
This is a review by the lang cat of the platform-based indexing, or passive, market  
as used by financial advisers and planners. Our thanks to FundsNetwork who kindly 

commissioned it. We look at Total Cost of Ownership (TCO) for on-platform passive investment, 
accessibility and performance of a cross section of funds. Then we tackle some of the 

challenges that can complicate the passive picture. 

PIECING TOGETHER
THE PASSIVE
Puzzle



INTRODUCTION
In recent years passive investments have gained significant 
ground. Investors have been turning away from the potential 
to out-perform an index for higher charges and higher risk, 
to tracking the index for a lower price and less risk. The 
recession and poor market performance kick-started much 
of this but growth has been accelerated by the transparency 
and cost pressure of RDR. Data released by Morningstar 
shows passive funds (excluding ETFs) now totalling £80.6bn 
in the UK with continuous growth since 2009. And according 
to the Investment Association passive funds (excluding ETFs) 
now make up 10.8% of the open ended fund market.

These days most new retail investment business is placed 
on platform. We’ll look at a range of key platforms and 
their metrics, starting here with passive fund AUM. This 
isn’t data that is readily available in the market and we’re 
grateful to the platforms who have contributed. We’ve 
presented the data on an anonymised basis – this is a 
market view and not a comparison of individual platforms.

FOREWORD 
As anyone who has ever attempted even basic fund analysis will know, this is an area 
plagued by complexity, opacity and misunderstanding. We are spending an increasing 
amount of time on fund analysis at the lang cat and never cease to be amazed and 
bemused at each new layer of complexity. Our sympathies are with those of you 
dealing with this on a daily basis. 

Sometimes we do our own research, just for the heck of it, and sell it; sometimes we 
accept commissions. This review was commissioned by FundsNetwork in September 
2014 and we carried out the work in October 2014. We always think carefully about 
commissions as our business is built on our independence and we protect it fiercely. 
Given that we believe issues with fund analysis are holding back the industry and need 
to be discussed in the open, we accepted the commission with a couple of provisos:

1. The research would be based on data which we would generate

2. FundsNetwork would have no editorial input or control

We thank FundsNetwork for the commission, and for playing entirely by the rules 
throughout the process. There is nothing in these pages that we wouldn’t say if we 
weren’t being paid. You’ll have to trust us on that. 

We’ve used a range of data sources: we’ve yet to find one that can cover everything 
without ifs, buts or conflict with some other source. As a result, we think we have a 
fairly robust view but none of it was easy and we’re happy to listen if you feel you’ve 
got a better answer.

Our aim in this review is to make on-platform passive investment a little clearer; specifically 
around charging and looking at fund or ETF performance. 

We hope you find it useful. Let us know what you think. 

Platform Passive AUM Date

A £3.5bn 15/10/14

B £1.36bn 30/06/14

C £1.20bn 30/06/14

D £1.01bn 30/06/14

E £770m 31/08/14

F £337m 30/09/14

G £115m 16/10/14
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If we total the AUM in the table we get £8.29bn. Bearing in mind this 
is based on seven platforms of varying size, it’s a pretty substantial 
sum and one that seems likely to increase at pace.

It’s important to keep in mind how passive AUM translates to 
proportion of total AUM. In the context of our small sample the 
average passive proportion of platform AUM is around 10%. The 
range is from around 2% to 23% with a tendency towards the lower 
end of the scale. But, again, this is a small sample. 



A key issue in the market at the moment is the lack of 
transparency around charges and the challenge of making  
a valid like-for-like comparison. 

Identifying, sourcing and breaking down the elements of TCO  
is a big part of this. That’s why we devote much of this paper to 
exploring what TCO consists of and what that then means for 
investment performance. 

Placing business on platform means another layer of charges 
and this is reflected throughout the analysis. 

TOTAL COST OF OWNERSHIP
Comparing prices across fund managers and platforms is a 
well-documented frustration. In practice, TER, TCO and OCF 
figures are used to varying degrees with no real consistency 
in which figure is used, and when, across fund managers, 
platforms and even fund research resources. Actual variations 
in the different numbers may not always be significant but it still 
presents a headache for advisers trying to make meaningful 
comparisons and explain them to clients.

Our focus is on Total Cost of Ownership (TCO) because we 
think it is most representative of a platform client’s overall 
investment experience.

