% UBS For professional clients only Strictly confidential

Strategies to Deliver Income
CIPFA CFO Pension Briefing

Gavin Lewis

Matt Bance, CFA

21 April 2015



The challenges facing UK pension funds

Recover scheme deficits

Match long-term liabilities

Meet short-term liabilities
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Everything's a trade off...
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Current approach to meet long-term liablilities

Pension scheme risk management
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Source: UBS Global Asset Management. For illustrative purposes only.
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What are the alternatives?

In an environment of low yields

Diversification from

Asset Yield traditional assets
High Yield Yes Yes
Py
=
5 Leveraged Loans Yes Yes
O
2
B Bank Loans Yes Yes
=
E Real Estate Debt Yes, future cash flows built into loan terms Yes
Infrastructure Debt Yes, future cash flows built into loan terms Yes

Multi-asset Yes Yes

Source: UBS Global Asset Management. For illustrative purposes only.
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Make sure you go through your check list

B
| Are the assets yield focused with future cash-flow -

—
\
| What is the maturity profile of the investment?

| How often is yield paid out?

Source: UBS Global Asset Management. For illustrative purposes only.
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Growth

Example pension fund portfolio

® Growth assets

= Stabilising / Matching assets

Source: UBS Global Asset Management. For illustrative purposes only.
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What are the options...

...to achieve sustainable growth
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Source: UBS Global Asset Management. For illustrative purposes only.

3 UBS



The onset of cash flow negativity

The public sector workforce grew by over 600,000 over the 2000s.
Even so the scale of the reductions expected over the next few years
looks challenging. If delivered, the 1.1 million drop in general
government employment forecast by the OBR between 2010 — 11
and 2018 — 19 would be almost three times larger than the previous
drop during the early 1990s.

Jonathan Cribb
Research Economist at Institute for Fiscal Studies
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How are pension funds responding?

Use or maintain cash balances

Low cash rates
Out of market risk: high opportunity cost

Strip income

Which income?

May inhibit compounding power of growth
assets

Governance budget & oversight

Draw down investments

What to sell?

When to sell?

Transaction costs?

Missed growth opportunities
Governance budget & oversight
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Considerations for a viable solution

What are your investment options?

Income considerations Cash Bonds Real Assets Equities

Stable & predictable cash flow High High Medium Low

Size of cash flow Low Low High Medium

Growth considerations
Capital growth Low/None Medium High
Volatility of capital Medium Medium High

Other considerations
Inflation protection Low
Liquidity of underlying Medium

Source: UBS Global Asset Management

Note: For ilustrative purposes only No single asset class offers a silver bullet
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Our approach to building a better mallet!

Focussed on income without compromising growth and liquidity

Diversify across and within asset classes

Offering potential for inflation protection

Consider the full range of investment opportunities

Actively manage asset allocation
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Example investment strategy

Broadly diversified across asset classes and geographies

Cash Index-linked bonds

7.5% 11.0% Current income target

Alternatives Nominal bonds Expected capital growth
7.5% 1.5% over full market cycle
] Expected risk

3.80%
0-2% p.a.

5-8% p.a.
0.31
3.21 years

Investment Beta!?
' grade bonds Duration
12.0%
‘I High yield bonds

L Ak

Mortgage-Backed
Securities
7.0%

Real estate
- *\

Equities
26.0%

Source: UBS Global Asset Management, data as at 31 January 2015.
UB S Note: The alternative component is currently composed of infrastructure, insurance-linked securities and bank loans.
Positions rounded to nearest percentage point, Beta to FTSE All World Hedged in GBP. ILS refers to Insurance-linked securities



Asset class contribution to income target

Balancing the need for income with the desire for low levels of capital volatility

4.0%

-
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2.5%

2.0% I

1.5%

1.0%

0.5% ]
]

009 — NN

Index-Linked  Nominal Investment US Mortgage High Yield Emerging Real Estate Equities Alternative  Call over-
Bonds Government Grade Backed Bonds  Market Bonds Income writing
Bonds Corporate
Bonds

—— Current targeted income

Source: UBS Global Asset Management & Bloomberg as at 31 January 2015
Note: The alternative component is currently composed of infrastructure, insurance-linked securities and bank loans.
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Dynamically managed to achieve sustainable income...

