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Adviser landscape — importance of the adviser

Communicating fees to clients

Areas advisers add value over and above a DIY outcome?
Behavioural coaching — key to unlocking client planning success

Q&A & next steps



“The adviser’s job is to help their clients
avoid making costly mistakes”

John C Bogle
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Adviser’s Alpha framework

Diversification
>0 bps*

Behavioural coaching
150 bps

Total return investing

> 0 bps*

Source: Vanguard.

Cost-effective implementation

29-44
bps

Rebalancing
48 bps

Asset location
0-32 bps

Spending strategy

0-153
bps



The value of an adviser...

About 3%

Source: Vanguard, as at June 2020.
(1) “About 3%” means 3 percentage points of additional net return over an unspecified period of time.






Demand for advice Is rising...

£521bn

£64bn

Sources: FCA, Platforum



But the landscape is evolving...

Manufacturing  Administration Distribution
Fund Platform Advice

Source: Vanguard



Adviser’s Alpha framework

Diversification
>0 bps*

Behavioural coaching
150 bps

Total return investing

> 0 bps*

Source: Vanguard.

Cost-effective implementation

29-44
bps

Rebalancing
48 bps

Asset location
0-32 bps

Spending strategy

0-153
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Adviser Alpha
Value

1. Asset allocation 5 e

Investment outcomes are largely determined by the long-term mixture of assets in a portfolio

Stock selection and
market timing

Percentage of a
portfolio’s
movements
over time
explained by ...
Asset allocation

Source: Vanguard calculations using data from Morningstar.
Note: Calculations are based on monthly returns for 743 UK balanced funds from January 1990 through September 2015. For details on the methodology, see the Vanguard research paper The

global case for strategic asset allocation and an examination of home bias (Scott et al., 2017). | 12



1. Asset allocation: The mixture of assets defines the
spectrum of returns

Best, worst and average returns for various equity / bond allocations, 1901-2019
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Past performance is not a reliable indicator of future results.

Source: Vanguard. Notes: Reflects the maximum and minimum calendar year returns, along with the average annualised return, from 1901-2019, for various stock and bond allocations, rebalanced annually. Equities are represented by the

DMS UK Equity Total Return Index from 1901 to 1969; thereafter, equities are represented by the MSCI UK Index. Bond returns are represented by the DMS UK Bond Total Return Index from 1901 — 1985; the FTSE UK Government Index

from Jan 1986 — Dec 2000 and the Bloomberg Barclays Sterling Aggregate Index thereafter. Returns are in sterling, with income reinvested. Data period from 1 January 1901 to 31 December 2019. The performance of an index is not an exact
representation of any particular investment, as you cannot invest directly in an index. |13



There is little persistence in asset class performance

Key index returns (%), ranked by performance

2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020
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Global equities B Developed Asia equities B UK government bonds (gilts) I Hedged global bonds
I North American equities (US/Canada [l European ex UK equities UK index-linked gilts
Emerging market equities B UK equities UK investment grade corporate bonds

Past performance is not a reliable indicator of future results.

Source: Vanguard calculations, using data from Barclays Capital and Thompson Reuters Datastream. UK equity is defined as the FTSE All Share Index, European ex-UK equity as the FTSE All
World Europe ex-UK Index, developed Asia equity as the FTSE All World Developed Asia Pacific Index, North America equity as the FTSE World North America Index, emerging market equity as
the FTSE Emerging Index, global equity as the FTSE All World Index, UK government bonds as Bloomberg Barclays Sterling Gilt Index, UK index-linked gilts as Bloomberg Barclays Global
Inflation-Linked UK Index, hedged global bonds as Bloomberg Barclays Global Aggregate Index (hedged in GBP), UK investment grade corporate bonds as Bloomberg Barclays Sterling
Corporate Index. Returns are denominated in GBP and include reinvested dividends and interest.



Cost effective implementation



2. Cost effective Implementation (expense ratios) Adviser Alpha

29 - 44 bps
Asset-weighted expense ratios versus "low-cost" investing
Equity/bond mix (%): 100/0 80/20 60/40 50/50 40/60 20/80 0/100
Asset-weighted expense ratio
(AWER) 0.66 0.62 0.58 0.56 0.54 0.50 0.46
Quartile 1 AWER (Q1) 0.22 0.21 0.20 0.19 0.19 0.18 0.17
Cost-effective implementation 0.44 0.41 0.38 0.36 0.35 0.32 0.29

(AWER vs. Q1)

Sources: Vanguard calculations, based on data from Morningstar, Inc., as at 31 December 2018.

