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Introduction to fiduciary management

Suitability for pension schemes

Issues to consider
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Growth of fiduciary management

There is a clear trend of adoption of fiduciary management among European
pension funds

» Dutch pension funds led the way

 Since 2009, adoption has spread to rest of Europe and especially the UK

Number of clients
Source: FMMI 2012
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A governance challenge
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The funding context

124% Funding ratio of UK DB pension funds

Funding ratio

Quantitative

easing y
Credit Euro-zone

. crisis i i
o 3 o Triple c_hp
inancia recession
rescue

Jun-07 Dec-07 Jun-08 Dec-08 Jun-09 Dec-09 Jun-10 Dec-10 Jun-11 Dec-11 Jun-12 Dec-12

Source: PPF




Why delegate?
- More sophisticated strategy
+ Spend the ‘governance budget’ more wisely

- Expertise / experience / independent thinking

* Cost




Addressing the governance challenge
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Trustee responsibilities
* In the interests of beneficiaries

* Trust deed and rules
 Impartially

» Prudently, responsibly and honestly




Statutory overlay
 Criteria for who trustees may delegate to

« Appropriate procedures to review
— performance

— fees and charges




Advise
Holistic: All assets vs. all liabilities

Pro-active: Take responsibility for the investment strategy, though the trustee
remains accountable for the strategy

Execute

Report




Funding objective

Investment objective

Return target and risk budget

Investment strategy

Strategic benchmark and constraints

Dynamic asset allocation

Asset class mandate 1 Asset class mandate 2 Co_unterp.arty Custody policy Respon5|ble.|nvestment
risk policy policy
Manager 1a Manager 2a Counterparty 1 Custodian Voting agent
Manager 1b Counterparty 2
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Routes to delegation




Routes to delegation
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What to deleiate‘ and to whom?

Setting the
objectives

Setting
the strategy

Implementing
the strategy

Monitoring
the strategy
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What to delegate, and to whom?

In-house | Fiduciary
team manager
Setting the
objectives
Setting

the strategy

Implementing
the strategy

Monitoring
the strategy
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What to delegate, and to whom?
In-house | Fiduciary

team manager
Setting the
objectives X
Setting

the strategy

Implementing
the strategy

Monitoring
the strategy
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What to delegate, and to whom?
In-house | Fiduciary

team manager
Setting the
objectives X X
Setting

the strategy

Implementing
the strategy

Monitoring
the strategy
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What to delegate, and to whom?
In-house | Fiduciary

team manager
Setting the
objectives X X
Setting

the strategy

Implementing
the strategy

Monitoring
the strategy
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1ISC

Naturally
authoritative

Voice for sponsor

Part-time role

How to bring in the
right expertise
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In-house
ISC team

Naturally

authoritative Full-time role

Hand-built solution

Voice for sponsor

Succession
planning

How to access
specialist expertise

Part-time role

How to bring in the
right expertise
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In-house
ISC team

Naturally

authoritative Full-time role

Hand-built solution

Voice for sponsor

Succession
planning

How to access
specialist expertise

Part-time role

How to bring in the
right expertise

FM

Full-time role
Depth of expertise

Economies of
scale

Who will watch the
watcher?

How bespoke?
Conflicts?
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Summary

* Fiduciary management
— Holistic solution

* Suitability
— Trustee responsibilities / statutory requirements
— Think carefully about what and how to delegate
— Tailored to the scheme

* Issues
— Obtain independent advice
— Due diligence
— Conflicts 5
— Monitor and challenge R
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Timeline

DLOL

e Large UK » Set up on the » Asset class » Review the role - Liability
pension MN platform strategies in of DGFs analysis, ALM,
scheme high priority Cont t strategy review
. diversifiers * Lontinue 1o
 Started road to alegigﬁgenzsnsdet increase « Mandate for
diversification cash mat * Implement new interest rate second phase
9 asset classes hedging of interest rate
* Trustees and risk hedging
corporate feel « DD on existing « Move towards  « Triennial
things getting managers new strategic valuation * Hedge funds
too complex asset allocation I t t
* Investmen
* Open tender » Create ISC « FX hedging grade credit
selection o
exercise using * Liability * Leveraged LDI
independent analysis, ALM,
advisor strategy review
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Strengthening the scheme’s governance
Old model New model
] ]
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Timeline