Let’s look at the constituent elements and how they can 
combine to construct TCO.

 
Annual Management Charge (AMC) – fee levied to meet 
the costs of managing the fund. 

Total Expense Ratio (TER) – consists mainly of the fund’s 
AMC but also includes additional, operational costs such as 
custodian safekeeping / depositary costs. While it is a more 
accurate picture of what the fund costs to run, it does not 
reflect the client experience as trading costs are not included.

Ongoing Charge Figure (OCF) – essentially the same as 
TER and, as it does not include trading costs either, also 
not a reflection of client experience. OCF can also include 
custodian security transaction fees (trade settlement charges) 
and it is these which influence deviation from TER.  

Trading costs – direct costs of buying and selling holdings, 
brokerage charges and tax.

Holding costs – primarily AMC or TER but can be influenced 
by actions such as stock lending. 
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OCF may vary by fund manager. It is formulaic in nature so it 
would be misleading to say fund managers can control OCF, 
but they can influence it by opting to include trade settlement 

charges rather than levying a separate charge. There is a strong 
argument that this additional fixed cost has a disproportionate 
impact on smaller funds. Fund managers like Fidelity and 
Vanguard engineer one all-in figure for AMC, TER and OCF by 
settling additional costs on behalf of a fund.

It is also not accurate to say that OCF + platform fees = TCO  
as this would exclude a range of behind the scenes costs such 
as those for trading.  

TCO, as the name suggests, must accurately reflect the sum  
of all costs incurred throughout the life of the investment.

Key Investor Information Documents (KIIDs) for collective 
investments must include the OCF figure. And in Thematic 
Review 14/07 the FCA is clear that OCF should also be 
used consistently in other relevant literature and marketing 
communications to improve clarity and comparisons for 
consumers. A complication is that non KIID disclosure can still 
be based on TER. And not everyone is making the change to 
OCF voluntarily.

The drive for full and frank fund charge disclosure is broadly 
consistent with MiFID II which states that all costs and related 
charges for a financial instrument should be included in the 
amount disclosed; one-off, on-going and transactional.

TCO can be, and is, influenced by a range of factors such as 
the platform used and subsequent charges. Stock lending may 
partially offset these charges but not completely. Trading activity is 
also an important influence. Frequent trading in ETFs, for example, 
could easily drive TCO up. We’ll come back to that in more detail 
when we talk about ETFs later. Other ETF influencers include 
scale and liquidity. As these increase, investment spreads and 
subsequently TCO can be driven down. How funds are priced can 
also influence spreads and we’ll look at that later too.

How does all this work in practice?

Let’s look at a sample client portfolio – quite straightforward: 
£300k split evenly between SIPP and NISA. We’ve assumed 
that the client is buying and holding one of a selection of 
mainstream UK All Companies tracker funds.

The specific funds used in the following tables were selected 
using the combined criteria of:

•  being the most readily available across the range of 
platforms in question

• having significant AUM
•  having a robust range of funds available in the market,  

so coverage beyond the platforms shown.
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HEATMAP ASSUMPTIONS
Core platform charge includes any wrapper charges that 
may be applied by the platform. As with all lang cat pricing 
heatmaps, we have not included initial platform or wrapper 
charges. Where platforms charge for trading we have 
assumed the cost of one initial buy. 

A final caution about the heatmaps – we set tolerances for 
what looks green, amber and red. It does not mean that 
green is good and red is not from an FCA standpoint or any 
other. It is simply a way of looking at prices in the context of 
any one investment amount.

Core Platform Charge 0.27% 0.09% 0.29% 0.29% 0.32% 0.26% 0.27% 0.48% 0.35% 0.33% 0.43% 0.36%

BlackRock UK Equity 
Tracker

0.43% 0.25% 0.45% 0.45% 0.48% 0.42% 0.43% 0.64% 0.51% 0.49% 0.59% 0.52%

Fidelity Index UK 0.36% 0.18% 0.38% 0.38% 0.41% 0.35% 0.34% 0.57% 0.44% 0.42% 0.52% 0.45%

HSBC FTSE All Share 
Index

0.44% 0.26% 0.46% 0.46% 0.49% 0.43% 0.44% 0.65% 0.52% 0.50% 0.60% 0.53%

L&G UK Index 0.44% 0.26% 0.46% 0.46% 0.49% 0.43% 0.44% 0.65% 0.52% 0.50% 0.60% 0.53%

Vanguard FTSE UK All 
Share Index

0.35% 0.17% 0.37% 0.37% 0.40% 0.34% 0.35% 0.56% 0.43% 0.41% 0.51% 0.44%
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The constants of TCO are core platform and wrapper charges 
and the OCF for the fund in question. In the context of the 
caveats we have just discussed, these combine to give an 
approximate TCO for the investment. 

