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Where could investors look next?
Stretched valuations, both in equities and bonds, have left many scratching
their heads as to where to invest next. Our team has come up with some
exciting ideas on how investors could approach this challenge.

Matt Gibson

Matt Selfe

Matt.Gibson@lcp.uk.com

Matt.Selfe@lcp.uk.com

Welcome to the seventh edition of LCP Vista, which
summarises our most recent investment insights.

The optimist sees the doughnut;
the pessimist sees the hole.
Oscar Wilde
The goal of this magazine is to help investors look at investing with a different
perspective, whether that be in their investment portfolio, the investment industry
or the wider market.
We hope you enjoy reading this edition of LCP Vista. Please contact either of us, or
any of the authors, if you have any questions or would like further information on
the topics raised.
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Where could investors look next?

IDEAS AND VIEWS

PLATFORM LENDING:
THE FUTURE OF INVESTING?

Carolyn Schuster-Woldan
Partner
I’m a partner with almost 20 years’ experience
working with pension scheme clients. I have a
collaborative approach to consulting, making
sure that my clients are informed at every stage,
enabling them to take better and faster decisions.
Alongside my client work, I’m a key member of the
fixed income research team, with a special focus on
the current opportunities in private debt.

+44 (0)20 7432 0617
Carolyn.Schuster-Walden@lcp.uk.com
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Technology disrupts industries, often serving to completely
transform the landscape and the way we live. This has often been
through the creation of “platforms”. Think Facebook, Ebay, Uber,
and Netflix. The list goes on. Within the world of pensions, we have
seen platforms re-design how defined contribution and defined
benefit pensions can be managed.

Institutional investors have not been able to access this asset class
in the past and banks have found it difficult to lend in this area
as well. The loans are large enough to require labour intensive
analysis of their creditworthiness, but too small to be highly
profitable. These companies have, therefore, been underserved by
all potential lenders.

Platform lending is now here. Platform lending is a new asset class
designed predominantly for investors to access small businesses.
Investors are able to lend directly to a diverse range of businesses,
ranging from the grocer on the corner to a small engineering firm.
And for attractive yields too.

Lending platforms can solve this problem. They have brought the
small business and lender together, without the bank needing to
be the middle man.

Platform lending is a
new asset class designed
predominantly for investors
to access small businesses.

These platforms have gathered huge amounts of data on
borrowers all over the world. Cutting edge technology in data and
predictive analytics allows platforms to price loans more quickly,
and arguably more accurately, than the banks ever could.
In fact, the power of this analysis has meant that the traditional
role of an investment manager has effectively been transferred to
the platform. Some of these platforms are launching funds which
then pool investors’ capital and allocates it against borrowers’
needs. In this way, investors’ exposures are diversified against all of
the approved borrowers.

Where could investors look next?

A word of caution though. Investors are reliant on the platform’s
model to accept good loans and reject bad ones. The track record
has been reasonably short and has yet to be tested by a severe
financial crash.

IDEAS AND VIEWS

Lender
(eg investor)

Lending
platform

Borrower

Cutting edge technology in data and
predictive analytics allows platforms
to price loans more quickly, and
arguably more accurately, than
the banks ever could.
We have seen some managers take small positions in platform
lending companies as part of a diversified portfolio, putting them
in a good position if this area takes off.
It is still early days for platform lending, but watch this space!
It is a fascinating area where technology has helped to unlock
previously inaccessible investments – we have no doubt that this
is just the beginning.
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Where could investors look next?

IDEAS AND VIEWS

INSURANCE-LINKED SECURITIES:
IS INSURANCE THE BEST POLICY?
You will have seen the devastating effects
of the Atlantic hurricane season in the news
in recent months. Total insured losses from
Harvey, Irma and Maria alone could be over
$150bn. To put this into context, this is more
than the insured losses in 2005 and 2011,
the years of Hurricane Katrina and the Great
East Japan Earthquake.

Sailesh Mistry
Associate Consultant
In addition to advising clients, I am a key
member of some of LCP’s research teams.
This includes researching alternative
asset classes, such as insurance-linked
securities, which can play an important
role in helping our clients to diversify their
investment portfolios.

+44 (0)20 7432 3089
Sailesh.Mistry@lcp.uk.com
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Insurance-linked securities is an asset
class worthy of mention at a time like this.
These securities, whilst an investment, help
insurers provide protection for individuals
and companies exposed to natural disasters.
The recent losses to insurance companies
mean that insurance-linked securities have
a larger part to play. At the same time, we
believe that investors should expect more
compensation for doing so.

