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Introduction

In this fifth edition of our annual Fiduciary Management Investment Performance 2024 saw another stellar year for equity markets,
Review, we investigate how fiduciary managers (FMs) have performed to and one might have expected an easy ride across
understand: the industry in meeting return objectives - however,

this was far from the case, with wide dispersion, and
lagging long-term performance for some managers
and composites.”

e Did they take advantage of the positive market environment and produce the
required level of return?

e Were they rewarded for taking on additional levels of risk? o _ _
With many schemes approaching the five-year

e Do any FMs perform strongly year-on-year? anniversary of their manager’'s appointment following
CMA tendering activity, we expect many schemes to
be formally reviewing their manager appointments.
These results will help with evaluating and challenging
whether your manager has delivered on its promises.’

Over 2024, growth assets had another strong year in the face of heightened
geopolitical uncertainty. FMs should be well placed to take advantage, but evidence
suggests they have struggled to make back the losses from 2022.

Chris Powell,
"‘BW's report is a great help to trustees who may only see their own Head of Outsourced Investment
provider's performance. It allows analysis and comparison against Research

peers and across different risk return targets - enabling us to ask the
right questions of our FM provider and ensure they remain fit for

purpose.’

How we have categorised FM
mandates in our analysis

Paul Watson,
Capital Cranfield
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‘Barnett Waddingham's expertise and analysis is extremely valuable in
assisting trustees to have a more robust oversight and can help deepen
the trustees’ conversations with their fiduciary manager.”

Louisa Harrold,
Zedra




Strong growth performance over 2024

-

Index returns over the period - 2024
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Most growth asset classes had a strong 2024, with equity
markets seeing a second year in a row with a 20%+ return. The
results of the US presidential election and continued rise of
artificial intelligence boosted returns in the US and subsequently,
global equity markets.

Increased fiscal spending projections in the UK alongside
expected persistency in higher global inflation resulted in rising
gilt yields and therefore a negative performance for nominal and
real gilts.

FMs that rode the wave’ of index-tracking equities will have
performed well while equity protection strateqgies, and ESG-tilted
equity strategies detracted from performance in the main.

Key themes for 2024

Credit spreads




Positive performance over 2024
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The majority of FMs produced an average return within or above their
composite return targets. During a year when equity markets performed
strongly, passive equity exposure should have benefitted portfolios. FMs
that had equity protection strategies in place, and those with heavily
active strategies (including ESG-focussed strategies), typically detracted
from performance.

The liabilities + 2.5% to 3.57% composite outperformed to the greatest
extent, which is not surprising given the market environment.

The divergence in liabilities + 0.5% to 1.5% composite is interesting. There
are different objectives within this composite (buyout vs run-on), and we
have also seen markedly different portfolios with varying use of credit,
equity and illiquid assets. Accuracy of hedging also plays a key role when
return targets are lower.

“The report confirms a number of the trends | was expecting to see
such as continued de-risking and also highlights some interesting
statistics such as the higher dispersion of returns on portfolios

with low return targets, reflecting the wider range of investment

strategies adopted by fiduciary managers in that space.”

Sasha Jain,
Vidett
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Higher returning composites lag over
the longer-term
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Over the five years to the end of 2024, while the median returns
were within range at the lower end, we note performance was not
outstanding, especially considering the market environment.

FMs struggled to meet the performance target for the liabilities + 2.5%

to 3.5% composite on average. Portfolios within this composite differ in
make-up, with some managers having significant equity exposure, others
with more diversified strategies, and some with significant private market
exposure. On top of this, differences in hedging levels, and approaches to
reviewing hedging will have had a significant impact.

‘It Is important to recognise the range of outcomes a fiduciary
manager can deliver, and that risk can vary considerably as
well as return. Spending time discussing what a scheme needs
up front and which fiduciary manager can best meet those

needs is vital to align interests and outcomes.”

Sarah Leslie,
ndapt
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Concentration of mandates Split of FM mandates by target investment return
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In our previous reviews we have commented on the gradual de-risking
across the market. This trends has continued in 2024, and we now have

almost 90% of mandates covered by the GIPS® data having a return 80% —  ——
target less than liabilities + 2.5% p.a. 70%
This is good evidence to suggest FMs have managed to improve funding 007
positions, and lock in gains on behalf of their delegated clients. However, 50%
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Outputs are increasingly clustered

In our review of 2023 we identified a potential ‘clustering’ of
outcomes across the market relative to previous years. Interestingly,
despite a stellar year for markets this was reinforced in 2024.

The majority of mandate outcomes appear to be clustered with a
ceiling on return but quite significant deviations in level of volatility
(as shown by the tracking error). There is some degree of correlation
within the higher return target of liabilities + 2.5% to 3.57% where
generally it appears those who took more risk were rewarded, albeit
not nearly to the same extent as 2021.

Markets have experienced extreme events over the past few years,
and there could be an emerging theme of ‘defensive positioning’
resulting in FMs not able to capture as much of the upside.

Scheme-specifics will have a significant impact on experience, and
trustees need to be able to understand how their own strategy

will fare in different market conditions, and how their own FM's
philosophy could impact the strategy in place.

Investment restrictions have @

an impact
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Outperformance above liabilities
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FM-specific dispersion remains high

As with previous years, we have tested the FMs’ consistency across
clients, by looking at the level of client dispersion. On the surface, it
appears FMs are still experiencing high degrees of dispersion, with double
digit differences for two of the composites.

Given this chart considers the net return relative to liabilities, this
means two mandates with the same FM, and with similar return targets
experienced a > 10% difference in funding level over 2024.

