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INVESTMENT ADVISORY COMMITTEE (IAC) 
QUARTERLY MEETING 

 
MINUTES OF MEETING HELD ON 22/6/2012 

 
 

Present In attendance Apologies 
John Deane 
Andy Carter 
Ewan Smith 
Julius Pursaill 
Colin Taylor 
 
 

Nick Leitch (Scottish Life) 
Robin Herd (Scottish Life) 
Scott Manson (Scottish Life) 
Graham Carson (Scottish Life) 
Helen Carter (Scottish Life) 
Lorna Blyth (Scottish Life) 
Robert Talbut (RLAM) 
Peter Watts (Barrie & Hibbert) 
 

Phil Loney 
David Bird (Royal London)  
 
 

 
 

ACTION 
1. Governed Retirement Income Portfolios (GRIP)  

Scott Manson explained that Scottish Life are to extend the Governed Range to include a series of 
portfolios for customers in Income Drawdown. The IAC were asked to approve the recommended strategic 
asset allocations for these portfolios, and the analysis which led to these allocations. The full detail of this 
analysis had been provided to IAC members before the meeting and SM gave a short overview during the 
meeting itself. 
 
The IAC were also asked to incorporate the governance of these new portfolios into future IAC meetings. 
SM outlined the recommended strategic risk targets for the portfolios, how these were arrived at, and what 
information would be supplied to the IAC for future meetings. 
 
Robert Talbut was asked to provide a tactical position for the new portfolios. SM explained that the tactical 
risk budgets for the new portfolios would be calculated using the same approach as the Governed 
Portfolios, and laid out what these budgets would be. It was noted that these budgets were tighter than the 
budgets for the Governed Portfolios, and Robert confirmed that he supported this approach because of the 
specialised objective of these portfolios. 
 
JP endorsed the robustness of the analysis presented to the IAC and asked whether the allocation of the 
portfolios to index-linked bonds was appropriate considering that many customers would be likely to 
choose a level annuity when they choose to annuitise their income drawdown fund. SM explained that an 
index-linked bond investment would provide protection both against inflation over the period to 
annuitisation and against changes in future inflation expectations, so the customer would have more 
certainty about the real value of the income stream they could secure through annuity purchase, regardless 
of the shape of income stream they intended to choose. 
 
AC asked whether Barrie & Hibbert agreed with the analysis. PW explained that Barrie & Hibbert had been 
supplied with the full detail on the analysis and confirmed that the approach taken was robust and that they 
supported the conclusions. 
 
The IAC members agreed to approve the new portfolios and to provide governance support at future 
meetings where regular analysis would be supplied as part of the IAC reporting process. 
 

 
2. OBSR FOLLOW-UP MEETING 

JP & CT held a follow-up meeting following OBSR’s attendance at the last IAC meeting.  The aim of the 
discussion was to look at the performance of rated funds against unrated funds, to get a better 
understanding of their process and to enquire as to business challenge/developments in light of the 
Morningstar acquisition.   
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OBSR are well regarded in the IFA sector and the chart presented at a previous IAC meeting indicated 
substantial out-performance of the universe of OBSR rated funds against both non-rated funds and the 
relevant index on a cumulative basis from 2002 to 2012. JP and CT explained that having scrutinised 
the data in more detail, the more detailed picture was of – 

• differing levels of out-performance in different discrete time periods, and some periods of 
underperformance 

• possible skew caused by very strong out-performance of individual rated funds 
• style out-performance in particular periods. 

 
JP and CT explained that OBSR articulate a strong value proposition that clearly finds favour with IFAs 
based on a combination of qualitative and quantitative assessments. The impression they gained from 
the meeting was that that once an individual manager has earned a rating then OBSR will tend to 
support that manager in difficult times. 
 
There is considered to be a good cultural fit with and commitment to the long term on the part of 
Morningstar.  
 
JP and CT asked the IAC to carry out the following further actions; 
 
• To engage with OBSR on the processes they have in place to manage any potential for any 

conflicts between the different parts of their business. LB 
 

• Scottish Life to review its marketing literature to ensure that it sets reasonable expectations around 
how often OBSR rated funds can be expected to outperform . LB 

 
 
3. REVIEW OF PREVIOUS MINUTES 
 The minutes of the 29 November meeting were approved and the action points were presented by NL. 
 

• Regular reporting to review the asset allocations of the managed funds against the governed 
portfolios has been added into the report.  
 

• NL confirmed that the updated terms of reference had been updated and circulated, and that 
going forward this committee would focus on SL funds, with other funds in the wider Royal 
London range being overseen by another committee.   

 
• The conflicts of interest register is to be circulated to the independent members of the 

committee for further updates RH 
 
• HC provided an update from the unit-linked committee. A new role has been created to head up 

the function and work to improve the dealing process is ongoing.  Further update to be provided 
at next meeting.   
 

