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Jerry Moriarty
CEO IAPF
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THANK YOU SPONSOR
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NOTE EMERGENCY EXITS
PUT MOBILE DEVICES ON SILENT
FILL IN EVALUATION FORMS
DOWNLOAD PRESENTATIONS AT
WWW.IAPF.IE
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Principles underlying IORP li

Ensure System of governance shall be
Protection Pl prudent and proportionate to the nature, scale

of members cross border efficient
benefits activity management

of IORP the IORP

Clear
allocation of
responsibility

Risk Intergenerational

Transparenc
P y Management fairness

Consider ESG Fit and proper
factors when persons in
investing control

Written
policies

and complexity of the activities of
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Transparency — Why is it so important?

Builds Trust

Crucial to ensuring a
relationship of trust between a
service provider and the
client/beneficiary

with full disclosures is crucial to
a trust based relationship

> Full Disclosure
Clear and accurate information

Increased Outsourcing

Due to increasing governance

and regulatory requirements

Trustees are seeking to . .

outsource more. Trust becomes Fiduciary Management

even more important Growing rapidly as an effective

solution for DB and DC schemes
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The search for value for money

Greater
accountability

Understand
costs

&

Not all costs
are invoiced OTHER
PEOPLE’S

MONEY

Expanding
cost focus

Develop your
own policy
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Investment Cost
Transparency - UK Developments

Neil Smith, Aon
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Trustee Responsibilities in the UK

The UK ‘Its important that you understand how much it costs to run your Defined
Pensions Benefit pension scheme. These costs can include fees for administration,
advice and services to members’

Source: https://www.thepensionsregulator.gov.uk/en/employers/managing-a-scheme/db-scheme-funding-and-costs

Regulator

Breakdown of Large DB Scheme Running Costs

Actuarial [ Administration [ All Other Costs Covenant [ Investment
Legal

Source: The Pensions Regulator DB Scheme Costs Comparison Tool
https://www.thepensionsregulator.gov.uk/en/trustees/managing-db-benefits/db-scheme-costs-comparison-tool
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How easy is it

to understand Investment Costs?

Hedge Fund Costs — Aon Fiduciary Analysis (lllustrative)

Costs which are ™ -

partially negotiable or
can be optimised
Interest
Costs which Expense
are generally 1.340 % Investment
negotiable ~— Related Cost
4.255%
Dividend
Expense
2995 % Total Cost
8.895 %
Other Fees
0.011% - -
Performance
Fees 6.670 % are
1.418 % negotiable
Costs

Investment

Management
Other Fees Fees

0.027 % 1.767 %

Market Data Fees\I
0.022 %
Admin Fees

0.039 %

Explicit Costs
—
4.640 %

Brokerage Fees
& Commissions

1.355%

Source : XTP
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West Midlands Pension Fund

West Midlands Pension Fund investment management costs

M Reported costs under old CIPFA standard Reported costs under new CIPFA standard

£80m
£60m
£40m

£20m

m B m =

2010-11 2011-12 2012-13 2013-14 2014-15 2015-16

Source: https://www.professionalpensions.com/professional-pensions/analysis/3010860/how-west-midlands-cut-costs-by-millions-of-pounds-through-transparency
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Cost Transparency — Why now?

Financial Conduct Authority

FCA Asset Management Study in 2017 identified the
lack of cost transparency as a key issue within the UK
institutional investment market

The Institutional Disclosure Working Group (IDWG)

was set up in 2017 with a remit of creating cost
disclosure templates

Cost Transparency Initiative (CTI)

Formerly launched IDWG templates in 2019.
Voluntary (currently!) initiative.

Well over 100 asset managers already been asked by
asset owners for data

Competition and Markets Authority

Set a series of remedies for fiduciary management and
investment consulting industries.

Compulsion for Fiduciary Managers to provide improved
cost disclosure data to prospective and existing clients
from 2020
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Cost Transparency — Why now?

Department for Work and Pensions

Introduced a legislative requirement from October
2020 for enhanced disclosures in Trustees’ Statement
of Investment Principles.

Report policy for evaluation of asset management and
transaction costs

Work and Pensions Select Committee

August 2019 - recommended UK government introduces
legislation to make the use of CTI templates mandatory

‘...worrying evidence that some trustees are making investment
decisions without a clear understanding of how much those
decisions cost’

Increased pressure on both asset managers and asset owners
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CTIl User Cost Template

PENSIONS AND
LIFETIME SAVINGS
ASSOCIATION

_ ‘ : I I —

USER SUMMARY v.1.0

1. ACCOUNT INFORMATION

Client/Investor

Portfolio issuer

Fund

Report period Start: End:
Currency of report

Average value of client holding

2. PORTFOLIO INVESTMENT ACTIVITY

Start asset value
End asset value
Purchases

Sales

IMPLIED OVERALL INVESTMENT GAIN / PERFORMANCE (%)

3.PORTFOLIO TRANSACTION COSTS

GROSS RETURN (%)

