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Intfroduction

Welcome to the fourth Charles Stanley
Fiduciary Management Research Report.

In the four years since its launch, the report has offered

an important snapshot into the issues trustees are

facing today and how they are meeting them. A lot has
happened over this time; politically, economically, socially,
and in the worlds of investment and regulation.

We have been at the side of professional Defined Benefit
(DB) pension trustees helping them understand and
navigate this changing environment. With the latest

set of results, we have four years of data, giving us
robust insight not only on the challenges trustees are
encountering today, but emerging trends across the
market. | hope you find this year’s report as interesting
and useful as in previous years.

Barnaby Low, Portfolio Manager,
Charles Stanley Fiduciary Management
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Methodology

Research was carried out by Censuswide among 71 professional pension trustees
of UK DB pension schemes, who manage an average of five DB pension schemes
each, with an average scheme size of £415 million. The survey was completed

between 22nd July 2024 and 2nd August 2024.

What size scheme do you oversee?
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How does this compare to previous years’ results?
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Research at
a glance

61%

of trustees across all
schemes say long-term
funding targets have not yet
been set. This rises to 81% of
small schemes.

of medium-sized schemes,
and 75% of small sized
schemes have changed
their targets over the last 12
months.

say the LDI crisis has made
them more likely to adopt
fiduciary management for
their schemes.

think the number of
independent professional
trustees will grow over the
next year.

of tfrustees think the
government needs fo focus
on providing additional
support to those not able
to work up to an increased
state pension age.

of medium-sized schemes,
and 75% of smalll sized
schemes have changed their
funding targets over the last
12 months.

of schemes are pursuing

a growth strategy; almost
half say this is because of
pressure from their sponsors.
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of trustees plan fo retire in
the next three years.

of trustees plan to step down
within a year - even trustees
who have only been in post
three to five years.

of professional trustees said
there has been a point in the
last 12 months where they
weren’t able to sell assets as
fast as they needed to.

of schemes have increased
exposure toilliquid assets.

of professional frustees
think their appetite for ESG
analysis will increase.



Special report:
Going for growth

those whose schemes have kept
their equity exposure broadly flat.

In preparing for their long-term funding target,
we asked trustees how their schemes were
focused when it comes to growth over stability.
Nearly two thirds of the trustees surveyed (61%)
said their schemes were focused on a growth
strategy, with around a fifth (19%) opting for
stability. The remainder (19%) were pursuing a
strategy that combined stability with growth.

We asked the same question about illiquid assets.

4 of trustees reported

increasing exposure to
illiquid assets

19% of trustees haven’t
changed scheme
exposures to illiquid assets

1% didn’t know their
scheme’s position on

illiquid assets /

The first result is interesting as 97% of trustees reported
that at least one scheme they oversee had not been able
to sell assets as fast as they needed to in the previous 12
months. For 37% of trustees this was a serious issue, for
49% of trustees it was a moderate issue and for 11% of
trustees it was a mild issue.

38% of trustees decreased
investments in illiquid
assets

Why are schemes pursuing growth?

One fifth of frustees whose schemes are focused on
growth (21%) told us the scheme sponsors were pushing
them this way, with almost as many (18%) saying they
need to reduce their deficit from the potential for excess
returns. Just behind this (17%) was the profile of the
membership; a younger demographic allows the trustees
to tilt the scheme towards a growth strategy because of
the longer investment horizon. About one in seven (15%)
say the schemes they advise have a high risk tolerance,
and the same number of trustees reported this as their
personal preference. The need to increase the scheme’s
surplus was reported by 13% of the trustees surveyed.

Charles Stanley opinion

Schemes are increasingly pursuing a growth
strategy. With many schemes now in surplus, there is
greater flexibility for schemes to deliver better returns
and reduce funding requirements from sponsors.
Naturally, this is popular with sponsors, who would
rather not have to prop up their pension schemes.
The strong rise in equity markets over the past two
years will also have changed the thinking of many

Why are schemes pursuing stability?

