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Introduction

The Defined Contribution landscape is undergoing a period of upheaval, and
trustees, providers, and consultants are navigating a changing landscape.

According to the PLSA, the scale and distribution of assets across the pensions sector is expected to alter
substantially over the next decade, during which the volume of assets in DC pension schemes is expected to
double to around £1trn.

The government is pushing for pensions to diversify into illiquid asset classes such as private equity, with former
Conservative chancellor Jeremy Hunt announcing the Mansion House Compact in 2023. Signatories are expected
to allocate at least 5% of their default funds to unlisted equities by 2030.

Changes to regulation by the FCA have also enabled the launch of Long Term Asset Funds, open-ended vehicles
designed to invest efficiently in long-term or illiquid assets, with firms such as Schroders, L&G and Willis Towers
Watson launching LTAFs.

Meanwhile Labour chancellor Rachel Reeves launched the first phase of the Pensions Investment Review in July,
seeking to boost investment in UK businesses — particularly in private markets, increase pension pots and tackle
waste in the pensions system.

A call to evidence ran in September and an interim report was published in November (after the cio investment
club roundtable on DC investing had taken place). As part of the Pension Investment Review the government has
proposed measures to deliver a major consolidation of the DC market and the Local Government Pension Scheme
in England and Wales (LGPS).

cioinvestmentclub.com
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Nawvigating the road to consolidation

At a cio investment club roundtable attendees were asked how consolidation in the DC
space might play out and the potential ramifications.

Tony Broccardo, former CIO of the Barclays UK
retirement fund, was supportive of the rationale behind
the government’s plans, agreeing that substantial
inflows into DC schemes lends them a competitive
advantage in the marketplace in terms of seeking
investment, particularly in the illiquid space, but
warned the road to consolidation may prove bumpy.

“The advantages to scale are big and fairly
dependable, but how you get there is another matter,”
he said. “What gets consolidated? If liquid assets are
consolidated, but illiquid assets are not, that can
create inefficiencies. And how like-minded are the
entities that are part of the consolidation in terms of
their governance structures and how they delegate.
The local authorities’ experience over the last ten
years is probably a learning point for DC.”

Dean Wetton, managing director at Dean Wetton
Advisory, said in his experience the journey to
consolidation is “quite uncomfortable”.

“There’s elbowing and jostling with schemes collapsing
and moving into others. We've advised around nine
master trusts on being wound up into other master
trusts. Several years ago, a senior member of the PLSA
suggested only six superfunds licenses should be issued
and there was an outcry at the time. But how many
master trusts are we looking at now? Probably six.

“That might have been a better process to get to
where we are at, rather than the regulatory approach,
which is to make it more and more uncomfortable for

providers and trustees to exist, so that eventually
they give up.”

Kara Robinson, senior DC solutions investment
consultant at Aon, said while there are advantages
to consolidation an element of customisation will
be important.

“There are different needs within the population, and
six schemes can’t cater to them all - unless there are
bespoke offerings within the schemes, which is what
we're seeing.”

A point of debate among the participants was how the
smaller pool of schemes would compete, and whether
consultants would be attracted to higher returns or
lower costs.

Punil Chaubal, insurance investment advisory leader
at Willis Towers Watson, posited that consolidation
would initially lead to fee compression, with increased
concentration to a few large asset management firms
with multi-asset capabilities, but under that scenario
fees were likely to gradually creep up.

(1%
There are different needs

within the population, and
six schemes can’t cater to

them all
»
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Are 1lliquid assets all they’re cracked up to be?

Moving the conversation towards investing in illiquid assets, the attendees were
asked how they envisioned the Mansion House compact panning out. The most recent
update from the ABI, which is tasked with tracking industry progress, revealed that
as of February, signatories held £793m of unlisted equity assets in their DC default
funds, equivalent to 0.36% of the total value of their DC default funds.

