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Liability Driven Investing - Concept

Deliver future pension cash flows when they are needed.
Inflation rate, RPI, LPI or Fixed
Discount rate Corporate AA fixed, Swap Rate or Gilts
Similar profiles for many mature schemes
Defined Benefits, Solvency and Longevity
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Liability Types — Which Liabilities to Match?
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Conventional Gilt Index

= Coupon and principal structure of available Gilts
= Inflation built into the curve at entry
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Inflation Linked Gilt Index

=Not many Gilts in issue.
=RPI inflation protected, the cash flow profile is

poorly matched.
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Strategic Bond Composite - Example

= Typical Composite Bond Allocation

40% Long index linker/inflation protection index (FTSE 5y+)
30% Non-government and corporate bonds to add yield (UNOO)
£a0m, 30% Long and medium dated fix rate bonds to lengthen duration
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+2% Inflation Shock

= Significant risks to a poor liability matched bond
portfolio

No reward for this risk!
How will the difference be funded?
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Risk
Aggregate Dela Mismatch

Example: Quantifying the Risks
= £1 billion portfolio with Yield curve shifts - 1bp
= Option to remove/spend inefficient risk
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Pooled Solution
Dynamic Inflation Protection
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Pooled Solution, +2% Inflation Shock
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Practicalities to Investing with SWAPS

=Independent sources of fair value prior to trading

= Access to multiple counterparties for price discovery
= Conflicts of Interest

= egal agreements, ISDA & CSA

=Governance budgets

= Collateral management

= Counterparty Risk

= Custody

= Flexibility to change exposure at a later date

= Reporting - No index
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The Pooled Solution - Investment Objective

= Return LPlinflation protection

= Agree afixed known rate, so that today’s cash

contribution matches future real cash flows

= Deliver LPlinflation protection at maturity for

the real exposure at today’s contribution rate,

through cash fund accruals and swap

payments
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Pooled Asset Liability Matching Solution
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5 Year Granulation provides
High Dynamic Accuracy
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Inside PALMs Maturity Structure

=Each MPF fund contains
Holding in 3m £ LIBOR cash fund.

Exposure to a limited price inflation (LPI) swap structure according to the
maturity years specified in the MPF sub-fund.

Exposure to LP1
swaps
Maturities 2011-15

MPF
2011-15 - +

Cash investment
in
3m £ LIBOR fund
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Building the Swap Structure

= £10m invested at today’s fixed rate delivers an
equivalent known swap exposure in 10 years time.

= Using zero coupon swaps eliminates cash flow
considerations.

‘ MPF: Requires to fix a discount rate ‘
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Building the Swap Structure

= Hedging the inflation risk if future inflation differs
from current predictions

Pension Funds are Buyers of
Inflation protection

Breakeven LPI Infiation P—
fixed at inception of swap ealized LPL

‘ Counterparty: Seller of ‘

Inflation Protection




Overall Swap Structure

MPF: Buyer of
Inflation protection

Eoenal
b
Inflation

‘ Counterparty: Seller of ‘

Inflation Protection

U

‘ MPF: Buyer of ‘

Inflation protection

Counterparty: Seller of
Inflation Protection

Summary of Accruals

= Cash fund delivers 3m Libor (compounded) over the
term of the swap.

= Pension Investor receives LPI index over the term of
the swap.

= Pension Investor pays

(1+3mLibor)
(1+Fixed Rate)

u
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= Example of an initial contribution of £10m

= Indicative dilution levy is quoted in terms of yield
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Summary of Pooled Benefits

= Mitigates complexities of bespoke legal agreements
and counterparty guarantees

‘Best Execution’ & Quarterly ‘re-couponing’
Ease of collateral management

Efficient implementation

Flexibility

To adjust investments if projected liabilities change.
To add credit enhancement or other overlay strategies

Swap rate offers improved return
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= A passing phase or a generational change?

= Cash Flow Projections are recognized as the real
benchmark to beat

Greater involvements with Fund Managers
Greater focus from Trustees on accuracy

= Actuarial standards for discounting Liabilities
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Disclaimer

STATE STREET GLOBAL ADVISORS LIMITED (SSgA)

For more information: State Street Global Advisors Limited, 21 St James's Square, London SW1Y 4SS
Telephone: 020 7698 6000 Facsimile:020 7698 6340 Web:ssga.co.uk

Investing in the Managed Pension Fund i effected by means of an insurance policy writen by Managed Pension Funds Limited, a
member of the State Street group of companies. Any figures quoted are sourced from State Street Global Advisors Limited unless
otherwise stated. This document should not be consirued as an invitation or inducement to engage in investment activiy. The Managed
Pension is only available to exempt approved schemes recognised by the United Kingdom Inland Revenue for the purposes of Chapter
1of Part XIV of the Income and Corporation Taxes Act 1988. This document should therefore only be Girculated to the Trustees of such
schemes and their advisors who are deemed to be professional persons (this includes market counterpartes and intermediate
customers as defined by the Financial Services Authority). It should not be circulated to or elied upon by any other persons. This
documentis ssued in the United Kingdom by State Street Global Advisors Limited, 21 St James's Square, London SWLY 4SS, For
further information contact Kanesh Lakhani, Director, Consulant Relations & Marketing, telephone 020 7698 6004.

Please note that neither State Street Global Advisors Linited or Managed Pension Funds Linited offe actuarial senvices and any
investment service undertaken by those fims with an objective of matching projected pension fund liabiltes does not include, or take
responsiilty for, the calculation of projected fiabiltes. Any lustrations exclude the impact offees and actual investment returns may
difer fom projected returns.