For schemes that are investing for stability, about

a quarter of trustees (26%) say it is because their
schemes are risk averse. Just under a quarter (22%) cite
demographics: an older membership lowers investment
time horizons and therefore the scheme’s ability fo accept
higher levels of risk. A fifth say scheme sponsors are
pushing them towards stability. About one in seven (15%)

trustees.

say this is their personal preference while 13% say it is
because they are close to their funding target. Just 4% said
it was for “other” reasons.

How is this reflected in investment strategies?

We asked professional trustees how, if at all, schemes’
investments in equities have changed in the last 12
months. Reflecting the desire for their schemes to pursue
stability, 14% of trustees reported that their schemes had
reduced their exposure to equities during this period. The
remaining trustees were pretty evenly split between those
whose schemes have increased exposure to equities and
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Does it change the end game for schemes? Certainly,
improving funding gives them more flexibility.

A growth strategy focused on equities is more
compatible with self-sufficiency or consolidation
within a superfund vehicle, whereas more attractive
assets for insurers tend o be high profile, highly
rated corporate bonds. llliquid assets such as private
equity and infrastructure can be problematic for
insurers, so the rise in schemes investing in this

part of the market suggests they may be pursuing
alternative options to buy-out.




Trustees have
slipped back in

setting funding targets

The new DB Funding Code was put before
Parliament in July.

It requires DB pension trustees to establish a long-term
funding target (LTFT), and fo report to the Pensions
Regulator on the scheme’s plan on how this will be
achieved, and the “realistic” timeframe it expects this to
take. Key elements of the plan will be the need to report
on the target funding level and the mix of investments the
scheme expects to hold at fixed dates in the future as set
out by the regulator.

When asked where their schemes were in determining
their LTFTs, almost three-quarters of the frustees surveyed
(73%) said their schemes were yet 1o set one. Thisis a
significant increase on 2023 (61%), and almost as high

as in 2022 and 2021 (76%). Smaller schemes are the least
likely to have set a target (81%) while medium-sized
schemes are the most likely (34%), and almost twice as
likely compared to smaller schemes (19%). A quarter of
larger schemes (25%) have set a funding target.

Funding target status 2024

80 %
70 %
60 %
50 %
40 %
30 %
20 %

10% 27%

0%

35%

For those schemes that have yet to
set a target, about half expect to set
one in the coming 12 months down from
two thirds in 2023. The number of schemes
expecting to set a funding target in the next two
years remains about the same as last year (22% vs 21%),
although over two thirds of larger schemes (69%) expect
to have set a funding target by then. Finally, the number
of schemes that do not expect to set a funding target has
doubled in the past twelve months and now represents
6% of all schemes.

When asked where their schemes were in
determining their LTFTs, almost three-quarters
of the trustees surveyed (73%) said their schemes
wereyet to set one.

11%
6%

22%

Along-term funding
target has already
been set

Afunding target
has not been set

We expect to set a
long-term funding
target within the
next 12 months
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We expect to set a

long-term funding

farget within 13-24
months

We expect to set a
long-term funding
target later than
within 24 months

We do not expect

to set along-term

funding target in
the future



Funding target status 2023

70 %
60 %
50 %
40 %
30 %
20 % ()
37% o Not offered as
0 . .
1% 21% an option in 3Y%
2023 °
0%
Along-term funding Afunding target We expect to set a We expect fo set a We expect to set a We do not expect
target has already has not been set long-term funding long-term funding long-term funding to set along-term
been set target within the target within 13-24 target later than funding target in
next 12 months months within 24 months the future
For those that have set a target, what does the end as continuing market uncertainty impacts funding

positions with the potential to expose scheme sponsors to
additional costs.

game look like?

