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UK Pensions Today
30 Year Nominal Gilt Yield

30 Year UK Government Bond Yield
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After 13 years, the 142bp range for 30 year gilts has well and truly broken. The relative safety of gilts versus
Eurozone sovereign debt, the prospect of further quantitative easing by the Bank of England and pent-up
demand from investors waiting for higher yields mean a return to the range may not occur anytime soon.

Source Blocomberg

REDINGTON )


http://www.aca.org.uk/aca-home.html

_ Liability Driven Investments (LDI)
(( 1C ¢ 1) Maximise your Toolset n
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Liability Driven Investments (LDI)

(ﬂ C a) A Chronology

30-Year Gilt Real Yield & Key Events in LDI
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Setting Clear Goals & Objectives
Good Governance = Ability to ACT
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Setting Clear Goals & Objectives

(ﬂ C a) The PRMF Dashboard
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Setting Clear Goals & Objectiveskn
(a C — ) The Pensions Risk Management Framewor
Objective Triggers Performance Indicators Actual Performance
What is the overall objective? Full funding on selfufficiency basis By 2020 on a swaps + [50]bps basis with '
contributions of £[25]m p.a. ‘ |
SRV RN CEE RGN oo w S |j dzA NB R NI G dzNJ 2| Required return of assets is swaps +f  Metric is at or
[160]bps above target
W lERER e AT e e Required return at riskRRalR RRaR swaps +[200]bps
Contributions at RiskJaR CaRshould be kept below £[50]m
\What s the secondary risk'target? VLISV ER] VaRshould not exceed [20]% of the

liabilities (]

What are the primaryaspirational To be fully inflation and interest rate Hedge ratios should be equal to [100 Metric is within
10%of target
targets? hedged

W cen e slsene s el | Increase efficiency of hedges by earnit Regular monitoring of relative value of

targets? more return for same risk swaps vs. gilts ‘

Metric is more
What is the primary scheme Liquidity Sufficient liquidity to make pension than 10% away
constraint? payments from target
What is the secondary scheme Collateral requirements Enough available collateral to cover the 1

constraint? year derivative [VaR95]
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Setting Clear Goals & Objectives

The Flight PlagF N2 Y aaSid FyR F2NBSGGE
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Case Studg A Redington Client: Dynamic {BRésking
The PensioRisk Management FrameworkAction

Low risk allocation (no deisking) 84.9%

—
85.1%

Dynamic derisking

FHNEULTING ACTUA ES
Funding level comparison - -
01/10/2010¢ 07/09/2011 Original strategy 70.6%
95.0% Low risk allocation (no deisking) 71.8%
Dynamic derisking 76.2%
- Y \’w
°©
>
Q
- )
S B0.0% g‘v Original strategy 82.3% \
> - -
o

75.0%

|

Original strategy 78.403

| Low risk allocation (no derisking)  79.2% ' Fundmg—l—evel VOIatIIIty '
005 J Dynamic derisking 96.2 Original strategy 18% I
Low Risk Allocation 16 U/
\_ Dynamic derisking 13%
65.0%
01/10/2010 01/11/2010 01/12/2010 01,/01/2011 01/02/2011 01/03/2011 01/04/2011 01/05/2011 01/06/2011 01/07/2011 01/08/2011 01/02/2011

Source: Redington
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CONSULTING ACTUARIES

Flight Plan Consistent Assets
Key Features

11
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pssociaTion o Flight Plan Consistent Assets

(a C a) Key Features

CONSULTING ACTUARIES

Flight Plan Consistent Asset 1 Example Cashflow Profile |

Inflation-linked

.............. cashflows
Inflows

0

c B —— . . .. N

g Attractive real

S returns

o

m

-3 A TN
I I I I I I I Providing a match for
liabilities

Outflows || JHHHH

Initial investment

Source: Redington Years


http://www.aca.org.uk/aca-home.html

(AQAC D)

A

A
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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

Flight Plan Consistent Assets
Examples

purchasinga suitableinfrastructureasset

Widerangeof possibleassetsfrom roadsto power generation

Longterm, potentially inflation-linked revenuestreams

iisre

A Investingin public sector projects through, for example, Private
Financelnitiatives (PFIs),bespoke investments structures or by

Ground Rents

A Ground rent created when freehold land or building is sold on lof

lease
A Typicallyd LIS LIDISNY ¢ for Madyoidly (not buildings)

A Offersattractive returns, limited credit riskandhigh level of

\ security

g
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Flight Plan Consistent Assets
Water Infrastructure

(AQAC D)

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

Water sector: key characteristics

Case study: Cambridge Water|

A Bought byHSBGn August 2011(for warehousing)
for £74m

A Provideswater for 300,000 peoplein Cambridgeshire

A 2010/2011: Revenue of £20m with profits of £7m
before tax withno external debt exceptor a revolving
credit facility to cover working capital

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

A Redingtonadvisedtwo UKschemeswho bid for this asset However,
althoughthis bid was acceptableon price, it could not competewith
the winning cashbid which had an acceleratediimetable and no due
diligence

CAMBRIDGE

WATER

COMPANY

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

A Inflation-linked cashflowsand returns:; water O 2 Y LJI Y
regulatory regime meansthey can increasepricesin line
with the agreedprice review which in 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

14
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CONSULTING ACTUARIES
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(n C a) Disclaimer

Contacts

1748

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 “
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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, recommendationr 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 FinancialServiceAuthority. 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

©RedingtonLimited2012 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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Keeping up with the latest in LDI

(ﬂ C a) Redington publications

Redington Publications Spring/Summer 2011 CollectioiEnhanced Matching Assets,
- — Socially Responsible Investing and L-dagn GrowthAssets

http://www.redington.co.uk/Redington/media/PDFs/knowledge/Other%20Publications/Re

LA‘ \‘S | dington-Spring-Summer-Collection-2011.pdf

Spri
/ l( Pring Collection 2011

REDINGTONY

-

Spring Collection Highlightd.DI 2.0, Secured Leases,
Ground Rents, Equity Release Mortgages, Social
Housing, Insuranckinked Securitiegnfrastructure
http://www.redington.co.uk/Redington/media/PDFs/
knowledge/Other%20Publications/Redingt&pring
Collection2010.pdf
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