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Aims, purpose and objective of the Fund

Aims

= Keep contribution rate constant, reasonable and affordable
» Meet all liabilities as they fall due

» Maximise returns within reasonable risk parameters

Purpose
» Pay out monies in respect of Fund benefits (etc)

Objective

» To achieve and then maintain sufficient assets to cover 100% of accrued liabilities
(the “funding target”) assessed on an ongoing basis
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What is an investment strategy?
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want to go?
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Strategic asset allocation is key

Strategic Asset Allocation |
Set a long term strategic asset allocation basec :
|

on the deficit recovery plan and
\ investment objectives identified p

Manager Structure
Managers Aim to add value through active management.
Time typically spent on manager selection
and monitoring manager performance.

Medium Term Asset Allocation
MTAA Aim to add value by exploiting market
pricing inefficiencies.
Asset classes rarely fairly valued.

Relative importance / impact
on investment performance

Consulting .
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= Gilt yields fall = liabilities rise
Inflation rises = liabilities rise

[ | Pensioners
[ | Deferreds
B Actives

scounted Liability Cashflows

» Present value of liabilities measured on initial proposed valuation basis at 31 March 2013:
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Note: data uses an approximation of the Merseyside

Pension Fund and Aon Hewitt's assumptions.
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Our capital market assumptions (30 June 2013)

Return  Volatili
15 yr Inflation Linked Bonds 2.40% 9.00%
j 300%  11.00%
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CB Diomestic 10yr Investment Grade Corporate Bonds
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Can EBEq Canada Eguities
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Risk and Return

Funding level volatility — certainty of particular outcome Return
PE0 e PR RRRRREREE s f ............ e ............ e ........... .........

» |nvestment strategy needs to
provide return to support
discount rate and recovery

B I S _— o S _— - et et .
. . : . . . : . : . 75 plan.
2 / = To what extent will you rely on
s : | : | : | : | : 5 ! additional investment returns
;,2 150 _ ........... ............ .......... ............ ............ ........... ............ ............ ......... t 0o reduce defICIt'?
E = Striving for more return

means bearing more risk .
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Risk and Return

“Maximum” deficit over a specified period with given
level of certainty*

Diversificatiol

-1156.3 m
6020 m

Equities

-2500

-2000

c L
«+1500

Real Yields

-7822m

Nominal Yields

-29m

Cash

+0.0m
Alternatives
-269.6 m

-16736m

[
o
[

-1000

-500

Inflation Realised & Sals

Credit Spread
516m

-13.2m

Risk

* One year Value at Risk at 5% level
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Risk
= Focus on risks relative to liabilities.

» What risks are you most concerned
about?

= What is an unacceptable level of risk?

= Where is it most efficient to “spend” your
risk?

» Unrewarded versus rewarded risk.

AmHeWilt



Agenda

= What we’ve modelled
— Current
— Extremes
— Diversification
— Focus on liability management

Consulting

11 October 2013 9 AWI lCWIlt



What we modelled — Liability information

Funding position

At 31 March 2013, using the preliminary valuation, the Scheme had a deficit of £2,131m and
was 73% funded (discount rate below)

We have approximately rolled forward the data used in the 2011 ISR and recalibrated the
model to the above liability valuations and discount rate. The model then projects forward from
this point

At 30 June 2013 assumed funding level was 76% with deficit of £1,777m
Actuarial assumptions
Consistent with initial proposed basis for 31 March 2013 valuation
Discount rate of long dated gilt yield +1.4% (pre & post) for past service
Discount rate of CP1+3.0% (pre & post) for future service

Payroll as in valuation report

Assumed contributions
Regular employer contributions of 13.90% p.a (i.e. c. £116m p.a. increasing in line with salary)
Plus deficit contributions of £107m p.a. increasing at RPI + 0.5% for 22 years

11 October 2013 10 AWI l(‘“/ﬂt
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What we modelled
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What we modelled - Current investment strategy