Bucking the trend of previous years, schemes are more

likely to be looking for consolidation within a superfund Less than a third (31%) are opting for an insurance buy-
(33%) rather than self-sufficiency, which has fallen out and this has been pretty stable for the past three years
in popularity to third place (23%). The general tfrend as has the percentage of schemes that are undecided.

has been for self-sufficiency to reduce in popularity

Current preferred LTFT outcome

35%
30 %
25%
20 %
15 %
10 %
5%

1%

Superfund Self-sufficiency Insurance Other Not decided
consolidation buy-out

0%
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How does this compare to previous years?

60 %
50 %
40 %
30 %
20 %
10 %

0%

Superfund consolidation Self-sufficiency

Finally, the regulations require trustees to set a date for
when they expect to meet these targets.

On average, trustees expect to reach their LTFT in just
over eight years (8.1). This is slightly longer than last year’s
expectations (7.9 years) which were the same as in 2022’s
survey. Note: we did not ask this question in 2021’s survey.

Do you believe you will realistically achieve your funding
objective in:

Number of years 2024 2023

0-5 30% 23% 23%
5-10 31% 47% 50%
10-15 25% 25% 26%
15-20 9% 5% 0%
20+ 5% 0% 1%
We will never seta 1% 0% 0%

funding target

Not surprisingly, those schemes that have set a funding
target are more assured they’ll reach it, with the average
number of years coming in at 8.9. This is an increase on
the 7.5 years reported in 2023. Smaller schemes believe
they will get there sooner (8.1 years), medium schemes
think will take them the longest (10.1 years), and large
schemes think they will achieve it in 8.4 years.

Interestingly, those that have yet to decide their end goal
believe they will achieve their LTFT in 3.0 years (cf 3.5 years
in 2023).

When we look at the three strategies open to DB pension
trustees all strategies look like they will take about half

a year longer to achieve than last year. Those opting for
self-sufficiency believe they will achieve this in the shortest
time period - as with last year — with the other main
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' 51%
R 5% 34%
28% 6, 28% 28% " 10,
0% 0% 0%

Insurance buy-out

M 2025 | 2022 W 202

2%

2%

1%

Other Not decided

options taking almost the same amount of time (9.1) and
in the same order as last year.

Do you believe you will realistically achieve your funding
objective in:

Years to Self- Insurance Consolidation Other
achieving sufficiency buy-out

LTFT

0-5 20.0% 25.0% 34.5% 26.0%
5-10 40.0% 38.0% 24.1% 30.4%
10-15 25.0% 27.0% 22.4% 30.4%
15-20 10.0% 8.0% 121% 0.0%
20+ 2.5% 2.0% 6.9% 8.7%
We will 2.5% 0.0% 0.0% 4.3%
never set

a funding

target

How this compares to 2023...

Years to Self- Insurance Consolidation
achieving sufficiency buy-out

LTFT

0-5 25.0% 16.7% 22.2%

5-10 53.6% 44.4% 44.4%

10-15 21.4% 33.3% 22.2%

15-20 0% 5.6% 0%

20+ 0% 0% 1%

We willnever 0% 0% 0%

set afunding
target




...and 2022,

Years to Self- Insurance Consolidation

achieving sufficiency buy-out .

LTFT On average, trustees expect to reach their LTFT
0-5 111% 29.2% 31.6% in just over eight years (8.1). This is slightly longer
510 59.3% 417% 474% than last year’s expectations (7.9 years) which
10-15 259% 29.2% 21.0% were the same as in 2022’s survey. Note: we did
1520 0.0% 0.0% 0.0% not ask this question in 2021’s survey.

20+ 37% 0.0% 0.0% Il‘
We willnever  0.0% 0.0% 0.0%

set a funding

target

Charles Stanley opinion

The DB pensions industry has had a lot to digest —a
new funding code, a new government with a new
agenda, potential further regulatory changes to
come. This has come alongside seismic market
shifts, with volatility in government bond markets,
and rising concentration in global stock markets.
Against this backdrop, it is perhaps understandable
that many trustees have not yet set long-term
funding targets.