Four of the platforms in our table levy a SIPP charge (AJ Bell, 
ATS, Ascentric and Transact) while only ATS and Transact have 
a NISA wrapper charge. 

ATS is the least expensive example of TCO across the table and 
Novia the most expensive. ATS has the higher wrapper charges 
(£155 plus VAT for SIPP and £75 no VAT for NISA) but its fixed 
fee approach means that at £300k the impact of these is easily 
negated. 

For the combined portfolio, TCO ranges from just under 20 
basis points (ATS) to just over 60 (Novia).

A more complex example
It is rare for an investor to place all their investment eggs in one 
fund, particularly on a platform. So while the above table gives 
us a sense of TCO per fund, a more realistic way to look at the 
construction and impact of TCO in practice is to take a portfolio 
and look across a range of platforms.

We’ll move on to this next. We opted for mid-risk to avoid 
offending anyone. We also wanted an independent, third party 
view on portfolio construction and we are grateful to Paul Resnik 
of FinaMetrica for his insight: 

The FinaMetrica Risk and Return Guide illustrates 11 multi 
asset portfolio mixes, using index funds and more than 40 
years of data.

If we are looking at a mid-risk profile then we may use 
portfolio 6, which is 50% growth and 50% defensive assets. 

This is consistent with individuals who score around 50/100 
in our test. It is a typically ‘average’ risk tolerance and 
representative of 38% of the population.
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Based on FinaMetrica data, we now have a portfolio spread 
across four sectors. Any number of funds could be used for 
the analysis. We are using the lowest-priced option available on 
each platform for each sector. 

Sticking with our £300k portfolio, evenly split between SIPP and 
NISA, we have assumed that the adviser monitors the portfolio 
with rebalancing carried out every six months to control portfolio 
drift. The portfolio used is made up of four funds which means 
four buys and four sells for each rebalancing; a total of 16 
trading events throughout the year. 

These heatmaps are slightly different. Rather than presenting 
the TCO for each investment amount per platform we have 
broken down each layer of costs (platform/ wrapper, dealing 
and fund OCF) and then built them back up to reach the TCO 
figure. This gives greater transparency to both the TCO and 
the influence of its constituent parts.

For clarity, only the proportion of the portfolio which has 
‘drifted’ turns over at each rebalance – we have assumed a 
2% drift for each of the segments.

Asset allocation approach – funds
Core 

Platform 
Charge

Dealing 
Costs

30% UK Fixed 
Interest

20% International 
Fixed Interest

30% UK Equity 20% International 
Equity

TCO

Fund OCF Fund OCF Fund OCF Fund OCF

AJ Bell 0.27% 0.02% Vanguard 
UK 

Inflation 
Linked 

Gilt

0.15% BlackRock 
Overseas 

Corp 
Bond

0.17% Vanguard 
FTSE All 
Share 
Index

0.08% Fidelity 
Index US

0.10% 0.41%

ATS 0.09% 0.07% 0.28%

Ascentric 0.29% 0.05% 0.46%

Aviva 0.29% 0.00% 0.41%

AXA Elevate 0.32% 0.00% 0.44%

Cofunds 0.26% 0.00% 0.38%

FundsNetwork 0.27% 0.00% Fidelity 
Index UK

0.07% 0.08% 0.39%

Novia 0.48% 0.00% Vanguard 
FTSE All 
Share 
Index

0.08% 0.10% 0.60%

Nucleus 0.35% 0.00% 0.47%

OMW 0.33% 0.00% 0.45%

Standard Life 0.43% 0.00% 0.55%

Transact 0.36% 0.04% 0.52%

As we saw in the first heatmap, TCO is (broadly speaking) a 
function of core platform and wrapper charges and the OCF 
which, together, make up the actual cost of the investment 
for the client. In some cases (AJ Bell, Ascentric, Alliance Trust 
Savings and Transact in this example) additional fund trading 
charges also apply. For Ascentric, we’ve assumed standard 
trading charges of £9.50. If you hold the portfolio as a model, 
charges are much lower at £2 a time.

