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2016 Poor price competition in Asset Management formally
identified by FCA

The FCA Asset Management Market Study, published in 2017, found weak price
competition, information asymmetry and a generally poorly performing funds
market

2017 TheFCA’'sresponse...

In 2017, The Financial Conduct Authority (FCA) set up an independent group - the
Institutional Disclosure Working Group (IDWG) - to develop a standard framework
that could be adopted by asset managers to share costs and charges data with
their institutional clients

2018 cost Transparency Initiative (CTI)

2019 ClearGlass
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There is often a negative correlation between

performance and ongoing charges (TER)

Correlation between ongoing charges and performance (Global Active Equity)

Performance

Ongoing Charges

Each datapoint
represents the
ongoing charges of
a Pooled Fund
plotted against
long-term
performance of that
Fund (5-year
annualised).



Economies of scale exist...

Scale curve (Global Active Equities)
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...but only for the ‘best’ managers

Scale curve (Global Active Equities)
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Fee data collected from published sources differs from
client-specific data

Client data vs. Fund Factsheet data for ongoing charges ClearGlass data vs. Fund Factsheet data for transaction
costs)

Public ISIN Ongoing Charge
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ClearCGlass Mandate Transaction Costs

ClearGlass Mandate Ongoing Charge

@ Actual Ongoing Charge @ Predicted Ongoing Charge @ Actual Transaction Cost @ Predicted Transaction Cost

The fee data for a mandate using ClearGlass data is plotted against the published value (blue), with the predicted values in green



The public perception of price is therefore very
different from the reality

Oongoing Charge Optimisation is distorted using public data (Global Active Equity)
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CONCLUSIONS

Benchmarks or VfM analyses derived from published data sources are likely to be
wrong;

Manager rankings and selections based on published data sources are likely to
be wrong;

Competitor analyses by asset managers derived from published data sources
are likely to be wrong.

‘Published’ data sources: Morningstar, eVestment, Fund factsheets, EMT, DCPT, ...



So, how do you benchmark a scheme?

£1bn Local Authority Scheme £1bn Private Sector Scheme
) Private Debt
Private Debt Passive Equity 10%
20.2% 22.2% Hedge Funds

Passive Equity
30%

5%

Hedge Funds

16.2% Corporate Bonds

16.2% LDI
35%
Corporate Bonds
Active Equity 20%
25.3%
Higher total ongoing charges from Lower total ongoing charges from
>35% allocation to Alts 35% allocation to LDI

=  Comparing schemes of similar size is correct..so maybe compare schemes of similar asset allocation with mandates of similar size?
=  But finding such identical schemes is hard
=  What to do?



Three factors influence scheme asset management
costs

How do you benchmark a scheme?
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Comparing schemes of similar size is not ideal. Compare schemes of similar asset
allocation, with mandates of similar size IS ideal...but finding such schemes is hard

There is often a negative correlation between
performance and ongoing charges (TER)

2. Asset Manager selection

..but only for the ‘best’ managers

Scale curve (Active Global Equity)
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..one heeds to adopt a different approach to
benchmarking: Mandate-by-Mandate Benchmarking

ClearGlass Benchmark Report

Your costs are 6 BPS above the median cost for schemes with your asset allocation.
And your costs are 27 BPS greater than the best quartile cost for schemes with your asset
allocation. RENCY DASHBOARD TOTAL COSTS RELATIVE TO PEERS & STRATEGY RATINGS
Your Costs
76 BPS (£1.04m) YEAR ON YEAR (bp) 'l'llllllll'lllllllllll'lllllll
v I I | I
G
bp ABS
A A
Median Best Quart"e _ 103bp £23.8m
70 BPS (£0.96m) 49 BPS (£0.67m) A Equities - Active - Global Below Median
I M2bp  £25.9m B Equities - Active - UK Below Median
harges @  Incidental Costs Property Expenses Other Costs C  Fixed Income - Multi Asset Credit Below Median
. 8 of your funds have costs below I 11 of your funds have costs above b iDiPorifdiio Close to Median
I the median for their strategy the median for their strategy } o
SET ALLOCATION E  Fixed Income - Emerging Markets Debt Above Median
. . AUM TOTAL COSTS

By reducing your costs we estimate you can save £370k per year F  Altematives - Property - Global Above Median

Equities 22% 18%
G Alternatives - Diversified Growth Funds & Multi Asset Above Median

Fixed Income 25% 26%
H  Alternatives - Hedge Funds - Direct Above Median

Altenatives 30% 44%

Total AUM

£2,317m | Alternatives - Private Debt Above Median

LDI 23% 12%

Benchmarked 100% 100%




On average, a pension scheme’s Total Ongoing

Charges is 8 bps more than that calculated using
median benchmarks, and 15bps more than best
quartile.

This represents a potential total of
between £2bn and £4bn of
annual savings to pension
schemes in the UK.






Case Study 2: £300m
pension scheme

= Paying £300k less than their peers on their LDI
mandate and their fiduciary credit solution had
excellent performance.The credit solution is
saving c. £120k pa and performance is upper
quartile

= Renegotiating the fees on the hedge fund and
equity mandates saved the scheme £600k

= Chairman of Trustee Board: ““The benchmarking
analysis was invaluable, and it will help us
address the misbalance of information
between asset manager and asset owner”









Case Study: £50bn+ Group Pension Fund

Portfolio profile

£57.12 billion AuM
= 59 Funds
= 11 Investment strategies

= 33 external managers

Total Investment Cost

Product Cost

& )
N Investment
Consulting Fee
H *
N Custodian Fee
Fiduciary Manager
— Fee

N

v

v

v

v

Ongoing Charges

Transaction Costs

Performance Fees

Other Costs

Direct Ongoing Charges

.

Fund & Investment
Management Costs

Administration

Governance, Regulation &
Compliance

Distribution, Comms &
Client Service

J

Explicit Transaction Cost

Implicit Transaction Cost

Indirect Transaction Cost

~

-

Indirect Ongoing Charges
Includes Indirect ongoing fees

N

J

Less: Anti-Dilution Offset

Property Expenses

Lending and
Borrowing charges

One-Off Costs

Ancillary Costs




Case Study: £50bn+ Group Pension Fund

Cost Transparency Report Outcomes

| Detailed breakdown of costs

Explanation

;;;;;;; e PRl ClearGlass

- SignifiCG nt differences between the OngOing Hedge Funds (Alternatives) |Cost at the Total Portfolio Level
charges (recognised costs) and other hidden
costs; |
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= Data used to challenge managers about charges e LN

and to renegotiate fees with some. S— T
E.g. one of the fund's real estate managers charged s> ' = :
legal fees that were disproportionately high e o -
compared with the size of the transaction. Executives i 2
worked with the manager to bring those costs down. T T
High legal costs on transactions are now reviewed in R R

3an2020-Dec2020  £594m 820 230
. Asia Fund
2an 20 £5171 840 240

Overall, the fund'’s running costs — including
operating costs and manager fees — have been
reduced to 20 basis points from 50 basis.

Jan1,2020 - Dec 31,2020




CONTACT

~ nicola@clearglass.com jannie@clearglass.com
clearglass.com
° ClearGlass Analytics Ltd.

1 King William Street, London EC4N 7BJ, United Kingdom




