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Response from the Phoenix IGC to FCA CP16/30 – “Transaction cost 
disclosure in workplace pensions”

Introductory comments: 

We welcome this initiative by the FCA, to place an obligation upon asset managers to disclose 
transaction cost data which supports the requirement already in place for IGCs to consider such 
costs and the value for money that they represent for workplace pension scheme members.   

The majority of pension investments within the scope of the Phoenix IGC are invested through 
collectives and so, to date, in our value for money analysis, we have been able to make use of the 
transaction cost data that already has to be produced by such structures.  Phoenix has also been 
able to produce estimates of the equivalent data for those assets that are directly invested.  
However, the obligations proposed by the FCA will be helpful in ensuring consistent and 
comparable data is produced for all asset classes. 

We strongly support the principle that all amounts that are deducted from pension scheme 
member funds through the investment process should be collected and made available to us for 
our analysis.  The existing disclosure requirements for collectives cover all explicit costs deducted 
from invested funds.  However, they do not cover any deductions from stocklending returns or any 
financing costs.  We are of the view that, for our purposes, it would be sufficient to extend the data 
published for collectives to include these two additional areas, and to introduce a requirement to 
supply the equivalent information for directly-invested funds. 

We are concerned that including (without the information to separately identify the impact of) 
slippage costs could detract from the usefulness of transaction cost data and would prefer that 
such matters are left to be reflected in the performance comparisons that are carried out. 

If the FCA chooses to continue with the proposal to include slippage costs within transaction costs, 
then we would ask that the resulting disclosure be required to have sufficient granularity that we 
will be able to isolate the impact of slippage costs.  This could be particularly important in 
situations where the proposed slippage cost calculation can pick up a lot of “market noise” and be 
an order of magnitude greater than the actual amounts deducted from members’ funds.  In such 
situations we envisage that the information available may otherwise be insufficient to enable IGCs 
(or firms) to understand the driver(s) behind a headline (all-encompassing) transaction charge 
figure provided by the provider, make meaningful comparisons with market benchmarks difficult 
and ultimately render an assessment of value for money difficult at best. 

Q1: Do you agree that our proposed rules will enable information on transaction costs to 
reach governance bodies?  If not, what alternative(s) would you propose? 

We agree that the rules will enable governance bodies to receive information on transaction costs 
but we strongly request that the explicit costs and implicit costs, particularly slippage costs, are 
documented separately. 

Our understanding is that, in practice, the slippage cost calculation, as proposed, can result in 
figures significantly greater than the actual amounts deducted from pension funds, and we are 
concerned that, without sufficiently granular presentation, such factors could swamp value for 
money comparisons of what is actually being taken from members’ funds.  To be clear, however, 
we are very keen that all commissions and taxes paid as a result of a transaction should be 
identified and reported.  (Figure 1 on p13 of the Consultation Paper appears to include these items 
within the definition of “Slippage Cost” and we would suggest that it might be more helpful to keep 
them separate from market impact measurement.)  As noted above, we are of the view that, for 
our purposes, it would be sufficient to extend the data published for collectives to include 



2

stocklending and financing data, and to introduce a requirement to supply the equivalent 
information for directly-invested funds. 

In addition, without the industry aligning the periods in which they report, the explicit and implicit 
transaction costs may not be comparable, given trading is not linear throughout the year, which 
has been emphasised in 2016 with the EU referendum and US election triggering significant 
trading activity for reasons of good risk management.  Without aligned reporting periods, 
governance bodies and customers could make ill informed decisions on the impacts of costs.  
Nevertheless, it may be better to start with such a broad assumption, recognising that care may be 
needed in making comparisons on the basis of the results produced. 

As with all historic data, caveats will have to be issued with the data to ensure that customers and 
governance bodies understand that past trading costs are not indicative of future trading costs. 

As an IGC, we will be looking to compare the explicit costs against other competitors.  However, 
given the calculation set out for the implicit costs, referred to as slippage costs, we do not believe 
this will give a meaningful comparison.  The detail of this argument is outlined below in the 
calculation section (Q2). 

Q2: Do you agree with the approach set out for calculating transaction costs?  If not, what 
alternative(s) would you propose? 

No.  We are very concerned that including an estimate of the market impact of the trade could 
significantly weaken the usefulness of the aggregated data produced. 

The proposed calculation will work best with liquid equities in developed markets traded on an 
electronic trade system but there will still be issues with the calculation.  The central assumption of 
the calculation is that there is a mid-market price that is agreed by all market participants at all 
times throughout the day.  This is an invalid assumption, even for the listed developed equities as 
evidenced in the rigour of accounting and valuation for daily priced funds, where ‘Level 1’ assets 
require more than 10 broker quotes to give a deep and accurate valuation of an asset, which is the 
average of these quotes.  There is thus no central mid-price that is known and agreed. 