What exactly are insurancelinked securities?
In effect, insurance-linked securities
provide investors with access to the
insurance markets. Broadly speaking, the
investor will effectively act as a reinsurer,
receiving a premium from insurers in
exchange for taking on some of the insured
risk. Usually, the risk taken on is from
natural catastrophes, such as hurricanes,
earthquakes or tsunamis.

But, why does the recent spate
of hurricanes increase the
return expectations of these
insurance products?
These events have shifted demand and
supply of insurance-linked assets in
investors’ favour. Given the capital losses to
reinsurers, many of them will have reduced
capacity for catastrophe risk going forwards.
As a result, insurers will be willing to pay a
higher premium for reinsurance. Investors
could expect a higher level of compensation
for taking on the same level of risk.

Investors could
expect a higher level
of compensation for
taking on the same
level of risk.

As with any investment, insurance-linked
securities are not without risk and investors
may incur losses in the event of future
catastrophes. Losses are restricted to the
amount invested in the fund and the fund
managers are themselves experts in these
insurance markets. We prefer funds that
are well diversified across different risks
and geographies, which helps to mitigate
losses from a single event. Such funds are
reasonably well-insulated from isolated
losses, whilst are still able to make the most
of improved pricing in the market.
Improved pricing isn’t the only attractive
feature of insurance-linked securities.
Returns are uncorrelated to other asset
classes. A stock market fall does not lead to
a hurricane in the Caribbean or vice versa.
Insurance-linked assets can therefore add
real diversification benefits to an investor’s
portfolio. This is a key differentiator to
other asset classes, which can often exhibit
high correlations when you most need
diversification.
Overall, we think that insurance-linked
securities offer a genuinely diversified asset
that investors, such as pension schemes,
can add to their portfolios. Recent changes
in the pricing of insurance linked securities
offer an ideal opportunity for investors to
enter this asset class.

Where could investors look next?

IDEAS AND VIEWS

Insurance-linked assets can add real
diversification benefits to an investor’s portfolio.

Yields increase following larger loss events
Natural catastrophe
insured los ($bn)
Indicative yield

2005

Year of Hurricane
Katrina Insured losses
of c$130bn

2017
2011

Year of the Great East
Japan Earthquake
Insured losses of c$130bn

Year of Hurricanes
Harvey, Irma & Maria
Estimated insured losses
of c$150bn

?

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011
Source: Credit Suisse Asset Management

2012 2013 2014 2015 2016 2017 2018
(est.) (est.)
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Where could investors look next?

IDEAS AND VIEWS

WHAT IS THE IMPACT OF
YOUR INVESTMENTS?
There are lots of ways to make a positive
social or environmental impact, without
sacrificing investment returns.
Responsible Investment (RI), which considers environmental,
social and governance (ESG) factors, is moving up pension
trustees’ agendas. Once thought of as a philanthropic type of
investment, where returns were sacrificed for social good, this
has previously been unpalatable to pension trustees given their
fiduciary duty to their members.

Matt Selfe
Consultant

However, times are changing. Investors are realising that taking
account of ESG factors can actually help returns. Indeed, the
Pensions Regulator issued guidance for defined benefit schemes
earlier this year clarifying this point, which provides comfort for
pension scheme trustees and consultants alike.

“

+44 (0)20 7432 7793

Long-term financial risks…
potentially include risks relating
to factors such as climate
change, unsustainable business
practices, and unsounds corporate
governance. Despite the long-term
nature of investments, these risks
could be financially significant.

Matt.Selfe@lcp.uk.com

Guidance from the Pensions Regulator
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“

I’m a Consultant within LCP’s Investment team
and am a qualified actuary. I help pension scheme
trustees meet their investment objectives by providing
clear and straightforward advice. Alongside my client
responsibilities, I also actively research investment
funds. My objective is to find the best investments for
our clients. I have a particular focus on researching
specialised alternative investments.

Responsible investment takes many
different guises…
There are different ways and extents to which responsible
investment can be incorporated into investment strategies.
It is no longer a case of just screening out certain sectors,
such as tobacco or gambling stocks. There are also funds
that use RI as an investment theme, focusing on ESG
factors in order to generate returns. The diagram shows a
range of options for responsible investment.

