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 P R E S E N T A T I O N  

 

 

 Michael Dobson  - Schroders plc - Chief Executive  

 

 Good morning, everybody, thank you for joining us this morning. 

 

Kevin and I will run through the highlights of the 2009 results, and then we will be very happy to take your questions. And we also have 

Massimo Tosato, and Philip Mallinckrodt here as well, who can also help with questions. 

 

2009 was a very strong year for Schroders. 

 

Starting with investment performance, 79% of our funds have outperformed benchmark, or peer group, in the three years to the end of 2009, and 

that's probably the most important feature underlying the new business flows that we've seen. 

 

We had record net new business of GBP15 billion in the year. Our funds under management ended the year up 35% at their highest level ever, 

GBP148.4 billion, a combination of GBP15 billion of net inflows, and GBP23.2 billion of investment returns for clients. 

 

Profit before tax and exceptionals was just over GBP200 million, down from GBP290 million, a reflection of slightly lower average market 

levels, also lower performance fees. Still, however, at a good level, which Kevin will talk about. And some decline in net revenue margins to 64 

basis points across the Group as a whole. 

 

Earnings per share were 34.3p. We paid a maintained dividend of 31p per share, and our shareholders' equity ended the year up slightly at 

GBP1.65 billion. 

 

So starting with investment performance, 72% of our funds have outperformed the benchmark or peer group over calendar 2009, 79% over the 

three-year period. And, most importantly, this strong performance has been achieved across asset classes. 
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Across our Fixed Income business, in Equities whether it's single country, asset classes, UK, Europe, US, Japan, multi-regional, our global equity 

product, our emerging market equity product, and, also, our important and rapidly growing quantitive equity product. 

 

All these have generated competitive returns for clients, and also in commodities, in emerging market debt relative return, and in Alternatives 

rather, emerging market debt, relative return, and in commodities. 

 

Gross sales at GBP54.1 billion, were 30% up on 2008, and almost back in line with the record year we had in the bull market of 2007, when they 

hit GBP56 billion. The spread of our business across this total number I think has improved, more diversified than it was in previous years. 

 

Notably, a significant pick-up in inflows into Fixed Income. GBP17.6 billion of gross sales in Fixed Income, GBP19.7 billion in Equities. Good 

inflows still in Alternatives, a growing set of opportunities in Multi-Asset, and consistent flows at the gross level in our Private Banking business. 

 

By region, we also have good diversification in our sales. Europe, Continental Europe being the standout performer in 2009, with GBP24 billion 

of gross sales. Asia relatively quiet, compared to the experience in 2007. A useful pick-up in the US and Latin America, and a consistent result in 

the UK. 

 

78% of the new business we won last year came from outside the UK. 

 

Turning to net inflows. We had an extraordinary turnaround during the course of 2009, the first quarter continuing the experience of 2008, in 

particular, but also previously with net outflows. And, then, significant net inflows in each of the following three quarters, reflecting, obviously, a 

pick-up in investor demand, but, also, I think, strong performance, the right products, and a strong distribution capability. 

 

The fourth quarter we had net inflows of GBP6.2 billion, down slightly on the very strong result of GBP7 billion in the first (sic - see 

presentation) quarter. But, the fourth quarter was still the second best quarter we've ever had in terms of net inflows, exceeded only by the third 

quarter, which was the best ever. 

 

For the year as a whole, as I said before, we had GBP15 billion of net inflows. 

 

Funds under management ended the year at GBP148.4 billion. Well diversified, I think, by asset class. Equities at 48% up from 43% a year ago, 

as a result of inflows, and, also, the strong performance in equity markets. Fixed Income up from 13% to 15%. 

 

And, by region, again, well diversified, 37% from the UK, 27% from Continental Europe, 24% from Asia Pacific, and 12% from the US and 

Latin America. And if we add in our joint venture in China, with an additional GBP7.7 billion, which we do not include in our numbers, it takes 

our Asian exposure up to 28% of the total. 