As one moves further away from developed equities, into emerging market equities, UK and 
overseas credit, property, hedge funds, OTC derivatives (both linear and non-linear), the use of a 
single mid-market quote becomes further and further away from a robust comparison given the 
valuation uncertainty. Therefore the central assumption becomes less and less robust as one 
moves down the liquidity spectrum into Level 2 and Level 3 assets and OTC derivatives.  Using 
property as example, if the last valuation of a property was £5m, but the asset is sold for £5.5m, 
the seller will consider there is a £0.5m benefit to reflect in the slippage cost of the trade.  
However, on the other side of the deal, the purchaser has no access to the last valuation 
performed for the seller, so will consider £5.5m to be a ‘good deal’.  Indeed, had their expected 
valuation been, say, £6m, they too would record a £0.5m benefit for inclusion in the slippage cost 
calculation.  Such a situation could be very misleading, with both sides reporting negative 
contributions to the reported transaction costs for that period.  This intuitively doesn’t make sense. 

Fundamentally, the implicit cost as described is not a cost.  Rather, it is the difference between 
what a fund manager wants to transact at, and what they actually transact at.  This is not a cost to 
the pension scheme member, as there is no loss (or gain); it is simply part of the investment 
decision and will ultimately come through in net performance, as will all of the costs. 

The proposed calculation for slippage cost includes the market movement of the asset, which is 
not reasonable to include, but will be extremely difficult to strip out.  It also doesn’t fully reflect the 
cash that has been raised and costs associated with it, or kept back to fund a purchase.  If these 
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are on different days, or not at exactly the same time in the day, market movements could dwarf 
any real costs. 

IGCs are required to assess value for money including by reference to transaction costs.  There 
will continue to be a fundamental issue in carrying out this requirement as the inclusion of slippage 
costs within an aggregated transaction costs figure is likely to severely inhibit our ability to 
understand the contributions to a total cost by source, to conduct benchmarking against peer 
providers, and thus make a meaningful assessment of value for money in this regard. 

With regards to section 3.13, we would agree that the impact of anti-dilution mechanisms should 
be taken into account if slippage costs are to be included within transaction cost disclosure.  
However, we would highlight that this may not be straightforward.  For one thing, the issues that 
the industry has had with the relevance of the turnover calculation will also apply here.  Issues 
may also arise from the fact that the creation/cancellation basis is an estimate of likely costs of 
trading, and not an accurate number.  Thus, care may be needed in drawing conclusions from 
numbers calculated on this basis.  

The calculation could give rise to large positive and negative transaction costs depending on 
market volatility which, when added to small explicit costs, could make comparisons irrelevant and 
unhelpful.  Anecdotal evidence is that slippage costs could range between -5% and +5%, 
compared to other costs at up to 20bps. 

We believe more direction is needed on the approach to use for illiquid asset pricing, in addition to 
agreeing the true market price of an asset.  It may be easier to always have the last closing price 
of an asset as the comparable price, rather than this being left to judgement or availability.  This 
will make comparisons better, even if the resulting numbers could still dwarf the explicit costs due 
to market movements. 

The calculation of stock lending costs is reasonable.  However, this should be disclosed separately 
and shown with the benefit of lending.  Most securities lending programmes take a percentage of 
the income generated, so there are only costs when there are benefits.  It is more interesting for 
IGCs to see the split of income between the lending agents, the provider and customers, as this 
will give a more meaningful comparison of value for money. 

It should be noted that transaction costs can be negative or positive, and a consistent message to 
governance bodies and customers should be drafted to explain how this can happen.  This could 
prove challenging to address in customer friendly language if the ultimate aim is giving customers 
information to make decisions. 

As discussed, we believe there needs to be further explicit guidance on the harder to price assets 
(e.g. mark-to-model and privately traded assets where there can be no industry price, and hence 
“normal market conventions for calculating such a price” may not be sufficiently consistent), 
otherwise there will be no benefit in reporting or comparing costs across providers, given the wide 
range of outcomes. 

Q3: Do you agree with the proposals in this chapter?  If not, what alternative(s) would you 
propose? 

Equity market – The proposals seem fair but could give rise to tranching of deals over several 
days to minimise the potential transaction costs.  The calculation as it stands to reset the 
benchmark price each day is likely to result in lower risk to the fund manager, however, will not 
identify what the actual slippage cost is, when the order is issued.  E.g. if a fund manager wants to 
trade a large amount of stock in a falling market for good risk management purposes, they may 
trade half on one day and half the next, even though they want to trade all of the stock as soon as 
possible.  They will likely get lower prices if the market continues to fall, but it will look like they 
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have had smaller transaction costs given the benchmark price is reset each day and will be lower 
on the second day. Ultimately this comes through in net performance, but if transaction costs are 
forefront of a fund manager’s mind, this could lead to poor risk management and poorer outcomes 
for customers. 

This behaviour is more likely to be influenced if the other FCA proposal (in MS15/2.2) of quoting 
and capping an “all in fee” is adopted as there is more incentive to keep costs down, irrespective 
of performance. 

Bond market – There are no proposals with regards to bonds in this section.  We agree that the 
issues highlighted in 4.6 could have a significant impact on the results of the proposed slippage 
cost calculation and hence the comparability of the results produced. 