Current
portfolio
10 year expected absolute return (median) 8.5%
10 year expected a_bs_olute standard 13.5%
deviation
10 year expected return above ongoing o
et . 4.0%
liabilities (median)
10 year expected relative standard deviation 14.1%
1 year 95% Value at risk (VaR) £1,674m
Probability fully funded by 30/06/2016 36%
Worst case (95th percentile) deficit £o74m
contribution rate at 30/06/2016
Probability fully funded by 30/06/2023 o
72%
(10 yrs)
Worst case (95th percentile) deficit at
30/06/2023 (10 yrs) £4,351m
Probability fully funded by 30/06/2035 o
90%
(22 yrs)
Worst case (95th percentile) deficit at
30/06/2035 (22 yrs) £4,764m
Consulting
11 October 2013
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Asset Benchmark
UK Equities 23
Overseas Equities 30
LS Equities d
European Equities 5]
Jdapan 4
Facific 4
Emerging Markets b
Fixed Interest 20
LIk Gilits 0
Cverseas Gilits I
UK Index Linked 12
Unconstrained Bonds g
Corporate Bonds 1]
Property 10
Alternatives 14
Private Equity 4
Hedge Funds 5
Thematics Fund of Funds 3
Infrastructure 2
Cash 1

Source: Merseyside Pension Fund SIP 2010
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Risk analysis — Current Investment Strategy

Projection of Funding Level with Current Strategy Asset Benchmark
BEQ e I R R ST ST e T O R S— Equities
: 5 | 5 | 5 : | | : | : Fixed Interest
Property
_ _ : : : : : : : : 5 : Alternatives
200 A .......... ........... ........... .......... .......... .......... ........... ........ E'ﬂﬁh

150_.; .......... ........... .......... .......... ........... ........... .......

Funding Level (%

100 L — -

5|:| 1 I 1 1
2013 205 207 2019
Date
10yr expected relative return 4.0%
10yr expected standard deviation of relative return 14.1%
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1 Year VaR (at 5% level) with Current Strategy

Risk analysis — Current Investment Strategy

AmHewilt
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Extreme — 100% allocation to best matching gilt portfolio

Projection of Funding Level with Fixed Income only strategy ‘E"ﬁf"?t_ Benchmark
250 e S s e s R e NIRRT SR s e E(Il""f"—'ﬁ
: : : : : : : : : : : Fixed Interest
: : : : : : _ : Froperty
: : : : : Alternatives
o0k e e R Lo TR L D e
: ; : : : : : : : : : Cash
2
L}-‘ 15|:|_ ................................
I g N P O S S
: A5
L | ] 1 ) I I: L ) L |
2013 2015 2017 2018 2021 2023
Drate
10yr expected relative return -1.5%
10yr expected standard deviation of relative return 5.1%
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Extreme — 100% allocation to equities

Projection of Funding Level with Equity only strategy

TEE
250 o s ERRRREREE PR L e o pe— P p— paa p—
500 .......... ........... .......... ol .......... _ ........... _
2
T
5 1s0
g
=
5
L
100
2013 2015 2017 2018 2021 2023
Drate
10yr expected relative return 5.1%
10yr expected standard deviation of relative return 21.0%
Consulting
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Asset

Equities
Fixed Interest
Froperty
Alternatives
Cash

Benchmark
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Summary Metrics

Current o . ° .
portfolio 100% matching 100% equity
10 year expected absolute return (median) 8.5% 2.7% 9.7%
10 year expected absolute standard deviation 13.5% 11.1% 20.5%
10 year expected return abf)ve ongoing liabilities 4.0% 15% 5 1%
(median)
10 year expected relative standard deviation 14.1% 5.1% 21.0%
1 year 95% Value at risk (VaR) £1,674m £201m £2,325m
Probability fully funded by 30/06/2016 36% 0% 45%
Worst case (95th percentile) deficit contribution rate
at 30/06/2016 £274m £208m £334m
Probability fully funded by 30/06/2023 (10 yrs) 72% 0% 72%
Worst case (95th percentll;ar)s;ieflmt at 30/06/2023 (10 £4.351m £3639m £5.954m
Probability fully funded by 30/06/2035 (22 yrs) 90% 4% 85%
Worst case (95th percentile) deficit at 30/06/2023 (10 £4.764m NA £8.813m

yrs)