Notes: Fund universe includes funds available for sale in the UK, from the following Morningstar categories: UK equity — flex cap, large-cap blend, large-cap growth, large-cap value, mid-cap,
small-cap; Europe equity — Europe OE: flex-cap, large-cap blend, large-cap growth, large-cap value, mid-cap, small-cap; Euro zone equity — flex-cap, large-cap, mid-cap, small-cap; Global — flex-
cap, large-cap blend, large-cap growth, large-cap value, mid-cap, small-cap; US equity — flex-cap, large-cap blend, large-cap growth, large-cap value, mid-cap, small-cap; Emerging markets
equity — emerging markets; Europe bond — EUR diversified; US bond — USD diversified; Global bond — global un-hedged bond; UK bonds — UK diversified, UK government.



Adviser Alpha

2. Cost effective implementation: Costs, like interest, Value
compound over time

29 - 44 bps

Assuming a starting balance of £100,000 and a yearly return of 6%, which is reinvested

£700,000
£600,000
£500,000

£400,000

Portfolio value

£300,000
£200,000
£100,000

£0

Source: Vanguard

£574,349
£537,705

£380,721

,/
0 2 4 6 8 10 12 14 16 18 20 22 24 26 28 30
Number of years
-== 0% annual cost — 0.22% annual cost 1.38% annual cost

Note: The portfolio balances shown are hypothetical and do not reflect any particular investment.
The final account balances do not reflect any taxes or penalties that might be due upon distribution.






Adviser Alpha

3. Rebalancing 048 bps

Equity allocation of 60%/40% equity/bond portfolio rebalanced annually and non-rebalanced,
1960-2019
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Equity allocation

- 60/40 portfolio with rebalancing 60/40 portfolio without rebalancing

Past performance is not a reliable indicator of future results.

Source: Vanguard calculations, based on data from Thomson Reuters Data stream and Bloomberg Barclays.

Notes: The initial allocation for both portfolios is 60% global equity and 40% global bonds. The rebalanced portfolio is returned to this allocation at the end of each June and December. Global
equity is defined as the MSCI All Country World Investable Market Index, GBP un-hedged. Global bonds are defined as the Bloomberg Barclays Global Aggregate, hedged to sterling. Returns are
in GBP with income reinvested.



Behavioural coaching

Adviser is client’'s emotional circuit breaker.....



4. Behavioural coaching

There is significant scope to improve returns by counteracting behavioural bias

Typical ¢ Anchoring I‘ Confirmation n Framing

behgivioural
biases Loss aversion G Overconfidence
Estimated
value add of 150
behavioural 0 bps bps 200 bps
coaching:

Vanguard estimate?!

v" Behavioral coaching can add percentage points — rather than basis points — of value to the relationship

v/ Third party studies have concluded that behavioural coaching can add up to an average of approximately 200 basis points per year

v" Vanguard’s studies suggest the figure is roughly 150bps?

Source: Vanguard.

(1) By comparing 58,168 self-directed investor’s personal returns for the five years ended 2012 versus hypothetical results using two Vanguard created ‘personal rate of return benchmarks’ based
on single fund alternatives, we found that the average fund investor who made at least one change to their portfolio sacrificed 104 to 150 bps due to poor portfolio adjustments (Weber, 2013).



Behavioural coaching: The importance of discipline Advi\s}zlfulepha

150 bps

Value of a hypothetical £100 invested at the beginning of 2007

250

200
)

150

> 99%

100
/

50

0

2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019

= 50% stock/50% bond 100% cash

Past performance is not a reliable indicator of future results.

Source: 50% stock/50% bond portfolio represented by 50% FTSE 100 Index and 50% Bloomberg Barclays Sterling Aggregate Bond Index (rebalanced monthly). 100% cash represented by ICE
LIBOR 1-month GBP. Data provided by Morningstar, Inc. and Vanguard calculations. Data period from 1 January 2007 to 31 December 2018. The performance of an index is not an exact
representation of any particular investment, as you cannot invest directly in an index.



