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Flduciary growth and ItS Impact

Another year of growth reflects continued appetite for Fiduciary Management services from
pension schemes. But for UK pension schemes as a whole there are positive and negative sides
to this success story.

Increasingly the decisions Fiduciary Managers make will make a difference not just to their
clients but to everybody else too.

Using data collected for this survey, we estimate that in aggregate Fiduciary Managers have
implemented over £60bn of interest rate hedging on behalf of their clients. As more schemes
move to Fiduciary Management this number will continue to grow, potentially creating more
demand for hedging assets such as gilts, even as prices reach record highs. This matters for all
pension schemes.

Another aspect to consider is concentration risk. A Fiduciary Manager's ability to move fast is
often valued by their clients: when it works well money can be moved away from a struggling
fund before poor performance sets in. However in some cases this ability to move lots of money
out of a fund quickly can have a destabilising effect on the fund, particularly in less liquid asset
classes. This can cause problems for other investors.

These investment dynamics are not new but the continued success of Fiduciary Management
may exacerbate them.

Tough questions. But we think that a well-structured Fiduciary Management mandate — with
independent oversight — can meet the challenge.

The survey results presented are based on the responses we received from 13 of the more
established Fiduciary Managers operating in the UK market, with data as at 30 June 2016

We thank each provider for their input in this exercise. We have relied on the information
provided to us by the Fiduciary Managers as being correct.

We asked each of the fiduciary providers to put forward their central strategic asset
allocation for a pension scheme targeting a reasonable return (but with no other constraints
on investment strategy).

We have summarised the median and range of responses below, and also the trends in median
over the past 12 months.
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Three things strike us most forcefully:

1) Most are using equity to drive investment returns. This implies that a majority are reasonably
optimistic about the prospects for financial markets over the longer term.

2) There is a wide range in the way that providers have suggested achieving the target return,
reflecting the difference in areas they believe are attractive. This demonstrates how, for
the same client, the asset allocation could look very different depending on the provider
selected.

3) Almost all advocate a high level of interest rate and inflation hedging. This may mean a
greater demand for UK government bonds from pension schemes, even at historically low
yield levels, as Fiduciary Management grows.

Note: *Expressed as a percentage of assets — all Fiduciary Managers propose the use of
leverage to hedge a higher amount with fewer assets.
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Continued growth in the number of mandates

Continued growth in assets under management
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We have put together six simple questions
which Trustees can ask themselves in
considering whether or not Fiduciary
Management is right for their schemes:

-

1. If you had more , would your
portfolio look different?

2. Hasrecent investment
been below expectations?

3. Does your investment strategy feel too
?

4. Do you feel like you are missing out on
new ?

5. Do you feel you lack
scheme's investments?

of your

6. Do you feel uncomfortable with the
investment you are being
asked to make?

If you answered “yes"” to any of these
questions, this can indicate that your
investment decision making structure is

not working as well as it could do.

Here at KPMG we can help you determine
whether Fiduciary Management — or another
lighter touch option - is the right solution.

KPMG Fiduciary Management

Services — where does KPMG fit in?

KPMG are experts in the provision of
independent advice on a wide range of
aspects of Fiduciary Management, including:

Helping Trustees decide whether or not FM
is appropriate, and if so which governance
structure is right for them

Providing advice throughout the process,
from setting criteria to assisting with
selection exercises.

Setting up a mandate correctly is crucial to
agree what the FM provider can and cannot
do. We helpTrustees design the framework
against which to measure their provider.

Help Trustees get the most out of their
manager by independently checking its
progress against objectives, providing
independent challenge where necessary.

Assess the manager's progress since
inception, and provide insight into its
capabilities.
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Contact us

AnthonyWebb FIA

Head of Fiduciary Research,
Investment Advisory

KPMG
15 Canada Square
London E14 5GL

+44 (0)20 7311 8508
+44 (0)75 5758 7509
anthony.webb@kpmg.co.uk

Faye Mullen CFA
Executive Consultant
Investment Advisory

KPMG
1 Sovereign Square
Leeds LS1 4DA

+44(0)113 231 3076
faye.mullen@kpmg.co.uk

www.kpmg.com/uk/investmentadvisory
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The information contained herein is of a general nature and is not intended to address
the circumstances of any particular individual or entity. Although we endeavour to
provide accurate and timely information, there can be no guarantee that such
information is accurate as of the date it is received or that it will continue to be accurate
in the future. No one should act on such information without appropriate professional
advice after a thorough examination of the particular situation.

© 2016 KPMG LLR a UK limited liability partnership and a member firm of the

KPMG network of independent member firms affiliated with KPMG International
Cooperative (“KPMG International”), a Swiss entity. All rights reserved. Printed in the
United Kingdom. The KPMG name and logo are registered trademarks or trademarks
of KPMG International.

CREATE | CRT067450 | October 2016