Felix Currell, senior investment consultant at XPS,

(19
expressed concern that many of the smaller schemes D It ¢
would pay lip service to the ideas behind the compact ef ault rates are
without either regulation or incentives encouraging art LﬁCLally lower in
them to 1 t1 h ts, while K fi d . . .

em to invest in such assets, while Kara confirme prwate credit than in

Aon is a signatory but acknowledged the challenges. )
public markets because

“It's an aspirational target. Progress has been made .
you can kick the can

over the year but the scalability and the ability to do

it isn't there quite yet,” she said. further down the road

Gareth Doyle, principal DC investment consultant at S

Barnett Waddingham, contended that firms were

reluctant to be the first mover while the government is .

possibly overegging the advantages of illiquid assets. Elena Zhmurova, founder. and independent
consultant, Altconsult, raised concerns about the

“Nobody wants to be ahead of the pack in case things absence of a secondary exchange, meaning there is no

go wrong. And I wonder if there's too much optimism fair pricing mechanisms for illiquid assets.

in terms of what illiquids can do for DC. It's difficult ) ) ,

to get hold of the past performance of the full universe P‘%ml .warned .that the there hasn't yejc be.zen a

of different illiquid asset classes. The lack of seismic crash in the private space, the significant

transparency is going to be a problem.” XX
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growth in the private markets over the past decade
may lead to an increased risk of a potential crash.

“Default rates are artificially lower in private credit
than in public markets because you can kick the can
further down the road, particularly if you're in
bilateral deals. That downside risk is not well
understood.”

Punil also questioned the wisdom in smaller schemes
allocating to private markets given the steps taken
towards the market converging.

“How will that convergence take place if schemes have
illiquid, private credit asset allocations? The weighting
towards privates in the DB space has increased
substantially in the wake of the Liz Truss crisis and
they're a difficult asset class to get out of in order to
transact. Plus would Nest want a small scheme’s
allocation to private credit in their portfolio?”

He continued: “Some insurance companies are trying
to broker deals where they include some private asset
allocations as part of buy in/out, but that creates a
capital strain on the insurance balance sheet, because
insurance companies have specific requirements to
meet beneficial balance treatment.”

Dean countered that many DC schemes can't take on
large allocations to illiquid assets because they're
unable to administer them or price them.

“It’s easier administratively for DB schemes because
they have a single pot. DC schemes typically use
insurance platforms to price assets, where you've got
permitted links requirements slowing that down; it
means those investments can't get through that filter.”

Elena summarised that while there is an appetite
among DC schemes trusts to invest in illiquids, there
is a gap in the supporting infrastructure, which
includes a secondary exchange, pricing, transparency,
research and monitoring.

The question of whether smaller schemes should
invest in 1lliquid assets was picked up by Tony, who
asked if illiquid investments presented good value and
whether smaller schemes would have the necessary
oversight inhouse.

“If you add 10% illiquids to a 60/40 portfolio, it should
add some cumulative value over time. However, are
these smaller schemes willing and able to put the
governance in place to oversee this? If the answer is
no, then even putting their toe in the water could
prove dangerous.”

€€ [ts casier administratively for DB schemes
because they have a single pot. DC schemes

typically use insurance platforms to price assets

3
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LTAFs could offer an interim solution

Dean asserted that LTAFs could be an interim solution, which Kara agreed with,
caveating they need to be “well structured”, while Felix concurred that “LTAFs are

where we’ll see the most pick up”.

He continued: “Talking to the platforms about
permitted links and maximum holdings, they're
generally comfortable with 20% in illiquid assets, and
at that point, we're starting to talk about the
additional expected returns becoming material.
Obviously, you need governance structures in place.
But within the LTAFs space, several platforms are
comfortable with these material illiquid holdings.”

However, Gareth was less sanguine on the future of
illiquid assets using LTAFs.

“I suspect LTAFs won’t be around in five years’ time as
they're not the most efficient vehicle for accessing
illiquids.”