Map of client-adviser journey

M

Client > Client > Client discovery > Financial > Ongoing
need Introduction process planning management
Relationship development Soft service
|

Goal/behaviour
monitoring
Behavioural coaching

« Service personalisation
* Plan flexibility
» Security/reassurance

Soft considerations

Connection via

Need triggered by « Competing goals

Marriage « Family - Security/reassurance
Di b - Priorities Proactive approach
Rlvtgrce E?m der « Lifestyle aspirations pp
etirement rien . Behaviours
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* House purchase « Professional Technical implementation Technical service
*  Estate planning *  Website Hard considerations ) i .
+ Asset allocation « Portfolio monitoring
« Need/goal + Cost . : Repomng_
* Manager selection * Rebalancing
* Assets .
. » Tax location
; Liabilities -+ Cash flow modellin
« Tax environment ] 9
* TR vincome

« Risk tolerance

Active vs passive

* Referrals
* Onlinereviews

—

Periodic
review

Qualitative outcomes

Performance relative to
goals

Instilling good
behaviours
Sustainable lifestyle
Peace of mind

Quantitative outcomes

Performance relative to
the market
Performance relative to
inflation

Level of assets

Tax efficiency

Client relationship
outcomes

« Client satisfaction
* Reputation

« Recognition

+ Client engagement
e Trust

Amplification
« Marketing (websites,
social media, events etc.)

The Advice
Spectrum

Personal

A

A 4

Technical

23



5. Tax allowances and asset location Adviser Alpha

Value
0-32bps

» Asset location is worth 0 - 32 bps in the first year... compounded

» The allocation of assets between taxable and tax-advantaged accounts can add value each year that can

compound through time

« UK investors can minimise the impact of taxes by:
« holding tax-efficient broad-market equity investments in taxable accounts

« holding broad-market bonds within tax-advantaged accounts

» Value added depends on the investor’s asset allocation, tax-band and the breakdown of assets between taxable

and tax-advantaged accounts



6. Withdrawal order for client spending

« Spending strategies are worth 0 - 153 bps
» Bewildering discretion and choice...
« Spending from taxable assets or tax advantaged assets?

« What about Intergenerational wealth transfer?

Adviser Alpha
Value
0 - 153 bps



Adviser Alpha

6. Withdrawal order for client spending Value

0-153 bps

Average IRR (internal rate of return) of different withdrawal-order strategies

5%
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GIA-ISA-DCP GIA-DCP-ISA DCP-GIA-ISA ISA-GIA-DCP ISA-DCP-GIA DCP-ISA-GIA

Withdrawal Order

Past performance is not a reliable indicator of future results.

Source: Vanguard, as at 30 November 2019. Notes: Account types denoted as follows: GIA — General Investment Account, DCP — Defined Contribution Pension, ISA — Individual Savings

Account. Calculations based on funds of £1,200,000 (£400,000 in each account) and £58,000 after-tax spending with State Pension included. For our analysis, we assume the modelled portfolios

hold a 50% stock/50% bond allocation in each of the tax wrappers, rebalanced annually and with an overweighted of approximately 15% to domestic holdings. Example shown for a higher rate

tax payer with interest income tax of 40%, dividend income tax of 32.5% and capital gains tax up to 20%. Annual crystallisation method assumed. These hypothetical data do not represent the

returns on any particular investment. Each internal rate of return (IRR) is calculated by running the same 10,000 VCMM path simulations for 50% equity, 50% fixed income instruments across 30

years. See Appendix for benchmarks used for VCMM calculations. 2



Adviser Alpha

/. Total-return versus income investing Value

Income-only strategy

Overweight long-term bonds

Overweight credit bonds

Overweight dividend-centric equity

Source: Vanguard.

>0 bps

Impact on a portfolio
(compared with capital-weighted portfolio at the sub-asset
class level)

Sensitivity to interest rate changes f
Credit risk f Downside protection *

Concentration risk * Tax efficiency diversification *



Adviser’s Alpha framework

Diversification
>0 bps*

Behavioural coaching
150 bps

Total return investing

> 0 bps*

Source: Vanguard.

Cost-effective implementation

29-44
bps

Rebalancing
48 bps

Asset location
0-32 bps

Spending strategy

0-153
bps



Good for clients. Good for your business.

Clients who think that their adviser adds significant value are:
1. More confident they will reach their goals

2. More loyal

Asset

3. More profitable retention

& referrals

4. More likely to provide referrals

Client loyalty

& trust

Source: Vanguard

Personalized

financial
planning

Highly
trusted
advisor

Deeper

relationship

Asset &
wealth

M ELED LT
services

Behavioral &
life coaching



“The definition of an expert is knowing
when to bring one in”

Angie Staunton



Additional Vanguard collateral for behavioural coaching

Vanguard™ 2019 Index Chart

Market returns —31 December 1990 to 31 December 2019
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itional Vanguard collateral for the value of advice

The Advantage
of Advice

Wherever you are on your wealth
journey, your adviser can help you
to achieve your goals.

