BLACKROCK®

Role of llliquid Assets

Luke Dixon, CFA, CAIA

BlackRock Alternative Solutions

This presentation is strictly confidential and may not be reproduced for, disclosed to or
otherwise provided in any format to any other person or entity (other than your professional
advisors bound by obligations of confidentiality) without the prior written consent of
BlackRock. This presentation does not constitute an offer to sell, or a solicitation of any
offer to buy, securities in any jurisdiction to any person. The material is not intended to
provide, and should not be relied on for accounting, legal or tax advice. You should contact
your tax or legal adviser about the issues discussed herein.

STRICTLY CONFIDENTIAL — FOR PROFESSIONAL CLIENTS ONLY

IMPEG-0497




Despite strong asset performance...

Aggregate UK Pension Scheme Assets and Liabilities (Ebn)
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..funding has worsened by 10% over the last 7 years

Source: PPF, May 2016.
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Return expectations have declined

Expected 5-year returns from growth assets and corporate bonds at a given time
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- UK corporate bonds — UK equities —Developed ex UK equities (unhedged)

= Private equity (unhedged) ——Hedge funds (aggressive)

Note: BlackRock Solutions 5 year expected return assumptions.
Hedge fund assumptions represent a generic aggressive strategy.

Source: BlackRock Solutions as at 31 December 2015.

FOR PROFESSIONAL CLIENTS / QUALIFIED INVESTORS ONLY. NOT FOR PUBLIC DISTRIBUTION IMPEG-0497

BLACKROCK’ 3



The need for different beta

Expect bond yield increases to be limited
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mmm Expected cumulative demand
Expected cumulative gilt issuance (scaled for a 33% LDI share of total issuance)

=&— Cumulative supply minus demand

Source: Demand estimates from BlackRock Client Solutions, Morgan Stanley. Expected gilt issuance from the Debt Management Office, as of February 2016.
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» Strong returns have not improved funding levels

» Expected returns from public markets are not compelling
» Gilt yields are expected to stay low
» Recovery plans generally in excess of 10 years

» Schemes are becoming cash flow negative
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What are your options?

Do nothing

Different beta (smart beta; factor investing; niche exposures; LDI)

3 Go active (benchmark relative; dynamic asset allocation; absolute return)
4 Access illiquidity premia from private markets

Income from public markets alone will not meet pension objectives
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Private asset returns

Example: risk premia across listed and public fixed income assets

Alpha (after fees)

Illiquidity premium

Alpha (after fees)

Expected return

Private credit

Alpha (after fees) risk premia (beta)

Listed credit
risk premia (beta)
Listed credit

risk premia (beta)

Investment BB credit Private direct
grade credit lending

Source: BlackRock. lllustrative purposes only.
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Private assets return forecast

Expected net total returns, p.a.

14%
1-3%
12%
10% 19
8% 77
0% A ’ 2%
6% 0% 1% 03-1% 1%
4%
’ 0.25%
2% I
0% - - ., '. - - - -
Public Public UK treasuries Private Direct Real Infra- Infra- Direct
UK equities global ex equity real estate structure  structure lending
UK equities estate mezzanine equity debt
Assumed average after several cycles Next five years
B Total return (beta return plus illiquidity premium) B Total return (beta return plus illiquidity premium)
I | Range estimate for illiquidity premia I} llliquidity premia estimate

Source: BlackRock Investment Institute, capital market assumptions, GBP perspective, as of 31 December 2015.
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Infrastructure debt
Implementation: key to overcome spread compression, profit from dispersion

GBP - private infra debt deal spread (dots) vs. public market spread (blue line) — BBB
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Source: BlackRock proprietary pricing database of private infrastructure debt deals and Datastream, as of December 2015. Note that private debt spreads (dots) are relative to swap or
government bond yield of comparable maturity. Black line represents the best of fit line on private debt spreads. Public market spread (blue line) is derived from the Datastream BBB
corporate bond spread indices.

FOR PROFESSIONAL CLIENTS / QUALIFIED INVESTORS ONLY. NOT FOR PUBLIC DISTRIBUTION IMPEG-0497

BLACKROCK’ 9



Income with the following characteristics

» Higher yield
» Long-dated
» Contractual (low risk)

» Inflation protection
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Where can secure income be found?

