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Getting the most from your fiduciary

manager:
Assessment, performance and
assumptions
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Roadmap
• Oversight and suitability: evolution and adoption
• Getting the most from oversight
• Challenges of assessing performance
• The impact of assumptions: selection and monitoring
• Key points
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The development of oversight
2021
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1995

Legislation
and guidance

Market
Investigation

Legislation

Pensions
Act
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DWP

Legal Obligation

Mandatory requirement

Strict Guidance

Check that the provider is suitably
qualified to provide investment
consultancy or fiduciary management
services

1. Agree strategic investment objectives
2. Ongoing: Monitor the activities and
performance
3. Ongoing: assess performance against
the Strategic Investment Objectives

1.
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2.

Reassess the strategic investment
objectives
Conduct a suitability review of the
service provider:

Background - market take-up?
31% of DB schemes using fiduciary management have oversight provided by an independent firm

Defined Benefit Schemes with independent oversight

31%

£500m - £1bn

Scheme Size

69%

>£1bn

£250m -£500m
£100m-£250m
£50m-£100m

<£50m
Respondents with independent oversight

0%

Respondents without independent oversight
Source: IC Select Survey – FM Research Universe
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What do you hope to gain from the strategic investment objectives?
Minimum Compliance
Benefit
―General guidance on quality of
service
Objectives
―List of objectives
Measurement
―Traffic light style assessment

Driving continuous
improvement

Drives re-selection decisions
and any performance bonus

Benefit
―Identifies key performance areas
―Communicates Trustee priorities to
the investment adviser (IA)

Benefit
―As previous PLUS:
―Drives performance fees if used
―Highlights when service should be
re-tendered

Objectives
―Balance scorecard
―Components weighted and scored
―Overall performance score if
required
Measurement
―Requires scoring framework
―Relevant, Achievable & Measurable
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Objectives
―As previous PLUS:
―Drives retain or re-tender decision
―Basis for measuring success and
judging value for money
Measurement
―As previous PLUS:
―Potential link to remuneration

Creating a balanced scorecard
Balanced Scorecard Structure

FACTOR

Financial
Performance
(20%)

Advice

(40%)

Relationship

ESG

➢ Weighting applied to communicate
importance and arrive at an overall score

(30%)

(10%)

AREA
Manage risk
appropriately

Achieve investment
objective

(25%)

(60%)

➢ Each Factor refined into specific Areas

Manage cost
effectively

➢ Specific Objectives set for each Area

(15%)

➢ Dynamic structure
➢ Objectives should be Relevant, Achievable
and Measurable

OBJECTIVES
Outperform liability
benchmark by y% over
3yr period
(80%)

➢ Factors set out the high level service areas

Manage assets in line
with all constraints
(20%)

What gets measured gets done
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Assessing performance
110
108

Asset Return Relative to Liabilities
Return Relative to Liabilities (Hedge Adjusted)

106

➢ Expected return typically set to
match investment objective

104

➢ 50% chance of underperformance

102

➢ Underperformance does not
necessarily imply lack of skill

100

➢ Assessment of performance must
take account of trustee constraints

98

96

➢ All strategies need time

94
92
Year 1

Year 2

Year 3
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Year 4

Assumptions vary significantly!
Portfolio Asset Allocation:
LDI
Credit
Absolute Return Bonds
Equity
DGF
Property
(100% liability hedge)
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36.1%
11.5%
11.6%
13.0%
10.0%
17.9%

Impact of assumptions on portfolios and performance
Optimistic Assumptions

Pessimistic Assumptions

Allocation to risky assets

Lower

Higher

LDI leverage

Lower

Higher

Cost

Lower

Higher

Relative performance in:
Strong positive markets
Weak markets
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Key points
• Trustees should assess suitability and monitor performance against the
strategic investment objectives
• Effective oversight enhances governance
• Balanced scorecard approach offers a clear structure for setting,
maintaining and assessing objectives

• Key question is ‘does the manager have the appropriate skill?’.

Not has

the fund out-performed.
• Assumptions are the main driver of performance and risk, not skill
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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 recipient. 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 can not 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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