 

We had an excellent year in our Institutional business and I think it was validation of the work that we have put in in the last few years to turn this 

business around, focusing on investment performance, on new products, on strengthening our sales force in Institutional, and, also, on focusing 

on new Institutional clients, such as insurance companies, and sovereign wealth funds. 

 

As you will know, a key focus for us has been to increase the gross sales that we have been delivering in our Institutional business. In 2006, our 

gross sales in Institutional were GBP9 billion. Last year they were GBP18.6 billion, up 59% on the GBP11.7 billion of 2008. 

 

Again, well diversified by asset class. These are the gross -- this is the split of the gross sales numbers, 40% in Equities, 35% in Fixed Income, 

13% in Multi-Asset, and 12% in Alternatives. 

 

Net inflows were GBP4.9 billion, the result of the significant increase in gross sales, and GBP2 billion reduction in outflows, to give net inflows 

of GBP4.9 billion, and we had positive inflows in Institutional in the UK, in Europe, in Asia, and in the US. 

 

We had a very strong year in Intermediary. Our funds under management in this channel ended the year up 52%. We had gross sales up 25% to 

GBP29 billion. Again, well diversified, 42% of gross sales in Equities, 39% in Fixed Income, and 15% in Alternatives. 

 

Net inflows were the strongest we've ever had at GBP9.6 billion, exceeding the banner year of 2007. And, again, we were positive in all regions, 

in the UK and Europe, in the US and in Asia Pacific. Europe was the standout performer, and we were number one in Europe in terms of net sales 

amongst active managers. 
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We also had a strong result in the UK, top five in the independent intermediary sector, and in addition, we had significant flows into sub-

proprietary. 

 

Turning to the Private Bank, although our funds under management in the Private Bank ended the year at record levels of GBP12.6 billion, we 

had a challenging year in terms of revenue and profits, for three reasons. 

 

First, lower transaction-related income, fees and commissions, GBP4.3 million down on 2008. 

 

Secondly, and most importantly, considerably low interest income, down about GBP9.3 million interest income on the Bank's capital in a very 

low interest rate environment. 

 

And thirdly we had a GBP6.3 million single loan loss provision, GBP4.3 million of which we took in the first half of 2009, and a further GBP2 

million in the fourth quarter. 

 

These three factors accounted, entirely, for the drop in profits to GBP20.1 million. But, even taking account of the three factors, and the full 

extent of the loan loss provision, we were running at a 79% cost income ratio in the Private Bank in 2009. 

 

In the fourth quarter we had a small loss in the Private Bank of GBP1.1 million, due to the loan loss provision we made in the fourth quarter, 

some increase in fixed compensation costs, the result of some of the hirings we'd done in the Private Bank earlier in the year, and the catch-up in 

the accrual for variable compensation, which is the feature of the Group as a whole that had a bigger impact in our Private Banking business. 

 

Net new business was GBP500 million, new in 2009. We continued to maintain a very conservative and liquid balance sheet, with a [45%] 

customer loan to deposit ratio at the end of the year. 

 

We are investing for growth in this business, and we will continue to do that through the P&L, organically rather than by acquisition. We've seen 

some of the impact of that in 2009. You will see a further impact of that in 2010. 

 

Investing before we see the payback in 2011; investing in adding talent in London, in Guernsey, in Milan, in Zurich. We have recently signed a 

partnership with the third largest bank in Abu Dhabi, to co-operate in terms of high net worth individuals, particularly for our Swiss Bank but also 

for London, out of the United Arab Emirates. And we expect to get our banking license in Singapore for our business there this year. 

 

I'm now going to hand over to Kevin to take you through the financial details a bit further. 

 

 Kevin Parry  - Schroders plc - CFO  

 

 Thank you Mike, and good morning. I'm going to start with the headlines of the numbers, to provide some context. I'll then go on to talk about 

first of all, the pre-exceptional items, focusing on both revenues and costs. I'll end with exceptional items and a word or two on the balance sheet. 

