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This is the seventh
investigation Barnett
Waddingham has conducted
INto the investment strategies
of UK with-profits funds.

Its purpose is to understand
sources of differences in
investment returns in

the market.
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Our aim is to stimulate debate with insurers as to whether the
approaches others take may be appropriate for them, and whether
their asset manager has performed well compared to peers.

The data” our report uses is private information that is Most funds have a balanced asset mix, Some firms managed to outperform our benchmarks on Additional analysis

not in the public domain. We approached the majorit and the average asset mix has remained a 1-year horizon, but many fewer managed to do soon a .
: PUH : ppr Jorty verag - : l yearhorizon. bu y rewer 9 This report sets out summary results. We

of firms who have with-profits funds in the UK, asking for stable for many years, demonstrating a 5-year horizon. In general, the larger funds outperformed have provided the participating firms with

information on asset allocations and investment returns. long-term investment view. Therefore, the smaller funds and this suggests that many smaller .
secure online access to a dashboard that

the cause of the variety of returns is funds may be better investing in low cost index trackers

Despite the operational challenges that we have all faced allows them to interactively view our more

predominantly relative performance within rather than using the active managers selected. . :
in light of Covid-19, we are delighted that more firms and : : in-depth analysis.
asset classes, rather than differences in

) Of course, for the consumer, this does not take account of . ) )
asset mixes. ' ' We hope you find the report informative.

analysis covers over £226bn of assets spread over 65 funds the smoothing, additional profits and guarantees that are

funds than ever before have chosen to participate. Our

Please get in touch with any questions and

from 27 insurers. We have listed the participating firms benefits of with-profits products, compared to more vanilla
comments you have.

earlier in this report (page 3). investment options.

Executive Summary

2019 was a good year for investing, with the median return
being in excess of 10%. However, we still saw a wide range
of investment returns achieved by funds. b ‘ Scott Eason

A PARTNER, HEAD OF INSURANCE CONSULTING

DX scott.eason@barnett-waddingham.co.uk

Q 0207776 3884

Amit Lad

ASSOCIATE, LIFE INSURANCE
DX amitlad@barnett-waddingham.co.uk

Q 0207776 3876

*We have used the information provided without any independent verification,
although we have queried responses where these looked to be outliers.
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The data we're reporting on

Grouping of funds
This investigation covers 65 funds across 27 insurers, who We present fund names in the format:
provided their asset allocations at 31 December 2019 and ‘<classification> - <1-year rank>".

their investment performance over 2019 to us privately.
» <classification> is a letter indicating

: o L the fund size, as set out in the next
We have split the analysis in this investigation by fund, as

different funds within an insurer can have materially different able

risk characteristics. We have then grouped funds by fund size e <l-year rank> is a number

as set out in Table 1. Funds have been excluded that have representing overall fund performance

less than £5m of assets. in relation to all funds over the last
year.

Fund names

We have made the fund names in this report anonymous,
as the underlying data is not publicly available.

6 UK with-profits funds

Investment returns

Table 2 sets out the return achieved by each fund on a 1-year and a 5-year basis. Figure 1 shows the
distribution of total 1-year returns by classification. Figure 2 shows the distribution of 5-year returns.

Classification Fund name 1-year net return 5-year rank 5-year net return

.............. e x|__51430%
........ XL111216%

........ x|__171174° 365100

........ x|__191134°°

........ XL221116%

@ ........ e R e T
........ x|__261087%

........ x|__301074%

........ XL_3810027 1146800
R x|__4196o°° ...................... 6 ....................... 609°° ............
. |__1 ..................... 160800 ..................................................................
.......... |_ _3145400
.......... L 41446% 2013200
.......... |_ 912637

0 ......... T S Ee S
......... |__131206%
......... L_181173%,
......... |_-211118%
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Classification Fund name 1-year net return 5-year rank 5-year net return
.................................... |__35 1016%
......... L_39997°°
0 ......... |__4O ..................... 9 7300 ..................................................................
......... L_4494100
| |__47909°° ...................................................................
......... M_21512%
......... M_71310%
......... M_81282%
M_15 .................... 1200% ..................... 4 ....................... 631°° .............
M_16 .................... 1197% ...................................................................
........ M_291079%
0 M_31 .................... 1054% .................................................................
M_37 .................... 1015% ...................... 2 ....................... 695% ............
........ M-4394700
........ M_5081600
M_53784°° 13 ....................... 44400 ............
........ M_59635°°
- M_61628°° ...................................................................
5_6 ..................... 1326% ...................................................................
......... 5_141204% 561100
......... 5_23111200
......... S _24109700
......... 5_271085% 857400

