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Process flow for pricing scheme demographics
Introduction
In pricing a bulk buy-out quotation, a scheme needs to be rated for two key demographic features:

1. The socio-economic profile of the pensioners

2. The marital status of the pensioners

The precise procedure depends on what data is made available:

Mortality

The scheme must, as a minimum, provide date of birth, gender and total annual pension.  Without any of these items, no quotation can be given.  Beyond this, there are two main circumstances:

· If the scheme will not provide the full two-part postcode for members, assume a default rating for pensioners of, say, 70% of PxA00 and point out that the actual price will reduce considerably if postcodes are provided.

· If date of birth, gender, commencement date, annual pension and postcode are all provided, then one can do one of two things.  Either:

i. If the scheme only provides a simple snapshot of pensions in payment, then one can use mortalityrating.com to get a rating using a standard actuarial table.  Pensioners without postcodes should be assigned to the longest-lived group, and it should be pointed out that providing names and addresses will lead to a more-competitive quotation.
ii. If the scheme can provide actual mortality experience covering at least 100,000 life-years and 1,000 deaths, then a bespoke longevity model can be created for the scheme.  100,000 life-years can come from 100,000 pensioners observed over a single year, or 10,000 pensioners observed over 10 years.

Marital status

· If the scheme will not provide the full name and address for members, assume a default percentage married of, say, 90% and point out that the actual price will likely reduce if member names and addresses are provided.

· If the full names and addresses are provided, then you can do two useful things:

i. You can use an address-correction tool to format the addresses to PAF standard, and correct missing postcodes or fill in missing ones.  This improves the profiling rate for step (ii) below, but it will also have a knock-on effect in improving the mortality profiling as well as people can be profiled by household, not the postcode-dominant mortality group.

ii. You can use the Experian’s “Longevity Risk Segments” data product to profile each member for their likely (or known) marital status.

Summary

There are therefore three levels of data that each scheme can submit, each of which:

1. No names, no address, no postcodes.  Here you can assume 70% PxA00 for mortality and 90% married, and point out that a more-competitive quotation can only follow with postcodes or (preferably) full names and addresses.

2. No names or addresses, but postcodes.  Here you use the postcode-driven mortality groups for determining the mortality basis, assigning missing or unrecognised postcodes to the longest-lived group.  You should also assume 90% for the proportion married.  Again, you should point out that a more-competitive quotation can only follow with full names and addresses.
3. Full names and addresses are provided.  Here you can use standard tools to correct the addresses, and then profile the actual household mortality group and the likely member marital status.
Caveats

Licences are required for the three data and software products mentioned here:

1. Longevitas, the mortality-modelling system.

2. mortalityrating.com, the rating tool driven by postcode, and

3. Longevity Risk Segments, the profiling database from Experian.
If it is intended to use these tools in the pricing process, licence agreements will have to be obtained.
Finally, note that the process described in this note applies to pensions in payment to over-60s only.  A similar (but usually simpler) process will apply to deferred pensions.
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� Socio-economic group (or “lifestyle”) is the third most significant rating factor after age and gender.  Source: Richards, S. J. and Jones, G. L. “Financial aspects of longevity risk”, SIAS (2004).


� Providing for a spouse’s pension will add around 12% to the cost of providing benefits to the first life only.  The choice of the “proportion married” assumption is therefore highly material relative to a typical pricing margin of 4–5%.