Currency market – A benchmark provider for the industry needs to be agreed upon to deliver the 
“consolidated foreign exchange rate”.  The proposal is sensible to compare the actual rate 
achieved with the consolidated rate.  The proposal, however, will likely increase costs of trading 
given additional data licences will need to be purchased to use the “consolidated foreign exchange 
rate”.  

Derivatives – The approach described in 4.10 looks to be appropriate.  However, the price of a 
FTSE 100 future would have to be compared with all 100 stocks in the basket (the underlying) at 
the time of trade, which is 100 times more data than currently captured and comes with the same 
risk as described in the calculation section on robustness of data.  There are also income included 
and excluded contracts which will have further detailed calculations to strip out the accrued 
dividend for a comparable underlying price.  

OTC derivatives are unlikely to have a comparable underlying asset that is traded, e.g interest rate 
swaps (where there is no physical asset equivalent) and CDS (where only the default risk is 
captured).  

Non-linear derivatives – We welcome guidance on these assets as there is a one-off payment 
which can be captured, but there is also time value cost each day which will have to be calculated.  
Many non-linear options will also have the same issues as above with the underlying asset not 
being a physical asset, e.g. interest and inflation rate swaptions. 

Illiquid assets – It is reasonable to assume that the fair value of an asset is not materially different 
from the trade price for some illiquid assets.  However, this could be 10% different in the context of 
property.  This level of difference often exists between the previous valuation and the sale / 
purchase price, in addition to the explicit costs of c8% (sale and purchase) for property.  As 
described in our response to Q2, it is easy to foresee situations where both sides of a transaction 
would consider their slippage cost to be negative.  We note the comment in 4.20, but would 
question what level of materiality should be used when considering property transactions.  

In the property example, it will therefore be very difficult to strip out market movements, as IPD 
data for each sector isn’t available accurately until a long time after the transaction has taken 
place. 

As stated previously, explicit costs should be shown separately to slippage costs so that 
meaningful comparisons of true costs can be made.  It is unlikely we, as an IGC, will use the 
implicit costs as described to make comparisons of value for money. 
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Q4: Do you agree that our proposed rules will enable pension arrangements and funds that 
invest in other funds to amalgamate the total transaction costs from underlying funds?? 

The rules will generally allow amalgamation of total transaction costs.  Ideally, the reporting 
periods should be aligned and agreed to ensure better comparisons are made.  However, it may 
be more straightforward (and cheaper) to adopt the proposed, simple, approach, and recognise 
that the resulting numbers should be used with care.  

This proposal is still contingent on the creation/cancellation prices (which are estimates) being 
sufficiently accurate to understand the cost of trading between asset classes when multi asset 
funds use collective investment schemes for their exposure.  Given that the creation/cancellation 
pricing bases that are used need to be appropriate for Treating Customers Fairly considerations, 
one would hope that they will be sufficient for value for money comparison purposes too. 

Q5: Do you agree that transaction costs should be amalgamated on the assumption that 
underlying funds incur them evenly over a reporting period?  If not, what alternative 
solution(s) would you propose? 

This proposal is the most pragmatic solution. To mitigate the issue of volatile markets and trading 
periods, all reporting periods should be aligned.  This will ensure there is no overlap.  If they are 
not aligned, there could be a position where high trading periods occur in both the bought and sold 
underlying asset classes, which would double count trading costs for that period.  However, we 
recognise that the cost of alignment could be considerable and so would agree with starting with 
the simpler proposal in the CP. 

Q6: Do you agree that the approach set out in this chapter is adequate to provide 
governance bodies with sufficient information to assess transaction costs?  If not, what 
alternative(s) would you propose? 

The approach to disclose explicit transaction costs will give governance bodies the ability to 
meaningfully compare asset managers in their ability to trade efficiently. 

We do not believe that the approach to implicit transaction costs proposed will necessarily give 
governance bodies’ adequate information to assess transaction costs.  The proposed inclusion of 
“slippage costs” could lead to both positive and negative outcomes which could swamp the impact 
of the amounts actually being deducted from members’ funds.  We believe it is preferable to allow 
market movement impacts to be considered in aggregate performance comparisons and to 
concentrate transaction cost analysis on actual amounts taken out of the assets backing members’ 
pension pots. 

Q7: Do you have any comments on our analysis of the costs and benefits of introducing 
rules on transaction cost disclosure? 

The benefits of this proposal for explicit transaction costs are welcomed as this will give rise to 
meaningful comparisons.  Collective investment schemes already publish the explicit costs, so, 
where funds invest in these vehicles today, there is no additional benefit.  Where funds invest in 
direct assets, this is of great benefit and puts them on a similar footing to investors in collective 
investment schemes. 
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There does not seem to be any benefit of disclosing implicit transaction costs as calculated and 
doing so could be misleading for governance bodies and may lead to ill informed decisions being 
made. 

We cannot comment on the costs of implementing (or ongoing running of) systems and processes, 
but acknowledge that over time, any costs are likely to be passed back to the providers, and 
unfortunately customers. 

Phoenix IGC  (chair: David Hare) 
4 January 2017 