… “Impact” investing is the pinnacle of
responsible investment
For an investor who wants part of their portfolio to have
a strong responsible investment focus, “Impact” investing
is one way to achieve this. Impact investing is at the
top of the tree when it comes to RI. This is investment
that proactively sources opportunities that have an
environmental and/or social focus, without sacrificing
financial returns.
But, in my mind, it should go further than that. Impact
funds should have a meaningful voice in the companies
in which they are invested. In practice, this typically
means private rather than public investing. An investment
manager may be able to vote on ESG issues in a publiclylisted company, but is unlikely to have a key influence
unless other investors are of the same mind. Investors in

Where could investors look next?

IDEAS AND VIEWS

GROWING IMPACT
private companies have more scope to ensure good governance. A
specialist investment manager can also bring additional expertise when
implementing positive environmental and social initiatives that will add
value to the company.

6

However, investors should be careful when considering Impact
investing. The term is relatively new in the industry, and there is no
common definition. A fund could well be advertised as an “Impact
fund”, but in reality it may well fall short of an investor’s own idea
of this. It is therefore essential that investors do their homework to
understand how Impact funds match up against their requirements.
Given it works in the private space, Impact investing is unlikely to be
suitable for an investors entire equity portfolio. However, when used in
conjunction with one of the approaches suitable for public markets, it
could give an added ESG focus to portfolios.
To find out how LCP assesses managers’ approaches to ESG factors,
Claire Jones sets out the initial results of our latest Responsible
Investment survey on page 14.

3

“Impact” investing
Investing in, and bringing
expertise to, private
companies focussed on
environmental or social
problems. Eg companies
developing a new way to
source fresh water or
reduce carbon emissions.

Negative screens
Eg Investing in a
conventional index,
but screening out
stocks often
associated with a
negative social or
environmental impact.

1

No ESG focus
Eg Investing in a
simple FTSE100
tracker fund.

5

Private
markets

4
Public
markets

2

Good stewardship
Eg Investing in a simple
FTSE100 tracker fund that
actively engages with
companies on ESG issues.
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IDEAS AND VIEWS

EQUITY RELEASE - HAS THIS OLD
DOG LEARNT NEW TRICKS?
Equity release is a way for homeowners to recieve a lumpsum or steady income and continue to use the property.
One type that I’d like to focus on is lifetime mortgages. This
is where an individual (typically over 55) borrows a sum
of money secured against their house. Interest payments
are generally rolled up and paid at maturity along with
the repayment of capital. It allows policyholders to access
wealth that is “trapped” in their house. This could be to
top up their pension or provide a house deposit for their
children, without having to downsize their own home.

Equity release can be an attractive asset
for pension schemes.
Kristopher O’Sullivan
Associate Consultant
I have a dual role in developing LCP’s technology
and providing investment advice to a range of LCP’s
clients, which enables me to provide our clients
with the latest thinking and newest tools. I am also
a key member of our new investment ideas team,
expanding our investment research to new and niche
asset classes to ensure we remain ahead of all the
investment opportunities in the marketplace.

+44 (0)20 7432 7784
Kristopher.O’Sullivan@lcp.uk.com
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In a world of low yields, equity release currently offers
attractive returns, good security and liability hedging
characteristics.
For many, the words “equity release” brings to mind
negative headlines from the past, however the industry
claims to have cleaned up its act in recent years.
Importantly, sales are now made with a “No Negative Equity
Guarantee”. This guarantee means that the amount owed

will never exceed the value of the house. The lender has no
access to the other assets of the individual.
Further, the industry is now FCA regulated. It requires a
qualified advisor and a solicitor to be involved in every sale.
Some providers even require a signature from the next of
kin, given the implications for inheritances. Things have
certainly changed for the better.
Despite the increased protection for borrowers, the asset
class still provides an attractive opportunity for investors.
The key change from the lender’s perspective is the “No
Negative Equity Guarantee”, which caps an investor’s
returns by the value of the policyholders’ house. However,
loan amounts at outset are typically set much lower than
the value of the house (eg 30%), which means that they
have room to make significant gains before the house price
is exceeded.

For many, the words “equity
release” brings to mind negative
headlines from the past, however
the industry has cleaned up its act
in recent years.

Where could investors look next?

IDEAS AND VIEWS

Equity release offers a new opportunity
for pension schemes.

We have been talking to providers who plan to make this
asset class accessible to pension schemes, so please get in
touch if you are interested.

