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Why is an industry standard needed? 
Performance measurement of an appointed fiduciary manager (FM) is a relatively straight-forward 
issue.  Performance will be measured against a client’s bespoke benchmark with the impacts of asset 
allocation, hedging and stock selection typically highlighted. 
 
However, when trustees are seeking to select a fiduciary manager the performance information they 
are presented with is often of little value in helping them understand how the fiduciary manager will 
add value for their scheme.  The reason for this is that each fiduciary manager provides performance 
information for a selection exercise using a different approach.  For example:  
 

• Some fiduciary managers show the performance of a ‘cherry picked’ fund or funds, 
• Performance is shown for different time periods, 
• Methods for calculating performance and risk vary (e.g. some are gross of fees and 

others net), 
• Performance track records displayed may not be relevant to the fund requirements of the 

trustees of the tendering fund. 
• Performance is shown for ‘composites’ with a wide range of different types of fund 

included in the composite 
• Performance is benchmarked against different industry ‘model’ funds, 
 

Despite these problems trustees often appear to place a disproportionate weight on performance data 
in the selection process and are often not aware of the implications for their decisions of the different 
approaches being used. 
 
Many of the above problems can be solved by moving to a standard basis for classifying funds, 
calculating performance and displaying performance.  Consequently, IC Select have engaged with 
the major fiduciary managers to agree a standardised methodology for data calculation and 
presentation of fiduciary management performance information for selection exercises.   
 
The introduction and adherence to the IC Select FM Performance Standard will put trustees in 
control of the information they receive, avoiding the potential for cherry picking funds, and provide 
them with confidence that the performance data provided has been calculated on a consistent basis 
and is being presented in a standardised manner to improve their understanding.   
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What are the Objectives? 
 

• To measure the added value provided by fiduciary managers 
• To improve transparency and consistency of performance information across the fiduciary 

management sector 
• To standardise the calculations and presentation of fiduciary management performance data 
• To put trustees in control of the information they receive and, consequently, improve 

confidence in the decisions they take 
• To create an open access structure that is free to use for all industry participants 

 

What are the key Points? 
 
The IC Select Fiduciary Management Performance Standard is a standard basis for classifying funds, 
calculating performance and risk, and displaying performance.  The formation of composites is at 
the heart of the standard: 
 

• Every pension fund managed in a fiduciary basis is to be placed in a composite. 
• Composites should be constructed based on client funds that have similar return objectives, 

risk tolerances and hedging constraints rather than identical benchmarks. 
• Each fiduciary management firm should maintain a listing of all composites, their 

objectives, risk parameters and hedging constraints, the number of clients in the composite, 
the assets under management and the date the composite was first constructed. 

• Performance calculation should be based on the return relative to the benchmark net of fees.  
For most schemes the benchmark will either be the cash-flow liabilities or an asset proxy to 
the liabilities. 

• The measure of volatility (risk) to be used is the annualised standard deviation of returns 
relative to the benchmark, net of trading and other costs but before deduction of the 
fiduciary manager's fees and sub-adviser fees. 

• Maximum drawdown, a further measure of risk, is defined as the maximum fall from one 
peak to the next trough, it will be time dependent and will be measured over different time 
periods. 

 
Presentation of performance data 
Where a fiduciary manager quotes performance information in a document, a response to an 
invitation to tender or a presentation they must also include an appendix showing the full 
performance record on a standardised basis. 
 

• The approach to displaying performance information in the body of the document will be 
determined by the fiduciary management firm.  For example, they may choose to illustrate 
their performance as a chart or in tabular form over a specific time period that they deem 
relevant. 

• However, to comply with the IC Select Fiduciary Management Performance Standard it will 
be mandatory to include an appendix setting out the performance information in a standard 
format that shows the performance history from the inception of the composite.   

• A further appendix should be included showing the full list of a firm’s composites.   
 
By displaying the information in a standardised format in an appendix, any issues relating to the 
time period selected or style of presentation of information can be resolved. 
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What will this achieve for Trustees? 
 
This provides trustees with many advantages: 

• any trustee board carrying out a fiduciary management selection exercise can request the 
performance information on the IC Select Fiduciary Management Performance Standard 
direct from the fiduciary managers, 

• each fiduciary manager will have a list of core performance composites on different risk and 
return characteristics for the trustees to select from, 

• as performance composites are calculated on average performance for a group of clients, it 
prevents the fiduciary managers from reporting only their best performing funds, 

• when requesting performance information on the IC Select Fiduciary Management 
Performance Standard, trustees can have confidence that performance has been calculated 
and audited on an industry standard basis, 

• trustees can be confident that the information they are getting will be presented in a 
standardised format. 
 

How will the standard be audited? 
The IC Select Fiduciary Management Performance Standard requires fiduciary managers to have 
their composites externally audited.  IC Select intends, at its expense, to verify firms’ compliance 
with the standards.  It is expected that this audit will be no more frequently than annually. 
 

What is the timetable? 
 
