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Purpose of presentation

Stimulate debate around first principles of fund management, finance and economics

Address implications for current DB system of applying these principles

Framework to compare consolidation / decoupling derived schemes from those layered on

top of the existing fragmented, corporate linked system




From 2009-2022, interest rate movements resulted in £1 trillion fluctuations in
the accounting value of total DB liabilities

Benefits paid as per ONS, Sector liabilities as per PPF (7800 Index)

Max: £1,950bn

. Total private sector DB liabilities

Today: £960bn
Mar-2010: £900bn
~£50bn
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. Private sector DB benefits payments (Ebn)
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Empirical data (CEM) regarding scale and fund performance*

From 9000 observations 1992 — 2020 :

e Clear evidence of “outperformance delivered by larger funds”, particularly funds greater than $10bn.
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e By contrast, funds under $1bn “failed to deliver any value on average ....

e CEM also analysed whether larger funds’ superior returns were simply as a result of taking on more risk
“but in fact the standard deviation of value added for the largest funds (190bpos) is 33% lower than that
of the smaller funds(291 bps)”.

e “Not only are larger funds generating higher value they appear to be doing so while taking a lower level

of active risk” (mainly through diversification).

*Source : CEM Benchmarking, February 2022
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We cannot build a prosperous and stable pensions future on a faulty base

e For the 5500 funds comprising the current DB system, it is clear from the empirical evidence that:

» the distortive effect on asset allocation of the corporate link,
« funds’ small scale and limited diversification, and
« funds’ finite time horizon by virtue of being closed to new members,

has not only depressed pensioners’ returns and left them exposed them to high levels of interest rate
risk ....

e It has also (while not the only factor) :

« artificially increased the burden on UK companies from a decade of low interest rates,

» depleted the supply of equity capital for domestic UK companies,

* inhibited investment in long-term growth and productivity,

» needlessly diverted over £300 bn of productive capital into UK companies’ pension funds, and
« eroded sovereignty through the UK's resulting over-dependence on overseas capital.

e The current DC system — even more fragmented (27,000 mostly small funds) — is not an adequate
substitute for the benefits to pensioners of open time horizon, large scale, professionally managed
diversified funds.

e Tinkering to preserve a self-evidently broken system is a lost opportunity for all generations to come.




Against this background, how would we assess and compare new proposals ?

e From Mansion House speech:
I. Increase returns for savers

ii.  Unlock capital for growth businesses

e Local authority fund consolidation - £50bn fund size aspiration — a step in the right direction.
e Encouraging DC consolidation also makes sense but diversification and scale will persist as issues.

e [or the DB system, any policy choice that does not address: (i) fragmentation and small scale, (ii) the
distortive impact on asset allocation of the corporate link, and (iii) funds’ finite time horizon, will be
insufficient to put the system on a sound basis for the future.

e Any scheme that pre-supposes higher returns and therefore surplus generation from within the existing
system lacks the three crucial ingredients above and will therefore be ineffective.

e The PPF — while not the only solution — is well established, well governed and has proven its ability to act
as a successful consolidator and, through its demonstrated ability to generate surplus, clearly reduces
the probability of BoE/taxpayer support (as was required for the DB system last September), and does
S0 on a non-profit basis.
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Asset portfolio of buyout universe —total liquidation of equities and even gilts
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Whatever new capital flows in over time to productive investment will be
swamped by the liquidation outflow that follows migration to buy-outs

New Financial data

+£50bn

I

~(£200bn)
~(£250bn)
_ Liquidation over time of o
Impact of Mansion House productive DB assets Net reduction in
Compact over time from continued migration productive capital

into buy-outs

@ CONFIDENTIAL PRESENTATION 8



Concluding observations

e Last September’s DB system induced gilts crisis exposed the perverse consequences of the attempt to
“eliminate” risk, which is of course not possible.

e The level of awareness also created a historic opportunity for a fresh start and a licence to modernize
the DB system by thinking beyond the confines of its existing fragmented and archaic structure.

e This body is uniquely positioned to influence both the debate and policy and a public recognition of the
current system’s fundamental flaws would be a good place to start.