According to figures from the Pensions Policy Institute,
published in September, £560bn is held in workplace
pensions, of which “a very significant but unquantified
amount” is held in the schemes’ main default funds.
With that in mind and given default funds should be
suitable for the average employee, we asked those
around the table where LTAFs fit within default funds.

Gareth responded that it was difficult to quantity
how much illiquids exposure the average employee
should have.

- —— .
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I've seen a few examples of

50/50 liquid/illiquid assets
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“If you look overseas you might find between 0-40% in
illiquids,” he said. “However, countries are all unique
in terms of regulatory requirements, how people
access their pension savings, member behaviour,
attitudes to risk, taking personal responsibility from a
young age versus dependency on state benefits, public
buy-in to investing in own infrastructure. As such, I
don’t think it’s as easy as saying x% is the proportion
we should expect to see.”

In Punil’s experience, clients tend to prefer semi-
liquid strategies with quarterly dealing or fungibility,
which he said isn’t possible with fully illiquid
underlying allocations.

“I've seen a few examples of 50/50 liquid/illiquid
assets but at higher levels of illiquidity I'd be
concerned because there’s a big disconnect between
the dealing terms and the liquidity profile.”
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As of June 2024, 12 LTAFs had been authorised by the FCA, but will this momentum
continue? And how sustainable is the new fund structure?

“There will likely be a range of LTAFs launched within
single providers,” predicted Gareth. “This could either
be single asset class sleeves, or one LTAF for the growth
phase, an LTAF for the consolidation phase, and an
LTAF for in-retirement Over time, providers may then
take a step back and consider combining or splitting up
these LTAFs, at which point I suspect they may
abandon LTAFSs in favour of more efficient vehicles.”

“At the turn of the year it seemed every individual
manager was talking about LTAFSs, but that seems to
have died away a little now,” added Kara.

Getting to what is arguably the nub of the question,
Dean said the viability of LTAFs would largely lie in
whether they have a seed client.

“The LTAFs that launch will be those with a seed
client, and they’ll be tailored to that client,” he said.
“It’s possible one or two other clients may follow, but I
suspect we'll see one LTAF per asset manager and
client, because they’ll be bespoke, approved funds, and
then they’ll become obsolete in five or ten years.”

He continued: “If consolidation leads to a group of six or
so providers, those could start to look more like Nest [the
workplace pension scheme set up by the government].

“Nest doesn't require an investment insurance
platform; it's able to price the assets itself because it's
big enough. When the six providers are big enough to
do that, there's no point in an LTAF. You can go
straight into a limited partner structure, because
you've got the infrastructure yourself to price those
illiquid assets. LTAF's are an interim solution.”

Running with that idea, Punil suggested: “At that
point you can almost build your own investment
platform; you can internally provide the liquidity to
individual members by swapping units out.”

An area of concern for Elena was whether manager
research is equipped to deal with LTAFs.

Kara countered LTAFSs are unlikely to invest in niche
areas of the private markets and the mix of assets
they hold could prove advantageous: “The way we can
see LTAFs succeeding is through a more diversified
portfolio.”

Elena argued that LTAFs are in the same category as
multi-asset vehicles, claiming “you have to be an
expert not only within a particular asset class but also
on liquidity and operational matters”.

Punil divulged that WTW has a team of over 100
researchers dedicated to individual sectors and across
asset classes, prompting Elena to query whether ten
researchers would work on a single vehicle and the
affordability of that.

“It depends on the scale and on what the underlying
vehicles allocated to,” Punil responded. “You'll often
find they’re allocated to asset classes we have some
degree of familiarity with. Manager research is not
fit for purpose in all circumstances, but we respond to
client demand. If clients are demanding an allocation
to a certain niche, we'll either hire in that expertise
or develop it internally, but we will try to cater to
that demand.”

cioinvestmentclub.com
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Dean Wetton

Managing Director, Dean Wetton Advisory

Dean Wetton, BComm (Hons), MBA, CFA, Managing Director, founded
Dean Wetton Advisory in 2009, recognising the need for a fresh approach to
providing investment advice to clients: an approach that delivered
straightforward, clear advice in a cost-effective way.

