% 118.94%
Bl 00" 101.54% 100.90% 101.03% 99.91% [ERLLA 101.66% 101.45% 101.90% 102.49% [LERAN 103.37% 104.12%
1(211;()/" 9931% | 9961% | 99.58%
. 50th 117.79% 119.66% 120.36% 120.60% 120.73% 120.94% 121.03% 121.11% 121.36% 121.36% 121.36% 121.36%

. 99™  101.54% 100.94% 101.13% 100.24% flZIKLEA 102.75% 102.86% 103.74% 104.00% fLLR:LEEA 105.63% 106.58%
112362)(/; 99.39% 99.73% 99.75%
. 50" 117.79% 120.01% 121.32% 122.05% 122.51% 122.96% 123.19% 123.31% 123.64% 123.64% 123.64% 123.64%

Gilts+0.75% WEWA/S

Strategy E shows lower dispersion of 99t percentile outcomes relative to Strategy A, reflecting the lower equity and greater credit allocation. The 50t

percentile outcomes are also higher although this will depend on credit spreads at inception.
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Strategy E
= n - - Profile 50/50
Profit Distribution - 31 December 2022
Buffer 14.2%
Investment Strategy E T

* We have projected the Cumulative Profit Distributions on the gilts + 0.75% basis with the asset allocation of Strategy E.

« The table below sets out the 50t", 25t and 5" percentile cumulative profit distributions (all in % of starting liability value), based on different profit
taking thresholds (chart shows cumulative percentiles).

. Initial Profit , 120%

100%

50t 8.37%  17.46%  26.40%  34.42% .
2
25t 12.66%  23.23%  33.48%  42.76% 2 80%
ok 18.69%  3157%  44.05%  54.96% g
g 60% Sth percentile
50t 6.27% 16.20% 26.10% 34.94% g | 25th percentile
B 6 50th il
Gilts+0.75% 121.4% PSS 10.85%  22.32%  33.60%  43.84% & R percente
3
5t 17.28%  31.10%  44.86%  56.87% oo
50" 4.27% 14.93% 25.64% 35.28% I I l I . I
0%
25th 9.10% 21.43% 33.63% 44.83% Syrs 10yrs 15yrs 20yrs 5yrs 10yrs 15yrs  20yrs 5yrs 10yrs 15yrs  20yrs
th Profit Distribution when above 1.33x  Profit Distribution when above 1.5x  Profit Distribution when above 1.66 x
5 15.86% 30.67% 45.60% 58.52% buffer buffer buffer

A higher Profit Distribution threshold results in deferral of distribution but with similar cumulative amounts over the long term.

Strategy E s profit distributions are slightly higher than those of Strategy A.
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Comparison with prior analysis

The following table summarises the results from this section as well as comparing them to our previous analysis from May 2023. Both have been carried out using 31
December 2022 capital market assumptions. These analyses are comparable.

Analysis excluding longevity risk Prior analysis excluding longevity risk
(3% buffers excluded) (3% buffers excluded)

G+0.75% G+0.75%
99th percentile

fundmg level No profit taking Profit taking at buffer x 1.66 No profit taking Profit taking at buffer +10%

FL 5 FL 10 FL5 FL 10 FL5 FL 10 FL5 FL 10
years years years years years years years years

99.9%

100.0%

100.0%

100.5%

95.2%

92.3%

Strategy A 95.4% 93.5%
Strategy B 14.8% 91.0% 83.7% 95.8% 90.9% 82.9% 94.5% 24.0% 100.4% 97.0% 98.8% 100.4% 95.9% 98.5%
Strategy C 12.3% 99.9% 104.2% 99.6% 99.8% 101.3% 99.2% 13.0% 100.6%  105.2% 99.7% 100.6%  103.2% 99.6%

Strategy E 14.2% 102.9% 108.4%  99.9% 102.4% 104.9%  99.7% 12.0% 100.7%  105.6%  99.8% 100.2%  102.9% 99.6%
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Cashflow Profiles — 31 December 2022

The charts below illustrate the proposed cashflow profile used within the asset-liability modelling analysis, split by nominal and real cashflows. The pensioner
proportions under the profiles are 50%, 80% and 20% (from left to right).

« The demographic assumptions underlying these profiles are set out in the table below.

CASHFLOW PROFILE 1 CASHFLOW PROFILE 2 CASHFLOW PROFILE 3
50% PENSIONERS 50% DEFERREDS 80% PENSIONERS 20% DEFERREDS 20% PENSIONERS 80% DEFERREDS
mNominal = Nominal = Nominal
mReal (inflated) mReal (inflated) mReal (inflated)
0 10 20 30 40 50 60 70 80 0 10 20 30 40 50 60 70 80 0 10 20 30 40 50 60 70 80
. We have assumed that 20% of the total value being a lump sum is equivalent to c. 25% of a member’s pension being commuted (spouse’s
Commutation o . . o
pension isn’t commutable and this is estimated to be c. 20% of total value).
Proportion married 85%
Spouse’s fraction 50%
Expenses We have assumed an allowance for expenses is capitalized into the liability value and expenses are proportional to benefit cashflow.
@ Mercer
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Assumptions underlying liability cashflow profiles

* The table below shows the main assumptions that were used to construct the liability cashflow profiles.

Pre and post retirement discount rate  Gilts + 0.75% p.a.

