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In the end-game
DO sweat the small stuff
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Recent client trends
De-risking towards credit, real assets and LDI

Average asset allocation has become more risk-averse in recent years
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k63 investment strategies that take account of anticipated future cash flow needs are becoming more commonplace,
with a growing number of schemes opting to invest in risk-reducing and cash flow-matching assets such as
gilts, corporate bonds and illiquids.

Pension Policy Institute

?1;

¥ Institute
Source: Pensions Policy Institute: Approaching the endgame: The future of Defined Benefit pension schemes in the UK (October 2019), Mercer (2019). ,‘g%‘ and Facul_ty
Overlaid with illustrative trend lines (LGIM). et of Actuaries

4 December 2019 2



and Faculty

Institute

Y,

N
A

of Actuaries

A

Getting the SAA right

Achieving your long-term target




To achieve a long-term target you need a
long-term framework

Success = assets outlasting the liability cashflows
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Sum of pensions paid
PBM = Proportion of Benefit Met =

Sum of pensions promised
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Metric Definition

EPBM Average proportion of benefits met over all simulations

1in 20 PBM Proportion of benefits metin a 1 in 20 event

1in 50 PBM Proportion of benefits metin a 1 in 50 event Institute
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m Short-term valuation risk (annualised) Long-term valuation risk (annualised)

Source: LGIM calculations, November 2019.
Figures are purely for illustration only and are scheme dependent e.g. we have assumed a 20 year duration scheme.
Both short and long-term risks are expressed as annualised volatilities.

Each bar is a standalone risk that has not been scaled down e.g. 100% of assets are credit or all liabilities are LPI with a delta hedging approach Institute
is adopted. and Facul_ty
Covenant risk calculation assumes a BB-rated sponsor. No future contributions and an initial buyout funding level of 73%. of Actuaries
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Avoid reckless prudence

Buyout fundmg Ieyel \ AAA AA A BBB BB CCC CC-C
Sponsor credit rating
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Agony of choice
How to decide between the multiple paths to achieve a scheme’s goal

g Assessing the benefits of a consolidator
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Looking further afield

Broadening the opportunity set




As you close in on buyout, consider how an insurer invests
Snapshot of annuity investments across the market
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If buyout is not immediately on the horizon,

broaden the opportunity set
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Preconceptions can lead to missed opportunities...

Improves diversification and

higher spread v DM IG Low default and downgrade risk
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$460bn of potential BBB downgrades in the next downturn
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Implementation

Mind the gap




Creating a model portfolio
Translating SAA into cashflow matching profile

Growth

SAA

Meeting cash flows as they fall due

P

Cashflow
matching

p ortfolio 12345678910 1015 15-20 20-25 25-30 30-35 35-40 40-45 45+
Holistic portfolio management Success is improving cashflow coverage Building blocks to achieve success
LDI 1,000 Efficient use
0 X Diversification
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Remain nimble and flexible
Example framework for assessing a new private credit investment

Private issuer Unlisted deal Key deal positives Rebalancing approach

Issuer example

Reduce transport exposure in listed credit and rebalance

Heathrow Yes Yes RPI to CPI linkage derivatives from RPI to fixed
Mars Yes Yes New name Sell out of listed credit consumer cyclicals

- Tailored RPI exposure and Sell out of listed credit utilities and reduce RPI exposure in
Utility No Yes

increased seniority derivative portfolio

How does the opportunity impact my

strategic asset allocation? How would it affect my return if | was forced to sell the asset?

Sector moving Haircuts to spread
closer to SAA
Sponsor strength \initial buyout FL 75% 95%
Portfol
pre deal, i AAA 01% = 02%  0.3%
Portfoli
Tenor moving Credit rating moving
closer to SAA closer to SAA BBB -- 0.1% 0.2% 0.3% -
BB 0.1% 0.1% 0.2% 0.2% 0.4% -
B 0.3% 0.3% 0.3% 0.4% 0.5% -

Illiquids allocation
moving closer to SAA

Source: LGIM, November 2019.
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Benefits of holistic cashflow matching management
Avoid being penny wise but pound foolish

Achieving better
net spreads:
Local authority

housing associations

Sector Housing associations Sector | Renewables/ solar
Type |Senior Secured Private placement Location |UK
Income Stream | Fixed coupon .
: Deal size |£48m
Internal LGIM Rating |A
L Asset cover (EUV-SH 105%; MVT 115%) Income Stream | Fixed
Financial Covenants :
EBITDA to net interest payable >1.1x Internal LGIM Rating | BBB+
Illiquidity premia ‘ 40 - 50 bps spread to comparable Maturity | 2035
Improving overall portfolio g%;: .
. . . . . _ P ) ) o) Institute
Reallocating capltal fro.m low yleldlng_pubhc to diversification and ESG credentials i@& and Faculty
more attractive private opportunities of cashflow matching portfolio LaP2 T | of Actuaries
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Is this available for my scheme

In short... yes




Evolution of tailored strategies — LDI

Bullet funds Profile funds
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Buy & maintain credit maturing funds
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Real assets pooled funds

Real sh Real | Fixed sh Fixed | GBP IG GBP IG Private GBP Senior
eal short eallong Ixed short Ixed long Infrastructure Debt Corporate Debt Real Estate Debt
GBP Sub IG GBP Sub IG Private Opportunistic
Infrastructure Debt Corporate Debt PP
~13 yrs ~24 yrs
The credit range of funds will allocate to gilts, LDl and buy & maintain
credit. This is a diversified and liability-aware credit portfolio. Institute
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How pooled size schemes can access tailored approaches
Range of options depending on preference and governance budget

 cowmwocemommene
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Fiduciary/ fully

delegated mandate

GOVERNANCE INCREASING

DELEGATION INCREASING

Pooled fund
solutions service

Combined strategy
pooled funds

Single strategy

pooled funds

A full governance
solution covering
investment strategy
and implementation
across all assets.