Dean has wide experience of advising clients on a range of investment issues,
having previously been Head of the Manager Evaluation Function at P-Solve
Asset Solutions and a senior member of Hewitt’s Manager Research Team.

cioinvestmentclub.com

Punil Chaubal

Insurance Investment Advisory Leader, WTW

Punil is the Insurance Investment Advisory Leader at WI'W. He leads a
team of over 20 dedicated insurance investment professionals advising on
over $500bn of assets globally. His team are committed to supporting
insurers consider their investment strategy, strategic asset allocation and
portfolio implementation.

Punil has over 13 years of experience and joined WITW in 2022, working
with insurance companies globally. Prior to joining WTW, Punil supported
numerous UK and European insurers with management of investments,
capital and sustainability risks.

He earned a BSc in Mathematical Science from City University and an MSc
in Actuarial Science from Heriot Watt University.
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Felix Currell

Senior Investment Consultant, XPS Group

Felix is a Senior Investment Consultant for XPS Group, advising a range of
DB and DC pension schemes over the last 12 years.

With the industry moving towards DC pension provision, Felix is helping
his clients explore an ever-changing market, currently with increased
interest in illiquid assets and consolidation options.

Kara Robinson

Senior DC Solutions Investment Consultant, Aon

Kara Robinson is a senior DC solutions investment consultant at Aon. Kara has
worked in investments for ¢12 years, until recently leading on DB investment
advice for schemes, ranging in size from £15M to £3Bn+ on all areas of
investment strategy and implementation.

Within the DC solutions practice at Aon, Kara, working closely with the CIO, is
heavily involved in investment delivery for clients across Aon’s offerings.

Kara is also actively involved in I&D at Aon, including being Aon’s
representative on the cross industry Diversity Project Steering Committee.

cioinvestmentclub.com
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Gareth Doyle

Principal Consultant, Barnett Waddingham

Gareth is a Principal consultant at Barnett Waddingham, where he leads on
all aspects of investment advice for a range of large DC pension schemes,
master trusts, investment platforms and asset managers.

Gareth joined Barnett Waddingham in 2024, having previously worked at
two Master Trust providers.

Outside of work, Gareth can typically be found taxiing his daughters,
walking his dog, or racing against other (indoor) cyclists on Zwift.

BARNETT
WADDINGHAM

beyond the expected

Tony Broccardo
Independent

Tony has over 35 years of experience leading investment teams and
organisations in Chief Investment Officer and Chief Executive roles at
Invesco and F&C.

In his most recent role Tony designed and set up Oak Pension Asset
Management Limited to manage the assets of the £35b Barclays Bank
Pension Fund which he took from a significant deficit position in 2009 to a
significant surplus position today.

Tony has Chaired Global Asset Allocation Committees continually for over
25 years, and in the last 14 years has been at the forefront of building one of
the largest positions in global venture capital of any UK based asset owner
and which has delivered top decile investment performance.

cioinvestmentclub.com
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Elena Zhourova
Founder & Independent Consultant, Alt Consulting

lena has over 20 years of experience in asset management, defined
contribution pensions, investment strategy and asset class research.

She is an independent consultant specialising in private markets in DC.

Previously, she worked at Hymans Roberston as a DC research lead,
Invesco, and McKinsey. Elena holds an MBA from Columbia Business
School and she is a CFA charterholder.

In attendance

Beth Brearley (Moderator)

Freelance Writer

Beth Brearley is a freelance writer specialising in asset management,
institutional investing and private equity.

A former editor of several prominent B2B titles, Beth has spent almost two
decades covering the financial services sector.