...whilst aiming to minimise risk

Monthly strategy asset class weights of Multi-Asset Income Fund (UK) — Data to 31 January 2015
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® Index-linked bonds = Nominal bonds ® Investment grade bonds
® High yield bonds ® Mortgage-Backed Securities m Equities
m Real estate = Alternatives m Cash

l IBS Source: UBS Global Asset Management
Note: The alternative component is currently composed of infrastructure, insurance-linked securities and bank loans.



The governance challenge...
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The governance challenge...

Governance Budget

Scheme consideration
Growth

Inflation and long term income

Liability hedging
Alternative liability hedging

Cash flow

Individual Allocation
Equities
Private Equity
Hedge Funds
Property
Infrastructure Equity
Farmland
Gilts
Synthetics
Private debt
Direct Lending
Corporate bonds
High yield
Direct Lending
Equities
Listed Infrastructure
Listed Real Estate
Derivative Strategies

- - — R

Blended approach

Pooled Solution
Diversified Growth

Multi-Asset Real Assets

Pooled LDI

Multi-Asset Private Debt

Multi-Asset Income

% UBS Source: UBS Global Asset Management. For illustrative purposes only.



Asset allocation considerations

Low risk Stabilising/

iIncome & growth Matching

% UBS Source: UBS Global Asset Management. For illustrative purposes only.



Don't act in i1solation
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Pension Insights
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Pension Insights

The Income Balancing Act
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We welcome your input on this important topic
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Pension Fund Indicators 2014
A long-term perspective
on pension fund investment.




Disclaimer

UBS Global Asset Management (UK) Ltd is a subsidiary of UBS AG. Registered in England.

UBS Global Asset Management (UK) Ltd and UBS Global Asset Management Funds Ltd are authorised and regulated by the Financial Conduct Authority. UBS
Global Asset Management Life Ltd is authorised by the Prudential Regulation Authority and regulated by the Financial Conduct Authority and the Prudential
Regulation Authority. Telephone calls may be recorded.

© UBS 2015. The key symbol and UBS are among the registered and unregistered trademarks of UBS. All rights reserved.
This document is for Professional Clients only. It is not to be distributed to or relied upon by Retail Clients under any circumstances.

This material supports the presentation(s) given. It is not intended to be read in isolation and may not provide a full explanation of all the topics that were presented
and discussed. Care has been taken to ensure the accuracy of the content, but no responsibility is accepted for any errors or omissions.

Please note that past performance is not a guide to the future. The value of investments and the income from them may go down as well as up, and investors may
not get back the original amount invested.

This document is a marketing communication. Any market or investment views expressed are not intended to be investment research. The document has not
been prepared in line with the FCA requirements designed to promote the independence of investment research and is not subject to any prohibition on
dealing ahead of the dissemination of investment research.

Source for all data and charts (unless otherwise stated): UBS Global Asset Management

The information contained in this document should not be considered a recommendation to purchase or sell any particular security and the opinions expressed are
those of UBS Global Asset Management and are subject to change without notice. Furthermore, there can be no assurance that any trends described in this
document will continue or that forecasts will occur because economic and market conditions change frequently.

This document does not create any legal or contractual obligation with UBS Global Asset Management.

The recipient agrees that this information shall remain strictly confidential where it relates to the Investment Manager's business. The prior consent of UBS Globall
Asset Management (UK) Ltd should be obtained prior to the disclosure of commercially sensitive information to a third party (excluding the professional advisors of
the recipient).

Information reasonably deemed to be commercially sensitive and obtained from UBS Global Asset Management (UK) Ltd should not be disclosed. This information

is supplied with a reasonable expectation that it will not be made public. If you receive a request under the Freedom of Information Act 2000 for information obtained
from UBS Global Asset Management (UK) Ltd we ask that you consult with us. We also request that any information obtained from UBS Global Asset Management
(UK) Ltd in your possession is destroyed as soon as it is no longer required.
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