Equity release has typically been dominated by insurers.
In fact, insurers are generally unwilling to share the
opportunity with pension schemes given how valuable
these assets are to hold against their annuity liabilities.
For the same reason insurance companies like this asset,
pension schemes should find them attractive too; they offer
a natural hedge to scheme liabilities and offer better yields
than those available on gilts.

Once an asset class coloured with reputational risk,
equity release has changed and reformed. New standards,
regulation and sales practices, as well as opening up for
investment by the wider market, leads me to believe that
this old dog has indeed learnt new tricks.

Lifetime mortgages also offer some hedge against
longevity risk for pension schemes. Improvements in life
expectancy, increasing the length of liabilities, should
similarly impact the time to maturity of the lifetime
mortgage.

They offer a natural hedge to
scheme liabilities and offer better
yields than those available on gilts.
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What new aspects could investors consider?
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MARKETS AND MACRO: THE
GLOBAL ECONOMIC OUTLOOK
REMAINS UPBEAT
For the first time in years, as 2017 has progressed, the forecast for global growth
has actually been revised upwards, with the current consensus level expected
to be around 3%. In fact, for its part, the OECD forecasts that global economic
growth in 2017 will be higher than this, at 3.5% and this against a backdrop of
moderate inflation, for the most part.
So the picture is more positive than it has been for a while but, inevitably, there
are still things to worry about.

Consensus world GDP forecast, year on year %

Although growth has picked up, it is still
well below the 4% pa of the “miracle”
years between 1950 and 2008. And this
is during a time when the kitchen sink of
monetary policy has been thrown by the
world’s central banks at economies and
asset markets in efforts to revive them.

Natalie Brain
Consultant
In addition to advising both DB and DC clients, I am a
key member of LCP’s macroeconomic research team. Our
research helps shape the advice we provide to our clients. I
discuss macroeconomic outlook with senior economists and
investment managers on a quarterly basis, and help produce
our quarterly investment market commentaries.
Source: Thomson DataStream, Schroders Economics Group, 8 September 2017

+44 (0)20 7432 7756
Natalie.Brain@lcp.uk.com
12

In the US, momentum has slowed as the
reflationary and fiscal stimulus expected
from President Trump has been delayed
or has not materialised. Although
Chancellor Merkel won another term, she
faces a tough task knitting together a
governing coalition in Germany. In Spain,
let’s just say it’s complicated, as one of
the country’s richest regions, Catalonia, is
thwarted in its attempts to secede. And,
that’s not even mentioning Brexit.

Now that central banks think, or at least
hope, that the economic patient is in
recovery, there is a desire to remove the
monetary medicine, either by raising
interest rates or reducing quantitative
easing, or both. The US is furthest down
that path, but others are itching to follow
in its footsteps…

What new aspects could investors consider?

IN FOCUS

The Bank of England announces first rate rise since 2007

Are there more rises to come?

…and on 2 November, the Bank of England’s monetary policy committee (MPC)
announced its first increase in interest rates since 2007.

The MPC has a difficult task, providing monetary support for the economy while being seen
to be prepared to tackle above-target inflation. And, it must tread carefully. The potential for
policy error is significant – eg too quick a hike in rates, too vague a policy communication –
especially given the Brexit-induced uncertainty the UK already faces; and any error could lead
to significant market moves.

The move was well signposted and therefore largely anticipated by markets. Sterling,
which had risen on earlier guidance that there could be a rise on the cards, actually fell
slightly on the news – possibly as market expectations for the pace of future rises were
tempered.
More importantly for our pension scheme clients, gilt yields also fell slightly, as shown in
the chart below.

There will surely be more to come, but no time soon. The MPC has merely reversed the cut
made after the EU Referendum result, and warmed markets to the idea of some degree of
normalisation, however gentle. At this stage, I see the potential for one rate rise in 2018, and
one or two in 2019, depending on the outcome of Brexit negotiations and resulting market
conditions.

Core inflation of 2.7% over the
year to October 2017, driven
largely by Sterling weakness,
put pressure on the MPC to
raise the policy rate.