The endgame strategy is fluid for many schemes.
While the preference for buy-out remains
unchanged, around 40% expect to target superfund
consolidation. This increase has come at the
expense of self-sufficiency. Superfund consolidation
is a reality still in its infancy and could take many
years even for well-funded schemes, given insurers’
capacity constraints. In this environment, it is
important to have a strategy that allows flexibility
where needed - for example, running on for the short
term, with a view to buying out at a more suitable
time.

-
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Another year of
change as trustees

reassess their LTFT endgame’

More than two thirds of all schemes (69%)
have changed their LTFT objective over the 12
months since the last survey. This comes on top
of the 56% change last year.

Around three quarters of smaller- (75%) and medium-
sized (76%) schemes have reassessed their options and

Has your scheme’s LTFT changed in the past 12 months?

80 %
70 %
60 %
50 %
40 % o

69.5%
30 %
20 %

10 %

0%

All schemes Smalll

How does that compare to 2023?

70 %
60 %
50 %
40 %
30 %
20 %

10 %

0%

All schemes Small
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just over half (53%) of larger
schemes have changed their plans,
the same number as last year. This is
likely to be a combination of changing market
conditions, uncertainty over regulation and shifts in
buy-out capacity.

. Yes

.No

Medium Large

. Yes [ NS

Medium

Large



When we look at those schemes which have changed their LTFT strategy in the past 12 months, we find a third have
elected to switch to buy-out via an insurer, just under a third (30%) have switched to superfund consolidation, and just

under a quarter (22%) have decided to pursue self-sufficiency.

What are schemes’ current targets?

35%
30 %
25%

20 %

5% 33:3% 30.1%

10 %

5%

1.6%

0%
Buy-out via Superfund Self-sufficiency Other Not yet decided

an insurer consolidation

Those who are “not-yet-decided” are a small outlier group. They have had a rethink on last year’s strategy, but are yet
to determine how they will move forward.

How does this compare to 2023?

60 %
50 %
40 %
30 %
20 %
(1)
10% 22.2%
0% 0%
0%
Buy-out via Superfund Self-sufficiency Other Not yet decided

an insurer consolidation

N ¥ i
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Interestingly, when we looked at the movement between
funding target options, it became clear there have been
major switches in trustees’ planning decisions since they
were first asked to determine their LTFT.

How have your pension schemes’ plans changed?

Previous strategy

Current strategy Buy-out Self- Superfund
sufficiency

Buy-out via an = 29.2% 31.3%

insurer

Self-sufficiency 32.3% = 275%

Superfund con- 22.6% 34.7% =

solidation

Other 45.2% 36.1% 41.3%

Additionally, frustees reported that 32 schemes do not
currently have an endgame.

How does this compare to 2023?

Previous strategy

Current strategy Buy-out Self- Superfund
sufficiency

Buy-out via an = 35.7% 60.0%

insurer

Self-sufficiency 50.0% = 40.0%

Superfund con- 50.0% 64.3% =

solidation

Other 0.0% 0.0% 0.0%

Charles Stanley opinion

LTFT objectives remain fluid, with two-thirds (69.5%)
of schemes changing their objective this year,

in addition to 56% last year. This is particularly
prevalent among small and medium sized schemes.

Those electing to switch to buy-out via an insurer
is stable at around 30% of schemes, but the real
difference has been seen in an increase in those
wanting to pursue superfund consolidation, which
has come at the expense of self-sufficiency.

This fluidity is understandable — and may be
necessary. There remain concerns about insurance
company capacity for buy-outs and whether this
will be an option for schemes. At the same time, new
solutions are coming to market and government
policy is evolving. Superfunds are a new opfion
within the past three years, while there have

also been growing incentives supporting run-off
strategies. The Mansion House reforms could lower
the funding bar for extracting surplus or, reducing
the 35% tax charge on surplus refunds. Volatility in
the bond market is creating variability in funding
levels.