The output broadly compares with what we have already seen. 
The TCO ranges from 28 basis points (ATS) to 60 (Novia).  

We’ve already given a caveat on the heatmaps but this one 
requires particular caution as some of the pricing variations 
are so slight – the colour variation for fund charges is purely 

to aid viewing of the table. And red and green certainly don’t 
mean good or bad by some arbitrary viewpoint. 

Passive fund pricing
By and large the same funds are available on all the main 
platforms (as we’ll see in the next section) and at broadly 
comparable OCFs. However, this doesn’t mean a lack of pricing 
activity in the passive arena. 

In fact, there has been continued downward movement on 
passive pricing throughout this year by Vanguard and BlackRock 
among others. And if we look at preferential pricing (Superclean) 
arrangements, Fidelity is currently offering its funds on 
FundsNetwork at 2 basis points lower than on other platforms. 
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Asset allocation approach – ETFs

Core 
Platform 
Charge

Dealing 
Costs

30% UK Fixed  
Interest

20% International 
Fixed Interest

30% UK Equity 20%  
International Equity

TCO

Average OCF Average OCF Average OCF Average OCF

AJ Bell 0.27% 0.02%

0.20% 0.28% 0.38% 0.48%

0.62%

ATS 0.09% 0.07% 0.49%

Ascentric 0.29% 0.05% 0.67%

Aviva 0.29% 0.13% 0.75%

AXA Elevate 0.34% 0.07% 0.74%

FundsNetwork 0.27% 0.01% 0.61%

Novia 0.48% 0.11% 0.92%

Nucleus 0.35% 0.07% 0.75%

Standard Life 0.43% 0.21% 0.97%

Transact 0.36% 0.04% 0.73%

Note: Old Mutual Wealth and Cofunds are excluded from the table as they don’t host ETFs

We used the lowest cost fund per platform for the funds table, but 
this was not appropriate for ETFs. Clean pricing and a welcome 
consistency in share classes means much less variation in cost, 
effectively ruling out price as a selection criterion, and using the 
most popular ETF per sector by AUM would not be representative 
of the market either (one provider would dominate). 

Our solution is to take the average OCF of the ETFs in each 
sector of our portfolio.

While all platforms in our sample offer access to ETFs the 
range varies. The majority offer several hundred but Aviva and 
FundsNetwork have a smaller range with around 30 and 55 
respectively. Trading costs are much more common for ETFs  
than funds. All the platforms in our sample levy them. 

With these things in mind, TCO for our sample ranges from 
0.49% (ATS) to 0.97% (Standard Life). We can see clearly how 
TCO is influenced primarily by core platform charge (an average 
of 0.32%) and to a lesser extent by trading costs (an average 
dealing cost of 0.08%).

Issues to consider when using ETFs

ETFs have a definite role to play in passive investing: they  
offer access to a much broader range of investment options 
than OEICs and have the advantage of intra-day trading for 
greater efficiency.

However, advisers should balance the benefits of ETFs with their 
associated trading charges on platforms.

Trading charges can quickly add up when rebalancing 
a reasonably diverse portfolio. Is the benefit to the client 
proportionate?

A compromise is to use OEICs as the core of a portfolio with 
ETFs as a satellite adding colour or variation. 

Conclusions 

Both the fund and ETF tables show that core platform charge is 
the primary driver of TCO. That makes price important in platform 
selection from the client point of view, no matter how attractive a 
platform might be to an adviser for other reasons. 

Fund managers do offer the same funds to many platforms and 
there is some price variation in terms of OCF, but this is often minor 
– ask yourself, is it enough to drive the platform decision? Might 
the impact of potential client trading costs (especially for ETFs) or 
custody charges for those more inclined to buy and hold outweigh 
the benefit of other price differentials? Overall – do the costs to the 
client outweigh the benefits?
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UK Equity UK Fixed 
Interest

Overseas 
Fixed  

Interest

US Equity Japan 
Equity

Pacific 
ex Japan 

Equity

Emerging 
Markets 
Equity

Europe ex 
UK Equity

Worldwide 
Equity

Property

Allianz
Aviva
BlackRock
F&C
Fidelity
Henderson
HSBC

L&G
M&G
Old Mutual
Royal London
State Street
UBS
Vanguard
Virgin

FUND ANALYSIS
We’ve now had a good look at TCO and it’s time to move onto some specific fund analysis. The passive fund universe is bigger than 
it sometimes gets credit for being. We’ll look in-depth at a range of funds across the UK All Companies and Fixed Interest sectors 
shortly, but first, let’s take a broader view.