This trend of dispersion has continued for a number of years, and so it
begs the question; are there any FMs with consistently high dispersion in
returns among their clients? Click the icons to read more.

What is the median? @

Compare to previous years @
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How to interpret
this chart
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“The level of dispersion in performance is astonishing, even within a
specific manager’s clients. Clearly, it's not just about having the right
FM, it's also making sure you have the right strategy!”

Alan Baker,
LawDeb
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3y to 2022 3y to 2023 3y to 2024

Longer term peer group shows
emerging trend

In previous years we have tried to understand if there are ‘winners’ or
losers’ on a relative basis year on year. The short answer was no, as we
saw the ranking jump around each year - with no clear pattern having q/ I%‘

FMs in the top (or bottom) consistently.

o
él

This year, we have been able to consider longer track records and looked
at a rolling three-year performance for each of the FMs (for example,
2022 shows the three-year performance over 2020 to 2022).

Peer-group ranking

Based on this longer-term performance we can see a clear pattern is
beginning to emerge, highlighting that manager selection is absolutely

Bottom half

key. The interactive chart illustrates some additional comments and
insights relating to the liabilities + 1.5% to 2.5% composite.

There are winners... @

“Understanding how your fiduciary manager is performing is a critical part
of the selection and retention of a high-quality manager that can deliver real
returns for your scheme. We continue to see dispersion in returns between
managers and across strategies and understanding how these could impact
your scheme is a key part of this report’'s analysis.”

...and losers.

Caroline Allensby-Green,
Dalriada Trustees 10
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Key challenges for 2025 and beyond Additionalinsights 1 ()

We asked each of the FMs what they see as a key challenge for UK defined benefit pension
schemes over 2025 and the next three-five years.

Hedging - impact from
interest rates and inflation

Climate change and
sustainability

Insurer capacity

Market concentration (e.g.
market "bubbles")

Credit spreads

Geo-political instability

UK regulation and policy

Additional insights 2 @

2025 @ NEXT 3-5 YEARS

Least significant Most significant 4
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Other factors to consider
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Using the data

EXPLAINED: FM investment mandate categorisation

The GIPS® for FMPs methodology categorises each FM mandate into a ‘composite”.

e Firstly, by its target investment return relative to a pension fund'’s liabilities; and

e Secondly, by any liability hedge retrictions! and, at each manager's discretion, any

other asset restrictions.

Target investment return
composite:

A. Liabilities + 0% < x < 0.5%
B. Liabilities + 0.5% < x < 1.5%
C. Liabilities + 1.5% < x < 2.5%
D. Liabilities + 2.5% < x < 3.5%
E. Liabilities + x > 3.5%

Liability hedge restriction composite:

Unconstrained hedging

Hedge restriction 0% < x < 40%
Hedge restriction 40% < x < 60%
Hedge restriction 60% < x < 80%
Hedge restriction 80% < x < 100%
Hedge restriction x > 100%

o v A WN R

This survey focuses on the year ending December 2024 and includes data from over circa
£60bn of assets under management®. We are grateful to the FMs who have provided GIPS® data
for inclusion in our 2024 FM Investment Performance Review.

1 Hedge restrictions are expressed as a percentage of funded liabilities

2 This includes data provided by FMs who account for over 95% of UK fiduciary management assets under management in respect of full FM mandates,
as defined by GIPS®. The figure may differ materially from FM AUM figures quoted in other market studies that include mandates not subject to the

GIPS® methodology.
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Using the data for analysing FM performance

While this framework helps trustees identify which composites
are relevant to them, the GIPS® for Fiduciary Management
Providers (FMPs) does not limit FMs to only show these
composites.

Some FMs have been voluntarily providing additional composites,
for example within different or wider return target bandwidths.

This additional data provides another lens to evaluate the
performance data, but also adds to the complexity for trustees.
Therefore, it is vital for trustees to be aware of what data is
being provided, and what limitations there are in the data.

We would also encourage users of the data to be cautious in how
this performance information is used to evaluate FMs, or when
directly comparing their own pension scheme'’s performance
against an individual manager data.

Disclaimers @

Key issues to be aware of @
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Please contact your Barnett Waddingham consultant if you would like to
discuss any of the above topics in more detail. Alternatively get in touch
via the following:

Chris Powell FIA CFA
Head of Outsourced Investment Research

DA chris.powell@barnett-waddingham.co.uk

R 0151235 6635

Kirsty Steven FFA
Senior Investment Client Manager

D] kirsty.steven@barnett-waddingham.co.uk

R 03331111222

www.barnett-waddingham.co.uk

Barnett Waddingham LLP (OC307678), BW SIPP LLP (OC322417), and Barnett Waddingham Actuaries and Consultants
Limited (06498431) are registered in England and Wales with their registered office at 2 London Wall Place, London,
EC2Y 5AU. Barnett Waddingham LLP is wholly owned by Howden UK&| Jersey Limited. Barnett Waddingham LLP is
authorised and regulated by the Financial Conduct Authority. BW SIPP LLP is authorised and regulated by the Financial
Conduct Authority.
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We thank the following organisations who have taken part in this
year's review:

e Aon e Mercer
e BlackRock e Russell Investments
e Charles Stanley e Schroders Solutions
e Goldman Sachs Asset o SEI

Management e TPT

Legal & General Asset
Management

Van Lanschot Kempen

Willis Towers Watson

and the Trustee companies that have been quoted throughout

the report:

e Capital Cranfield e PiPartnership Group

e Dalriada Trustees o Vidett

o LawDeb Pension Trustees o /edra @
e ndapt

The information is for guidance purposes only and should not be
construed as regulated investment advice. For professional use only.
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