 

Total profit before tax before exceptional items is down 31% at GBP200.2 million. However, the quarterly profit trend has continued to improve. 

 

To put a lot of my commentary into context, I think it's worth pausing just to look at the quarterly pattern of the overall Group result, before 

exceptional items. 

 

If you look at the pattern of the graph here, you see the end of quarter one was the pivotal point of the last two years. 2008 was characterized by 

worsening market conditions, and net redemptions of funds reaching the low point in quarter four. 

 

Revenue continued to decline into the first quarter of 2009 as markets continued their fall, and we had the full effect of the 2008 redemptions 

hitting profits. But we now know that the end of the first quarter was indeed the turning point. Markets started to improve and investors returned. 

 

The net impact of these factors, as you can see, approximates to a mirror effect around that first quarter. 

 

Now, having said that, let me return to the summary, and I think that will help explain some of these numbers in some detail. 
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The impact of the 2008 outflows, offset in part by the net new business in 2009, lower overall profit margins coming from the business mix and 

performance fees, had a significant impact on revenues and profits in Asset Management. 

 

Profit before tax was down 23% for the full year, at GBP192 million. But that is much improved on the June position when we were 52% down 

first-half-on-first-half. 

 

Private Banking profit before tax before exceptionals has almost halved, as Mike mentioned, at GBP20.1 million. And that reflects the lower 

returns on capital due to the low interest rate environment, reduced fees on the customer asset base, which have been highly liquid for much of 

2009, and a doubtful debt provision of GBP6.3 million. 

 

The Group segment reports a loss of GBP11.9 million, also reflecting lower interest rates and no realizations of private equity investments. 

 

Combined, this gives us a profit before tax and exceptional items of GBP200.2 million; 31% down on last year. 

 

Exceptional items were GBP62.7 million, the majority of which were already announced, and only GBP7.9 million arose in the fourth quarter of 

2009. 

 

They relate to two areas; our cost reduction program, as we've aligned our business to the market conditions, and the combination of realized and 

unrealized impairment losses on our investment capital that actually primarily relates to prior year events. And I'll go through that in a bit more 

detail later in this presentation. 

 

Those aggregate exceptional items are down significantly on 2008 levels of GBP167.4 million. And, therefore, our statutory pre-tax profit is up at 

GBP137.5 million; that's 12% up on last year. 

 

The significant reduction in unrealized exceptional losses is the main reason for a return to a more normal tax rate of 30%, compared with 42% 

effective rate last year. And it gives us post-tax profits of GBP95.7 million; up 34% on 2008. 

 

The retained profit and the careful management of capital have seen our investment capital position materially improve to over GBP1 billion, 

GBP1,059 million; up 18% on the year. 

 

And the Board is recommending a second interim dividend of 21p, taking the full year to 31p. That's unchanged from last year, and is in line with 

our policy of paying a progressive dividend that takes account of increased profitability. It's covered 1.1 times, and it will be paid earlier than last 

year, on March 29. 

 

If I turn first now to revenues and go into that in a bit more detail; net revenues of 2008 were GBP873 million. Markets had a negligible impact 

on revenues, with the weaker markets being offset by weaker sterling; only a GBP3 million impact. 

 

A reduction in the average margin reduced revenue by GBP56 million. The change is a result of a higher Institutional sales and a greater 

proportion of Fixed Income products being sold. 

 

The strong inflows in 2009 helped to offset the impact of the Intermediary outflows in 2008. This has limited the impact of 2008 net outflows to 

only a GBP8 million effect, compared with the GBP30 million negative effect that we were looking at at the half year. 

 

Performance fees are some GBP17 million lower year-on-year, reflecting a strong contribution from commodities, fund of hedge funds, and 

property businesses last year that was not repeated this year, largely because high watermarks needed to be passed. 

 

So we end the year with net revenues GBP789 million, compared with GBP873 million in 2008. 

 

If we split those now between Asset Management and then Private Banking, revenues have fallen in Asset Management by 9%, from GBP748.7 

million to GBP679.2 million in 2009. 