8 UK with-profits funds

Classification Fund name 1-year net return 5-year rank 5-year net return
................................... 5_321048% 956200
......... 5_33104700
......... 5-34102000 759800
......... S _4890200
......... 5_5180000
......... 5_52793%
......... 5 _5476700
......... 5 _5865400 1533900
......... S _6330000 1829500
......... S _6429600 1928600
........ Xs_lolzzl%
........ XS_201120%
........ x5_281083%
........ X5_361015%
........ XS_42952°° 1245300
........ x5_45925°°
........ XS_46911°°
........ XS_49827°° 1442400
........ XS-55710°°
........ XS_56703°° 1732600
........ XS_57660°°
........ x5_6063000
........ XS_62359°°
........ XS_6525700 1632700
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FIGURE 1: BOX PLOT OF DISTRIBUTION OF 1-YEAR NET RETURNS BY CLASSIFICATION Notes

* Where a fund has not provided the total fund return, we have

estimated it as the weighted average return on each asset class.

This applied to funds L — 21, M — 29, M - 50, S — 54, XS - 46
and XS - 55.

Our insight

Over 2019 the funds investigated achieved a
wide range of investment returns. 2019 has
been a good year for all funds, with every fund

achieving a positive return, and the median
XL e ™ o
e 5-year returns are only shown for the 20 funds where we return being in excess of 10%.
have 5 years’ worth of data for. The results have been grouped . o o |
t t i
L i"-‘+‘ . = % % as there is insufficient number of funds to show a box plot by argerfunds tended to have a smatier variance
: in returns. The best performing larger funds
- ded to perform better than the best
tended to perform better than the bes
performing smaller funds. Similarly the worst
performing smaller funds tended to perform
) % I"‘ . e +'—'—| worse than the worst performing larger funds.
However, there has been some overlap, with
XS I } - o sss +_._._| some smaller funds outperforming larger funds.
Over 5 years, all funds have achieved a positive
0.00% 2.00% 4.00% 6.00% 8.00% 10.00%  12.00%  14.00%  16.00% 18.00% return, with larger funds tending to perform
1-year net return better than smaller funds.

FIGURE 2: BOX PLOT OF DISTRIBUTION OF 5-YEAR NET RETURNS

10

0.00% 2.00% 4.00% 6.00% 8.00% 10.00% 12.00% 14.00% 16.00% 18.00%
S-year net return A

UK with-profits funds
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Asset allocation

Figure 3 shows a box plot of the asset allocation by asset class. Figure 4 shows how the average fund asset
allocation has changed from 2013 year-end to 2019 year-end.

FIGURE 3: BOX PLOT OF DISTRIBUTION OF ASSET ALLOCATION BY ASSET CLASS

Government Bonds +0—o—~—0—0u—+ ssmieen 8 8 m+—w.—.—..—.—.—{
Corporate Bonds % I|: - ‘Lr %
UK Equity H-.... -—ce _._Jl. %
Overseas Equity +—00—| e @ cememe ® o+—w—0—0—0—0—+
popery bt |
Cash % .,J= } %
e . |
-10.00% 0.00% 10.00% 20.00% 30.00% 40.00% 50.00% 60.00% 70.00% 80.00% 90.00%

Allocation percentage (%) ©

FIGURE 4: BAR CHART OF THE CHANGE IN AVERAGE ALLOCATION PERCENTAGE OF ALL ASSET CLASSES
FROM 13YE-19YE

@ Governmentbonds @ Corporate bonds @ UK Equity @ Overseas Equity @ Property ® Cash Other

11.01%

9.13%

0% 5% 10% 15% 20% 25% 30% 35% 40% 45% 30% 35% 60% 63% T0% 3% 80% 85% 0% 95%  100%
Allocation percentage (%)

12 UK with-profits funds

Notes

Three funds (S — 23, XS — 10 and XS — 62) have a negative
‘Cash’. We have queried these and understand that this is due

to settlement timings of inter-fund transfers.

One fund (M — 53) has a negative ‘Other’ allocation due to only

containing derivatives.

The analysis in Figure 4 only shows the 18 funds across twelve

firms for which we have data spanning the entire period.

Prior to 2016 year-end, cash and other were included as one
asset class. Prior to 2019 year-end, equity was not split between
UK equity and overseas equity. Hence, although the key says
“UK equity’, for 2013 year-end to 2018 year-end, this is simply
“Equity”.

Our insight

There are a range of asset allocations, although
most could be described as balanced funds
with a mix of all of the major asset classes. On
average, larger funds tended to hold more
equity and property, whereas smaller funds
tended to hold more fixed interest assets.

