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HOW TIMES HAVE CHANGED...
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SMARTER
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INVESTMENT GOVERNANCE
WHO DOES WHAT, AND HOW

DESIGNING, IMPLEMENTING AND MONITORING AN INVESTMENT STRATEGY

INVESTMENT GOVERNANCE : WHO DOES WHAT, AND HOW

For discussion today:

- Why new approaches have emerged
* Features

* Who is using them and how

* The challenges



‘HOUSE-BUILD’ GOVERNANCE

How
involved do |
want to be?

High-level design and budget >
)

)
Find and hire tradesmen “Self build”

or
outsource?

Daily build and oversight



INVESTMENT GOVERNANCE

How involved
do | want to
be?

Investment Goals & .
.. > Client
Principles

Growth / matching split >

Design of de-risking / lifestyling journey

Asset mix within growth (& matching) portfolios >

Tactical tilts? Active/passive split?

Manager selection

Daily monitoring / management

Direct or

delegated?




WHY NEW GOVERNANCE APPROACHES HAVE

EMERGED

Time Allocation
A —)
‘

Portfolio
Structuring

Manager
Selection

—

Monitoring
Monitoring and and
Reporting Reporting

Manager Selection



APPROACHES ADOPTED

INHOUSE INVESTMENT SUB DELEGATION
RESOURCES COMMITTEE

|

NEED FOR SOPHISTICATION

COMFORT WITH DECISION-MAKING

SPEED OF DECISION-MAKING

INTERNAL RESOURCES AND EXPERTISE




FINDING THE LEVEL OF DELEGATION THAT
BEST MEETS YOUR NEEDS

CLIENT PROVIDER

DE-RISKING PLAN

ASSET ALLOCATION /
PORTFOLIO CONSTRUCTION

TACTICAL TILTS

MANAGER SELECTION

DAILY MONITORING
AND OPERATIONAL
EXECUTION

RISK MANAGEMENT

REPORTING/
COMMUNICATIONS

m
@ l



FINDING THE LEVEL OF DELEGATION THAT
BEST MEETS YOUR NEEDS

DESIGN OF DE-

RISKING PLAN . -

ASSET ALLOCATION /

PORTFOLIO CONSTRUCTION . B

DAILY MONITORING

EXECUTION

REPORTING/ .—_
COMMUNICATIONS -
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FINDING THE LEVEL OF DELEGATION THAT
BEST MEETS YOUR NEEDS

CLIENT

PROVIDER

contrabution

LIFESTYLING/DE-

RISKING PLAN . -

PORTFOLIO CONSTRUCTION -

DAILY MONITORING

EXECUTION

REPORTING/ .—_
COMMUNICATIONS -
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FINDING THE LEVEL OF DELEGATION THAT
BEST MEETS YOUR NEEDS

DESIGN OF DE-

RISKING PLAN . -

ASSET ALLOCATION /

PORTFOLIO CONSTRUCTION . B

DAILY MONITORING

EXECUTION

REPORTING/ .—_
COMMUNICATIONS -
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FINDING THE LEVEL OF DELEGATION THAT
BEST MEETS YOUR NEEDS

DESIGN OF DE-RISKING

PLAN / LIFESTYLING ' . - '

ASSET ALLOCATION /

PORTFOLIO CONSTRUCTION ' . B .

TACTICAL TILTS f#_

DAILY MONITORING

EXECUTION

REPORTING/ .—_
COMMUNICATIONS -
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MARKET UPDATE

2017 KPMG UK FIDUCIARY MANAGEMENT SURVEY

017 HIgNIgNCS

Continued growth in the number of mandates

{some schemes using “partial FM"” switched to “full FM”

mandatss over ths yser)

Total mandstss in
the UK

269

Market Size
Tow! mandates
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Proportions of mandates by size
Big end small 2chemeas ars using fiduciary managsment.

Thiz distribution iz squivslent to the propertion of big and
amall pension schemes in the UK.
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2 2017 KPMG LLP, a UK limited kabiity partnership and a member firm of the KPMG

Number of fully delegated mandates by provider type

“Conzultantz™ continus to mansge the msjority of mandstes.

mConzuitant  m Specislist = Investment Managsr
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network of independent member

firrms affiliated with KPMG International Cooperative {“"KPMG International”), @ Swiss entity. All rights resanved.

Independent advice

We define independent advice g2 -
provided to the Trustees from & third party

60% of new appointments thiz year were
advized by an independent third party.

17% of echemes usse an independent third party
overseer in conjunction with their fiduciary manager.

2016

Sources for data in this survey:
Fiduciary providers and KPMG caiculistions.

Uniess labelied for full or partial mandstes, dsta/comments ane
shown for full FM mandates only. Where data was not avadable
for a specific guestion from a fiducisry manager, this manager
was eucluded from that part of our analysis. This is not expected
10 have & material impact on the figures.




THE CHALLENGES OF DELEGATION

1. CONFLICTS OF

T

CONFLICTS OF
INTEREST?

