INVESTMENT ADVICE

New market developments
make it a good time to
shop around for investment
advice says Richard Dowell
Cardano (UK)

wch has been written in recent

months on how many  invest-

ment advisers are changing their
business maodels, The main rationale is that
trustees are now in need of more help to cope
with the increasing complexity of their invest
ment arrangements anil to understand and
evaluate new opportunities in the market.
These new market developments also
present a t']l;:"cnge' as the boundaries F
between the territories occupied /
by advisers, asset managers and |

investiment banks are becoming

increasingly bhurred.
A

Dhowvell; ru{m__n-m-r Fi;'j.'

What has naot L'|mr1g¢':| is that trustees have
alwavs demanded clear advice and support o
help them manage the investment arrangements
and solutions which solve their I'H'\ZJI:IIt'I s,

As the traditional investment advisers change
their business models and new entrants join the
market, there is muech more choice available
to trostees. While choice is lm.r1'm1.|]_§' a gmn]
thing, it can also be confusing, Phrases such as
“directive advice™ and "in'ul':ln,"rnn:nlud :;qm.-i:llling"'
are becoming commonplace. The right invest-
ment advice is crucial in achieving successtul
restlts and therefore it is "||1:['H,|1'L:i1 W lor trustees
to understand the range of approaches now
available, hefore deciding which one to use. So

what is now |>L'ing offered to trustees?

Range of options

Until refatively recently
providing investment advice was for the consul-
ant to defiver a range of options, with relatively

little in the way of recommendations, from which

w traditional way of

the trustees could make a choice. This approach
lent feself well to the peer group approach of the
19805 andl scheme .'lel,'L'i“l' henchmarks ol the
1990

two or three asset classes

the majority of which only contained
and the main focus
Was un rncmil!nring the maragers, Howvever, the
maove towards specialisation and changing legis-
lation resulted in trustees demanding more from
1 I'll.\l-r C'l_l"ll."\'l.]l[-il“ .

We are now ina different era, The investment
n schemes have evolved

strategies of many pensi

1 inchide many more assel classes, investment
Inanagers anel risk Tanagernent solutions, often
using derivatives, Markets are thrr.n\'ing up
Ul}lmrnluili(':j all the time, some of which can
only be accessed within a short time window,
However, often the structure of the relationship
between the trustee and the imvestment adviser
is not conducive to taking advantage of these
opportunities. In addition, trustees are heing
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Table: How investment advice is provided

Traditional

= histarically the advice has bean in the ferm of pros and
cons. bul fs slewly becoming more directive

+ &l strateglc and day-lo-dey decisions remain with the
trusiees

= provision of advics normally centres on the normal
trustes mesting cycle and is often reactive

= ability to cangidar timaly sppartunities and new ideas is
very depandent on govarnance pasition of tha Irustass

Implamented consulting

= an extension of the traditional approash, but with some
ol the dacisions taken snd'or Implemented by the
adviser,

+ decisione delegated are often limited 1o investment.
manager aalection, thus only relisving soms of the

nance burden

= typically sirategic and soma day-to-day decisions ramain

with the lrustess

Aa some of the governance burden is lifted there iz
a greater opportunty 1o considsr mare mvestment
opportunities and new ideas

In-house investment team

= specialist teem hired by spenear or frustess to provide
dedicatad foous and support to the trustees

= maknly the luxury of 1he karget pension schemes eg BT,

railways

+ histarically many in-house teams alse managed the
physical assets, afthough increasingly thie iz outsourced
to specialist managemns

= an sxternal cansultant may still be used for cartain
projects

Solvency manager

= =n external specialist investment and risk team waorking
under dzlegated authorty, with & clear mandate to
improve andior stabilise the funding lavel

tha frusteas retain high level decisions miating 1o tha
averall solvancy 1arpal, tha lime frame (7 whieh 1o
echiswe resufts and attiuds to nak

+ mpproach lends iself well 1o baing holistic and dynamia,
e considaring the relationship of the lisbilties and
assels al all imes

the leval of delagation will vary depsnding on the
scheme, although greater delegation will anable greater
explofiation of market opportunities

more vocal in their demands for value added
ahvice and are reconsidering whether the tradi
tional ;1];|:.m):aq‘h ﬂ'all}' works for them. It has
never been a
current adviser meets your needs.

Over  the i
approac hes to prov ltllllu investment advice
and support have eme rg:ﬂ in the LUK, which
are summariscid in the Table,

et e to revic

prast fiw years lour  main

Which one to choose?