The IC Select Fiduciary Management Performance Standard was launched in April 2018. It has been 
backed by 14 providers including the world's largest consulting firms Aon Hewitt, Mercer and Willis 
Towers Watson. Others include BlackRock, Cardano, Charles Stanley, Goldman Sachs Asset 
Management, JLT Investment Solutions, Kempen Capital Management, Legal & General, P-Solve, 
Russell Investments, Schroders and SEI.  Trustees and third-party evaluators can now request data 
direct from these firms. 
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The IC Select FM Performance Standard Guidelines 
 
1. General  

1.1. All requirements should be complied with and, if not, this must be noted where compliance 
is not met. 

1.2. The performance standard must be applied to all fiduciary management clients of a firm 
1.3. A full list of composite descriptions must be maintained.  This must show the composite 

name, description, creation date, start date, end date (for terminated composites) and the 
current number of schemes in the composite.  Terminated composites must be maintained 
on the list for at least three years. 

1.4. Historical composite performance should not be altered following a change in the 
organisation of the firm.  However, any such change or changes affecting the team 
managing a composite must be highlighted including the date that any change took place. 

1.5. Performance data must be updated annually at the calendar year and should be updated 
quarterly. 
 

2. Definition of the firm 
2.1. For purposes of claiming compliance with the IC Select Fiduciary Management 

Performance Standard, the standard defines a firm as an investment firm, subsidiary, or 
division held out to clients or prospective clients as a distinct business entity. This entity is 
a unit, division, department, or office that (1) is organisationally and functionally 
segregated from other units, divisions, departments, or offices, (2) retains discretion over 
the assets it manages, and (3) should have autonomy over the investment decision-making 
process. Possible criteria that can be used to determine this include the following: 

• being a legal entity, 
• having a distinct market or client type (e.g. DB pension funds) 
• using a separate and distinct investment process 

 
3. Performance Calculation 

3.1. Returns must be shown relative to the full liability benchmark for unconstrained mandates 
and relative to the full liability benchmark and hedge ratio adjusted benchmark for all other 
mandates with equal prominence.  Any objective (e.g. benchmark + X%) must be ignored 
in the calculation of relative returns. 

3.2. Returns relative to benchmark must be calculated for each scheme:  
3.2.1. NET of all charges, including performance fees, and base fees for both the fiduciary 

manager and any sub-advisors. 
3.3. Time weighted returns must be used.  Periodic and sub-periodic returns must be 

geometrically linked. 
3.4. Scheme returns must be calculated at least monthly. 
3.5. Return calculations must include returns from cash and cash equivalents held in the 

schemes. 
3.6. Returns must be calculated after the deduction of all trading and other related expenses 
3.7. Composite returns must be calculated by equally weighting the individual scheme returns 

on the basis described in 3.2 relative to their benchmark. 
3.8. Returns should not be annualised for part year returns. 
3.9. Returns should be calculated net of non-reclaimable withholding taxes on dividends, 

interest and capital gains. 
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4. Benchmark Definition 
4.1. The full liability benchmark should be the liability benchmark used to report performance 

to the client.  This can be either the full liability cash-flows, a liability proxy benchmark 
constructed from gilts or swaps or, if neither of these exist, a gilt of similar duration to the 
liabilities. 

4.2. Where a client has restricted the level of interest rate hedging, performance must also be 
shown relative to the hedge ratio adjusted liability benchmark.  The hedge ratio adjusted 
liability benchmark is calculated by including cash for the proportion where interest rate 
hedging is not allowed and the full liabilities for the proportion of liabilities where hedging 
is allowed.  This reflects the client’s responsibility for the decision to limit hedging on a 
proportion of the liabilities. 

4.3. If a proxy asset benchmark or a gilt of similar duration to the liabilities is used as the 
benchmark, then the notes must include the following disclaimer:  
“The performance track record has been compared to a proxy asset benchmark/gilt of 
similar duration to the liabilities.  The level of volatility risk reported will typically be 
lower where a proxy asset benchmark/gilt of similar duration to the liabilities has been 
used.” 

 
5. Fiduciary Management Composite Construction 

5.1. All schemes managed by the fiduciary manager must be included in at least one composite. 
5.2. Only actual schemes can be included in composites 
5.3. Simulated or model schemes must not be linked with actual pension fund data. 
5.4. Each firm must decide on their composite definitions.  Schemes should be included in the 

same composite where they are similar rather than identical.  In deciding on the definitions 
of composites firms should consider, amongst other factors, the following: 
• The level of discretion (e.g. does the client have to be consulted before an investment is 

made) 
• The nature of the benchmark (e.g. liability, gilt or a specific asset mix) 
• Any hedge ratio restriction 
• Objective or risk (e.g. liability +3%) 
• Size of the scheme 
• Asset restrictions that would materially affect performance 

5.5. The recommended structure for composite construction is shown below. 

 
Firms may wish to add additional composites to the recommended structure shown above.  
For example, they may wish to show their return bands in 0.5% intervals or their hedge 
bands in 10% intervals.  Where more granular return or hedge bands are created firms 
should also create umbrella composites to align with the above structure. 
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5.6. The use of umbrella composites to combine similar sub-composites is encouraged although 
these must be clearly labelled. 