Your
financial
future

@ Visking the most of your tax slowances

Start your journey here  e—)
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Source: Vanguard.

The Advantage of Advice

A guide to how your adviser helps
you secure your financial future




Further Vanguard research

@ Vanguard'
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Question Time.....

Q&A



Appendix — benchmarks used for asset classes

UK equity: Bloomberg Barclays Equity Gilt Study from 1900 to 1964, Thomson Reuters Datastream UK Market Index 1965 to 1969;
MSCI UK thereatfter.

Global ex UK equity: S&P 90 Index from January 1926 to 3 March 1957; S&P 500 Index from 4 March 1957 to 1969; MSCI World ex
UK from 1970 to 1987; MSCI AC World ex UK from 1988 onwards.

EM equities: MSCI Emerging Markets Index.

UK bonds: Bloomberg Barclays Sterling Aggregate Bond Index.

Global ex UK bonds: Standard & Poor’s High Grade Corporate Index from 1926 to 1968, Citigroup High Grade Index from 1969 to
1972, Lehman Brothers US Long Credit AA Index from 1973 to 1975, Bloomberg Barclays US Aggregate Bond Index from 1976 to
1990, Bloomberg Barclays Global Aggregate Index from 1990 to 2001; Bloomberg Barclays Global Aggregate ex GBP Index from 2001
onwards.

UK treasuries: Bloomberg Barclays Sterling Gilt Index.

UK credit: Bloomberg Barclays Sterling Non-Gilt Index.

UK cash: Bloomberg Barclays Sterling 3-Month Gilt Index.

EM sovereign bond: Bloomberg Barclays EM USD Aggregate Sovereign.

Global credit bond: Bloomberg Barclays Global Aggregate Credit Index.

UK inflation: Consumer Price indexes — RPI all items long-run series. Source: Office for National Statistics.



Important information

IMPORTANT: The projections or other information generated by the Vanguard Capital Markets Model® regarding the likelihood of various
investment outcomes are hypothetical in nature, do not reflect actual investment results, and are not guarantees of future results. VCMM
results will vary with each use and over time.

The VCMM projections are based on a statistical analysis of historical data. Future returns may behave differently from the historical
patterns captured in the VCMM. More important, the VCMM may be underestimating extreme negative scenarios unobserved in the
historical period on which the model estimation is based.

The Vanguard Capital Markets Model® is a proprietary financial simulation tool developed and maintained by Vanguard’s primary investment
research and advice teams. The model forecasts distributions of future returns for a wide array of broad asset classes. Those asset classes include
US and international equity markets, several maturities of the U.S. Treasury and corporate fixed income markets, international fixed income markets,
US money markets, commodities, and certain alternative investment strategies. The theoretical and empirical foundation for the Vanguard Capital
Markets Model is that the returns of various asset classes reflect the compensation investors require for bearing different types of systematic risk
(beta). At the core of the model are estimates of the dynamic statistical relationship between risk factors and asset returns, obtained from statistical
analysis based on available monthly financial and economic data from as early as 1960. Using a system of estimated equations, the model then
applies a Monte Carlo simulation method to project the estimated interrelationships among risk factors and asset classes as well as uncertainty and
randomness over time. The model generates a large set of simulated outcomes for each asset class over several time horizons. Forecasts are
obtained by computing measures of central tendency in these simulations. Results produced by the tool will vary with each use and over time.



Investment Risk

The value of investments, and the income from them, may fall or rise and investors may get back less than they invested.

Past performance is not a reliable indicator of future results.

For further information on risks please see the “Risk Factors” section of the prospectus on our website at https://global.vanguard.com.



Important Information

This document is directed at professional investors and should not be distributed to, or relied upon by retail investors.
This document is designed for use by, and is directed only at persons resident in the UK.

The information contained in this document is not to be regarded as an offer to buy or sell or the solicitation of any offer to buy or sell securities in any jurisdiction
where such an offer or solicitation is against the law, or to anyone to whom it is unlawful to make such an offer or solicitation, or if the person making the offer or
solicitation is not qualified to do so. The information in this document does not constitute legal, tax, or investment advice. You must not, therefore, rely on the
content of this document when making any investment decisions.

Issued by Vanguard Asset Management Limited, which is authorised and regulated in the UK by the Financial Conduct Authority.

© 2021 Vanguard Asset Management Limited. All rights reserved.



