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Key Takeaways

- Liquidity needs are unique
to each DC scheme
or arrangement, and a
meaningful allocation in
a default fund to private
markets should not be
overlookeds

- llliquid investments shouldn't
be perceived as being any
more complex than publicly
traded financial securities.

- The risks of investing in
private equity, for example

— and how these risks are
approached — are more or
less the same as investing in
publicly-listed companies.

- If UK DC schemes can
manage to overcome their
perceived challenges, there's
an opportunity to access
real, income-producing
assets which can produce
risk-adjusted returns that are
greater than those available
in public markets.

Private market investments have
historically been an integral part of the
success of a Defined Benefit (‘DB”)
investment strategy and strong returns
from private equity, private debt, and

real estate have been critical in lifting DB
returns in recent years.

Returns from private equity of over 11%
p.a. over nearly two decades, and 9.5% p.a.
from real estate over the same timeframe,
helped to deliver 8% annual returns for US
DB plans, with just an 11% allocation to
illiquid/private markets. On the other hand,
DC schemes, which had no exposure to
illiquid assets, returned just 6.9% a year
(see chart page 2).

Despite this compelling evidence, most DC
schemes are unwilling to include illiquid
investments on their roster of eligible
investments. The adoption of potentially
return-enhancing illiquid assets has been
hampered by what we believe are common
misconceptions.

Below are five myths about illiquidity which
are holding DC schemes back and which,
we believe, should be explored.

Dispelling the myths about illiquidity
Myth 1. They expose schemes to
excessive risk

In fact, illiquid assets are not that risky
when they are well-sourced, when the
investment team has considerable
experience of investing in and managing
iliquid assets, and when the reputation
of the sourcing team allows access to a
robust and diverse pipeline.!
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Take private equity: investing in it is not so
very different from investing in publicly-
listed companies. Notwithstanding in some
cases there isn't the same governance,
transparency, liquidity and access, the
premise of buying companies is the same
and both of these investment strategies
involve accessing both small caps and
large caps and diversifying the portfolio
across geographies and sectors. In other
words, the risks and how these risks are
approached, are more or less the same.

Myth 2. They are too complex

llliquid investments are really no more
complex than publicly-traded financial
securities, in spite of the jargon which has
been built up around them. A private debt
corporate strategy, for example, will focus
on identifying companies which have an
attractive credit profile. The same is true of
investing in public bond markets. The key,
as for exchange-traded assets, is to buy an
asset for the right reason which is down

to a strong fundamental analysis. The
premium on illiquid assets relates partly

to the complexity and speed of accessing
private markets, not to the complexity of
the assets themselves. Accessing private
markets is down to experience and skill,
not the dark arts.

Myth 3. Closed-ended funds and DC
don’t mix

New solutions now exist that allow
multiple closed-ended funds to run

in parallel or consecutively, creating
structures that are similar to open-ended

funds. We see more and more “evergreen”

funds, which means funds that are
always open to subscriptions. However,
this doesn’t change the fact that the
underlying strategy is structured to invest
in assets over multiple years. With future
cash-flows set to continue over a number
of generations, the evergreen approach

is likely to be more attractive, therefore
managers need to make closed-ended
funds open for business.

Myth 4. DC funds are retail-focused so
need to be liquid

All assets have a degree of illiquidity and
even publicly listed equities sometimes
need three days to clear. There is a trade-
off between additional performance

and illiquidity which most DC members
would be prepared to live with. Portfolios
need liquidity for different reasons, the
portfolio itself needs to be nimble to take
advantage of market dislocations and
mispriced assets but also for members
to access their savings. However, as long

DB Plans outperform DC Plans: Alternatives Provide An Important Contribution
CEM Benchmarking U.S. Defined Benefit (DB) vs Defined Contribution (DC)

Asset Mix, 1997-2014

Asset Mix 18-Year Returns
Asset Class
DB CD DB DC

Broad or Large Cap US Stock 26% 30% 6.4% 7.9%
Small & Mid Cap US Stock 6% 8% 8.8% 9.8%
Global Non-US Stock 23% 8% 4.5% 6.6%
Employer Stock 0% 20% N/A 8.6%
Fixed Income 31% 10% 7.5% 6.1%
Stable Value N/A 17% N/A 4.6%
Cash 2% 8% 2.6% 2.9%
Real Estate, REITs 5% N/A 9.5% N/A
Hedge Funds 2% N/A 7.6% N/A
Private Equity 4% N/A 11.1% N/A
Total 100% 100% 8.0% 6.9%

as the allocation to private markets is
carefully sized, DC schemes should be
well positioned to face any difficulties
associated with extreme scenarios. In
addition, investing in private markets
assets is ultimately a long-term
commitment, which is well aligned with
the objective of DC savers who, whether
viewed as a scheme or an individual, are
long-term investors.!