Disclaimer

By accepting this presentation you agree to be bound by the following:

This presentation is furnished on a confidential basis only for the use of the intended recipient and only for discussion purposes, may be amended and/or supplemented without notice and should not be relied upon for the purposes of
entering into any transaction or other commitment whatsoever. The information presented herein is given as at its date of publication and will be deemed to be superseded by any subsequent versions of this presentation and is subject
to the information later appearing in any related prospectus, offering circular, pricing supplement, term sheet, confirmation or other formal offer or transaction document (the “Related Documentation”). Information other than indicative
terms presented herein (including, without limitation, market data and statistical information) has been obtained from various sources which Ondra Partners considers to be reliable. However, Ondra Partners makes no representation or
warranty, express or implied, as to, and accepts no responsibility or liability whatsoever and howsoever arising (in negligence or otherwise) for, the fairness, accuracy or completeness of such information or as to whether such
information is up to date. All projections, valuations and statistical analyses are provided to assist the recipient in the evaluation of the matters described herein. They may be based on subjective assessments and assumptions and

may use one among alternative methodologies that produce different results and, to the extent that they are based on historical information, they should not be relied upon as an accurate prediction of future performance.

This presentation does not constitute advice or a recommendation to enter into any transaction or offer or an agreement, or a solicitation of an offer or an agreement, to enter into any transaction (including, without limitation, for the
provision of any services). By furnishing this presentation to the recipient, Ondra Partners is not committing to any transaction. Although any indicative information included in this presentation is reflective of the terms, as of specified

date, under which Ondra Partners believes a transaction might be arranged or agreed, no assurance is given that such transaction could, in fact, be executed at the specified levels or on the specific terms indicated.

Transactions of the sort described in this presentation contain complex characteristics and risk factors. Transactions incorporating derivatives may create additional risks and exposures. Products mentioned in this presentation may not
be eligible for sale in some states and countries. The value of and the income produced by such products may fluctuate, so that an investor may get back less than the amount originally invested. Value and income may be adversely
affected by exchange rates, interest rates or other factors. Past performance is not necessarily indicative of future results. If any such product is income producing, part of the capital invested may be used to pay that income. Before
entering into any transaction, you should consider the suitability of the transaction to your particular circumstances and independently review (with you professional advisers as necessary) the (i) specific financial risks as well as the
legal, regulatory, credit, tax and accounting consequences of entering into such transaction; and (ii) any information, warning, risk disclosures and other matters disclosed in the Related Documentation. Any decision to enter into any
transaction must be made solely on the basis of the Related Documentation. Ondra Partners does not act as an adviser (including, without limitation, with respect to legal, regulatory, credit, tax or accounting matters) or fiduciary to any

of its counterparties except where a written agreement expressly provides otherwise.

Ondra Partners, its members and/or employees, may from time to time hold long or short positions in securities mentioned in this presentation or in any derivative instrument based on such securities. One or more member and/or
employee of Ondra Partners may be a director, officer or employee of the issuer of any securities mentioned in this presentation. Ondra Partners may from time to time provide corporate finance or other services to, or solicit corporate
finance or other business from, any company mentioned in this presentation. Neither this presentation nor any part or copy of it may be taken or transmitted into: the United States (US) or distributed, directly or indirectly, in the US or to
any “US person’, as that term is defined in the US Securities Act of 1933; or, Australia, Canada, Japan or to any resident of Japan, or distributed directly or indirectly in Australia, Canada, Japan or to any resident of Japan. Any failure to
comply with this restriction may constitute a violation of US, Australian, Canadian or Japanese securities law. Further, the distribution of this presentation in other jurisdictions may be restricted by law, and persons into whose
possession this presentation comes are required to inform themselves about, and observe, any such restrictions.

This presentation is exempt from the general restriction on the communication of invitations or inducements to enter into investment activity (within the meaning of s21 of the Financial Services and Markets Act 2000 (“FSMA”)) and has
therefore not been approved by an authorised person within the meaning of FSMA and is for distribution in the UK only to (i) persons who have professional experience in matters relating to investments falling within article 19(5) of the
Financial Services and Markets Act 2000 (Financial Promotion) Order 2005 (the “Order”) (ii) high net worth entities falling within article 49(2)(a) to (d) of the Order; or (iii) any other person to whom this presentation may lawfully be
provided (all such persons together being referred to as “Relevant Persons”). This presentation is directed only at Relevant Persons and other persons should not act or rely on this presentation or any of its contents.

In connection with our response to new requirements arising as a result of the implementation in the UK of MiFID I, all calls made to or from Ondra (including all Ondra mobile phones) will be recorded.

This presentation and its contents are proprietary to Ondra Partners and its affiliates, and no part of this presentation or its subject matter may be reproduced, disseminated or disclosed without the prior written approval of Ondra
Partners. Reference herein to “Ondra Partners” shall include Ondra Partners and its affiliates. Ondra LLP, trading as Ondra Partners, is authorised and regulated by the Financial Conduct Authority. Registered in England and Wales.
Office: 125 Old Broad Street, London, EC2N 1AR. T: +44(0)20 7082 8750. Companies House Registered Number: OC340822. ©2023 Ondra LLP. All rights reserved.
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