 

Net revenue from our Institutional business increased to GBP174 million in the second half, which is strongly up on the second half of last year 

and the first half of this year. 

 



FINAL TRANSCRIPT 

Mar. 04. 2010 / 4:00AM ET, SDR.L - Preliminary 2009 Schroders plc Earnings Presentation 

 

6 

 

 

 

 

THOMSON REUTERS STREETEVENTS  |  www.streetevents.com  |  Contact Us 
 
© 2010 Thomson Reuters. All rights reserved. Republication or redistribution of Thomson Reuters content, including by 
framing or similar means, is prohibited without the prior written consent of Thomson Reuters. 'Thomson Reuters' and the 
Thomson Reuters logo are registered trademarks of Thomson Reuters and its affiliated companies. 

However, full-year performance fees were down GBP10.2 million, despite that excellent investment performance that Mike referred to. And that's 

because of the high watermarks. 

 

Net revenue was also down in the Intermediary business because of a reduction in average margin reflecting the change in sales mix, away from 

the higher margin Equity products to the lower margin Fixed Income products. 

 

So, overall, in terms of margins, they've increased to 65 basis points from 58 basis points in the first half of the year. Compared with the prior 

year they're down, reflecting the mix that I've referred to. And underlying year-on-year, if you exclude the performance fees, 59 basis points, is 

down from 61 basis points last year; down to 59 basis points. 

 

Moving to Private Banking; here, revenues have declined by 12% compared with the prior year. And there are two reasons for the revenue 

decline. 

 

First, there is GBP9.3 million less interest income owned on the capital of the Bank due to the decline in the interest rates. By way of illustration, 

average LIBID across the year is down over 4%, and that's hit margins by 8 basis points, as you will see on the right-hand side. 

 

Secondly, revenues from fees are also down, reflecting less transactional and structuring work due to clients' preferences for plain vanilla 

investment strategies in 2009. 

 

So, these two factors combined have had an impact on net revenue margins for Private Banking, which have reduced to 84 basis points for the 

year as a whole. 

 

So, I've [adjusted] the change in revenues, and you see that on the profit bridge slide here. We start 2008 with GBP290.5 million. The revenues 

have an impact of GBP84 million. Let me run through what else affects the profit. 

 

First of all, costs. We've taken action to align our cost base to the market conditions. We made cost savings of GBP57 million in the year. But that 

was offset by the weakening of sterling, so the income statement has only benefitted by GBP12 million. And I'll return to costs in a bit more 

detail in a moment. 

 

Net interest income is down GBP28 million, reflecting that lower interest rate environment that I've referred to. And that particularly affects the 

Group capital. 

 

And finally, the contribution from joint ventures and associates has increased. Our share of profit from the China joint venture accounts for the 

majority of this, which is GBP9.9 million -- and has performed very strongly throughout the year, with funds under management having increased 

57% to GBP7.7 billion at the end of December. And as Mike says, we don't count that in our numbers. 

 

Our private equity associate accounts for the balance. 

 

So, that leaves our profit before tax before exceptional items at just over GBP200 million. 

 

I said I'd say a word or two more about costs. So overall, before currency effects, we've saved GBP10.5 million in compensation costs and 

GBP46.8 million in non-compensation costs. 

 

You may recall that a year ago I said that we'd managed the comp costs to our comp-to-revenue ratio. It's finished the year at 49%; up from 45% 

last year, but a little bit less than we perhaps thought it might be at some stages during the year. 

 

And secondly, we said that we'd target a non-compensation cost saving of around 10%. We've actually achieved 18%. 

 

The fixed staff costs have declined GBP21.7 million before currency effects. And we've put approximately half of that, GBP11.2 million, back 

into variable remuneration. 

 

For the year as a whole, 57% of our comp costs were fixed and 43% was, therefore, variable. And that's an improvement from 60% being fixed in 

2008. 