Myth 5. Valuations are impossible for
illiquid assets

Valuations of assets are critical to

define performance over time periods
and particularly at times of redemption.
Valuations of illiquid assets are not

as simple to calculate as for publicly-
quoted ones, but the issue is far from
insurmountable. Mark to market
valuations do not have to be performed on
a daily basis to allow members to know
how much their pension pots are worth.
Valuations can be averaged between
points, with costs and income reflected
as well as any known events, and this
can give a daily price to allow fund values
within a narrow range to be calculated.

The benefits of illiquids

If UK DC schemes do manage to put aside
their fears and concerns, the potential
benefits for members are considerable.

The clearest of these benefits is the
opportunity to access real, income-
producing assets such as buildings,
bridges, tunnels and aircraft. These kinds
of assets can produce risk-adjusted returns
that are considerably above those available
in public markets.

In addition, some parts of the economy
are underrepresented in the stock market
because they remain privately owned.
Investing in these privately owned
companies can provide opportunities

to capture market growth otherwise
unavailable.

Note: (1) 18 years from 1997 to 2014. There were 3,037 US DB Plan and 2,020 US DC Plan observations. Returns are the compouned average of the annual averages for
each asset class. Hedge funds were not treated as a separate asset class until 2000, so 60% stock / 40% Bond return were used as a proxy for 1997-1999. (2) Asset mix
percentages are the simple average of the 18 years of annual avearges. Other, self directed brokerage and mutual fund windows were excluded because the underlying

asset mix and performance was unavailable.

Source: CEM Benchmarking - 1 Key risks in Private equity: funding risk, liquidity risk, credit risk, capital risk, operational risk
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Alternatives can improve volatility-adjusted returns

Sharpe Ratios — 1Q90-4Q13
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*Alternatives exhibited superior Sharpe Ratios

In addition to superior return, portfolio
including private assets benefit from other
increased diversification, thanks to reduce
correlations in the overall portfolio to
traditional equity and bond markets. llliquid
assets can also be shown to reduce overall
portfolio volatility.

For institutional investors with
predominantly income requirements, illiquid
assets can also offer steady yields through
regular distributions.

UK government sees the opportunity

The signs are that the tide may be about
to turn.

2. https://www.ipe.com/countries/uk/uk-government-seeks-to-open-up-illiquid-assets-to-dc-funds/10029354.article

In 2018 the UK government announced it
would encourage the use of illiquid assets
within DC schemes.? The Department for
Work and Pensions (DWP) said it would find
a way of incorporating performance fees

- levied on some illiquid strategies — within
the 0.75% charge cap that is in place for
default funds.

The government’s primary aim, it would
seem, is to stimulate investment in the real
economy. By doing so, it also allows DC
schemes to increase portfolio diversification
and reduce volatility within members’
portfolios.

However, the pensions industry is not
waiting for the government to take the
issue further. NEST, which facilitates
workplace pension schemes, has already
started to incorporate illiquid strategies
into its fund offerings. Other master trusts,
which combine the resources and assets
of multiple employers, are likely to follow
suit as the opportunity becomes better
recognised.

Where there is a will, there is a way

Many stewards of UK DC pension schemes
do not yet consider illiquid investments,
reasoning they have enough to do without
tackling an asset class which (many argue)
is just too complex to work in DC.

Well, they should reconsider.

Helped by the recent government shift

in stance, UK DC Schemes have the
opportunity to rethink the potential impact
of illiquid investments in their portfolios.
Their members would surely thank them.
Why? For offering asset classes which
reduce concerns about public markets and
offer potentially new streams of income and
capital growth.

As the UK DC market begins to look for
solutions to incorporate real assets, scheme
sponsors and trustees need to encourage
the fund platforms and administrators

to find ways to make this work, because
however much they resist, it's happening,
and happening now.

And let's face it, DC is for Life not just for
Christmas!.