Pension increases Assumptions derived in line with best-estimate assumptions

» Pensioners: 100% of S2PA, CMI2018 Core parameters, LTR 1.75%

Mortality - Deferreds: 100% of S2PA, CMI2018 Core parameters, LTR 1.75%

 None

RPI - CPI wedge « CPI linked cashflows modelled as RPI cashflows

Mortality risk * Not modelled
Mortality age rating * Qyears
Mortality weighting * 100% for males and females
Guarantee * Syears
RPI » Assumption derived in line with best-estimate, with no IRP
Spouse’s age * Females are assumed to be 3 years younger than males
Membership profile gender + 60% of liabilities are associated with males and 40% with females
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Liability durations — 31 December 2022

Cashflow Profile Duration (years, G+0.75% basis) Inflation Proportion

80% Pensioners 0
20% Deferreds 13.0 61.7%

50% Pensioners 0
50% Deferreds 14.3 62.3%

20% Pensioners 0
80% Deferreds 16.2 61.9%
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Notes on, Data, Assumptions, Risk Identification and Model

Asset Liability Modelling

This report complies with the requirements of the technical actuarial standard TAS
100 version 2.

Data

Slide 4 covers the data used in the analysis presented in this report. This includes
the asset allocation modelled. The liability data within the ALM modelling is based
on a liability benchmark portfolio derived for the purpose of this analysis as
described on slides 40-42.

Assumptions

The key assumptions used in carrying out the analysis shown in this report are the
expected returns on assets and the volatility of these returns. These assumptions
are summarised on slide 44.

Risk Identification

The analysis shown in this report includes stochastic analysis. This means many
potential outcomes were projected to illustrate the uncertainty around the return
that may be achieved from investments and the potential development of the
value placed on the liabilities. We consider this to be a good way to consider risk
associated with market prices, interest rates, inflation and credit.

@ Mercer

Model

We consider our ALM model to be robust for the requirements of the analysis
shown in the work. We have used a model that provides 10,000 simulations for
VaR and Profit Distributions analysis and 5,000 simulations for POMB analysis
and we consider this a good indication of the range of potential outcomes. We do,
however, highlight some limitations.

» The use of annual time steps (rather than a shorter step) means some effects
of dynamic derisking or rebalancing may not be fully reflected.

« The model does not allow for tracking error in liability hedging strategies. i.e. a
strategy with 100% hedging provides zero interest rate/inflation risk.

« The model ignores transition costs associated with rebalancing or changing
investment strategy.
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Capital market assumptions as at 31 December 2022

Our asset/liability and capital market modelling is driven by economic simulations generated on the basis of the following assumptions. These
assumptions represent our best view based on historical and forward looking analysis and are combined with market conditions to calibrate our

models.

The 31 December 2022 assumption set has been used. The risk-return characteristics are summarised in the table below. The annualized returns are

over a 10-year horizon and expressed relative to cash. Volatility is over a 1-year horizon and expressed in absolute terms.

@ Mercer

Assumption

Fixed interest gilts
Index-linked gilts
Sterling non-gilts

Developed Global Equity (Hedged)

Emerging Market Equity
Conventional Property

High Lease Value Property
Hedge Funds (Standard)
High Yield Debt (Hedged)
Emerging Market Debt (LC)
Emerging Market Debt (HC)
Infrastructure Unlisted Equity
Junior Private Debt

Senior Private Debt

Private Equity

Multi Asset Credit

Absolute Return Fixed Income

(p-a.)
-0.2%

-0.9%
1.1%
3.5%
4.3%
2.2%
1.5%
2.1%
2.3%
2.2%
2.4%
3.3%
4.0%
3.0%
4.0%
3.7%
1.4%

Standard Mean excess return Median excess return
deviation (p-a.) (p-a.)
11.7% 0.1%
9.9% -0.4%
8.1% 1.3%
17.6% 4.6%
25.1% 6.5%
15.0% 3.1%
8.9% 1.8%
7.3% 2.2%
13.0% 2.6%
15.8% 3.2%
10.9% 2.7%
17.1% 4.3%
16.0% 4.7%
12.3% 3.4%
27.1% 6.8%
10.9% 3.9%
3.2% 1.5%
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Important notices

References to Mercer shall be construed to include Mercer LLC and/or its associated companies.
© 2024 Mercer LLC. All rights reserved.

This presentation contains confidential and proprietary information of Mercer and is intended for the exclusive use of the parties to whom it was provided by Mercer. Its
content may not be modified, sold or otherwise provided, in whole or in part, to any other person or entity, without Mercer’s prior written permission.

The findings, ratings and/or opinions expressed herein are the intellectual property of Mercer and are subject to change without notice. They are not intended to convey
any guarantees as to the future performance of the investment products, asset classes or capital markets discussed. Past performance does not guarantee future
results. Mercer’s ratings do not constitute individualised investment advice.

Information contained herein has been obtained from a range of third party sources. While the information is believed to be reliable, Mercer has not sought to verify it
independently. As such, Mercer makes no representations or warranties as to the accuracy of the information presented and takes no responsibility or liability (including
for indirect, consequential or incidental damages), for any error, omission or inaccuracy in the data supplied by any third party.

This paper, and the work done in its preparation, is compliant with Technical Actuarial Standard 100 Principles for Technical Actuarial Work (TAS 100) which is issued
by the Financial Reporting Council.

For Mercer’s conflict of interest disclosures, contact your Mercer representative or see www.mercer.com/conflictsofinterest.
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