 

Year-on-year, there is that adverse foreign exchange impact of GBP27.8 million, shown on the slides. 
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Looking forward, to comply with best practice, we're going to revise our compensation measure to a profit share ratio. So that's going to be a 

variable compensation to pre-bonus operating profit before tax. And we've put the equivalent numbers on the slide so you can move from old 

money to new money. So, 49% translates to 45% on a like-for-like basis. 

 

On the non-compensation costs, they're down some GBP47 million; again, before the impact of foreign exchange. The only notable cost increase 

was a doubtful debt provision in the Private Bank of GBP6.3 million that arose from a collateral shortfall. 

 

Significant underlying cost savings have been achieved in marketing, where we saved about GBP13 million, as well as in IT, where we saved 

about GBP8 million, and travel, where we saved something like GBP3 million. 

 

We're going to continue to manage our costs wisely. And subject to market conditions, we do though, however, think it appropriate to increase 

some IT spend and increase some marketing of the order of about GBP3 million and GBP8 million respectively in the year that we're now in. 

 

So moving to exceptional items; having taken you through the underlying performance, let me say a word or two about these. 

 

The total is GBP62.7 million, and that includes the GBP54.8 million that had been announced to the end of September. The exceptional items are 

split into two categories in the income statement; GBP39.1 million goes through revenue as negative revenue, and GBP23.6 million goes through 

operating expenses. 

 

The revenue items, particularly in the first half of 2009, reflect the impact of our decision to derisk the investment capital and to hold lower credit 

risk assets with high liquidity. 

 

In the second half, the prolonged market declines have taken their toll on seed capital, including property and private equity, where we've had 

impairment losses, due either to significant or prolonged decreases in value. 

 

Broadly, in accounting terms, if you have a decline for more than a year, you have an impairment. So you can have the strange position where 

something's gone up in value, but you have to recognize a loss because it's been prolonged decline in value for more than a year. 

 

And it might be helpful, therefore, if I just look at this a bit more from a common sense perspective on a mark-to-market basis, and put all of the 

gains and losses together for the year. 

 

So, if you go to that basis, you've got the GBP39.1 million of exceptional losses that you saw on the previous slide; so that's gone through the 

income statement. And I've just for convenience here split them out between profits on disposals, mark-to-market, and impairments. 

 

But GBP42.4 million of those losses had already been recognized in reserves in prior periods, so you add those back to get to what really 

happened in 2009. And we've also taken GBP15.8 million of profits to reserves in 2009 that will be recognized in the income statement in future 

periods. 

 

So, on a mark-to-market basis, throughout 2009 we've actually had an underlying return on investments of GBP19.1 million, despite the charge 

that you see in the income statement. 

 

Moving to the non-revenue items, the non-investment items; here, it's about redundancy costs and rationalizing office space. The major item in 

the second half was a GBP3.1 million charge related to the early termination of an IT contract, which we expect will lead to further cost savings 

in the future. 

 

Having looked at this carefully, it is our anticipation that we won't be looking at exceptional items in 2010. 

 

Final component in the profit and loss account is the tax charge. It's an effective rate of 25% before exceptional items and 30% -- 30.4% after 

exceptional items. 

 

The pre-exceptional rate is below the UK rate of 28%, due to profits arriving in lower tax jurisdictions. Conversely, the exceptional tax rate is just 

over the statutory rate due to the unavailability of deferred tax relief on capital losses. And we had a similar issue in 2008, where we couldn't 

recognize credits for losses that were suffered in that year. 
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I think the 30% is a more normal effective tax rate for us going forward than the higher rate that we saw last year. 

 

We've calculated EPS here on both the pre and post-exceptional item basis. Because of that significant reduction in exceptional items year-on-

year, the reported EPS is 25% up on 2008. 

 

Before finishing, let me just a say a word or two about the Group capital. As you can see, there have been further significant changes in the 

composition over 2009. 

 

The investment capital is now dominated by three categories of investment. Our cash and liquid resources, and that has been part of our policy to 

derisk the balance sheet; seed capital, to develop our business organically, and it's in line with our aim of having of the order of GBP150 million 

of capital used for that purpose; and private equity investments, which have increased this year, not because we've invested more in it, but 

because they've gone up in value. 