4. ONGOING CHARGES

4.1. Investment management

4.2. Administration

4.3. Governance, regulation & compliance

4.4. Distribution, communications & client service
Total ongoing charges

5. INCIDENTAL COSTS

NET RETURN (%)

6. ONE-OFF COSTS

7. ANCILLARY SERVICE CHARGES

CLIENT RETURN (%)

Source : CTIl website
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Context is important - Benchmarking

Mandates

Comparison to:

Summary explanation:

Mandate x:
Your individual
mandate

Mandate 1:
UK Equity
Fund

Mandate 2:
Fixed Income
Fund

Mandate 3:
Emerging
Fund

Mandate 4:
Private Equity
Fund

Comparison to
equivalent mandate

strategies in the market

UK Large Cap Equity
strategies

Fixed Income
strategies

Emerging market
strategies

Private Equity
strategies

Feesvs AUM

Market percentiles

0 50 100+

Implied
£gap

Relative position of overall
costs vs the market

0 50t 100

0 50t 100
£1.6m

0 50t 100
£850k

0 50t 100

Fees vs Performance

Pro-rata
expenses?

Quadrant
Lower Higher
performing : performing :
higher fees higher fees
Lower Higher
performing : performing :
lower fees lower fees

Are the fees
charged fora
mandate in
proportion
with the AUM
of the fund
overall?

Expense line to
review?

Identifies the
expense line that

may warrant Implied
further reviewas £ gap
being relatively

above the market
Administrative £50K
costs

Portfolio

transaction costs £Lim
Investment £750k
management fees
Ancillary service £75k

costs

Page

12

13

14

15

Source: Aon. Example benchmarking metrics
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UK Market Reaction

& & 1

) . Uncover Assess mandate
Re(:lulzt,eastta Cost Data Collection Data Analysis pension costs performance
& © 5
X
Q1 2019 Q2/Q3 2019 Q3 2019 Q4 2019 Q1 2020
Asset manager First sets of data being Check paying what expect Using benchmark reports

Pension funds start asking
their asset managers for
data in line with templates 1.

responses: analysed to pay analyse fees and mandate
performance, contrasting
with comparable strategies
in the market.

Yes Understand ‘unknown’
. costs — cf West Midlands
2. Yes, but bear with us
Pinpoint areas to improve
value for money from fees
paid and ensure investments
deliver value to the fund.

3. No, have this instead
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Are you receiving value for money?

What are ALL your
investment management
costs?

O

Do those costs represent
value for money?

Are your assets managers
willing to provide the
information?

Engage with your
managers on a level
playing field
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DB PENSIONS: DE-RISKING FOR THE FUTURE

Q&A

Evelyn Ryder, Aon
Neil Smith, Aon

Jerry Moriarty, |IAPF
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THANK YOU TO OUR SPONSOR
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THANK YOU FOR ATTENDING

FILL IN EVALUATION FORMS
CPD CONFIRMATION BY EMAIL
DOWNLOAD PRESENTATIONS AT
WWW.IAPF.E
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UPCOMING EVENTS

17 September Trustee Network Event

- ‘Securing Income from European Renewable Energy
Investments’

Benefits Conference
Trustee Training Essentials
Breakfast Seminar
Trustee Training Refresher
Trustee Network Event
Trustee Network Event
Trustee Training Essentials
Governance Conference
Trustee Training Refresher
Trustee Network Event
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Disclaimer

This document and any enclosures or attachments are prepared on the understanding that it is solely for the benefit of the addressee(s). Unless we provide express prior written consent, no part of this document should be
reproduced, distributed or communicated to anyone else and, in providing this document, we do not accept or assume any responsibility for any other purpose or to anyone other than the addressee(s) of this document.
Notwithstanding the level of skill and care used in conducting due diligence into any organisation that is the subject of a rating in this document, it is not always possible to detect the negligence, fraud, or other misconduct of the
organisation being assessed or any weaknesses in that organisation's systems and controls or operations.

This document and any due diligence conducted is based upon information available to us at the date of this document and takes no account of subsequent developments. In preparing this document we may have relied upon data
supplied to us by third parties (including those that are the subject of due diligence) and therefore no warranty or guarantee of accuracy or completeness is provided. We cannot be held accountable for any error, omission or
misrepresentation of any data provided to us by third parties (including those that are the subject of due diligence). This document is not intended by us to form a basis of any decision by any third party to do or omit to do anything.
Any opinions or assumptions in this document have been derived by us through a blend of economic theory, historical analysis and/or other sources. Any opinion or assumption may contain elements of subjective judgement and are
not intended to imply, nor should be interpreted as conveying, any form of guarantee or assurance by us of any future performance. Views are derived from our research process and it should be noted in particular that we cannot
research legal, regulatory, administrative or accounting procedures and accordingly make no warranty and accept no responsibility for consequences arising from relying on this document in this regard.

Calculations may be derived from our proprietary models in use at that time. Models may be based on historical analysis of data and other methodologies and we may have incorporated their subjective judgement to complement
such data as is available. It should be noted that models may change over time and they should not be relied upon to capture future uncertainty or events.
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