Against this backdrop, schemes are sensible to keep
their options open.




Confidence in LDI
as a risk mifigation
strategy remains high

Having successfully navigated the LDI crisis of
late 2022, trustees remain positive about its
benefits, although that confidence is slightly
muted.

Trustees reporting high levels of confidence have fallen to
63.8% from 71.6% last year, but the number who are no
longer confident in LDI has risen significantly to a fifth of
all those asked (19.7%). This was only 6% last year. Those
who were neither confident nor unconfident was 16.9%,
down from 22.4% in 2022.

Support for the regulator’s response to what happened
has also diminished. The numbers are closely aligned with
confidence in LDI as a solution with 61.9% agreeing that

it was a sufficient response (cf 71.6%), 19.7% disagreeing
(cf5.9%), and 12.7% neither agreeing nor disagreeing (cf
22.4%)

Around two thirds of trustees (65%) agreed with the
statement “The LDI crisis has made me more likely to
adopt fiduciary management for my schemes”. This is
down slightly from last year (72%) and was consistent
across schemes regardless of size or whether a funding
target has been set or not. However, one in six schemes
(17%) disagreed with the statement. These results were
consistent whether a funding target had been set or not,
with trustees saying larger schemes were slightly less likely
(21%) to employ fiduciary management.

Trustees are happy with the support they received from
their advisers

When asked about the support they received from

their advisers and fund managers, just over half (53%)
agreed they knew who to turn to for support during a
crisis down from nearly three quarters (73%) in 2023.
This was reflected in the information they received from
their consultants with only 55% agreeing they received
the right information in a timely manner from their
consultants (cf 82% in 2023), 52% agreeing they received
the right information in a timely manner from their fund
managers (cf 79%) and 58% agreeing they received the
right information in a timely manner from their fiduciary
managers (cf73%).

Charles Stanley opinion

The crisis in Autumn 2022 was a major stress
test for DB pension schemes, particularly those
with advanced LDI hedging strategies. Two years
on, it does not appear to have significantly dented
confidence in LDI strategies, but it has increased
the number of schemes likely to adopt fiduciary
management as trustees recognise the risks.

Most trustees remain happy with the support they
receive from their advisers and the increased interest
in fiduciary management continued this year, after a
strong increase last year. This is an understandable
response to the complexities in financial markets:
stock markets have had a strong year, but bond
markets have been buffeted by shifting interest

rate expectations. During any period of volatility,
fiduciary managers have the resources to monitor
market conditions and react swiftly, providing vital
reassurance to trustees.

Most trustees remain happy with the support
they receive from their advisers and the increased
interest in fiduciary management continued this
Year, after a strong increase last year.

Going for Growth: The Charles Stanley Fiduciary Management Research Report



The talent crisis
remains: but hope is
on the horizon

Consistent with last year’s report, a significant
number of trustees intend stepping aside from
their responsibilities in the near future.

Over half plan stepping down in the next 12 months (52%
vs 40% in 2023), and 86% within three years (cf 73%). A
further 11% plan on retiring in the next four to five years (cf
4%).

The average professional DB trustee expects to stand
down in about 18 months which compares to 16 in 2023
and 20 months in 2022.

The reasons why trustees are stepping down show
similar tfrends to previous surveys, although the number
of tfrustees struggling to carry out their role remotely has
increased significantly. And in a positive tfrend, fewer
frustees believe the requlations are too burdensome.

A full comparison is provided below.

Year-on-year comparisons

2024 2023 2022 2021

I'm retiring from all work 38% 39% 35% 18%

I've struggled doing the role  39% 27% 28% 6%
remotely

The reporting requirements  30% 31% 20% 41%
are too onerous

| have health concerns 28% 29% 30% 29%

The regulations are too 26% 22% 28% 56%

burdensome

| don't feel | have the knowl-  21% 22% 22% 44%
edge to perform the role

It's the end of my fenure 20% 33% 27% 12%
It's taking up foo much of 16% 18% 23% 24%
my time

Ofther (please state) 0% 0% 0% 0%

There are no key motivations 0% 0% 0% 0%
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Trustees remain positive about
professional trusteeship as a career

When asked “Do you believe that the number of
independent professional trustees will grow over the
next year?”, a resounding three quarters of the trustees
surveyed (75%), said yes, they did believe this to be the
case. One in six (17%) did not believe this to be true, and
the remaining 8% weren’t sure.