5.7. Composites must include all schemes that meet the composite description. 
5.8. After 30 March 2018 (the end of the set-up period) any change to a composite must not be 

applied retrospectively. 
5.9. The composite definition must be included with the data submission. 
5.10. New schemes must be included in the appropriate composite once transition is 

completed and the fiduciary manager becomes responsible for performance. 
5.11. Terminated schemes must be included in the historical record of the composite up to 

the last full month that the scheme was under management. 
5.12. Schemes should not be switched between composites unless documented changes to 

the investment mandate make it appropriate.  The historical record of the scheme must 
remain with the original composite. 

5.13. Where a scheme is moved from one composite to another, for example, as a result of 
de-risking, the scheme should be removed from all composites during the month or months 
in which the transition takes place.  The performance record, up to the month of the 
transition must remain with the original composite.  Performance following the end of the 
final transition month, will be included in the new composite. 

5.14. Firms must document their policies and procedures used in establishing and 
maintaining compliance with the IC Select Fiduciary Management Performance Standard, 
including ensuring the existence and ownership of client assets, and must apply them 
consistently. Accordingly, firms must document their valuation policies, procedures, 
methodologies, and hierarchy, including any changes, and must apply them consistently. 

 
6. Performance Presentation Required Information and Standard Format 

Where compliance with this standard is claimed then the following minimum information 
presentation must be included for the most appropriate composite or composites as an appendix.  
Data can be included throughout the tender document or any presentation material with other 
presentation forms (e.g. charts): 
An example of the layout for a composite appendix is attached as an illustration.  However, 
firms are encouraged to use their own layout if preferred to reflect their house style. 
6.1. The currency for the composite must be disclosed. 
6.2. A minimum of ten years’ performance data must be presented or, if the composite inception 

is less than ten years ago, the period from the composite start date, must be presented. 
6.3. Composite returns net of all fees (see 3.3.1) for each annual period must be presented. 
6.4. Composite returns net of all fees (see 3.3.1) for the previous one, three, five, seven and ten 

year periods and since inception must be presented. 
6.5. The maximum drawdown for the previous one, three, five, seven and ten year periods and 

since inception must be presented calculated as a percentage as being  
(Peak value in relative net of all fees (see 3.3.1) before largest drop - Lowest value 
in relative net of all fees (see 3.3.1) before a new high established)/Peak value in 
relative net of all fees (see 3.3.1) before largest drop. 

6.6. The annualised ex-post standard deviation of monthly composite NET relative returns for 
the previous three, five, seven and ten year periods and since inception must be presented. 

6.7. The information ratio (annualised NET relative return divided by annualised ex-post 
standard deviation of monthly composite NET relative returns) for the previous three, five, 
seven and ten year periods and since inception must be presented. 

6.8. Three year annualised ex-post standard deviation of 36 monthly composite NET relative 
returns as at the end of each annual period must be presented. 
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6.9. Disclosure should be made if there is insufficient data to calculate three-year ex-post 
standard deviation of monthly composite returns. 

6.10. If three year annualised ex-post standard deviation of composite returns is not used 
then an explanation must be provided as to why this is not relevant or appropriate and what 
alternative risk measure has been used. 

6.11. The information ratio (three year annualised NET relative return divided by three 
year annualised ex-post standard deviation of 36 monthly composite NET relative returns) 
at the end of each annual period must be presented. 

6.12. If a case study scheme is used as part of the tender document or presentation, then 
the composite for this scheme must be provided.  This should include the comparable 
measures for the case study scheme alongside its composite information. 
Where there are four or more schemes in a composite, information must be provided on 
dispersion.  For periods where there were four to nine schemes in the composite, the 
median, high and low should be shown.  If there are ten or more schemes in a composite the 
median, high, low, 90th percentile and 10th percentile should be shown 

6.13. If there are less than four schemes in a composite then the number of schemes in the 
composite should be disclosed as “less than four”. 

6.14. Any change in the organisation of the firm affecting the team managing a composite 
must be highlighted including the date that any change took place. 

6.15. Any material changes to valuation policies or methodologies must be disclosed. 
6.16. Any material changes to calculation methodologies must be disclosed. 
6.17. The creation date of the composite must be shown. 
6.18. All performance summaries must have the note “XYZ has prepared and presented 

this report in compliance with the IC Select FM Performance Standards” 
6.19. Where data is presented within a report, either in numerical or chart form, it must 

carry the disclosure as “Source: XYZ, IC Select FM Performance Standard” 
 
IC Select Limited 
Copyright © 2018 IC Select Limited.  All rights reserved 
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Example layout of information for inclusion as an appendix where performance data has been used as part of a submission 
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