• There was an action  to investigate the effect of currency hedging on the UK/Overseas equity split 
within Governed Portfolios as well the use of wider assets classes such as infrastructure.  This 
action is carried forward. SM  
 

• Further work is to be carried out to investigate the effect of widening the asset classes used within 
Governed Portfolios. The data required has now been received and an update is to be provided at 
next meeting. SM  
 

• Work to update the report to include net cash flows separating out tactical cash flows was 
completed with the exception of Governed Portfolios. This part of the action is carried forward to 
be included in the next report. GC 
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 Discussion on the other action points took place during the meeting: 
 

• SL fund benchmark review 
• SL UK Mid Cap 
• SL Far East ex Japan 
• SL FTSE 350 Tracker life 
• SL FTSE 350 Managed life 
• SL American life 
• SL Index Linked life & pension funds 
• SL property pension fund 
• SL Worldwide & Global Managed 
• Duration matched corporate bond funds 
• SL/Close Teams 
• SL/Fidelity International 
• SL/First State Global Emerging Markets Leaders 
• SL/Henderson Emerging Market Opportunities 
• SL/Fidelity Special Situations Blended 
 
 

4. GOVERNED RANGE REVIEW 
 

Benchmark analysis 
No changes were recommended to the Governed Portfolio and Managed Fund benchmarks this 
quarter.   
• As per last quarter, Governed Portfolios 3, 6 and 9 (the short-term portfolios) were highlighted 

due to the return efficiency being low as a result of low real yields on index-linked bonds. The 
IAC agreed that it was appropriate to maintain the exposure to index-linked bonds to provide 
inflation protection for customers at a time of uncertainty around future inflation.  

• All the portfolios remain within or close to, their target risk ranges despite a slight increase in 
volatility across the portfolios.  
 

Tactical analysis 
All portfolios remain within their tactical risk budgets. 
 
• Robert Talbut made a tactical change on the 3rd of May, reducing the small overweight in equities 

to a neutral position and holding some allocation in cash.  These changes bring the asset 
allocation even closer to the strategic benchmarks, and therefore reducing the estimated tracking 
errors. 

 
The asset comparison between the Managed Funds and the Governed Portfolios was reviewed and 
was confirmed as being satisfactory. This analysis will be included at six monthly intervals. SM 

 
 
5. SHORT TERM TACTICAL VIEW OF THE CHIEF INVESTMENT OFFICER 
 
RT reviewed Q1 2012 and presented his rationale for his current short term tactical view: 
 
“The optimistic tone to risk assets continued through the first quarter. This was initially encouraged by the 
further significant injections of liquidity by the ECB to the European banks and the subsequent belief that this 
action could prove decisive in rebuilding confidence that the European authorities were developing a more 
sustainable strategy for dealing with the regions problems. In addition we did see improvements in economic 
data in both the US and Europe. Both survey and real data appeared to show that activity was picking up, 
particularly so in the US with employment and production data signalling some growing momentum. Lastly 
financial markets took the view that while certain emerging markets and in particular China was continuing to 
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slow the belief was that further stimulus would be forthcoming providing a further boost to the global 
economy.  
 
Hence both equities and corporate credit had very strong moves upward moves and expectations were revised 
up in the markets as to their potential for further capital gains through the year. Overall the equity move from 
the lows in the autumn of 2011 was around 25%. In contrast government bonds did see some sell -off in Q1 
but not to the degree that might have been expected given the rising optimism over economic activity. 
Commercial property did also see some rise in values during the period but the overall rise was limited by the 
still struggling market for secondary properties and the relatively rich valuations of prime properties. In addition 
given these issues levels of activity within the property markets was very low, with little good stock available 
and few interested parties in anything of a secondary nature. 
 
From an asset allocation perspective we took the view that after such a significant move we should consider 
scaling back our overweight’s towards risk assets. We also took the view that the fundamental issues that were 
confronting Europe, such as the solvency of banks and sovereigns and the lack of real growth argued for taking 
a far more cautious view than the consensus in the market. Towards the end of March we firstly reduced our 
overweight to equities and then in April/May we moved to a neutral position in the asset class. The proceeds 
from these sales were invested largely in index-linked gilts but also in property and we also built a cash buffer in 
the funds. While we were not necessarily signalling that these latter asset classes were particularly attractively 
valued, our view was that risk assets were taking a too optimistic view and therefore some switching into ‘safer’ 
assets was advisable. Subsequent to these moves we did see both a return of worries over various European 
sovereigns and also economic data showed a marked softening from early year levels.  
 