In a multi-option choice, 39% highlighted reducing
demand for member-nominated trustees therefore
leading to a need for professionals to fill the gaps. AImost
as many (38%) pointed to the increasing numbers of
qualifying trustees coming into the industry. About a
third (32%) said there was a regulatory need for more
professional trustees and the same number felt more DB
schemes will reopen, increasing demand for professional
participation.

Of those that believed the pool of professional frustees
will not grow in the near term, the reasons were evenly
split between professionals retiring faster than new ones
joining the industry and DB schemes closing faster than
new ones are opening.

Charles Stanley opinion

Itis clear that the talent crisis remains an ongoing
concern for the industry. While frustees are generally
positive about new blood entering the profession,
there is very little time for them to get up to speed
with the demands required as an independent

voice working for the good of the membership.

The window of opportunity for passing on the
knowledge, skills and experience acquired over
many years is closing fast.

The need for trustees to invest in the next generation
of stewards is critical if they are to continue providing
the levels of oversight expected of them by the
Pensions Regulator.




Charles Stanley

Fiduciary Management:

Charles Stanley has been acting as a fiduciary
manager to UK defined benefit pension
schemes for more than 13 years. Our fiduciary
management clients have ranged in size

from just £2m in assets to over £150m but we
specialise in schemes with up to £100m in
assets.

We recognise that small and medium-sized DB pension
schemes often struggle to implement the sophisticated
investment strategies they really need - that’s where we
come in. Our fully resourced fiduciary service is designed
to be a comprehensive investment solution.

Our dedicated fiduciary portfolio managers provide
trustees with tailored training, advice and ongoing
support as often as needed. We have a team of over 160
investment professionals underpinning the fiduciary
management service, ensuring we design and implement
a sophisticated, long-term investment strategy. The
substantial scale of our organisation allows our clients to
access best-in-class funds, research, and investment ideas
that will enable them to reach their intended goal.

Everything we do for our clients is completely bespoke
and designed specifically for their needs. Nothing is

‘off the shelf’ — we design portfolios based on specific
circumstanced and objectives. As well as best in class,
independent investments — we also provide a bespoke
service, designed to help the client all the way along their
journey.

For more information on our Fiduciary Management
service and how we can help your pension scheme please
visit www.charles-stanley.co.uk/fiduciary-management
or call 020 7149 6922 to speak with our Fiduciary
Management Team.

A comprehensive investment solution for schemes of any size

Barnaby Low
Portfolio Manager

Barnaby has been working in pensions and investment
for 15 years, starting as an investment consultant before
switching to fiduciary management. Throughout his
career he has advised pension scheme tfrustees and
charities on all aspects of investment including journey
planning, risk management, and end-game strategy.
He currently manages portfolios for DB pension
schemes with a range of long-term objectives.

Barnaby qualified as a Fellow of the Institute & Faculty
of Actuaries in 2014 and holds masters degrees in
finance and economics.

Rebekah Benett
Director, Consultant Relations

T: 020 7149 6922

E: Rebekah.Bennett@charles-stanley.co.uk

Rebekah joined Charles Stanley Fiduciary Management
in April 2022 as Consultant Realtions Director, focussing
on business development. Rebekah joined from SEl,
where she was also Consultant Realtions Director. Prior
to that, Rebekah spent 10 years on the Consultant
Relations Team at BlackRock. Rebekah has a Business
Economics degree from London Metropolitan
University, and holds the Investment Management
Certificate.
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