Consulting
11 October 2013
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Funding Lewvel (%)

Increasing Alternatives — Allocation reduced from equities and cash

Asset Benchmark
Projection of Funding Level with alternatives increased to 20% (5% Equities
from Equity, 1% from Cash) .I
: 5 : S 5 : Fixed Interest
: : : Property
Alternatives
200 ‘ ................................................................................................................................. - P."."L-‘EEE' Equaty
Hedge Funds
Thematics
15|:|_ C o S S S IanESfFHCfUFE
50% Cash
TOTAL
1 Year VaR (at 5% level) with alternatives increased to
100 p— 20% (5% from Equity, 1% from Cash)
go  g£=
_ 22500 :%?52 gg
. :
20173 -2000 Eg
é . =
G500 3 £
. 3 <
-1000 het xS z
10yr expected relative return 3.9% 3
10yr expected standard deviation of relative return 13.9% 500 EiE _’gE
0 | Ri;k | |
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Funding Level (%)

Increasing Alternatives — Allocation reduced from ILG and cash

Projection of Funding Level with alternatives increased to 20% (5% Asset Benchmark

from ILG, 1% from Cash) E.|:||_|i'[i.|_:._5

T R R P Fixed Interest

Properny
75% Alternatives
Frivate Eauity
Hedge Funds
: : ; : ; : : : ; : : : Thematics
150 _ .......... ........... .......... ........... ........... ........... ......... .......... .......... ........... ........ - Infrastructure
: | : : : : ' : : : : ' Cash
TOTAL

1 Year VaR (at 5% level) with alternatives increased to
20% (5% from ILG, 1% from Cash)

P SR TS S S S e L o -

-3000|

Equities
-1172.0m
Diversificatior
630.6m

-2500

-1766.0 m

-2000|

Total

“\1500

Alternatives
-3334m

Real Yields

-823.2m
Nominal Yields
29m

-1000

10yr expected relative return 4.3%

-500

Inflation Realised & Sals

Credit Spread
-51.9m

-132m

10yr expected standard deviation of relative return ~ 15.0%

Risk
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Funding Lewvel (%)

Increasing Alternatives — Allocation reduced from property and cash

Projection of Funding Level with alternatives increased to 20% (5% Asset Benchmark
from Property, 1% from Cash) Equities
5 : : : : : : : : Fixed Interest
Property
: : : _ : : : ; _ : : Alternatives
200 ‘ .......... ........... ........... .......... ......... .......... ........... ........ 75 Frivate Equity
: : : | : : : : : : : : Hedge Funds
Thematics
: : : : : : : : : : : : Infrastructure
15|:|_.E~ .......... ........... .......... .......... ........... ........... ........ .......... .......... ........... ........ - Cash
: 1 Year VaR (at 5% level) with alternatives increased to
100 f . 20% (5% from Property, 1% from Cash)
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.
013 -2000] E%‘
41500 ° ° c
o > 2
P £ q o =
10yr expected relative return 4.1% ook 3 38 £2
10yr expected standard deviation of relative return 14.5% 3 3
0 3 Se
:(E ﬁ‘(g
5¢ £ | | |
0 Risk
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Funding Lewvel (%)