We still see the outlook as being very uncertain both in terms of how the European debt, funding and growth 
issues can be dealt with but also how the likely soft economic data more generally globally will play out in 
markets. There is then the further complication over what additional policy response may be forthcoming and 
the effect it might have. Essentially we appear to being confronted with fairly extreme potential outcomes: a 
plausible scenario is that European integration breaks down which would likely cause extreme dislocation to 
economies and financial markets; in contrast we could see new policy developments that would lead to much 
closer integration if Germany were willing and we see further monetary and even potentially fiscal initiatives 
designed to improve the growth outlook. A third possibility is that we continue to stagger on with just enough 
policy response to avert a severe outcome but not enough to herald a marked improvement. Given such 
uncertainties and that any decisions will be determined by unpredictable politicians we judge that staying 
relatively close to benchmark and therefore taking lower levels of risk than we might ‘normally’ do is the correct 
approach to adopt.” 
 
The IAC asked Robert to elaborate on the merits of equities - Robert was of the view that although valuations 
are relatively cheap and attractive, the potential downside risk to be experienced is significant.  Robert is unsure 
what the short term outlook will be and is not prepared to gamble in this type of environment until there is 
greater clarity.   
 
He was also asked what would make him optimistic about Europe.  Robert explained that underlying issue is 
one of debt rather than liquidity.  He explained that 3 measures are needed in order to turn around the 
position, and make Europe a long term investment opportunity, 
 

1. Forced recapitalisation of banks across Europe 
2. Move towards neutralisation of debt, using German balance sheet 
3. ECB remit changes to become lender of last resort. 

 
The IAC agreed with the pessimistic assessment of the European problem. 
 
 
6. SCOTTISH LIFE FUND REVIEW 
 
Funds managed by RLAM 
 
The following funds were highlighted as requiring action: 
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Far East ex Japan – Performance over one and three years remains poor against benchmark, but is above 
over five years. The fund had been holding some residual cash and RLAM have confirmed the fund will be 
fully invested going forward. RT 
 
Global Equity - Performance of the fund is under benchmark over 1, 3 and 5 years.  RT proposed that this 
fund could be merged into SL Global Managed. Update to be provided at next meeting. RH/RT 
 
Duration matched corporate bond, gilt and index-linked gilt funds – There was a proposal put forward 
to change the way the benchmarks for these funds are calculated. The benchmarks will be recalibrated 
annually and the manager will be tasked with beating that benchmark over the following twelve months.  
SL to investigate this approach further and consider the impact against the existing method of benchmark 
calculation. SM  
 
The following fund was highlighted as “on watch” and will be subject to further review at the next quarterly 
IAC meeting: 

Worldwide – The fund performance has worsened since the last report and is now underperforming over 
1, 3 & 5 years.  
 
UK Mid Cap – The fund had significantly regained performance over the quarter by around 15% on a 3 
year basis.  RT explained that this fund is benchmarked against an all cap UK index whereas the fund is 
purely hold mid cap stocks which can result in performance diverging from the benchmark significantly.     
 
The following funds were discussed but no action was taken : 
 
Property – There was an outstanding action around monitoring this fund against the IPD Property Index 
with a cash element included. The IAC felt that this would not provide accurate enough data to be of value 
in tracking the fund but will continue to monitor the fund against the standard IPD Property Index as well 
as the ABI sector average. The IAC asked B&H to confirm if they alter the IPD for cash in their model. PW  
 
SL Managed funds and Governed Portfolios – Short term performance improved in Q4 2011 due to the 
overweight position in risk assets, particularly equities.  
 
Matrix Funds 
 
The following funds were highlighted as requiring action: 

Fidelity International – Aberdeen World Equity was approved as the replacement for this fund subject to 
satisfactory conclusion of legals & terms.  Morningstar OBSR provided this recommendation for the 
following reasons, 

• Top quartile performance over 1, 3 & 5 years while also beating benchmark over the same 
periods. 

• Silver Morningstar OBSR rating 
• Long-term conviction in stocks with relatively low turnover in the portfolio 
• Unique, robust team-based process  
• Solid returns in different market conditions with a strong consistent return profile. 

 
This is subject to legals and terms being agreed with the manager. Work is to continue to ensure tracking 
error is suitable for the Core Plus sector of the matrix and to progress the replacement.  RH 
 
Close Teams – Further discussion around the replacement of these funds took place over the quarter.  SL 
are still considering the options and may instigate a tender exercise in Q3 2012.  RH 
 
First State Global Emerging Markets Leaders – Work continues on the relocation of this fund to the 
specialist sector of the matrix proposition.  SL are currently reviewing policy terms and conditions to 
ensure the transition is appropriate for customers. RH 
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Henderson Global Emerging Markets Opportunities – This fund was identified for replacement at the 
last meeting.  The JPM Emerging Markets fund was approved as the replacement for the following reasons, 

• Long term consistent approach with manager being in place since 1997.   
• Strong performance record with consistent 2nd quartile returns over 1, 3 and 5 years - Rated 

bronze by OBSR.  
• Consistent tracking error levels within 5%. OBSR describe manager as “taking risk very seriously” 

suggesting this fund is more of a core holding.  He prefers investment opportunities which are 
funded through operations rather than leverage.  He tends not to follow single sector rallies or 
commodity led markets and takes a more fundamental bottom-up approach.   