 

So, looking forward on this, we're looking to generate a LIBOR plus return, whilst managing it appropriately for the business climate and the 

market environment. 

 

And I think with that, I'll hand you back to Mike who will say a few words about the future. 

 

 Michael Dobson  - Schroders plc - Chief Executive  

 

 Thank you, Kevin. So, where do we stand going into 2010? First of all, I think, inevitably, one has to be cautious about the outlook for markets 

after the gains we've had in 2009. 

 

Having said that, we have seen a continuation of the momentum that we saw in the latter part of last year in both our Intermediary and 

Institutional businesses. And the inflows have been quite diversified; Equity is probably leading, Fixed Income, Alternatives and in Multi-Asset. 

So, it's broadened out considerably from where it was back in the second quarter of 2009. 

 

We may well see a further decline in revenue margins as our Institutional business grows. We flagged this here before, and paradoxically, we see 

this, to some extent, as a sign of success. As we grow our Institutional business, which has been a fundamental strategy of this firm, then one 

would expect our blended revenue margins to decline somewhat. 

 

The flipside of that is our longevity will increase. And we still think that, overall, our revenue margins, currently 64 basis points across the Group 

as a whole, compare very well to peer group averages. And if we look at our revenue margins in our Institutional business, I would say the same 

about that as well. So some decline, but remaining, I think, comfortably above average. 

 

We will continue to invest through the P&L in the Private Bank. And as I said before, we will take the costs of that this year before seeing the 

payback in 2011 and beyond. 

 

Looking further out, we, as we said in the statements, see significant further organic growth opportunities for the Group, based around our 

strategy of remaining an investment-led firm, taking a long-term view of developing products for customers, investing our seed capital behind 

them, and focusing as an absolute priority on delivering investment returns for clients. 

 

We have a very broad product range which I think has been validated in 2009, and has served us well in both weak markets and stronger markets. 

 

We have a strong distribution capability, a very well developed international footprint, and a particular presence in developing markets with 

higher rates of economic growth, savings rates, demographic growth rates etc. So we're very comfortable with that position in Asia Pacific and 

Latin America. 

 

And finally, and this has been a fundamental for Schroders, we will retain a strong financial position. I think that that has been important in some 

of the flows you've seen as we do business particularly perhaps outside the UK. And as I said before, 78% of our new business wins last year 

were outside the UK. 

 

But having a strong financial position I think is an important factor underlying the message and enabling us to win significant levels of new 

business. 
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Thank you, and we are very happy to take your questions. If you'd be kind enough just to identify yourself and your firm before your question 

that would be great. 

 

 

 Q U E S T I O N  A N D  A N S W E R  

 

 

 Carolyn Dorrett  - UBS - Analyst  

 

 Good morning. Carolyn Dorrett from UBS. Two questions if possible. First of all can you just give us a little bit more color in terms of the flows 

that you're seeing so far in 2010, particularly in terms of which regions they're coming from? 

 

And secondly, in terms of the compensation target, you're obviously changing the way that that compensation target will be measured; just two 

things on that. I think in the past the compensation to revenue ratio target long-term cross-cycle you were talking about was around 45%? Could 

you update us on what that number is in the new world, and are you still sticking to that type of target cross-cycle? Thank you. 

 

 Michael Dobson  - Schroders plc - Chief Executive  

 

 Thank you. Well on the second point, 45% was our target, and we got there in 2008, and pretty much there in 2007 as well, having been nearer 

60%, eight years ago. It edged back, for reasons I think you're familiar with, in 2009. We expect it to come down again beginning this year 

towards that figure. 

 

In terms of the profit share equivalent, Kevin do you have a number for this? 

 

 Kevin Parry  - Schroders plc - CFO  

 

 I think the realistic range is 37% to 43% as a profit share, and what we will do throughout this year I think is give you both numbers so you can 

change from one currency to the other. 