Increasing Alternatives — Alternatives increased to 30%, from equities and cash

Projection of Funding Level with alternatives increased to 30% (15% ‘5‘55'?‘_ Benchmark
from Equity , 1% from Cash) Equities
: : : : : : : : : Fixed Interest
Property
: : ; : : : : : . : : ; Alternatives
200 ‘ .......... ........... ........... .......... .......... ......... ........... ........ | O rivigta Eqrua'ty
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: . : : : : : : : : : : Thematics
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0% Cash
TOTAL
1 Year VaR (at 5% level) with alternatives increased to
1 30% (15% from Equity , 1% from Cash)
-2500| i';ig éé
| i | ' | i | i i i [ . 000 £
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Drate ZE s
51500 ., E ;%
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Summary Metrics — increasing alternatives

Current Cash and then Cash and then Cash and then Alternatives
Portfolio Equities ILG Property 30%
10 year expected absolute return 8.5% 8.6% 8.9% 8.7% 8.6%
(median) ' ' ' ' '
10 year expected absolute standard 13.5% 13.29% 14.2% 13.9% 12.5%
deviation ' ' ' ' '
10 year expected return above ongoing 4.0% 3.9% 4.3 4.1% 4.0%
liabilities (med) ' ' ' ' '
10 year expected relative standard 14.1% 13.9% 15.0% 14.5% 13.3%
deviation ' ' ' ' '
1 year 95% Value at risk (VaR) £1,674m £1,643m £1,766m £1,668m £1570m
Prob. fully funded 30/06/2016 36% 36% 38% 37% 36%
Worst case (95th percentile) deficit
contribution rate at 30/06/2016 £274m £270m £279m k2r7m £260m
Prob fully funded 30/06/2023 (10 yrs) 72% 73% 73% 73% 74%
Worst case (95th percentile) deficit at
30/06/2023 £4,351m £4,184m £4,374m £4,364m £3,930m
Prob fully funded 30/06/2035 (22 yrs) 90% 90% 90% 90% 92%
Worst case (95th percentile) deficit at
30/06/2035 £4,764m £3,913m £4,307m £4,590m £2,873m

Consulting .
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Focus on liability management

Merseyside Asset and Liability Update 30 June 2013

Assets - Actual

Liabilities Ongeing - Actual

UK Fixed Income Yield Curve

30/062013

—a— 31032011

—a— 31032013

30/06/13

301092012

30/09/2011 31/0312

31/0311

31/03/10

Date

35

30

25

20

15

10

Source: Bloomberg
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Analysis of change in baseline position for past service

500
294
106 159 101
— L] —
£m ] | - | —
-79
-252
-500 -
-1,000
-1,152
11,500 -1,310
-2,000
-2,131
-2,500
Deficit at 31 Interest on Investment Contributions Salary gain Changein Change in Member Deficit at 31
March 2010 deficit returnsvs  paid vs benefits demographic financial movements and  March 2013
assumptions accruing assumptions  assumptions  other factors
Source: Mercer
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Matching Assets

» The Fund’s matching assets (i.e. index-linked gilts and » [tis common amongst corporate pension funds to use
bonds) change in value in a similar way to the derivatives to more efficiently match the movement of
liabilities, i.e: the liabilities and assets

— Gilt yields fall = liabilities rise — This is know as Liability Driven Investment (LDI)
— Inflation rises = liabilities rise

Cashflows from bonds within Current Strategy versus Liability Cashflows when LDI used in strategy versus Liability Cashflows
Cashflows

B g B e e e e
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100 }-:________l_ ....... . _ ...... ___ ....... ........ HO HO 100 -E_-_____ —____:_.::_“; ........ ........ ........ ........
0 HHEA R _-'f" i || ____:__ e 0 _=::=:=: saas 10l _-"-I'nn-nnn_hn_‘h”_\_

-100 -100 H

£mp

-2 | [l Cash (= ¢ | I cash
el ! R il I Carp Nominal
300 S vy [ Norin ey 2 | B e toina
: : -1 - : : ; H— - : : Swvap Real
: : b il - : : [ it Real : il - : : :
A0 et ) L S T G RPg | DS | | | ity (Ficed)
St [ | [ Liskity (Real) oo T im0 | ekt (Resl)
-500 o B B! il LRI s B L : : : =00 : : et | Iix : : 5 : : 5
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5 10 15 20 25 30 35 40 45 S0 55 B0 65 YO0 7S &0
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Funding Lewvel (%)