The 0.25% rise to 0.5% has returned

Following the announcement,

the UK policy rate to the level

gilt yields fell, and so prices rose.

experienced for most of the past

But compared with moves earlier

decade. It still remains remarkably low

in the year, the reaction was fairly

compared with historic rates.

muted.
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IN FOCUS

ENCOURAGING PROGRESS ON
RESPONSIBLE INVESTMENT, BUT
STILL ROOM FOR IMPROVEMENT
Early results from LCP’s 2017 Responsible Investment
Survey show that more investment managers are
adopting responsible investment practices, but best
practice approaches are still far from universal.
Every two years, LCP asks investment managers to complete an
in-depth questionnaire about their treatment of environmental,
social and governance (ESG) issues and the extent to which they
adopt stewardship practices, such as voting at company AGMs and
engaging with investee companies.

Key numbers:

77%

signatories
to UNPRI

52%

hold widespread
responsibility for RI

97%

of votes exercised
by UK Stewardship
Code signatories

Full results will be available in time for trustee meetings in Q1 2018. In
the meantime, here are a few of the initial findings1.

Claire Jones
Senior Consultant
I am an actuary with over 15 years’
experience spanning pensions, investment
and sustainability. I help LCP’s clients to
include environmental, social and governance
considerations in their investment processes,
with the aim of delivering sustainable longterm financial returns.

+44 (0)1962 873373
Claire.Jones@lcp.uk.com
14

There has been a significant increase in the proportion
of respondents who are signatories to the UN-backed
Principles for Responsible Investment (PRI).
This has increased from 66% in 2015 to 77% in 2017. These managers
have committed to incorporate ESG in their investment analysis and
decision-making processes.

However, in practice this ESG integration is much
less widespread. Only about half of respondents
(52%) make the responsibility for integrating ESG in
portfolios widespread amongst staff.
These initial findings may change as we conduct further analysis and
potentially receive additional responses.

1

What new aspects could investors consider?

IN FOCUS

WA N T TO F I N D O U T M O R E ?
Fewer still (37%) have a Board member accountable for
ESG integration. This suggests that ESG is not yet truly
embedded in many managers’ businesses.

There are encouraging signs that more
managers are adopting best practice
approaches for stewardship.
The majority of respondents are signed up to the UK
Stewardship Code. These managers exercise almost all
of their votes (97% on average) and are willing to abstain
or vote against management where appropriate: they did
this for at least one motion at 34% of AGMs on average.
However, relatively few managers were able to provide
good examples of their engagement on topical issues.

A guide to climate-related risks

Climate-related risks and opportunities will affect every part
of the economy to some extent. In this guide we explain what
climate-related risks are, how they are relevant to DB and
DC pension schemes and what actions trustees can take to
address them. Find out more

What are E, S & G?

The Pensions Regulator has told trustees they need to take
ESG factors into account if they believe they’re financially
significant.But what are E, S and G factors? And how are
they relevant to investors? Find out more

To find out how your managers have scored in our survey,
please speak to your usual LCP consultant.
Also in this edition on page 8, Matt Selfe explains how
Impact investing aims to bring social and environment
benefits without sacrificing financial returns.

Responsible investment in practice –
interviews with fund managers

We have been chatting with fund managers across a range
of asset classes to gain insights into their approaches to
ESG and stewardship. Hear what they have to say in our
online series. Find out more
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FROM THE SPONSOR’S
PERSPECTIVE - IS YOUR DIVIDEND
POLICY UNDER THREAT FROM THE
DB PENSION SCHEME?
The Pensions Regulator’s 2017 annual funding
statement sets out a new tougher stance for
sponsors of defined benefit pension schemes.
In essence, it states that sponsoring employers
need to prioritise pension deficit contributions
ahead of dividends. Companies with annual
dividend payments that are greater than their
DB pension contributions are particularly at
risk.

Understanding the risks

Laun Middleton
Partner
I listen carefully to the needs of trustees and sponsors and work with them to
design investment strategies that fully integrate the risk management and funding
requirements in their pension schemes. I am passionate about implementing these
strategies in the most cost effective manner to give real value to clients.

+44 (0)20 7432 0605
Laun.Middleton@lcp.uk.com
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Businesses are under pressure to maintain
high and stable dividends so the risk of
regulatory intervention on dividend policy is
unlikely to be welcomed by company boards.
In practice, normal fluctuations in the deficit
in the pension fund can be absorbed by
relatively modest changes to the funding plan
and/or investment strategy. Sponsors often
have enough margin in their business plan to
accommodate these. The fund and sponsor
are still in the world of business as usual.

However, growing increases in the pension
fund deficit will drive the trustees to push for
higher contributions from the sponsor. This
may push cash requirements beyond ‘business
as usual’ with sponsors needing to re allocate
resources to the pension fund and cut back on
investment in the business and dividends to
shareholders.