Written on Tst April 2019

Past performance is not a guarantee of future results. Investing in a fund involves significant risks, including loss of all of your investment.
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ADDITIONAL NOTES

This material has been provided for information purposes only to investment service providers or other Professional Clients, Qualified or Institutional Investors and, when
required by local regulation, only at their written request. This material must not be used with Retail Investors.

In the E.U. (outside of the UK and France): Provided by Natixis Investment Managers S.A. or one of its branch offices listed below. Natixis Investment Managers S.A. is a
Luxembourg management company that is authorized by the Commission de Surveillance du Secteur Financier and is incorporated under Luxembourg laws and registered
under n. B 115843. Registered office of Natixis Investment Managers S.A.: 2, rue Jean Monnet, [-2180 Luxembourg, Grand Duchy of Luxembourg. Italy: Natixis Investment
Managers S.A., Succursale Italiana (Bank of Italy Register of Italian Asset Management Companies no 23458.3). Registered office: Via Larga, 2 - 20122, Milan, Italy. Germany:
Natixis Investment Managers S.A., Zweigniederlassung Deutschland (Registration number: HRB 88541). Registered office: Im Trutz Frankfurt 55, Westend Carrée, 7. Floor,
Frankfurt am Main 60322, Germany. Netherlands: Natixis Investment Managers, Nederlands (Registration number 50774670). Registered office: Stadsplateau 7, 3521AZ
Utrecht, the Netherlands. Sweden: Natixis Investment Managers, Nordics Filial (Registration number 516405-9601 - Swedish Companies Registration Office). Registered
office: Kungsgatan 48 5tr, Stockholm 111 35, Sweden. Spain: Natixis Investment Managers, Sucursal en Espafia. Serrano n°90, 6th Floor, 28006, Madrid, Spain. - In France:
Provided by Natixis Investment Managers International - a portfolio management company authorized by the Autorité des Marchés Financiers (French Financial Markets
Authority - AMF) under no. GP 90-009, and a public limited company (société anonyme) registered in the Paris Trade and Companies Register under no. 329 450 738.
Registered office: 43 avenue Pierre Mendés France, 75013 Paris. « In Switzerland: Provided for information purposes only by Natixis Investment Managers, Switzerland
Sarl, Rue du Vieux College 10, 1204 Geneva, Switzerland or its representative office in Zurich, Schweizergasse 6, 8001 Zurich. « In the British Isles: Provided by Natixis
Investment Managers UK Limited which is authorised and regulated by the UK Financial Conduct Authority (register no. 190258) - registered office: Natixis Investment
Managers UK Limited, One Carter Lane, London, EC4V 5ER. When permitted, the distribution of this material is intended to be made to persons as described as follows: in
the United Kingdom: this material is intended to be communicated to and/or directed at investment professionals and professional investors only; in Ireland: this material is
intended to be communicated to and/or directed at professional investors only; in Guernsey: this material is intended to be communicated to and/or directed at only financial
services providers which hold a license from the Guernsey Financial Services Commission; in Jersey: this material is intended to be communicated to and/or directed at
professional investors only; in the Isle of Man: this material is intended to be communicated to and/or directed at only financial services providers which hold a license

from the Isle of Man Financial Services Authority or insurers authorised under section 8 of the Insurance Act 2008. + In the DIFC: Provided in and from the DIFC financial
district by Natixis Investment Managers Middle East (DIFC Branch) which is requlated by the DFSA. Related financial products or services are only available to persons who
have sufficient financial experience and understanding to participate in financial markets within the DIFC, and qualify as Professional Clients or Market Counterparties as
defined by the DFSA. No other Person should act upon this material. Registered office: Office 603 - Level 6, Currency House Tower 2, PO Box 118257, DIFC, Dubai, United
Arab Emirates. - In Japan: Provided by Natixis Investment Managers Japan Co., Ltd., Registration No.: Director-General of the Kanto Local Financial Bureau (kinsho) No.