Risk analysis — Using derivatives to match changes in liability values

Asset Benchmark
Projection of Funding Level with LDI Strategy (16% Bonds to LDI Equities

using gearing of 4x, hence 64% hedging)

Fixed Interest
LD

. : _ : _ : ; : : : : : Property

S 5 NN OSSOt HESTOO HUUUNNNRE SO SRS UON St (SN ST O SO Alternatives

| | : | : : : : : : : : Private Equitly
Hedge Funds

. : _ . _ : : : : _ : Thematics

] S ........... S ......... T _ ol ........ T .......... s ........ fnfrastrictare

5 | 5 | : : 5 : 5 : | : Cash

TOTAL

5 1 Year VaR (at 5% level) with LDI Strategy (16% Bonds to
LDI using gearing of 4x, hence 64% hedging)

5
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-1156.3
Diversifi
3453 m
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]
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=
[
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=
=
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]
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]

o3
Total

-1500(

£m

-1000[

Alternatives
-269.6 m

10yr expected relative return 4.2%

Nominal Yields

-6.0m

Cash
+0.0m

10yr expected standard deviation of relative return ~ 13.1% soof

Inflation Realised & Sals
Real Yields
-284.7m

Credit Spread
-55.8m

-132m

Risk
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Summary Metrics — LDI

Current Existing Gilt and ILG
portfolio holdings to LDI
10 year expected absolute return (median) 8.5% 8.9%
10 year expected absolute standard deviation 13.5% 14.2%
10 year expected return above ongoing liabilities (median) 4.0% 4.2%
10 year expected relative standard deviation 14.1% 13.1%
1 year 95% Value at risk (VaR) £1,674m £1,440m
Probability fully funded by 30/06/2016 36% 35%
Worst case (95th perc;r(;;i)lg}z%igcit contribution rate at £o74m £246m
Probability fully funded by 30/06/2023 (10 yrs) 72% 75%
Worst case (95th percentile) deficit at 30/06/2016 £4,351m £3,606m
Probability fully funded by 30/06/2035 (22 yrs) 90% 91%
Worst case (95th percentile) deficit at 30/06/2016 £4,764m £3,310m

Consulting
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Agenda

= Introduction to flight planning
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Flight plan — responding to actual experience

» Consider a plan to lock in gains as funding level improves

— Bear in mind long term objective and link between investment strategy and discount rate

— Also consider process for switching assets

Progressive de-risking
as funding level
breaches further

J—/

120% triggers
Funding level N
* " recovers so original
Initial benchmark target return can be

targets return resumed
appropriate for .
recovery plan

Funding level %
W

4

Re-risking (subject to covenant).
New benchmark targets higher
return appropriate for lower
starting funding level

/_/J / “15/85

Key
“ Blue =
matching

Yellow =

growth assets

Time

Consulting
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Next steps

» Discuss and decide future investment strategy

= Move from current investment strategy to future investment strategy
— Possibly using medium term asset allocation framework

» |s more training required on Liability Driven Investment (LDI) and Flight planning?

Consulting .
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Funding Level (%)

20

150 |-

Funding level projections — current and no deficit repair contributions

Stochastic Projection — Current Strategy
with DRC

00 ‘ .......... ........... ........... .......... .......... .......... ........... ........