Note: the table is based on a range of sources including fund manager websites, FE and Morningstar. Some funds may be not be included due to reporting limitations. 

If we look across our range of passive fund managers and the 
range of sectors which make up the market, we can pick out 
some trends. 

All managers have a UK Equity offering. European (exc UK) 
and US Equity funds are popular, but offered by fewer of the 
managers than we might have expected.

BlackRock, Legal & General, Fidelity, HSBC, UBS and Vanguard 
lead the field when it comes to sector coverage.

The majority of fund managers in our table have offerings in 
the mainstream sectors. These in turn are available across the 
majority of platforms. So it’s only when a client has very specific 
investment needs that these might have to drive fund manager 
or platform selection. 
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Allianz 1 0 1 1 1 1 1 1 1 1 1 1
Aviva Inv 2 2 2 2 2 2 2 2 2 2 2 2
BlackRock 16 16 16 16 16 16 16 16 16 14 16 16
Close Brothers 1 1 1 1 1 1 1 0 1 0 1 1
F&C 1 1 1 1 1 1 1 1 1 1 1 1
Fidelity 7 7 7 7 7 7 7 7 7 7 7 7
Henderson 1 0 1 1 1 1 1 1 1 1 1 1
HSBC 8 9 8 9 9 9 9 9 9 8 9 9
L&G 16 15 16 18 18 17 18 18 18 13 17 18
M&G 2 0 2 2 2 2 1 2 2 0 2 2
Old Mutual 1 1 1 0 0 1 0 0 1 1 0 1
Royal London 4 0 1 3 2 4 1 2 3 0 1 1
SSgA 0 0 0 0 0 5 0 0 0 0 0 0
UBS 1 0 1 1 1 1 1 1 1 0 0 1
Vanguard 25 23 26 30 24 23 30 25 24 21 25 26
Virgin 2 0 0 0 0 0 0 0 0 0 2 2
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Note: This table is based upon data sourced from FE Analytics. Some funds may not be included due to reporting limitations around e.g. fund domicile. 

For a fund manager to be included in this table it must have 
more than one passive fund in total or be a well-established fund 
manager offering a single fund with good platform coverage. 

BlackRock, Legal & General and Vanguard have the most 
coverage. No surprises there.

Most platforms also host the majority of fund managers.  
But there are gaps, and advisers should check closely  
before committing. 

The next key concern for on-platform fund selection is 
performance. We’ll take a selection of these funds and look at 
how they compare across a range of key metrics. It would be 
impractical to look at all available funds so we have used a sample 
from UK All Companies and from Fixed Interest. These tables are 
for funds only so do not take platform charges into account.

Before we look at the UK All Companies table one point needs 
to be made clear. We have 1, 2 and 3 year performance data 
which, like the rest of the data in both of the following tables, is 
sourced from FE Analytics. All the funds used in the analysis are 
clean and so don’t all have a performance history in their own 
right beyond the 1 year measure. FE has constructed a longer 
term view by appending (or ‘chain-linking’) the performance of 
the legacy share-class to that of the new, clean version. While 
this gives us a sense of performance it is not a true picture of 
the clean fund as the higher charges of the legacy fund will 
cause a drag on performance. 

This is another example of the challenges faced in trying to 
achieve a like-for-like comparative view. 

While FE does offer something of a solution, an accurate version 
would need each fund manager to provide adjusted historical 
fund performance data. 

In the UK All Companies table, the legacy drag issue applies 
to BlackRock, Fidelity and Vanguard and may lead to some 
inconsistencies with data from other sources. 

Let’s now take a closer look at on-platform fund manager availability.
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•  If we look at performance data in the context of the index 
tracked, some trends start to emerge. It seems that a 
narrower index (such as the FTSE 100) is more difficult to 
track effectively and consistently than a broader index such 
as the FTSE 250 or All Share Index. 

•  Where longer term data is available, it suggests this trend is 
more pronounced over the longer term.

