
 

When did you last scrutinise your investment costs?

The largest cost that pension schemes face is asset management fees. Whilst future 
investment returns are uncertain, fees are not. The more fees you pay, the more they 
will eat into your share of future investment returns. You may not even know how 
much you currently pay each year. 

Paying excessive fees to fund managers could be lengthening your recovery plan by 
years. We can help you make sure your deficit repair payments go towards improving 
funding, rather than lining managers’ pockets. 

The average UK pension scheme pays 0.36% pa in manager fees alone. For even 
an average sized scheme, this could cost you tens of millions of pounds over the 
remaining life of your scheme.

Put another way, an amount exceeding half of your recovery plan payments could be 
eaten up by manager fees. If you’re paying higher than average fees or have a long 
recovery plan it could be even higher. 

The percentages in the table below show how much of your recovery plan payments 
could be paying towards investment costs, for different types of pension schemes. 
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Over half of 
your recovery 
plan payments 
could be eaten up 
by investment 
costs rather than 
paying off your 
deficit.

Source - data taken from LCP’s investment management fees survey 2019.
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All well-run companies have a strong focus on their cost base. But are 
you overlooking your pension scheme costs? After all, it’s corporate 
sponsors that meet these costs, either directly or indirectly. 

https://www.lcp.uk.com/pensions-benefits/publications/lcp-investment-management-fees-survey-2019/


1. Why do fees matter?
Regardless of how your 
scheme’s fund manager fees 
are invoiced, in practice the 
sponsor is picking up the tab. 

All well-run companies have a strong 
focus on their cost base, but costs within 
the pension scheme often get overlooked 
(despite their significance). 

Every £ saved is an extra £ to increase 
the security of your members’ benefits or 
invest in the business (which also benefits 
member security through improved 
covenant).

3. Are your fee 
structures fair?
Fund management services 
are extremely scalable. A 
basic rule is the larger the 
mandate, the lower the fee 
should be, in % terms.  

Performance fees are common for active 
management - these may better align 
managers’ interests with your own. But 
they can be complex, and often tilted in 
the managers’ favour. For instance you 
might have to pay on the upside and 
not be reimbursed on the way down. Or 
you might have to pay when managers 
produce returns above a benchmark 
that’s simply not challenging enough.  

In our experience it really pays off to get 
into the detail of fee terms.  

2. When did you 
last review your 
investment manager 
fees?
Fees are all-too-frequently agreed at the 
point of the initial investment and then 
left to run indefinitely. 

This is usually great for fund managers 
as asset values tend to rise over time, 
and with most fees linked to asset values, 
managers will automatically earn more 
in fees for providing the same service, 
unless you proactively re-negotiate terms.  

4. Are managers who 
charge more worth it?
Our analysis shows that there 
is no noticeable link between 
charging a higher fee and delivering 
better performance. 

Our extensive research has identified the 
managers who give the best bang for 
your buck and we can use this to find the 
right managers for you.

5. Fiduciary 
management – 
providing greater 
clarity
Our analysis shows that if you use 
fiduciary management services you’re 
probably paying two (or more) layers of 
fees. As fiduciary management has grown 
in scale, this has put pressure on fees, so 
it might now be time to re-negotiate. 

The total fees charged by your managers 
might not be straightforward to identify. 
A review into the competitiveness of the 
industry means that fiduciary managers 
must now be more transparent about 
costs. 

As LCP doesn’t manage money or 
offer fiduciary management, we’re well 
positioned to provide an independent 
and impartial assessment of any fiduciary 
arrangements. 

6. More than just 
manager fees – don’t 
forget operational 
costs
Your pension scheme will be paying 
various operational costs either directly 
or indirectly through fund structures, 
some of which may be hidden. This 
includes administration costs, custody 
fees, audit and accounting costs, and 
transaction costs. Larger schemes over 
£1 billion are likely to benefit from a more 
forensic review of all costs. 

Performing an in-depth review of the 
back office processes (and associated 
cost leakage) can identify efficiencies 
that achieve millions of pounds of annual 
savings.
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How can a review help?
• We can show you the costs you pay to fund managers, 

including in ancillary areas such as custody, accounting 
and performance measurement services. 

• You’ll understand how these compare to what other 
schemes pay and identify the specific areas that provide 
poor value for money.

• We will suggest alternative lower cost approaches or help 
you negotiate better terms with your existing managers. 

Why LCP?
• We are the UK’s largest independent, owner-managed 

firm specialising in pensions, including over 130 
investment specialists advising on £250 billion of assets. 
We know the market for managing pension scheme assets 
as well as anybody.   

• We do not manage any money or offer fiduciary 
management products. We provide our clients with high 
quality, tailored advice. We never take commission from 
fund managers and our only incentive is to help our clients 
get the best financial outcomes.

Want to find out more?

Joel Hartley 

Partner

+44 (0)1962 873349
joel.hartley@lcp.uk.com

If you would like further information, please contact your usual LCP adviser.

Saving management fees 
without compromising 
investment strategy
A new LCP client saved 
£3.3m pa in manager fees 
without compromising the 
investment strategy. 

LCP helped this £2 billion DB scheme 
achieve this by:

• Re-negotiating the fee arrangements 
with key fund managers.

• Future-proofing certain manager fee 
terms so fees won’t automatically 
increase as the strategy de-risks.

• Structuring bespoke, lower cost 
vehicles, rather than accepting 
standard pooled fund terms.

• Switching credit assets to lower-cost 
funds that are less reliant on manager 
skill without reducing expected 
returns.

LCP’s investment management fees  
survey 2019
LCP’s investment management fees survey has been produced since 2010 and is an important resource 
for both institutional investors and the asset management industry, bringing clarity and competition to 
fees for investment management in the UK.  
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Phil Cuddeford 

Head of corporate consulting

+44 (0)20 7432 6676
phil.cuddeford@lcp.uk.com

https://www.lcp.uk.com/pensions-benefits/publications/lcp-investment-management-fees-survey-2019/

