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Liability Driven Investments (LDI) n
Maximise your toolset




The PRMF Dashboard n
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Key stages in building a Pension Risk Management Framewon

Set objectivesAchieve a fuller understanding of objectives and constraints

Intermediate goals Longer term aspirations Risk tolerance

A 4

Monitor regularly: Clear framework to measure progress against those objectives

Liquidity and collateral

Funding level Risk metrics requirements

A 4
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The Flight Plan is an effective tool for making focussed asset allocation decisions

identifying the best opportunities.
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It allows schemes to identify the assets which contribute most towards their progre

to full funding ¢ we call themFlight Plan Consistent Assets
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Case study: Dynamic Bsking
Pension Risk Management Framework in action

Funding level

Funding Level

27 Sep 2010 28 Oct 2010 15 Dec 2010 04 Fek2011

Funding Ratio 80% 86% 89% 91%
95%
Equity Allocation 85% 65% 50% 40%
Value at Risk* 33% 29% 25% 23%
90%
85%
80% ] |
75%

Oct-10 Now-10 Dec-10 Jan-11 Feb-11 Mar-11 Apr-11 May-11 Jun-11 Jul-11 Aug-11



Case study: Dynamic asking

Pension Risk Management Framework in action

Funding level comparison
01/10/2010 - 07/09/2011

95.0%
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Original New? without New? with
de-risking de-risking ‘

Funding level

90.0%

85.0%

800% [

Funding level

01 Oct 2010 78.4% 79.2% 79.2% | _Original [Annual Vol. 18%) ) W V
L Mew Str without derisking (Annual Vol. 16%:)

Funding level 7 o & o : L

Sep 2011 70.6% 71.8% 76.2% FL_New Str with derisking (Annual Viol. 13%)

Volatility of o o o

funding level 17.5% 15.9% 13.3% 01/03/2011 01/04/2011 01/05/2011 01/06/2011  01/07/2011 01/08/2011 01/09/2011

10l'd strategy prior to Redington6s appointment
2New strategy consisting of index-linked gilts, corporate bonds and cash overlaid with
equity futures.




An example Pension Risk Management Framewor

Objective Measurement 31/01/2011 31/10/2010
Expected return in excess of LIBOR 150bps 175bps
Required returnin excess of LIBOR — onswaps+50bps basis
. . 130bps 150bps
Funding Ta rezch full funding by 2034.0n best estimate cash flows
MWargin [Expected return less required return) - 25bps
The probability of expected return being less than required return Required Return 2t Risk [RRaR95) compared tomargin
within 12 months should be less than 5%
Risk
i i - i i i i Walue at Risk [V=R95
We will ?|5D maonitor VaR85 —the maximum increase in defict ower alue isk (V= i £750m £755m
1 year with 95% confidence
Funding Ratio BE% B7%
Hedsing Interest rate an.d inﬂat.iun rete hedge should be maintzined within Interest Rete hedge Ratio [+/- 105 of funding ratia) 853 855
+/-10% of Funding Ratio
Inflation Rate hedge Ratio [+/- 105 of funding ratio) gceg g5
The probability of there being insufficient collzteral eligible for VaR35 of collateral requirement £350m £400m
Collateral posting to counterparties underthe Plan's swaps over the next __
year should be less than 5% Eligible collateral £550m £600m
Cash held in additionto t h held by investment E10 £S5
Liquidity A minimum of £500 will be maintzined to pay benefits =idin sddifionta temparary c2sh NEICRY INVestmant mansgsrs ™ ™
Recommended range (12,10}
Equity incl. Equity futures BH-12% 10% 10%
Assets— Property 2%-5% 3% 4%
approved
range Secured Lesses B%-B% 7% 5%
Hedge Funds 3%-5% 2% 2%
Credit S0%-75% TB% 9%

.' Ontrack

. Mot on track, but being addressed

. Active decision to take risk
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Flight Plan Consistent Assetblow?

Inflows <

\

GBP Millions

Outflows —

Flight Plan Consistent Asset 1 Example Cashflow Profile

Initial investment

Inflation-linked
cashflows
Attractive real
returns

Providing a match
for liabilities
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Source: Redington
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Take advantagef attractive yields on longierm secured property
leases

Yields may bé excess of yields on corporate bondssued by
same borrower

Longdated index-linked cashflows

Social Housing

A

Low-cost rental housingorovided for disadvantaged people in
need of housing

Generallyprovided by local councils and housing associations

Offerslong-dated, inflation-linked cashflowsrom secured
borrowers(i.e. housing associations) witfuasitgovernment
guarantee
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Investing in public sector projects through, for example,Private
Financelnitiatives (PFIs),bespoke investments structures or by
purchasinga suitableinfrastructureasset

Widerangeof possibleassetsfrom roadsto power generation

Longterm, potentially inflation-linked revenuestreams

A
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Ground Rents

Ground rent created when freehold land or building is sold on lor
lease

Typicallyd LIS LIDES MY £ for Kikdyoidly (not buildings)

Offersattractive returns limited credit riskandhigh level of
security

g




Flight Plan Consistent Assetblow? n

Social Housing: Risk profile

SociaHousings typically alow-risk assetclassbut the returns

andthe risk on a portfolio can be tailored (to someextent) to
meet pensiont dzy rBgaiements

More Risk

ﬁThe diagram shows a typicm 7-10%
social housing portfolio for a

pension fund investor with a
blended real return of ca 3-4%

p.a

6-7

=

A Theportfolio consistsof different
housing types with specific
risk/return profiles.