Sean Thompson

Founder & Director, cio investment club

Sean has nearly 40 years of experience working in London's financial services
sector and the insurance market. After 10 years as Managing Director of
CAMRADATA, Sean launched the cio investment club on 1st January 2024.

The cio investment club’s mission is to become the voice of chief investment
officers and investment professionals at institutional firms. To help achieve
this the club hosts events throughout the year that educate and inform,
whilst providing thought-provoking content to its members.

cio investment club
cloinvestmentclub.com



©

clo 1n

UL estin
o i Tl 3 i 2 .
e ' Decarbonizsation strategies:
BED = How can asset owners

transition portfolios?
Barmuda CI

"Thia wesic's most resd ariicies (RalInsurance Roundiable "’(

Hamiltsn, Bermuds
e Septembar 2024 - Lat Octobor 224

Thee Bapimsusdia U100 CHe lasuranes Hoamduabde will b

\f(':) held in Elamilton, anud;mul&wiub

Alternative Investments
Whilepaper - Private eve...
i immvestmend club

1HTH

Privaie Markets, espozially Privite

Diche, can hardly be considered as Mults Sector Fixed Income Boundinhle

:’rLt"’"“"“‘] s ven mfd;ﬁ“&““' IL:n-lhmw::_luh_ Pour Bomscm, B Trinity Bquars,
nidan ECIN 480

assets allocated there. Some Bils Ohctaber B0

sl - Frve nsset awn crafmrrstment consullasts snd two

mesrl manugers priscipale ina roosdiabls. .
"] Haad more | <]>] partga o
m ey s i b wvh e wmend gk ey e b T, 1 cher
T T R

e

wmers. wddrres Gvm sl 17

e
1 - Google Pl
app is now available’ oogle Play App Store

Gain quicker access to thought-provoking content from the
funds industry with the cio app.

Market trends, risk factors, value data-driven insights,
investment research, and investment opportunities — all
just seconds away...

= Data-driven insights = Investment Breakfasts/Lunches
= Intelligent research = Peer-to-Peer Discussions
= Roundtables = Conferences
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Important Notice

This document is produced by Instaconnect Limited, trading as cio investment club, a company registered in England & Wales with registration
number 15262951. Instaconnect Limited is neither authorised nor regulated by the Financial Conduct Authority in the United Kingdom nor the
Securities and Exchange Commission in the United States of America.

This document is a marketing documentation and is not intended to constitute an invitation or an inducement to engage in any investment activity.
It is not intended to constitute investment advice and should not be relied upon as such. It is not intended and none of Instaconnect Limited, its
holding companies or any of its or their associates shall have any liability whatsoever for (a) investment advice; (b) a recommendation to enter into
any transaction or strategy; (c) advice that a transaction or strategy is suitable or appropriate; (d) the primary basis for any investment decision; (e)
a representation, warranty, guarantee with respect to the legal, accounting, tax or other implications of any transaction or strategy; or (f) to cause
Instaconnect Limited to be an advisor or fiduciary of any recipient of this report or other third party.

The content and graphical illustrations contained in this document are provided for information purposes and should not be relied upon to form
any investment decisions or to predict future performance. Instaconnect Limited recommends that recipients seek appropriate professional advice
before making any investment decision. Although the information expressed is provided in good faith, Instaconnect Limited does not represent,
warrant or guarantee that such information is accurate, complete or appropriate for your purposes and none of them shall be responsible for or
have any liability to you for losses or damages (whether consequential, incidental or otherwise) arising in any way for errors or omissions in, or the
use of or reliance upon the information contained in this document.

To the greatest extent permitted by law, we exclude all conditions and warranties that might otherwise be implied by law with respect to the
document, whether by operation of law, statute or otherwise, including as to their accuracy, completeness, or fitness for purpose.

Instaconnect Limited and its logo are proprietary trademarks of Instaconnect Limited and are registered in the United Kingdom.
Unauthorised copying of this document is prohibited.

© Copyright Instaconnect Limited 2024
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