Despite the market volatility that we observed
towards the end of 2018, overall trends in
asset allocations are gentle over time, with a
slight observable increase in fixed interest at
2018 year-end. Between 2018 year-end and
2019 year-end we can see a shift between
government bonds towards corporate bonds,
which may be an indication of funds trying to
search for yield within fixed interest assets.
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Performance within asset class

Figure 5 shows the distribution of 1-year returns by asset class. Figure 6 shows the distribution of 5-year

returns by asset class. Table 3 summarises the 1-year and 5-year benchmark returns.

FIGURE 5: BOX PLOT SHOWING DISTRIBUTION OF 1-YEAR NET RETURN BY ASSET CLASS

Government Bonds s
Corporate Bonds *—'—+-+i:-‘—{
UK Equity | L o S—
Overseas Equity | | i |
sropery et e !
Cash H"-'-l'
Other =1T 2 B Ty Ir-
-20.00% -10.00% 0.00% 10.00% 20.00% 30.00% 40.00%
1-year net return
FIGURE 6: BOX PLOT SHOWING DISTRIBUTION OF 5-YEAR NET RETURN BY ASSET CLASS
Government Bonds I—-|'" . oo 'I"—l i
Corporate Bonds H see w }—‘—i—l
Equity H " - .I_._| :
Property '—'|' . . I I
0.00% 2.00% 4.00% 6.00% 8.00% 10.00% 12.00% 14.00%

S-year net return

14 UK with-profits funds

1-year

5-year
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Notes

¢ The dotted black lines show the benchmark returns for each

asset class.

We only started collating separate UK and Overseas equity
from 2019 year-end. In prior years, these were shown as just
equities. Therefore for the 5-year analysis, we have combined
both UK and overseas equities.

Some funds did not provide the return for some asset classes.
Where this is the case, we have estimated the net return for
the asset class by applying a goal seek such that the weighted
average return on all asset classes equates to the total net
return of the fund. This applies to XL — 19, XL - 30, M — 29 and
XS - 55.

Some funds did not provide the total net return. Where this is
the case, we have estimated the total net return by calculating
the weighted average return. This applies to L — 21, M — 50 and
XS — 46.

Some funds have combined asset classes — they have grouped

government bonds and corporate bonds as fixed interest and/

or they have grouped UK and Overseas Equities as Equity.

In these cases, we have assumed the fund achieved the same
return in each component asset class. This applies to L — 21, M
-50,S-14,S-24,S-27,XS - 20 and XS - 36.

Our insight

All funds achieved a positive 1 and 5-year return
overall, and only a small number of funds

achieved a negative return within an asset class.

On a 1-year basis, many firms outperformed
our chosen benchmarks. However, the median
fund in each asset class achieved less than

the benchmark. On a 5-year basis most funds
lagged against the 5-year benchmarks, and this
was disappointing to see. It is worth noting that
comparing to our chosen benchmark mark is
only an approximate indicator, as most funds

will usually have their own internal performance

benchmarks which may be different to our own.

Most asset classes had a smaller variance over a
5-year horizon compared to a 1-year horizon.

Performance attribution

Figure 7 shows the impact of performance within asset class and asset allocation on total return by fund size.

FIGURE 7: IMPACT OF PERFORMANCE WITHIN ASSET CLASS AND ASSET ALLOCATION ON TOTAL RETURN

@ Impact of asset allocation
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Notes

«  We have calculated the impact of asset allocation for each fund
on a 1-year horizon as the return each asset class has achieved
on average, over the overall total average return, multiplied by
the funds’ asset allocation to the asset class above the industry
average allocation.

»  We have calculated the impact of performance within each
asset class by finding the difference between return relative to
average and the impact of asset allocation.

Our insight
A key determining factor of relative performance has been a fund's

equity allocation. The allocation between UK and Overseas has not
been a material determinant of relative performance.

The average fund in our analysis can be described as
a ‘balanced fund, and have a reasonable a sizeable
fixed interest holding. A higher ratio of corporates to
gilts has contributed towards relative performance.

Funds have achieved a wide spread of returns

within most asset classes. This has contributed to
performance within asset class being a differentiating
factor between funds. On average, performance
within asset class has been the driving factor for
outperformance of larger funds compared to smaller
funds. This trend is less observable when you drill
down to an individual fund level.

Investment performance and strategy report
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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:

D scott.eason@barnett-waddingham.co.uk @ 020 7776 3884

www.barnett-waddingham.co.uk

Barnett Waddingham LLP is a body corporate with members to whom we refer as “partners”. A list of members can be inspected at the registered office. 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 authorised and regulated by the Financial Conduct
Authority. BW SIPP LLP is authorised and regulated by the Financial Conduct Authority. Barnett Waddingham Actuaries and Consultants Limited is licensed by the
Institute and Faculty of Actuaries in respect of a range of investment business activities
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