A By adapting the share of the /

different housing types in the 0-3%
portfolio, an investor can tailor
the LJ2 NIi Fréxdrniagd@ha risk

characteristics so that they fit General Needs Shared Ownership Open Market ~ Open Market

krequirements / Rental Sales
I >

\ Mix of Housing Type

3-6%

Real Return

Less Risk

Source: Evolution Securities,
Redington
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Example: Tapping the illiquidity premium in water

The UK water sector is an excellentexample of a Flight Plan

ConsistentAsset providingthe security,returns and cashflows
that pensionfundsneed

CAMBRIDGE
Case study: Cambridge Water WATER

COMPANY

A Currentlyup for sale

A Boughtby HSBGn August2011 (for warehousingfor £74m

A Provideswater for 300,000 peoplein Cambridgeshire

A 20102011 Revenueof £20m with profits of £7m before tax with
no external debt except for a revolving credit facility to cover

workingcapital

A Attractive purchase opportunity for a large pension fund or a
consortiumof funds.

Flight Plan Consistent Assetblow? n

Water sector: key characteristics

A Economic environment has small impact on returns:
water is a necessityand will therefore be demanded
irrespectiveof economicgrowth.

A Inflation-linked cashflowsand returns: water companies
can increasepricesin line with the agreed price review
whichin turn is basedon a formularelatedto RPI

A Low regulatory risk: The NB 3 dzf desird tdXhdrease
competition in the areacould have a negativeimpact on
returns but the Governmentis likely to block any such
move
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Contacts n

Disclaimer

Contacts

Redington Direct Line: +44 (0) 20 7250 3416
13-15 Mallow Street Telephone: +44 (0) 20 7250 3331

London EC1Y 8RD

Robert Gardner
Founder & Co -CEO

robert.gardner@redington.co.uk
www.redington.co.uk

THE DESTINATION FOR ASSET & LIABILITY MANAGEMENT

Disclaimer Forprofessionalinvestorsonly. Not suitablefor private customers

Theinformation herein was obtained from varioussources We do not guarantee everyaspectof its accuracy Theinformation is for your private information and is for discussiorpurposesonly. A variety of market
factorsand assumptionsnay affect this analysisandthis analysisdoesnot reflect all possiblelossscenarios Thereis no certainty that the parametersand assumptionsisedin this analysiscanbe duplicatedwith actual
trades Anyhistoricalexchangeates,interestratesor other referenceratesor priceswhich appearaboveare not necessarilyndicativeof future exchangeates,interestrates,or other referenceratesor prices Neither
the information, recommendationor opinionsexpressechereinconstitutesan offer to buy or sellanysecurities futures, options,or investmentproductson your behalf Unlessotherwisestated,any pricinginformation
in this messages indicativeonly, is subjectto changeandis not an offer to transact Whererelevant,the price quotedis exclusiveof tax and deliverycosts Anyreferenceto the terms of executedtransactionsshouldbe
treated aspreliminaryand subjectto further due diligence.

Pleasenote, the accuratecalculationof the liability profile usedasthe basisfor implementingany capitalmarketstransactionss the soleresponsibilityof the Trusteesactuarialadvisors RedingtonLtd will estimatethe
liabilities if required but will not be held responsiblefor any lossor damagehowsoeversustainedas a result of inaccuraciesn that estimation Additionally,the client recognizeghat RedingtonLtd doesnot owe any
party aduty of carein this respect

RedingtonLtd are investmentconsultantsregulatedby the FinancialServicesAuthority. We do not adviseon all implicationsof the transactionsdescribedherein Thisinformationis for discussiorpurposesand prior
to undertakinganytrade, you shouldalsodiscusswith your professionakax, accountingand/ or other relevantadvisershow suchparticulartrade(s)affect you. All analysiswhetherin respectof tax, accounting law or
of anyother nature),shouldbe treated asillustrative only and not relied upon asaccurate

©RedingtonLimited201Q Allrightsreserved No reproduction,copy,transmissionor translationin whole or in part of this presentationmaybe madewithout permission Applicationfor permission shouldbe madeto
RedingtonLimitedat the addressbelow.

RedingtonLimited(regno 666000§ is registeredin Englandand Wales Registeredffice: 13-15Mallow StreetLondonEQY8RD
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The PRMF Dashboard n

The Dashboardsummarisesprovidesa comprehensive,easy
to-understand overview of how well a schemeis performing
againstobjectives

Dashboardg Key Features L Tt

Risk Radar ¢ What are your biggest risk
factors? What risks should you be focussing
on?

R/

2:) Scheme Gauge ¢ What condition is your
scheme in judged on four fundamental = it = =
variables? | £520 1 | e

VALUE-AT-RISK

>
W

©

Risk Monitor ¢ Putting numbers to your
exposure How much risk is the scheme
taking at the moment?(as measuredby four
elementalrisk metrics)

4 ) PerformanceMonitor ¢ Showshow the most
important marketshaveperformed.

e Traffic light system ¢ Where your schemeis
meeting targets (green), falling short by a
small margin (yellow) or underperforming
significantly (red). lIdeal for identifying areas
where effective action is needed

@@ @G @@ @@

6 PRMFcheckerc A summaryof youra OK S 'Y
objectivesandwhether they are beingmet