* Large UK
pension
scheme

» Started road to
diversification

* Trustees and
corporate feel
things getting
too complex

* Open tender
selection
exercise using
independent
advisor

» Set up on the » Asset class » Review the role
MN platform strategies in of DGFs
high priority _
diversifiers « Continue to

Delegate asset

: increase
2g(s)ﬁartrl10? and Implement new interest rate
9 asset classes hedging
DD on existing < Move towards + Triennial
managers new strategic valuation
asset allocation
Create ISC - FX hedging
Liability » Leveraged LDI
analysis, ALM,

strategy review

New custodian

* Liability
analysis, ALM,
strategy review

Mandate for
second phase
of interest rate
risk hedging

Hedge funds

Investment
grade credit
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Enhanced investment strategy

Matching

10%
Credit
25%

Hedge funds
15% Dev Mkts
Equity
20%
Matching
13%
Credit
8%
Property
3%

Commodities

; » High Yield
5% 11%
Hedge funds
9%
EMD

8%
Emerging Mkts
Equity Dev Mkts Equity
10% 13%
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Trustees spend more time on the big picture

Trustees spend less time on implementation and meeting managers
Sponsor more engaged

Unigue combination of advisory and delegated implementation

More sophisticated strategy with better risk/return:
Diversification — more managers, return drivers, regions
Dynamic asset allocation

Interest rate and currency risks hedged
Continuous portfolio management of the scheme’s overall balance sheet

Continuous risk management

Informative, forward-looking reporting that puts trustees in contral Institute
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Fiduciary management in practice
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Fiduciary management in practice
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Fiduciary management in practice

110 .
Achieved at a
lower risk level

105
101%

S 100 -

i

]

o

<

B 95 2

a3 0

2 +17%

o

® 0 NS

[=T+]

(=

£

84%
80 .
e==Average UK Pension Fund
e==\IN Client R
75 T T T T T T T T T T ?gsigi Institute
Facul
Jull0 Octl0 Jan1ll Aprll Julll Octll Janl2 Aprl2 Jull2 Octl2 Janl3 ’@‘ ana Loeuity

32



W\
\\\\\\

Get delegation right, and it enhances the trustees’ control
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Questions

Expressions of individual views by members of the Institute and Faculty
of Actuaries and its staff are encouraged.

The views expressed in this presentation are those of the presenter.
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Disclosures and disclaimers

Mn Services Investment Management UK is registered in England
and Wales (BR 010224) at 60 Cannon Street, London EC4N 6NP as
the branch of Mn Services Vermogensbeheer B.V. (“MN”), a limited
liability company incorporated in the Netherlands (The Hague
Chamber of Commerce , 27245360) and authorised by the Dutch
Authority for Financial Markets (AFM). The UK branch is also subject
to limited regulation by the UK Financial Conduct Authority. Details
about the extent of our regulation by the Financial Conduct Authority
are available from us on request.

This document has been approved by MN for distribution to
professional clients only and should not be relied upon by any other
parties. No modifications or amendments to this presentation may be
made without the prior permission of MN. The document is to be used
by the intended recipient(s) only and the document may not be
forwarded to a third party without prior consent from MN.

This document is meant for information purposes only. No party shall
have any right of action against MN in relation to the accuracy or
completeness of the information contained in it, or any other written or
oral information made available in connection with it. All features in
this pack are current at the time of publication but may be subject to
change in the future.

Any investment advice that we provide to you is based solely on the
limited initial information that you have provided to us. While MN may
have reviewed the Statement of Investment Principles of a relevant
trust, no part of any document or presentation provided by us prior to
our formal appointment as fiduciary manager by way of written
agreement shall be deemed to constitute “proper advice” for the
purposes of the Pensions Act 1995 (as amended). Any limited initial
advice given will be further discussed and negotiated in order to
agree formal investment guidelines which will form part of a written
fiduciary management agreement between the parties.

Unless otherwise stated, the source of information is MN. Any
forecasts or opinions are MN’s own at the date of this document and
may change. They are not a guarantee of future performance.

Past performance is not a guide to future performance. The value of
an investment may go down as well as up and cannot be guaranteed.

Unless otherwise indicated, the performance of pooled funds is
expressed in GBP and calculated on an offer to offer basis with
income reinvested and net of management charges.
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