Partial delegation
of section of the
portfolio. Objective-
driven, i.e. target
80% cashflow match
using a range of
pooled funds.

Pooled funds which
look to combine
strategies to meet
multiple objectives,
l.e. credit with LDI.

Clients able to

utilise specific

pooled funds at
their discretion to
meet objectives.
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Legal & General Investment Management
LGIM Disclaimer and important legal notice

The information contained in this document (the ‘Information’) has been prepared by Legal & General Investment Management Limited, or by Legal and General Assurance (Pensions Management) Limited and/or their affiliates (‘Legal &
General’, ‘we’ or ‘us’). Such Information is the property and/or confidential information of Legal & General and may not be disclosed by you to any other person without the prior written consent of

Legal & General.

No party shall have any right of action against Legal & General in relation to the accuracy or completeness of the Information, or any other written or oral information made available in connection with this publication. Any investment advice that
we provide to you is based solely on the limited initial information which you have provided to us. No part of this or any other document or presentation provided by us shall be deemed to constitute ‘proper advice’ for the purposes of the
Pensions Act 1995 (as amended). Any limited initial advice given relating to professional services will be further discussed and negotiated in order to agree formal investment guidelines which will form part of written contractual terms between
the parties.

Past performance is no guarantee of future results. The value of an investment and any income taken from it is not guaranteed and can go down as well as up, you may not get back the amount you originally invested.

The Information has been produced for use by a professional investor and their advisors only. It should not be distributed without our permission.

The risks associated with each fund or investment strategy are set out in this publication, the relevant prospectus or investment management agreement (as applicable) and these should be read and understood before making any investment
decisions. A copy of the relevant documentation can be obtained from your Client Relationship Manager.

Confidentiality and Limitations:

Unless otherwise agreed by Legal & General in writing, the Information in this document (a) is for information purposes only and we are not soliciting any action based on it, and (b) is not a recommendation to buy or sell securities or pursue a
particular investment strategy; and (c) is not investment, legal, regulatory or tax advice. Any trading or investment decisions taken by you should be based on your own analysis and judgment (and/or that of your professional advisors) and not
in reliance on us or the Information. To the fullest extent permitted by law, we exclude all representations, warranties, conditions, undertakings and all other terms of any kind, implied by statute or common law, with respect to the Information
including (without limitation) any representations as to the quality, suitability, accuracy or completeness of the Information.

Any projections, estimates or forecasts included in the Information (a) shall not constitute a guarantee of future events, (b) may not consider or reflect all possible future events or conditions relevant to you (for example, market disruption
events); and (c) may be based on assumptions or simplifications that may not be relevant to you.

The Information is provided ‘as is' and 'as available’. To the fullest extent permitted by law, Legal & General accepts no liability to you or any other recipient of the Information for any loss, damage or cost arising from, or in connection with, any
use or reliance on the Information. Without limiting the generality of the foregoing, Legal & General does not accept any liability for any indirect, special or consequential loss howsoever caused and on any theory or liability, whether in contract
or tort (including negligence) or otherwise, even if Legal & General has been advised of the possibility of such loss.

Third Party Data:

Where this document contains third party data ('Third Party Data’), we cannot guarantee the accuracy, completeness or reliability of such Third Party Data and accept no responsibility or liability whatsoever in respect of such Third Party Data.
Publication, Amendments and Updates:

We are under no obligation to update or amend the Information or correct any errors in the Information following the date it was delivered to you. Legal & General reserves the right to update this document and/or the Information at any time
and without notice.

Although the Information contained in this document is believed to be correct as at the time of printing or publication, no assurance can be given to you that this document is complete or accurate in the light of information that may become
available after its publication. The Information may not take into account any relevant events, facts or conditions that have occurred after the publication or printing of this document.

Telephone Recording

As required under applicable laws Legal & General will record all telephone and electronic communications and conversations with you that result or may result in the undertaking of transactions in financial instruments on your behalf. Such
records will be kept for a period of five years (or up to seven years upon request from the Financial Conduct Authority (or such successor from time to time)) and will be provided to you upon request.

Legal & General Investment Management Limited. Registered in England and Wales No. 02091894. Registered Office: One Coleman Street, London, EC2R 5AA. Authorised and regulated by the Financial Conduct Authority, No. 119272.
Legal and General Assurance (Pensions Management) Limited. Registered in England and Wales No. 01006112. Registered Office: One Coleman Street, London, EC2R 5AA. Authorised

by the Prudential Regulation Authority and regulated by the Financial Conduct Authority and the Prudential Regulation Authority, No. 202202.

The LGIM Workplace Savings division on behalf of both Legal and General Assurance Limited. Registered in England and Wales No. 00166055. Authorised by the Prudential Regulation g
Authority and regulated by the Financial Conduct Authority and the Prudential Regulation Authority. As well as Legal & General (Portfolio Management Services) Limited. Registered in EQES Institute
England and Wales No. 02457525. Authorised and regulated by the Financial Conduct Authority, No. 146786. Registered Offices: One Coleman Street, London, EC2R 5AA. N
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