 

 Michael Dobson  - Schroders plc - Chief Executive  

 

 In terms of flows, I said that it was well diversified; Equity's probably leading, strong flows in Alternatives, still good flows in Fixed Income and 

encouraging momentum in Multi-Asset. 

 

By region we've had positive flows again in the opening weeks of this year in every region. Europe's still strong but we've seen quite a decent 

pick-up in Asia; the US has performed well and we've positive flows in the UK. 

 

 Philip Middleton  - Bank of America Merrill Lynch - Analyst  

 

 Thank you. It's Philip Middleton from Merrill Lynch. I wonder, could you say a little bit more about where you see flows coming from longer-

term in terms of products? And I wonder what you are doing to align your manufacturing and, to the extent it needs to be aligned, your 

distribution, to those potential opportunities? Do you think the world has changed effectively? 

 

 Michael Dobson  - Schroders plc - Chief Executive  

 

 [Max] would you like to pick one that up? 

 

 Massimo Tosato  - Schroders plc - Vice Chairman  
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 Yes. Well I think here we have to consider separately the Institutional world from Intermediary world, and within the Intermediary the 

component revision to the wealth management world versus the final solution for the pre-retirement and post-retirement individual markets. 

 

On the Institutional, we believe that the demand will continue to come in very specialist equity, less so in the traditional core equities. Similarly 

in Fixed Income, credit and any added-value area are going to have a major relevance, while the core products will tend to slow down, even if in 

aggregate, Fixed Income demand is continuing to grow versus a segment decline of Equities. 

 

Multi-Assets is going to be a very relevant part of our strategy, and is continuing to be a growing element of market demand, as well as there is a 

certain consistency of demand in the Alternative sector where we can see a conjunction in trends in investment process between the way in which 

money is managed. 

 

In respect to Intermediary, I think we believe that the core space again there is going to be quite eroded by the ETF in the packaging sector while 

there would be a strong demand for a specialist area. And for example if you see our flows last year, where we've been extremely successful have 

been mainly in the two big story, the credit area and the new economies area. 

 

If you take commodity, emerging market equity, emerging market debt, they are all around the same new economy area. 

 

Where we have to work more, and that is a point that relates to all the industry rather than just Schroders, is in developing a stronger market 

opportunity, market demand, tax incentives, for the second and third pillar, outside of the United States where it works well. And in the second or 

third pillar, probably the best way to provide for accumulation and decumulation product is via the Multi-Asset area. 

 

 Katrina Hart  - Canaccord Adams - Analyst  

 

 Hello, Katrina Hart from Canaccord. I wanted to ask about FX. And you very helpfully said that it had obviously a negative impact of GBP45 

million on costs last year. What was the benefit to the revenue line in absolute terms? 

 

And you give us just a bit of a feel for your currency exposure, both in revenue and cost terms? 

 

 Kevin Parry  - Schroders plc - CFO  

 

 Yes, sure. So the benefit to revenues was about GBP85 million, GBP86 million, and broadly a 10% weakening of sterling across our mix of 

currencies is about a GBP10 million profit impact to the benefit of us. Weakening of sterling is helpful to us. 

 

 Andrew Mitchell  - Macquarie Research - Analyst  

 

 Andrew Mitchell from Macquarie. I wonder if you could give some more feeling for the likely costs of investment in the Private Bank, and can 

you reassure us that the provisioning there is largely over? 

 

And on the other parts of the business, you've talked about where the flows have come from so far in 2010. Can you give some indication of how 

they compare with the fourth quarter? 

 

And as far as high watermark is concerned, are most of the funds pretty much up there now? 

 

 Michael Dobson  - Schroders plc - Chief Executive  

 

 Well let me deal with the last few points then I'll ask Philip to pick up the Private Banking question. 

 

We don't want to -- we have quarterly results, and if we announced what we've just done and also what we're just about to do, and we did that 

four times a year, it's going to be -- there'll be nothing left. So I think I've said as much as I want to about flows, but they have been good and 

pretty consistent with what we've seen in the second half of last year. 

