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INTRODUCTION
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THE VALUE OF CASHFLOW DRIVEN INVESTING (CDI)

CDI IS USING CREDIT TO ENABLE PENSION FUNDS TO
MATCH THEIR LIABILITY CASH FLOWS
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It creates a diversified A CDI approach
portfolio of stable supplements liquid credit
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TYPICAL CDI ASSETS

Using selected asset classes it is possible to structure and maintain a
cashflow matching allocation for defined benefit pension funds.
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THE BENEFITS OF CDI

) Excess return generated by )

Q alternative credit Q Granular structuring
investments

Diversification leading to : :
: Duration matching
more robust portfolios

Lot Lo

Attractive long-term expected
M Stable expected cash flows M risk and return profile
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BUILDING A CDI SOLUTION
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CDI SOLUTION — OBJECTIVES AND CONSTRAINTS

1 Understanding a pension scheme’s objectives and constraints is the first step in structuring the
appropriate CDI portfolio.

Both long-term expected return and risk tolerance limits are usually embedded into a pension
2 scheme’s long-term flightpath according to; asset performance, risk profile and solvency levels; and
de/re-risking triggers.

In practice, CDI asset allocations generate a growing part of the excess return and of the risk budget,
3 and de-risking or re-risking triggers affect the composition of the CDI portfolio: each time a trigger is
hit, cash and / or growth assets are held and the allocation to CDI assets is held or increased.
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CDI SOLUTION ARCHITECTURE

CDI / LDI portfolio solution

Cash Leveraged
| Collateral Loans

LDI" " Infrastructure Debt
SME2 Loans qv Commercial Real Estate Debt

MBS?® / ABS* Mortgages
1 T D N
1: Liability Driven Investment 3: Mortgage Back Securities

2: Small and medium-sized Enterprises 4: Asset Backed Securities
Source BNP Paribas AM, September 2018.  This is for illustrative purpose only and does not constitute any investment advice or recommendation.
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CASHFLOWS AND ILLIQUID CREDIT ALLOCATION

GBP ABS, Euro
£40.000 GBP 10% Mortgages,
Commercial 10%
RE Debt,
0,
£30,000 10%
£20,000
£10,000
Euro
Leveraged
|||||“ Loans, 30%
£0 S GBP Infrast.
2018 2028 2038 2048 2058 2068 2078 2088 2098 Debt, 40%

W Liability cash flow ~ m CDI asset cash flow

Source BNP Paribas AM, September 2018.This is for illustrative purpose only and does not constitute any investment advice or recommendation.
Past performance is not an indicator of future returns. No assurance can be given that any forecast, target or opinion will materialise.
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CRITICAL ASPECTS
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CRITICALASPECTS 1: SOURCING
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Source: BNPP AM as at 01/02/19. For illustrative purposes only.
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CRITICALASPECTS 2: CASHFLOW MANAGEMENT
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Source: BNP Paribas AM. This is for illustrative purposes only and does not constitute any investment advice or recommendation.

No assurance can be given that any forecast, target or opinion will materialise.
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CRITICALASPECTS 3: SYNTHETIC REPLICATION

Asset Class Underlying proxy types Listed alternatives Credit defaultswaps
Infrastructure debt Infrastructure debt / derivatives v v

Commercial real estate debt Real estate debt / derivatives v v

Asset Back Securities (ABS) Debt v

(Leveraged) Loans Corporate debt / derivatives v v

This is for illustrative purposes only and does not constitute any investment advice or recommendation Source: BNP Paribas AM, December 2018
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CRITICALASPECTS 4: YIELD

Optionality

lIliquidity Premium

Credit Risk Premium

Credit Loss
Risk-Free Rate
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Disclaimer

“BNP PARIBAS ASSET MANAGEMENT UK Limited, “the investment company”, is authorised and regulated by the Financial Conduct Authority. Registered in England No: 02474627,
registered office: 5 Aldermanbury Square, London, England, EC2V 7BP, United Kingdom.
This material is issued and has been prepared by the investment company. This material is produced for information purposes only and does not constitute:

1. an offer to buy nor a solicitation to sell, nor shall it form the basis of or be relied upon in connection with any contract or commitment whatsoever or

2. investment advice.

Opinions included in this material constitute the judgment of the investment company at the time specified and may be subject to change without notice. The investment company is not
obliged to update or alter the information or opinions contained within this material. Investors should consult their own legal and tax advisors in respect of legal, accounting, domicile and tax
advice prior to investing in the financial instrument(s) in order to make an independent determination of the suitability and consequences of an investment therein, if permitted. Please note
that different types of investments, if contained within this material, involve varying degrees of risk and there can be no assurance that any specific investment may either be suitable,
appropriate or profitable for an investor’s investment portfolio.

Given the economic and market risks, there can be no assurance that the financial instrument(s) will achieve its/their investment objectives. Returns may be affected by, amongst other things,
investment strategies or objectives of the financial instrument(s) and material market and economic conditions, including interest rates, market terms and general market conditions. The
different strategies applied to the financial instruments may have a significant effect on the results portrayed in this material.

This document is directed only at person(s) who have professional experience in matters relating to investments (“relevant persons”). Any investment or investment activity to which this
document relates is available only to and will be engaged in only with Professional Clients as defined in the rules of the Financial Conduct Authority. Any person who is not a relevant person
should not act or rely on this document or any of its contents.

All information referred to in the present document is available on www.bnpparibas-am.com.
As at May 2019.
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BNP PARIBAS ASSET MANAGEMENT
bnpparibas-am.com
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