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Cashflow Driven Investing (or CDI) is becoming

increasingly topical as pension schemes progress ‘ @ _
to their endgame. Not only this, but market events in ‘

Patrick O’Sullivan Sophie Dapin

the first quarter of 2020 have seen credit spreads Solutions Manager Fiduciary Manager

widen significantly, which has improved the

feasibility of implementing a CDI solution for schemes
with funding positions that have weathered the crisis.

Why does it work well in a Fiduciary Management framework?

We incorporate CDI into our Fiduciary Management clients’
journey plans. By allocating a large proportion of scheme
assets to hold-to-maturity credit, we deliver more certainty in
deficit repair for our clients while ensuring liquidity is
available to meet pension payments as they fall due.

Seamless part of the Flight Path

We integrate CDI into Flight Paths by gradually increasing the
allocation to a CDI solution as the scheme funding level improves.
This combination can be seen as a natural two-stage evolution from
traditional ‘growth + matching’ to CDI, which sees both the funding risk
and governance burden decline as the solution develops over time.

Building a Flight Path to the endgame

Our clients’ long term objectives are central to the Flight Paths we
create. For schemes whose endgame objectives are buy-out and/ or
self-sufficiency on a low risk basis, the journey plan will typically
involve a CDI approach where we increase the allocation to hold- to-
term assets with known cashflows as funding levels improve,
allowing us to increasingly ‘lock-in’ future asset returns providing more
certainty as our journey evolves. Aside from the increased certainty
of outcome, such solutions also benefit from their natural evolution
into a ‘buy-out ready’ portfolio which is more attractive to insurers.

Delegated approach

CDI solutions need to be implemented as efficiently and in as timely
a manner as possible. This is so that market spreads incorporated
into the strategy design can be secured. Once the trustees have
made the high level decision to proceed, a delegated Fiduciary
Management approach ensures the scheme can act quickly and
reduces the risk that market conditions change and the solution is
no longer feasible. The current volatility in credit markets has
provided an opportunity for schemes to secure a higher spread on
credit assets. We have worked closely with our clients to take this
opportunity, where relevant in their journey plans, to make a timely
allocation to investment grade credit. Timeliness has been key as
we have witnessed spreads grind tighter over recent weeks,
reducing the opportunity.

Truly integrated

By sitting within the Portfolio Solutions division, we are uniquely
placed as Fiduciary Managers to deliver CDI strategies to our clients
and improve endgame certainty. This is because there are three
crucial elements in adopting a CDI solution:

- Solutions Managers with a detailed understanding of your
scheme and the architecture of a CDIsolution

- Anexperienced global Investment Grade Buy & Maintain
credit team

- Aflexible and well resourced LDI team able to tailor LDI
solutions to complete CDI strategies

All of these capabilities sit closely together within Portfolio Solutions
at Schroders and already work successfully together on a number of
existing CDI mandates. As Fiduciary Managers, we sit side-by-side
with CDI solutions managers ensuring we can deliver a robust
endgame solution, implemented with timeliness.

Conclusion

CDI is an essential component in our Fiduciary
Management portfolios.

A CDI strategy has one fundamental aim: to improve the
certainty with which a pension scheme meets its liabilities.

A key advantage of our approach for trustees is that the
solution advice, design and implementation of a CDI solution can
be done in a holistic manner; benefitting from our ability to
create, deliver and blend the right tools at the right time for our
clients.
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Important Information

The views and opinions contained herein are those of the authors as
at the date of publication and are subject to change due to market
and other conditions. Such views and opinions may not necessarily
represent those expressed or reflected in other Schroders
communications, strategies or funds.

This document is intended to be for information purposes only. The
material is not intended as an offer or salicitation for the purchase or sale
of any financial instrument or security or to adopt any investment strategy.
The information provided is not intended to constitute investment
advice, an investment recommendation or investment research and
does not take into account specific circumstances of any recipient.
The material is not intended to provide, and should not be relied on
for, accounting, legal or tax advice.

Information herein is believed to be reliable but Schroders does not
represent or warrant its completeness or accuracy. No responsibility
or liability is accepted by Schroders, its officers, employees or
agents for errors of fact or opinion or for any loss arising from use of
all or any part of the information in this document. No reliance
should be placed on the views and information in the document
when taking individual investment and/or strategic decisions.
Schroders has no obligation to notify any recipient should any
information contained herein changes or

subsequently becomes inaccurate. Unless otherwise authorised by
Schroders, any reproduction of all or part of the information in this
document is prohibited.

Any data contained in this document has been obtained from sources
we consider to be reliable. Schroders has not independently verified
or validated such data and it should be independently verified before
further publication or use.

Schroders does not represent or warrant the accuracy or
completeness of any such data.

All investing involves risk including the possible loss of principal.

Third party data are owned or licensed by the data provider and may not
be reproduced or extracted and used for any other purpose without the
data provider's consent. Third party data are provided without any
warranties of any kind. The data provider and issuer of the document
shall have no liability in connection with the third party data.
www.schroders.com contains additional disclaimers which apply to the
third party data. Issued in April 2020 by Schroder Investment
Management Limited, 1 London Wall Place, London EC2Y 5AU.
Registered in England, No. 1893220. Authorised and regulated by the
Financial Conduct Authority. UK000649.
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