Infrastructure Renewable Real Estate Strategic

Debt Income

Debt Income

Predictable cash Portfolio of Senior real estate Portfolio of Other
Description flows from long-  operating power debt across commercial real investments that
term contracts projects various sectors estate meet fund criteria
Target Cash Yield 3-5% 5-8% 4-6% 4-6% 5-8%
Weighted Average
Cash Elow Tenor 8 — 12 years 14 — 20 years 4 — 8 years 14 — 20 years 4 — 8 years
e Implicit; Explicit: Implicit: Ieasi)‘pgc'rtr;]em Implicit:
g floating rates PPA tariffs floating rates pay floating rates

resets

Note: Target cash yield is based on target and historical performance for relevant products screened by BlackRock’s Alternative Solutions group. This model is not intended to
provide, and should not be relied upon for investment, accounting, legal or tax advice, nor used with any third-parties.
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But private assets are not easy to exploit

Governance * They are more complex and require greater due diligence

 llliquidity premia depend on the economic cycle

Diversification . . . :
« Agnostic approach to portfolio construction required

* Requires large scale investments, and
« Ability to manage to drawdown cycle

Access

Cash flow and

Liquidity Management Needs careful risk management to meet long term objectives

FOR PROFESSIONAL CLIENTS / QUALIFIED INVESTORS ONLY. NOT FOR PUBLIC DISTRIBUTION IMPEG-0497

BLACKROCK’ 12



Governance for managing private assets

Implementing private assets is different

Traditional process

Single Implement if

Asset classes strategy conditions
managers are suitable

Private assets process

Set asset allocation

Outcomes Establish Delegate

& constraints parameters management
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Implementing a secure income portfolio

Options for achieving a well-diversified secure income portfolio

T ]
Direct investments Fund investments Hybrid

| + Access to diversified I
| portfolios |
%] . ..
% * Enables customised solutions » Established underlying funds " Access to_mdlwdual I
S give diversification | opportunities
@ | » Tailored deployment of capital I
I * Re-investment of cash flows |
. | |
S
S I
: |
© I Requires access and expertise I
N I

A hybrid approach optimises flexibility
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How to fund a Secure Income allocation

Example - Trustee view Add Secure Income Add Secure Income
P by selling equities? by selling bonds?

“We want to increase the match to liabilities but rates are too ‘/

low”

“We want to increase the level of hedging when our funding v

level improves”

“We have a relatively traditional asset portfolio” v

“We are happy with our level of liability matching, but want to
reduce our deficit”

“We are worried about how far corporate bond spreads have
contracted”

“We are concerned about the extremely low returns in our
matching portfolio”
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Adding Secure Income to a portfolio: risk and return

—

Infrastructure Debt
(25%)
Renewable Income
100% (25%)
° Secure Long Lease Property
B "o — 25%)
0 .
(15%) (10%) Strategic Income
; Alternatives (10%)
80% (15%) .
= 0 Real estate mezzanine
20% debt (unhedged)
— (15%)
60%
— (oa10
0,
50% (64.1%) —  Equity
(56.3%)
40%
30%
20% =
Fixed Fixed
10% — Income — Income
(17.9%) J (15.7%)
0% .
Initial Portfolio With 10% Secure Income
= UK cash m UK gilts m UK corporate bonds
m UK equities m Global ex UK equities hedged m Global direct real estate unhedged
= Private equity unhedged = Hedge funds (defensive) Hedge funds (aggressive)
Global unquoted infrastructure equity unhedged Global infrastructure debt (unhedged) m Real estate mezzanine debt (unhedged)
= |nfra Debt = Renewable Income Long Lease Property
Strategic Income
Source: BlackRock | Portfolio data and analysis as of 31/12/2015 | Subject to change.
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Return attribution

...and return remains constant if we assume no Secure Income alpha
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Risk decomposition based on MTC 184. Portfolio data as at 31/12/2015.
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Secure Income effect on income?

Naive allocation to Secure Income & fixed income

400m

350m

300m

250m

200m

Fixed liabilities

150m

Inflation-linked liabilities
100m

50m

Oom
2016 to 2020 2021 to 2025 2026 to 2030 2031 to 2035 2036 to 2040 2041 to 2045 2046 to 2050 2051 to 2055 2055 to 2060 2060 onwards

m Index-linked liabilities ~ mFixed liabilities  ®mILGs  mConventional gilts  ®m Secure Income

Source: BlackRock as of 31 December 2015. Assumes an 80% funded pension scheme. 70% of the liability is inflation-linked. The Secure Income portfolio shown is based on
representative cashflows and assumes the same asset class split as shown in the risk modelling analysis previously.