425. Content of Business: The Company conducts discretionary asset management business and investment advisory and agency business as a Financial Instruments
Business Operator. Registered address: 1-4-5, Roppongi, Minato-ku, Tokyo. « In Taiwan: Provided by Natixis Investment Managers Securities Investment Consulting (Taipei)
Co., Ltd., a Securities Investment Consulting Enterprise regulated by the Financial Supervisory Commission of the R.0.C. Registered address: 34F., No. 68, Sec. 5, Zhongxiao
East Road, Xinyi Dist., Taipei City 11065, Taiwan (R.0.C.), license number 2018 FSC SICE No. 024, Tel. +886 2 8789 2788. - In Singapore: Provided by Natixis Investment
Managers Singapore (name registration no. 53102724D) to distributors and institutional investors for informational purposes only. Natixis Investment Managers Singapore
is a division of Ostrum Asset Management Asia Limited (company registration no. 199801044D). Registered address of Natixis Investment Managers Singapore: 5 Shenton
Way, #22-05 UIC Building, Singapore 068808. -+ In Hong Kong: Provided by Natixis Investment Managers Hong Kong Limited to institutional/ corporate professional investors
only. - In Australia: Provided by Natixis Investment Managers Australia Pty Limited (ABN 60 088 786 289) (AFSL No. 246830) and is intended for the general information of
financial advisers and wholesale clients only. « In New Zealand: This document is intended for the general information of New Zealand wholesale investors only and does not
constitute financial advice. This is not a regulated offer for the purposes of the Financial Markets Conduct Act 2013 (FMCA) and is only available to New Zealand investors
who have certified that they meet the requirements in the FMCA for wholesale investors. Natixis Investment Managers Australia Pty Limited is not a registered financial
service provider in New Zealand. - In Latin America: Provided by Natixis Investment Managers S.A. - In Uruguay: Provided by Natixis Investment Managers Uruguay S.A.,
a duly registered investment advisor, authorised and supervised by the Central Bank of Uruguay. Office: San Lucar 1491, oficina 102B, Montevideo, Uruguay, CP 11500.
The sale or offer of any units of a fund qualifies as a private placement pursuant to section 2 of Uruguayan law 18,627. - In Colombia: Provided by Natixis Investment
Managers S.A. Oficina de Representacion (Colombia) to professional clients for informational purposes only as permitted under Decree 2555 of 2010. Any products, services
or investments referred to herein are rendered exclusively outside of Colombia. This material does not constitute a public offering in Colombia and is addressed to less

than 100 specifically identified investors. - In Mexico: Provided by Natixis IM Mexico, S. de R.L. de C.V., which is not a regulated financial entity, securities intermediary, or
an investment manager in terms of the Mexican Securities Market Law (Ley del Mercado de Valores) and is not registered with the Comision Nacional Bancaria y de Valores
(CNBV) or any other Mexican authority. Any products, services or investments referred to herein that require authorization or license are rendered exclusively outside of
Mexico. While shares of certain ETFs may be listed in the Sistema Internacional de Cotizaciones (SIC), such listing does not represent a public offering of securities in
Mexico, and therefore the accuracy of this information has not been confirmed by the CNBV. Natixis Investment Managers is an entity organized under the laws of France
and is not authorized by or registered with the CNBV or any other Mexican authority. Any reference contained herein to “Investment Managers” is made to Natixis Investment
Managers and/or any of its investment management subsidiaries, which are also not authorized by or registered with the CNBV or any other Mexican authority.

The above referenced entities are business development units of Natixis Investment Managers, the holding company of a diverse line-up of specialised investment
management and distribution entities worldwide. The investment management subsidiaries of Natixis Investment Managers conduct any regulated activities only in and
from the jurisdictions in which they are licensed or authorized. Their services and the products they manage are not available to all investors in all jurisdictions. It is the
responsibility of each investment service provider to ensure that the offering or sale of fund shares or third party investment services to its clients complies with the
relevant national law.

The provision of this material and/or reference to specific securities, sectors, or markets within this material does not constitute investment advice, or a recommendation or
an offer to buy or to sell any security, or an offer of any regulated financial activity. Investors should consider the investment objectives, risks and expenses of any investment
carefully before investing. The analyses, opinions, and certain of the investment themes and processes referenced herein represent the views of the portfolio manager(s) as
of the date indicated. These, as well as the portfolio holdings and characteristics shown, are subject to change. There can be no assurance that developments will transpire
as may be forecasted in this material. Past performance information presented is not indicative of future performance.

Although Natixis Investment Managers believes the information provided in this material to be reliable, including that from third party sources, it does not guarantee the
accuracy, adequacy, or completeness of such information. This material may not be distributed, published, or reproduced, in whole or in part.

All amounts shown are expressed in USD unless otherwise indicated.
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