ADVISORY-ONLY
VERSUS DELEGATED
MODEL

INTEREST

»

Project based or Asset based Fees

m Emphasise the Complex or the Positive

%

Constrained to scale of assets or reach of
fund Iinfrastructure
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THE CHALLENGES OF DELEGATION

2. COSTS

INCREASED
COSTS?

Leverage Scale to lower manager fees

El

Scope for wider contractual services

c— O ———

Cost impact often broadly neutral
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THE CHALLENGES OF DELEGATION
3. MARKET CONDITIONS

MARKET
CONDITIONS

&

Access diversifying asset classes/
Implement efficient de-risking

Market conditions challenging for both
arguments

Prepositioning to capture opportunity

17




DIVERSIFICATION
I T WORKS

» The objective of diversification is not to increase return in a given year, but to pursue a steadier progression
of returns from year to year — as illustrated by the line drawn.

« The sample diversified growth portfolio outlined below has returned 5.8% p.a. versus a return of 3.7% p.a.
for global developed equities — despite strong performance from developed equities in recent years

2001

7.3%

2.7%
-2.6%

-12.3%

2002

8.2%

-20.4%

()

-32.0%

2003 2004 2005 2006 2007 2008 2009 2010
16.5% 54.4% 18.2% 25.7% 6.0% 72.9%
29.6% 9.0% 10.8% 27.1%
11.6% 26.2%
% 25.9% 7.4% 1.1% 30.1%
8.6% o -1.7% 5.9% .7%
8.5% 6.4% -28.3%
-37.6% 19.5%
3.3%
5.9% -50.8% 3.4% 5.0%

2011

-2.4%

-6.7%
-15.7%

2012

16.4%

14.0%
4%

-1.7%

Global Equities

Diversified Portfolio

Emerging Markets Equities

2013

21.2%

10.9%

0.5%

-6.8%

2014

19.5%

16.6%

11.4%

6.4%

2015

10.4%

-1.0%

-5.2%

2016

14.5%

4%

10.7%

1.0%

Absolute Return

2017 Total p.a.
20.6% 8.6%
7.5%
5.9% 5.8%
2.2%
3.9%
3.7%
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DE-RISKING
PRE AGREED ARCHITECTURE MATTERS

Funding level of typical DB scheme (versus economic liability):

Mid-2014 to Mid-2016
De-risking Funding Level 30 March 2016

35 % )
= 09-Jan-2015

85 %

73 %

65 % 26 June — funding- Q3 — growth assets
level trigger reached. J| fall- De-risking step

BANK! dampens losses.
33 % T
23-Jun-2014 01-0ct-2014 09-Jan-2015 1%-Apr-2015 28-Jul-2015 05-Maow-20135 13-Feb-2016

Recalibration
Date

20 April — a full 15% 24 April — bond yields

. Next Upside Trigger . Funded % De-risking basis

short of next funding- begin a rise of almost
level trigger 1% in several weeks
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INVESTORS’ PRIORITIES DON’'T CHANGE...

MANAGING RISK, PURSUING RETURN

SECURING GOOD ADVICE

FINDING QUALITY MANAGERS
h 3

7

ROBUST MONITORING

20




WHAT WORKS FOR YOU?

FASTER?

SMARTER?

CHEAPER?

21
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CASE STUDY: GOVERNANCE
AND INVESTMENT
ARRANGEMENTS

TOM ARMSTRONG - KILLEEN
GROUP



Governance

Three way relationship: Company

Trustees Members

B Common goal....delivering the members’ pension promise
B Good governance is on the agenda for all



Plan Governance

Governance Defined:

“The establishment of policies, and continuous monitoring of their
proper implementation, by the members of the governing body of an
organisation”.....businessdirectory.com

“Governance has been defined to refer to structures and processes
that are designed to ensure accountability, transparency,
responsiveness, rule of law, stability, equity and inclusiveness,
empowerment, and broad-based participation”...... UNESCO



Plan Governance

In a pension plan context, governance includes:

2. Implementing
1. Establishing those policies — 3. Monitoring
policies challenging in policies
practice

5. Being
responsive —

4. Being

accountable challenging in
practice




Investment Manager selections Decision making criteria

Product range
access to \ Client service

managers

Strategic
Investment advice)

\ G [TE14Y

Reporting ) Actuarial Link




Investment Manager selections Decision making criteria

Product range

access to
managers




Experience so far...

Product range:




Investment Manager selections Decision making criteria

Client service




Experience so far...

Client servicing:
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Investment Manager selections Decision making criteria




Experience so far...

Fees:




Investment Manager selections Decision making criteria

Strategic
\ Investment advice)

quality




Experience so far...

Investment advice:




Investment Manager selections Decision making criteria

Reporting




Experience so far...

Reporting:




Investment Manager selections Decision making criteria

Actuarial Link




Experience so far...

Actuarial link:




Experience so far......

Transition ... easy:

We haven’t had too much of this !



Plan Governance

In a pension plan context, governance includes:

Implementing
those policies =

Being responsive
— challenging in
practice
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