@ Mercer welcome to brighter

Liability Driven
Investments (“LDI”)

The nuts and bolts of implementing LDI

19 September 2023
Shaz Islam, Principal Consultant, Singapore

A business of Marsh McLennan



What is LDI?

The ultimate objective of a pension scheme is to fully provide the benefits that have been promised to its
members in full and on time.

@» Mercer



What problem is LDI trying to solve?

A smoother path to full funding

* Interest rates and inflation are the two largest Potental
drivers of a scheme’s liabilities

|

» Falls in interest rates leads to a higher liability value
(as assumed future investment returns fall)

 Rising inflation directly impacts the value of future
benefits that are linked to inflation Low vy it iy

dnven investment High volatility under
a traditional approach

» LDI approaches to investment aim to reduce the

impact of these risks by investing in assets that Reduced funding level volatility can provide benefits

move when interest rates and inflation change
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Building blocks of a LDI Solution

A dynamic solution to meet various stages of the journey

A glidepath to meet strategic goals Cashflow Benchmarking
+ Articulating the end goal and milestones so there _ ,
is consistency and buy in from all stakeholders. ® " There are no investible assets that can be
used to effectively “match” the liability
« Designing a glidepath that focuses on outcomes cashflows
as the scheme move towards its end goal. Befine e i = investible benchmark used as a proxy for the
I 22 true cash flows — usually known as a
gos efficiency cashflow benchmark
Risk management and governance Designing a hedging program
* Any hedging program will be need updated * Reducing risk using physical bonds and
periogic:lly fo: financial rl::atrkﬁts or/and actual Dynamic Hedging gzir}?alolgfr;i\é?éixgs where possible to provide
experience versus assumptions. management Precision p y.
» A de-risking plan will typically sit alongside a * Increasing precision of hedging as scheme
hedging program as the funding gap is closed. moves toward a full funded and fully hedged

position.
« Designing and managing collateral waterfall
* Become more cashflow matching to better
manage near-term liquidity needs.



Growth of LDI

From an UK perspective

Pension deficits Sponsors adopted LDI first acid LDI became Around 85% of £1.8tn
on corporate LDl to stabilise test and mainstream UK DB pension
balance sheets balance sheet performed well and leverage liabilities were hedged
was introduced using LDI programs
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Top five myths of LDI

O)OXOXGOXO

LDl is not a tool LDl is not arisk-  Adding LDI will not LDlis not a static
to time the free solution complexity to a compensate for ~ S€t-and-forget
market of LDI solution poor performing  Selution
interest rate or does not return-seeking
inflation moves. necessarily assets

result in

superior

outcomes
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The views expressed are provided for discussion purposes and do not provide any assurance or guarantee of future returns. Actual performance may be lower or higher than the performance data quoted. Actual statistics may be lower or higher
than the statistics quoted. The expectations for the modelled portfolio are a compilation of return, volatility, and correlation expectations of the underlying asset classes.

Portfolio expectations are forward looking and reflective of Mercer’s Capital Market Assumptions, as defined by asset class and incorporating return, standard deviation, and correlations. Our process for setting asset class expected returns begins
with developing an estimate of the long term normal level of economic growth and inflation. From these two key assumptions, we develop an estimate for corporate earnings growth and the natural level of interest rates. From these values, we can
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expectations. The views expressed are provided for discussion purposes and do not provide any assurance or guarantee of future returns.

The findings, ratings and/or opinions expressed herein are the intellectual property of Mercer and are subject to change without notice. They are not intended to convey any guarantees as to the future performance of the investment products, asset
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This does not constitute an offer or a solicitation of an offer to buy or sell securities, commodities and/or any other financial instruments or products or constitute a solicitation on behalf of any of the investment managers, their affiliates, products or
strategies the information of which may be contained herein. Such an offer may be made only by delivery of separate confidential offering documents to institutional investors or other qualified investors pursuant to the private placement provisions of
the Securities and Futures Act 2001 and relevant rules and regulations. The contents and information contained herein have not been reviewed nor endorsed by the Monetary Authority of Singapore and/or any other regulatory authorities.
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fuller explanation of their meanings, contact your Mercer representative.

Mercer’s universes are intended to provide collective samples of strategies that best allow for robust peer group comparisons over a chosen timeframe. Mercer does not assert that the peer groups are wholly representative of and applicable to all
strategies available to investors.

Mercer Investment Solutions (Singapore) Pte. Ltd. (‘MISS”) holds a Capital Markets Services Licence for Fund Management and Dealing in Capital Markets Products (Collective Investment Schemes) under the Securities and Futures Act 2001 of
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