The traditional .1];l|:mf1<'|1 Lo L'IJthlIIlil'L‘l_:! will
tend to suit those trustees wanting to retain all
imvestment decisions relating to their scheme's
strat L'g:f -I|H| i[l\"-'-‘ill'l.l_‘”l l11.1r1.‘|gk‘l'$. 'I:h‘\.' yj_ﬂ'{_‘l—”'
ance budger will have a direct impact on the type
of investment solutions which can be adopred.
Thase with greater |'rudLg'l-; will have more Flex-
ibility. Asse wug the impact of the taditional
consultant remains challenging as the approach
does not lead 1o them |1.|\||eg A umllt.ﬂ)lllt:\ for

their recommendations, Performance fees are
an option, but only appropriate if there is a clear
i||i‘5_:n1|u,':nl al interest in the thjl.'n"'l,i\'{'h o hath
parties.

Implemented consulting has the henehit of
eIy ”IE HOOTme l]' |.I-|(.' (‘| VCT RN h'll.l'[l' n Irl Rl
the trustees. Tht‘\ are then able to focus on
|'|1‘g|wr level :.n'.11.1:g1u. decisions, which they are
or ]Jld( e to do, with the u:n:;u|l it
Imlzmg after more of the detail. T is important
that trustees make the implemented consult-
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ant accountable or their actions — the use of
performance fees can work well in achieving
this acoountability, there can be
the added complication that the implermented
consultant often helps o set the objectives, If so,

an additional iTI[ll'IJL‘HtlL‘HI adviser or a|;g'a'ia|i:~[

However,

performance measurer may be appropriate.

The in-house team is a luoxury many cannot
allore amed the .l‘ll!)l’l:l'ﬂt'l'l. can vary frem |'1-:'||:iuy'
trustess o set stml‘rg‘_\' ar select and monitor
investment managers to managing the
themselves, The in-house team brings wgether

alignment of interest the previous two
5 would Find it difficult to achieve.

AsECTS

The sulwm'lr manager .L|1|Jn_|ur|1 reuires the
trustees to formalise their role as non-execurive
directors and appoint the solvency manager as
the executive team.
overall fiduciary responsibility and high level
strategic decision making, such as the hinding
targei andd risk twlerance, However, l]u:l\' {‘i('ll‘g.lll‘

The trustees retain their

some or all of the day-to-day management of the
scheme’s solvency — such as deficit reduction
o Elr\m‘i:lin.g .lii.l|1i|il_\' to a4 HI,H_'C:i:ﬂH::I teatm,
Many issues r+:|.a|til]g to governance [’rul|g('t.-i
are overcome as trustees focus on managing
the overal

S"h('"'ll.' \'\'Ili]l' 1}1!_’ HI_II'\'[_'T'IK':.' lll-jiidg{'r
tocuses on building and implerenting the righe
holistic solution. This approach is therefore an
extension ul'imphw nented consu |L'ing. bt where
the lines of accountability between trustees and
addviser are most clearly defined.
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The day-to-day management tocus provided
with this .up|,1r|_r.u'|1 allivws GIL‘{,'i.'ji()r1-l'T1dli[ILL_l' and

hence investment strategies to be much more
dynamic, which is arguably required in this new
ora |J‘I |'H.'| \-||JH ‘|LI'||. ST In\l'\:]i'll.'[" ’\.\"xk-‘!"\l[l"
the solvency manager i achieved by -.mel\
assessing the change in the solvency position of
the [pension s e,

IF trustees t]t"vguh' any functions to a consult-
ant or solvency manager, they need to ensure
the Firm has the rl'ghl |a;||;k-u'|,1 ) '||1|.[1|1'|1u:r1l and
manage the investment decisions.

Suit yourself

Ultimately the approach which will best suit
a group of trustees will depend on their own
L |r[ wvimstances le.I |'|'|'\ tC'rl"T“ E,
diversification and risk management has led o
investment strategies hu‘umiﬁg more complex

The locus on

anel this reguires a :-igniﬁc';ml commitment ol
resources, Only time will tell whether these
complex solutions result in better outcomes for
trustees, The i1||[,w'1 ol the gUveTRANGE |1w:|g='!
will e different tor the vavious approaches, often
impacting on the investment solution adopred
anl
.J|1|1ru.].1-|1 is used, it is important that trustees
understand the underlying business model of
the firm 1,|:::\' '|1'|]:||m' and its [1] s for the future,
There is mnthmg maore frustrating in hiring a
firm than to find out yoo are Imné dragged ina
|.||TL[ ““I'I w |'I'|(_ h "Jl||l"y l||'|I.'|'|'| I.—.lfll"'l— Lh-'l.ll. \”I.I \"""
may see the ame rgence of more hmm Iu:lpmé
coitle what suits them,

'\IIHG II |||—|'|'| i l"'llll.'l.l(:"\. MIUIIL 1|]|'J :II('II Il<|[| 1'1
the emergence of firms :ldw.mg on the choice of
selection hrmt-.’ Now there's a thought... PW
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henoe the results achieved, Whichever

as \'\'L‘n
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