What can companies do?
For most pension funds, a large increase in
deficit will be driven by some combination
of falls in equity markets and falls in interest
rates. Therefore, reducing the exposure the
pension fund has to these risks will reduce the
chance of a painful increase in deficit.
The good news is that there is a range of
investment tools available to pension schemes
to insure against risks. Be that the risk of
falling equity markets or falling interest rates.
The insurance can be structured in many
different ways to optimise the sponsor’s risk
exposure and costs.

What new aspects could investors consider?

Employer contributions to DB pension schemes vs dividends

Scheme sponsors should ask how exposed they
are to pension fund risks and what scenarios
might push them away from ‘business as usual’ –
eg what events might disrupt the dividend policy
or investment in the business.

1.

Assess what level of pension
contributions are likely to be affordable

80
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60
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50

£ billion

My key actions for sponsors:

Contributions to DB pension schemes
Dividends
Dividends/pension contributions

3

40
30

2

20
1
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2.

Translate this into the maximum tolerable
pension fund deficit

0

Dividends / DB pension contributions

ACTION P LAN TO
MA N AGE THE TH R EAT

IN FOCUS
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Source: LCP Accounting for Pensions 2017

investment offerings to manage
3. Analyse
the risk against the deficit growing larger
over the period to the next valuation

with pension scheme’s trustees
4. Engage
to implement this risk management

On average, dividends are much larger
than pension contributions so many
companies may find The Pensions Regulator
scrutinising their dividend policy.
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What is the industry looking at?

WHAT NEXT FOR INVESTMENT
CONSULTANTS?
In September, the FCA referred the investment consultancy industry to the Competition and Markets Authority (CMA). The CMA has now set out the scope of its investigation.
It is going to be extensive with a wide range of potential remedies. Although the behaviour and practices of the investment consultants are the principal objects of the
enquiry, it looks like the CMA could end up having something to say about pension scheme trustees too.

Here are our views on the investigations, and what that means for investment consultants.
Here comes the CMA… should consultants be worried?
The FCA has never referred onward to the CMA before, so what is it about
investment consultants that has it so worried?
The investment consultancy industry is not particularly big, total revenues are
around £240m, but it is very influential. It advised on around £1.6trn of assets,
much of which is invested in the UK economy. The FCA is, therefore, rightly
concerned that clients get a good service from their investment consultant...

Matt Gibson

CLICK HERE TO READ ON>>>

Measuring the success of investment advice - mission impossible?
There is currently much debate over how investment consultants
measure their success.

Clay Lambiotte
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Increased regulation is inevitable, and will hopefully lead to better
outcomes and protections for the end investor. However, there is a
danger that the establishment of a uniform and quantitative measure
of success for all pension schemes and their advisers will be somewhat
arbitrary and lead to problems...

CLICK HERE TO READ ON>>>

REGULATION

What is the industry looking at?

REGULATION

Matt vs Ken: What makes a good consultant?
Being investment consultants, we think we have a pretty good idea on how to answer this question. It just turns out
that each of us has different views on what being an investment consultant is all about...

“

Ken Willis

“

Matt Gibson

I start from the other direction. I think
of myself primarily as an identifier of
investment opportunities. I am trying
to maximise returns for clients within
their limits of risk.

“

“

I guide my clients to a place – today, and
every day – that is more likely to meet their
objectives, so helping ensure members’ benefit
are paid and sponsors don’t have surprises.
In short, I am a risk manager and clear
communicator, and my clients value that.

CLICK HERE TO READ MORE OF THE DEBATE>>>

Meet the authors
Matt Gibson
Partner

Clay Lambiotte
Partner

Ken Willis
Partner

Matt.Gibson@lcp.uk.com

Clay.Lambiotte@lcp.uk.com

Ken.Willis@lcp.uk.com

I have 20 years’ experience analysing and selecting
investment managers across all asset classes. I
am responsible for LCP’s manager research and
delivering clear advice to LCP’s clients on their
investment management arrangements. My
role is to ensure LCP’s consultants are receiving
appropriate information, analysis and opinion so
they can provide advice about investment managers
that is tailored to their clients’ requirements.

A great investment idea is only useful if you can
educate others about it and spur them into action. I
offer a clear, no-nonsense approach combined with
a plain-speaking style. My meetings are interactive
(and mildly entertaining!) to ensure everyone is
engaged. I use this approach to help Trustees and
corporate sponsors understand their situation and
options, and make the most effective investment
choices for their circumstances.