FOR PROFESSIONAL CLIENTS / QUALIFIED INVESTORS ONLY. NOT FOR PUBLIC DISTRIBUTION IMPEG-0497

BLACKROCK’ 19



Efficient use of matching assets

Reshaped allocation to Secure Income & fixed income
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m [ndex-linked liabilities  m Fixed liabilities ®ILGs m®mConventional gilts = Secure Income

Source: BlackRock as of 31 December 2015. Assumes an 80% funded pension scheme. 70% of the liability is inflation-linked. The Secure Income portfolio shown is based on
representative cashflows and assumes the same asset class split as shown in the risk modelling analysis previously.
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When added to a portfolio of traditional public assets, may...

» Increase return & reduce risk given forward expectations
» Enhance income generation

» Facilitate better matching of cash flows to liability payments
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Key considerations

Investment A credible manager must have experience managing private
expertise markets investments

Scale and Extensive relationships with third parties gives access to
access deal flow

Risk Fully integrated risk management system enables complete
management transparency

Hybrid

approach investments facilitates diversification and deployment

A portfolio comprising funds, segregated portfolios and direct
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Important notes

The following notes should be read in conjunction with the attached document:

Issued by BlackRock Investment Management (UK) Limited, authorised and regulated by the Financial Conduct Authority. Registered office:

12 Throgmorton Avenue, London, EC2N 2DL. Tel: 020 7743 3000. Registered in England No. 2020394. For your protection telephone calls are usually recorded. BlackRock is a trading
name of BlackRock Investment Management (UK) Limited. Past performance is not a guide to future performance and should not be the sole factor of consideration when selecting a
product. All financial investments involve an element of risk. Therefore, the value of your investment and the income from it will vary and your initial investment amount cannot be
guaranteed. Changes in the rates of exchange between currencies may cause the value of investments to go up and down. Fluctuation may be particularly marked in the case of a higher
volatility fund and the value of an investment may fall suddenly and substantially. Levels and basis of taxation may change from time to time.

Mandates we manage may be exposed to finance sector companies, as a service provider or as counterparty for financial contracts. In recent months, liquidity in the financial markets has
become severely restricted, causing a number of firms to withdrawn from the market, or in some extreme cases, becoming insolvent. This may have an adverse affect on the mandates we
manage. Any research in this document has been procured and may have been acted on by BlackRock for its own purpose. The results of such research are being made available only
incidentally. The views expressed do not constitute investment or any other advice and are subject to change. They do not necessarily reflect the views of any company in the BlackRock
Group or any part thereof and no assurances are made as to their accuracy.

This document is for information purposes only and does not constitute an offer or invitation to anyone to invest in any BlackRock funds and has not been prepared in connection with any
such offer. This material is for distribution to Professional Clients (as defined by the FCA Rules) and should not be relied upon by any other persons.

Subiject to the express requirements of any client-specific investment management agreement or provisions relating to the management of a fund, we will not provide notice of any changes
to our personnel, structure, policies, process, objectives or, without limitation, any other matter contained in this document. No part of this material may be reproduced, stored in retrieval
system or transmitted in any form or by any means, electronic, mechanical, recording or otherwise, without the prior written consent of BlackRock.
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Important notes (cont’d)

Certain statements contained in this document may be forward-looking statements. By their nature, forward-looking statements involve a number of risks, uncertainties and assumptions
that could cause actual results or events to differ materially from those expressed or implied by the forward-looking statements. These risks, uncertainties and assumptions could adversely
affect the outcome and financial effects of the scenarios and events described herein.

Forward-looking statements contained in this document that reference past trends or activities should not be taken as a representation that such trends or activities will necessarily continue
in the future. BlackRock undertakes no obligations to update or revise any forward-looking statements, whether as a result of new information, future events or otherwise. You should not
place undue reliance on forward-looking statements, which speak only as of the date of this document.

Opinions and estimates offered herein constitute the judgment of BlackRock and are subject to change. All opinions and estimates are based on assumptions, all of which are difficult to
predict and many of which are beyond the control of BlackRock. In addition, any calculations used to generate the estimates were not prepared with a view towards public disclosure or
compliance with any published guidelines. In preparing this document, BlackRock has relied upon and assumed, without independent verification, the accuracy and completeness of
information provided by third parties. BlackRock believes that the information provided herein is reliable; however, it does not warrant its accuracy or completeness.

The product described does not exist and the purpose of these materials is to assist in product development and to ascertain market interest; these materials do not constitute an offer to
sell, or a solicitation of an offer to sell, securities in any jurisdiction or to any person. Any future product would be subject to regulatory approval and subsequent investment would only be
valid if made on the basis of relevant fund documentation. There are no guarantees that any future product would have the features as outlined in this presentation.

UNLESS OTHERWISE SPECIFIED, ALL INFORMATION CONTAINED IN THIS DOCUMENT IS CURRENT AS AT 31 DECEMBER 2015.
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