X

XPS
Investment

XPS
FM atch
\\\\ G
4
Ukraine Update | Assessing the
Impact for Pension Schemes with
Fiduciary Managers

Fiduciary Management Implications

There is no escaping the ever-evolving and saddening situation in Ukraine - the
humanitarian impact is huge and, for most, incomprehensible. We have now seen the
impact of the Ukraine crisis hitting financial markets with significant increases in volatility.

Where trustees have delegated the day-to-day management of their pension scheme’s assets to a fiduciary
manager, the trustees are still responsible for the investment strategy and monitoring of their investments.
With the increasing sanctions on Russian assets and accelerating numbers of investors disinvesting from
them, do trustees that use fiduciary management really understand how their scheme’s assets are invested
and the implications that the current crisis has for their portfolios?

The XPS Fiduciary Management Oversight Team suggests all trustees in
this situation give consideration to the following:

Ensure your current portfolio reflects your risk tolerance

« With a potentially complicated investment strategy in place, do you understand the range of asset
classes invested in and therefore the extent of the portfolio’s diversification and its exposures?

Assess your exposure to Russia and affected assets

» Do you have any direct / indirect exposure to Russian assets both via unexpected exposure within
straightforward assets (Russian issuers of sterling corporate bonds, for instance) or more complex /
illiquid investments such as hedge funds / private equity?

e Does your fiduciary manager have look through to the underlying exposures or do they need to rely
on information from the underlying investment managers?
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Is it possible for your fiduciary manager to make strategy changes?

» Does the way your fiduciary manager invests in funds/managers impact their ability to manage
risks and exposures? For example, do they invest in pooled funds (where specific changes may be
difficult) or bespoke arrangements (where they may be more straightforward)?

* What is the process for making changes in the portfolio and how quickly can these be implemented?

¢ To make a change in the portfolio, is your fiduciary manager reliant on any third parties?
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Review the robustness of your ESG risk management strategy

¢ Will the fiduciary manager’s approach to ESG have mitigated some of the exposure to geopolitical
risks in your portfolio, such as Russia?

Review the accuracy of your liability hedge

¢ As inflation expectations continue to spiral and are expected to be above central targets for longer,
is the fiduciary manager revisiting your inflation hedging to ensure protection levels remain as
intended?

Ultimately, the crisis in Ukraine highlights the importance of trustees understanding how
their scheme’s assets are invested, irrespective of the chosen governance model, and how
the approach taken aligns with their investment beliefs and that of the sponsor.
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Alternatively, please speak to your usual XPS contact. u @xpsgroup m Xpspensionsgroup
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Important information: Please note the information and opinions expressed herein do not take into account the circumstances of individual
pension funds and accordingly may not be representative of the circumstances affecting your fund. The note has been written on the basis that
decisions will not be based on its contents. Appropriate advice should be obtained before any decisions are made. The information expressed is
provided in good faith and has been prepared using sources considered to be reasonable and appropriate. While information from third parties is
believed to be reliable, no representations, guarantees or warranties are made as to the accuracy of information presented, and no responsibility
or liability can be accepted for any error, omission or inaccuracy in respect of this. This document may also include our views and expectations,
which cannot be taken as fact. The value of investments and the income from them can go down as well as up as a result of market and currency
fluctuations and investors may not get back the amount invested. Past performance is not necessarily a guide to future returns. The views set out
in this document are intentionally broad market views and are not intended to constitute investment advice as they do not take into account any
client’s particular circumstances.

Please note that all material produced by XPS Investments is directed at, and intended solely for the consideration of, professional clients within
the meaning of the Financial Services and Markets Act 2000 (FSMA). Retail or other clients must not place any reliance upon the contents.

This document should not be distributed to any third parties and is not intended to, and must not, be relied upon by them. Unauthorised copying
of this document is prohibited.
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