I help my clients understand and manage risk,
improve their investment returns and improve
members’ outcomes. My approach is that getting
a 90% good strategy in place is much better than
discussing what perfection looks like for months on
end. Within LCP, I help develop technology to ensure
my clients and colleagues are well-informed and have
up-to-date information at their finger tips.
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What is the industry looking at?

REGULATION

IS THE FCA ANNOUNCEMENT THE
BEGINNING OR THE END FOR
FINDING OUT TRANSACTION COSTS?
After nearly two years of consultations and
deliberations (including almost a year of
complete radio silence) it finally arrived!
In September 2017 the Financial Conduct
Authority (FCA) published a policy
statement confirming that, from 3 January
2018, asset managers are required to
provide transaction costs in a standardised
format to trustees on request.

Sam Cobley
Consultant
I help DC clients design and implement
investment strategies that deliver good value
for members. As part of my role I research
Target Date Fund and post retirement
solutions, meaning I can assist in ensuring
our advice brings ideas that are suitable and
relevant to our DC clients.

+44 (0)20 7432 0695
Sam.Cobley@lcp.uk.com
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For many, this will come as a huge
relief. Since the Pensions Act 2014, the
Department for Work and Pensions (DWP)
has required governance bodies to disclose
transaction costs “as far as they are able
to”, but trustees have been caught in
limbo. Either they disclose transaction
cost information fully aware that, with no
standard methodology in place, the data
is not consistent across their member’s
portfolios. Or they do not disclose costs,
aware of how the omission will look to
members. Now, finally, schemes can
provide members with the transparency
the DWP sought to make available to
members.

Now, finally,
schemes can provide
members with the
transparency the
DWP sought to make
available to members.
Notably, the FCA has also decided to
retain their initial methodology, despite
opposition throughout the consultation.
In the recent statement, even the FCA
concede that “any calculation will be an
estimate rather than a precise number”.
Whilst the statement also attempts to
cover other concerns, such as the ability
to game the system and difficulties in
applying the methodology across asset
classes, there seems to be a general
perception that some of the finer points
of the methodology may be subject to a
period of ‘learning by doing’.

Furthermore, the announcement does
not provide any guidance for trustees on
what transaction costs are assumed to be
reasonable, largely due to the variations in
these costs across asset classes and active
and passive mandates. It will therefore
still fall on trustees to decide whether the
costs experienced by their members are
reasonable.
So while the industry will welcome greater
clarity around transaction costs, it seems
we still have a long way to go.
Asset managers must implement the
requirements by the start of 2018, which
seems tight at best. Many will have to
make fundamental changes, both to
the way they report trades but also
operationally; they will need to ensure that
they have the systems to report accurately
the components of the charges now
required by law. Similarly, after this date,
trustees will face a steep learning curve in
attempting to understand what constitutes
‘reasonable’ transaction costs.

What is the industry looking at?

Unfortunately, the recent announcement has not
brought us to the end of the transaction cost
saga as many had hoped, but the foundations
may now be in place.
In early November, the DWP announced a
further consultation on its policy and proposed
regulations for how investment costs and charge
information should be published and made
available to members. The consultation will also
look at how we can make it possible for members
to be able to easily request information on the
funds in which their money is invested.

REGULATION

presented meaningfully and via channels that
meet members’ needs.
The Government believes that this information
will empower scheme members, resulting in a
stronger sense of personal ownership, so they are
better enabled and motivated to maximise their
savings.
From these foundations a robust structure needs
to be built and tested in a relatively short period
of time. Watch this space!

This consultation intends to help members of
occupational pension schemes by ensuring
the new information on transaction costs is

So while the industry will welcome
greater clarity around transaction costs,
it seems we still have a long way to go.
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How else is LCP helping its clients?

Solving the
pensions puzzle

In many ways, today’s pension landscape
resembles a Rubik’s cube. There are lots of pieces
and the aim is to line them all up but, when you
twist it one way the risk is that the side you had
lined up falls out of sync.

All the highlights from the
LCP Annual Pensions Conference 2017
Please enjoy the highlights here.
We hope to see you next year!

“
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Always one of the best
conferences, lots of
relevant issues.

“

“

“

“

“

As always, informative and
thought provoking. I always
leave the conference with a topic
to discuss and follow through
with my fellow trustees.