100 p+ — s

Stochastic Projection — Current Strategy
with no DRC

TEE

A0%

25

=0 2I2Ii13 2I2Ii15 i 2I2Ii17-r : 20i19 : 2I2Ii21 E 2IZI[:23
[iate
2016 2023 2035
Probability of 36% 72% 90%
funded
95th Deficit £3,719m £4 351m £4 764m
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2m7 2019 2021 2023
Date
2016 2023 2035
Probability of 28% 58% 75%
funded
95t Deficit £4,039m | £5,739m | £11,931m
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Percentage (%)

Your projected liability profile current or closed to future accrual

Projected Liability Profile on the New Val Basis  CapitalMarketAssumption Scenario

Projected Liability Profile on the New Val Basis  CapitalMarketAssumption Scenario
I ActLiab
[ ]DeflLiab
[ JPenLiab
0
31 Mar 201@0122013 2015 2017 2019 2021 2023 2025 2027 2029 2031 2033 2035 2037
Date
(0]
(o))
8
c
Q
o
[0}
o
-Act Liab
[ |DefLiab
[ lPenlLiab
0
31 Mar 20120122013 2015 2017 2019 2021 2023 2025 2027 2029 2031 2033 2035 2037

Date
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Cashflow projections — current and closed to future accrual

Net Cashflow Projection on the New Val Basis Discounted at 0%pa

CapitalMarketAssumption Scenario

Net Cashflow Projection on the New Val Basis Discounted at 0%pa

CapitalMarketAssumption Scenario

Benchmark-SoC - RP 22 yrs - open Asset |

Strategy A1

Benchmark-SoC - RP 22 yrs - closure Asset Allocation

Strategy B1
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Extreme — 50% chance of being fully funded in 10 years

Stochastic Projection of the Funded Status on the Mewal Basis

Strategy M 50% chance achieve dizc 10 years-SoC - RP 22 yrs - open-4 x Gearing As=set Allocation
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2013 2015 2017 2018 2021 2023
Drate
10yr expected relative return 1.0%
10yr expected standard deviation of relative 5.9%
return
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Projected funding level comparison in 10 years

Ztochastic Projection of Funded Status on the Mew v alBasiz at 30 Jun 2023
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Extremes - Summary Metrics

Current

50% chance of

o H 0, H
portfolio 100% matching 100% equity fully funded in 10 yrs
10 year expected absolute return (median) 8.5% 2.7% 9.7% 5.4%
10 year expectzc;\a;\it:izl:te standard 13.5% 11.1% 20.5% 6.6%
10 year expe.cte_d. r_eturn ab_ove ongoing 4.0% 15% 5 1% 1.0%
liabilities (median)
10 year expected relative standard deviation 14.1% 5.1% 21.0% 5.9%
1 year 95% Value at risk (VaR) £1,674m £201m £2,325m £841m
Probability fully funded by 30/06/2016 36% 0% 45% 3%
Worst case (95th percentile) deficit
contribution rate at 30/06/2016 £274m £208m £334m £222m
Probability fully fum:;:)by 30/06/2023 (10 729, 0% 799 43%
Worst Case3(3g;'}2%‘;'§?;';';;)s‘)’ef'°'t at £4.351m £3,639m £5.954m £3,540m
Probability fully fum:;:)by 30/06/2035 (22 90% 49, 85% 80%
Worst case (95th percentile) deficit at
30/06/2023 (10 yrs) £4,764m NA £8,813m £4,654m
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Funding Lewvel (%)

Increasing Alternatives — Alternatives increased to 25%, from equities and cash

Stochastic Projection of the Funded Status on the New'al Basis As=cet Benchmark
Strategy M3 29% alternatives-SoC - RP 22 yvrs - open-4 x Gearing &szet Allocation —
DED o R SR IR s SR P e, R IS S— E(||_||t|.&5

Fixed Interest
Property
Alternatives

200 b e e, S S ool TS ST OO s : :
: : : : : : : - : : : L sy Frivate Equity
Hedge Funds
: : : . ; : : : : : : : Thematics
150l o S T S » o T S eoettlllE o Infrastructune
: : : : ' : : : : : 0 Cash
TOTAL
o5 Risk Analysis on the NewVal Basis at 5% confidence level - Surplus (detailed).
100 30 June 2013 to 30 June 2014. Strategy 113 25% alternatives-SoC - RP 22 yrs - ogen-4 x Gearing
-2500 i 82
- fo 5%
a0 ; 2000 >
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Diate Ze k)
E1500 s 55
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23
- T £5
-1000 g e 2a .
10yr expected relative return 3.9% . 3
L @ @
I . S0 & 5
10yr expected standard deviation of relative return ~ 13.6% %E_ 5
5% £
0 1 1 1 1