 

That can change. If markets -- we're not projecting forward; it's a very volatile situation. And if markets have a significant set-back that could 

change, but our experience so far has been very positive. 
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What was your third question before I hand back on the Private Bank? 

 

High watermarks, yes. Well yes, clearly the gap has closed significantly. And again, impossible for us to project, but we would hope that our 

performance fees this year will be ahead of where they were in 2009. 

 

Philip, do you want to pick up the Private Banking question? 

 

 Philip Mallinckrodt  - Schroders plc - Group Head of Schroders Private Banking  

 

 I can't give an absolute guarantee on the loan-loss (technical difficulty) situation as of now frankly. (Technical difficulty) but any additional 

collateral. Whether we recover it in time has to be seen. The assets are fundamentally there, the liquidity's not, so we've taken the loan-loss 

provision. So I think I can't give a cast-iron guarantee, but I think it's very much under control. 

 

In terms of gross spend this year on recruitment of private bankers, here, Switzerland, Singapore, ahead of revenues, I'd put a number of GBP5 

million for spend on that, just to give you a sense of proportionality, if I'm allowed to by the CFO. 

 

 Michael Dobson  - Schroders plc - Chief Executive  

 

 Anything else? Yes, Bruce? 

 

 Bruce Hamilton  - Morgan Stanley - Analyst  

 

 Thanks. It's Bruce Hamilton, Morgan Stanley. Obviously the capital position's very healthy. And I understand you're guiding to LIBOR plus type 

returns. Given the dividend you've held flat despite significant increase, I'm just trying to understand why. Is there -- it would seem obvious that 

you might want to increase the dividend in the light of the very, very strong capital position. 

 

And then secondly your point on revenue margins. Just to clarify, what you're talking about is a potential negative mix just because Institutional 

growth could be stronger this year rather than any pricing impact within Institutional retail. 

 

And I assume you're talking underlying margins, i.e., excluding performance fees, just to check? 

 

 Michael Dobson  - Schroders plc - Chief Executive  

 

 On the dividend, Kevin talked about our policy of a progressive dividend in line with profitability, and profits were down, pre-exceptionals, by 

30%. So we felt it was appropriate to maintain the dividend. It was also only 1.1 times covered. 

 

But I think you saw in the period 2005 to 2007, and indeed 2008 because the dividend went up in 2008 I think, a significant increase in the 

dividend in line with significant increases in profitability. And once we start driving profits up again then obviously we would look at that in a 

different light. 

 

In terms of pricing impact, our Institutional margins haven't changed, but they are clearly lower than Intermediary. As I said before, we think 

they're quite competitive compared to our peer group. But as Institutional grows then the overall blend will -- you might expect it to come down. 

 

And secondly we've had, really for the first time in several years, significant inflows at both the gross and net level in Fixed Income. And again 

although our Fixed Income margins are relatively high against competitors (technical difficulty) again lower than Equities for example, or 

certainly lower than Alternatives. 

 

So both in terms of channel mix and product mix we would expect some -- potentially some erosion. And we're also seeing good momentum in 

our LDI business, which again is lumpy, very attractive longevity characteristics but lower fees. 

 

So this is all ex performance fees. But this is not led by winning business on the basis of fee cutting; it's led by growth in areas that we have not 

seen growth in before. 
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 Massimo Tosato  - Schroders plc - Vice Chairman  

 

 If I can complement also, in the slides you saw before, when you saw a GBP48 million decline in revenues because of business loss in 2008, and 

GBP40 million of revenues because of new business won in 2009, you have to consider the [timeline] factor. So the GBP48 million were all lost 

by January 1, so in the pro rata (technical difficulty), they are the full effect while the new business was won only in the last nine months of the 

year. 

 

So pro rata that's a four and a half month, and you can project that in a full year starting January this year. So in reality the new business is higher 

than the lost business. 

 

 Michael Dobson  - Schroders plc - Chief Executive  

 

 Any other questions? Okay, thank you very much. 
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