This replacement is subject to legals and terms being agreed with the manager and although other funds 
were shortlisted it was felt this fund was an ideal replacement with the core plus sector of the matrix. Work 
is to continue to progress the replacement. RH 

The following funds were highlighted as “on watch” and will be subject to further review at the next 
quarterly IAC meeting: 

Artemis UK Special Situations – Fund performance over the short term has improved but over 3 years is 
still underperforming.  Stocks that hurt performance in 2011 have rebounded to regain the 
underperformance.  OBSR continue to rate the fund as “Gold”.  Fund remains on watch. 
 
JP Morgan US – The fund remains “Silver” rated by Morningstar OBSR but performance is poor over 1, 3 & 
5 years and triggered for the first time this quarter.  The benchmark is weighted towards large & mega-cap 
stocks in comparison to the fund which also holds exposure to mid-cap stocks which may explain some 
underperformance.  Fund put on watch. 
 
The following funds were discussed but no action was required : 
 
Investec Global Free Enterprise – Fund performance has improved to the point where it should be removed 
from watch.  OBSR remain comfortable with the manager and the process, and continue to rate the fund as 
“Silver”.  
 
Invesco Perpetual Japan – This fund was a replacement for the JPM Japan Fund but had underperformed 
the benchmark since the replacement.  Fund performance has improved significantly particularly over 3 
years.  Fund removed from watch.  
 
Cazenove UK Growth & Income – This fund was a replacement for the JPM Premier Equity Growth Fund 
but had underperformed the benchmark since the replacement.  Performance has come back and the fund 
is now outperforming.  
 
Other external managed funds 
 
The following funds were highlighted as “on watch” and will be subject to further review at the next 
quarterly IAC meeting: 

Fidelity Special Situations Blended – This fund continues to underperform although there has been 
improvement on 1 and 5 year performance.  This fund invests in two underlying funds, the Fidelity UK 
Special Situations and Fidelity Global Special Situations funds.  The global fund changed manager recently 
and OBSR met with him in May.  They feel it is too early in the manager’s tenure to judge performance and 
are scheduled to meet him again later in the year.  The IAC should receive an update on the fund after this 
meeting. Fund remains on watch. RH 
 
The following funds were discussed but no action was taken : 
 
GLG Stockmarket Managed – Performance has improved on this fund to the point that it is removed 
from watch. 
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UBS UK Equity – Performance has improved over 3 and 5 years.  Having conducted a review of this fund 
it is apparent that there should be a one day delay built in to the performance figures to align the fund to 
the underlying fund.  SL to action this for future performance monitoring. GC   
 
 
Other Scottish Life funds 
 
The following funds were discussed but no action was required: 
 
Index linked life fund – This fund had been highlighted as there was significant deviation from the 
pension fund equivalent.  The peer group was investigated and confirmed as being correct that the peers 
in the pension sector had significantly outperformed compared with the peers in the life fund sector.   
 
European Life fund – The benchmark of this fund is part of a wider SL fund range benchmark review.   
 
FTSE 350 Managed – The fund is under benchmark over 1 and 3 years.  EFS advised that at some future 
point, the fund may reach a reduced size such that an IAC review may be appropriate.  Remains on watch. RH  
 
FTSE 350 Tracker and US fund – These funds are to be subject to further investigation around tracking 
of the underlying fund before being referred to the Investment Operations Committee. GC/RH  
 
Worldwide and Global Managed Life – Robert Talbut suggested that these funds could be restructured 
and suggested it would be beneficial to do so.  RT to report back at next meeting on proposed restructure 
of these funds. RT  
 
7. BENCHMARK REVIEW 
RH reported that SL are conducting a check of all funds that invest in an underlying fund to ensure 
consistency in the benchmarks used.  To date the SL pension funds had been reviewed, with the internal 
life and external funds to follow.  The conclusions were that the SL benchmarks for the pension funds were 
generally consistent but that further investigation will be carried out for SL Cash Plus, SL Corporate Bond, 
SL High Yield and SL European. GC/RH 
 
8. DATE FOR NEXT MEETING 
The next quarterly meeting is 28th August 2012. 
 
 
IMPORTANT INFORMATION 
Past performance is not a guide to the future. Prices can fall as well as rise and you may not get back the 

full amount of capital invested.  Investment returns may fluctuate and are not guaranteed. 
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