Risk
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Summary Metrics — increasing alternatives

Current Cash and then Cash and then Cash and then Alternatives Alternatives
Portfolio Equities ILG Property 25% 30%
10 year expected .absolute return 8.5% 8.6% 8.9% 8.7% 8.6% 8.6%
(median)
10 year expected absolute standard 13.5% 13.2% 14.2% 13.9% 12.9% 12.5%
deviation
10 year expected return above 4.0% 3.9% 4.3% 4.1% 3.9% 4.0%
ongoing liabilities (med)
10 year expected relative standard 14.1% 13.9% 15.0% 14.5% 13.6% 13.3%
deviation
1 year 95% Value at risk (VaR) £1,674m £1,643m £1,766m £1,668m £1,596m £1570m
Prob. fully funded 30/06/2016 36% 36% 38% 37% 36% 36%
Worst case (95th percentile) deficit
contribution rate at 30/06/2016 £274m £270m £279m £277m £265m £260m
Prob fully funded 30/06/2023 (10 yrs) 72% 73% 73% 73% 74% 74%
Worst case (95th percentile) deficit
at 30/06/2023 £4,351m £4,184m £4,374m £4,364m £4,019m  £3,930m
Prob fully funded 30/06/2035 (22 yrs) 90% 90% 90% 90% 91% 92%
Worst case (35th percentile) deficit o, o5, £3.913m £4.307m £4500m  £3273m  £2.873m

at 30/06/2035
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Reducing the volatility of the funding level

= Aim: Protect the Funding Level against movements in interest rates and inflation

= How: Collateral is paid into the Scheme account when interest rates fall. Collateral is paid out of the Scheme
account when interest rates rise.

= [tis similar for inflation. Collateral is paid into the Scheme account when inflation rises.

N The payment or receipt of collateral is not a
Fall in interest rates bad thing:

Rise in interest rates ; :
Collateral in = Payment is received when the value of your

liabilities rises (as compensation)

» Payments are made when the value of your
liabilities falls

Assets liabilities Assets liabilities Assets liabilities
Funding level = 100% Funding level = 100% Funding level = 100%
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Funding Lewvel (%)

250
200 +
150 +
100 e = — e = L i
g0 L 1 1 1 I 1 £ 1 I L |
2013 2015 2017 2018 2021 2023
Drate
10yr expected relative return 3.7%
10yr expected standard deviation of relative return 11.6%

Risk analysis — Full LDI coverage

Stochastic Projection of the Funded Status on the Mewal Basis

Strategy M1 Full LDI coverage-SoC - RP 22 yvrs - open-4 x Gearing Asset Allocation
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Summary Metrics — LDI

Current Existing Gilt and ILG Full LDI
portfolio holdings to LDI Coverage
10 year expected absolute return (median) 8.5% 8.9% 8.4%
10 year expected absolute standard deviation 13.5% 14.2% 13.7%
10 year expected return a.bove ongoing liabilities 4.0% 499 3.7%
(median)
10 year expected relative standard deviation 14.1% 13.1% 11.6%
1 year 95% Value at risk (VaR) £1,674m £1,440m £1,218m
Probability fully funded by 30/06/2016 36% 35% 30%
Worst case (95trha &e;:gr(;%g}zo(lﬁfémt contribution £o74m £o46m £995m
Probability fully funded by 30/06/2023 (10 yrs) 72% 75% 74%
Worst case (95th percentile) deficit at 30/06/2016 £4,351m £3,606m £3,246m
Probability fully funded by 30/06/2035 (22 yrs) 90% 91% 89%
Worst case (95th percentile) deficit at 30/06/2016 £4,764m £3,310m £3,041m
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