Another informative
conference, thoroughly
worth attending.

Our conference this year was designed to help
you get to grips with the pieces of your pensions
puzzle.

CONTENT ROUND-UP

How else is LCP helping its clients?

LCP DC Conference 2018

“

“

We always overestimate the change that will
occur in the next two years and underestimate
the change that will occur in the next ten.
Bill Gates

For next year’s DC Conference we are challenging ourselves
to think big, be brave and be bold.
We’d love you to join us on Tuesday 24 April at the St
Pancras Renaissance Hotel to hear the latest ideas for
securing members’ futures.

Reserve your place and see the
highlights from 2017 here
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How else is LCP helping its clients?

A NEW APPROACH
TO PERFORMANCE
MONITORING

A DASHBOARD FOR
CONSIDERING
DE-RISKING OPTIONS
CONSOLIDATING
THINGS IN A
DIFFERENT WAY

MONTHLY UPDATES,
STRAIGHT TO YOUR
INBOX

1.
A new approach to performance
monitoring
We think up to date information is simply more
useful. So within LCP VisualisePro, we built
LCP SpotLight to help us give better advice, and
help you make more informed investment decisions.
We now use LCP SpotLight with all our clients
so they can see what’s going on in their pension
scheme on the day, not just at quarter end.

“

LCP SpotLight gives clients an
analytics tool that provides them
with powerful performance
analysis in a simple manner.

Judges of UK Pensions Awards 2017

“

LCP Visualise

Four new ways
LCP Visualise helps you
make better decisions…

You can learn more about
LCP SpotLight here...
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How else is LCP helping its clients?

2.

3.

4.

A dashboard for considering
de-risking options

Consolidating things in
a different way

Monthly updates, straight to your
inbox

The new de-risking dashboard in LCP Visualise can
help you prioritise risk reduction actions by taking
into account both investment and longevity risk.
One of the most powerful additions to LCP Visualise
to date, it allows you to examine the impact of
different de-risking scenarios on key funding and
investment metrics, presented in a clear framework
tailored to your de-risking journey.

What’s important to a pension scheme trustee
might not be the same as what matters to a finance
director. Our newest feature in LCP Visualise allows
different users to see the same scheme, in different
ways.

Up to date information means that trustees can
make informed, timely decisions when necessary.

Heath Mottram, CEO, ICI Pension Fund

“

“

LCP’s technology platform, combining
LifeAnalytics and Visualise, uses
leading-edge modelling of longevity
risk to help us consider longevity and
financial risks in an integrated way. It
enables us to identify which de-risking
actions offer the best value for money.

LCP Visualise can bring together risks, like overall
asset exposures, so you can get a clear view of
the bigger picture. But for the risks that need to
be managed individually, such as hedge ratios and
funding levels, it lets you see these separately.
For one of our banking clients, this has allowed them
to model something that no other technology has
been able to. They can see the day-to-day impact
of de-risking decisions and how it impacts their
regulatory capital requirements. And then easily use
this information to complete their reporting duties.

Delivered straight to your inbox, our new email will
show you how much the scheme’s funding level,
technical provisions and assets have changed over
the month, as well as providing a brief update on
investment markets.

To find out more visit
www.lcpvisualise.com
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Follow us
Insights and opinions
on our blog at
www.lcp.uk.com

News and conversation
on Twitter:
@LCP_actuaries #LCPVista

Updates from our
experts on LinkedIn

Meet our people at one of
our regular events
www.lcp.uk.com/events

It’s all about you!
It’s important to us that we deliver what you want, and don’t clog up your inbox with things
you don’t care about.
Take a moment to let us know your preferences, and in return we will try our best to only
send you the things that matter to you.

At LCP, our experts provide clear, concise advice focused on your needs. We use innovative technology to give you
real time insight & control. Our experts work in pensions, investment, insurance, energy and employee benefits.
Lane Clark & Peacock LLP Lane Clark & Peacock LLP Lane Clark & Peacock Ireland Limited

Lane Clark & Peacock Netherlands B.V.
(operating under licence)

London, UK

Winchester, UK
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Tel: +44 (0)20 7439 2266

Tel: +44 (0)1962 870060

Tel: +353 (0)1 614 43 93

Utrecht, Netherlands

enquiries@lcp.uk.com

enquiries@lcp.uk.com

enquiries@lcpireland.com

Tel: +31 (0)30 256 76 30
info@lcpnl.com
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