•  There is also some correlation between OCF charge, 
performance and volatility but this is less consistent.

•  The scale of variation for any of the data points is limited – 
for example OCF: while the range is from 0.07% (Fidelity) 
to 0.23% (Aviva) the majority sit clutched together between 
0.15% and 0.18%. 

•  There is more variation in fund size but the apparent popularity 
of some funds doesn’t seem to correlate to performance.

•  While the range of OCF is narrower, 0.10% to 0.20%, here 
too we see a huddle of funds between 0.15% and 0.17%.

•  There is far more variation on tracking error and volatility, but we 
think this is a reflection of the variety of indices tracked. 

•  That variety is reflected in only two of our sample of funds 
following the same index. 

•  This makes comparing funds based on performance against 
benchmark extremely difficult, not to mention risky.
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Fund Fund  
Benchmark

Valuation  
Point

BlackRock – Corporate Bond 
1 to 10 Year

BofA ML Sterling 1-10 Yr  
Cust Benchmark Noon 0.17 799 4.92 10.07 25.02 0.47 0.58 3.06 4.60

BlackRock – Corporate 
Bond Tracker

Markit iBoxx GBP  
Non-Gilts TR Noon 0.17 814 6.48 9.02 23.59 0.66 0.80 4.51 5.04

BlackRock – Index Linked 
Gilt Tracker

FTA Inflation-Linked Gilt Over 
5 Year Noon 0.16 356 9.51 16.04 0.85 1.25 7.05

BlackRock – UK Gilts All 
Stocks Tracker

FTSE Actuaries UK  
Conventional Gilts All Stocks Noon 0.16 3004 4.85 1.01 9.14 0.30 0.37 4.54 5.03

HSBC – UK Gilt Index FTSE British Government All 
Stocks Noon 0.17 46 4.53 0.42 8.40 0.22 0.27 4.62 5.03

L&G – All Stocks Gilt Index FTSE Actuaries British  
Government All Stocks Noon 0.10 697 4.69 0.70 8.69 0.27 0.33 4.47 5.01

L&G – All Stocks Index 
Linked Gilt Index

FTSE A (Index Linked)  
British Govt All Stocks TR Noon 0.10 1172 8.25 13.61 18.66 0.73 1.03 6.48 7.99

UBS – Sterling Corporate 
Bond Indexed

Markit iBoxx Sterling  
Non-Gilts Noon 0.20 60 6.85 0.71 0.82 4.73

Vanguard – UK Inflation 
Linked Gilt Index

Barclays UK Govt Inflation-
Linked End of Day 0.15 410 8.52 15.03 20.43 0.77 1.09 6.50 8.02

Vanguard – UK Long  
Duration Gilt Index

Barclays Capital UK 
Government 15+ Years End of Day 0.15 68 10.74 5.09 18.14 0.91 1.56 7.95 9.25
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BlackRock – 100 UK Equity Tracker FTSE 100 Index Noon 0.16 639 6.28 23.18 0.27 0.28 10.40
HSBC – FTSE 100 Index FTSE 100 Index Noon 0.17 718 6.16 22.82 43.70 0.26 0.27 10.42 12.18
L&G – UK 100 Index FTSE 100 Index Noon 0.18 262 6.07 22.90 43.36 0.25 0.26 10.24 11.90
BlackRock – Mid Cap UK Equity Tracker FTSE 250 Index Noon 0.18 203 5.74 35.51 0.20 0.28 10.93
HSBC – FTSE 250 Index FTSE 250 Index Noon 0.17 458 6.19 37.01 67.96 0.25 0.35 10.90 12.61
Aviva Inv – UK Index Tracking FTSE All Share Index End of Day 0.23 775 5.73 25.00 44.92 0.24 0.28 9.42 10.80
BlackRock – UK Equity Tracker FTSE All Share Index Noon 0.16 8022 6.26 25.45 47.57 0.28 0.33 10.01 11.84
Fidelity – Index UK FTSE All Share Index Noon 0.07 1295 6.15 24.89 46.35 0.26 0.31 10.11 11.82
HSBC – FTSE All Share Index FTSE All Share Index Noon 0.17 1049 6.17 25.21 47.50 0.27 0.32 10.06 11.89
L&G – UK Index FTSE All Share Index Noon 0.17 4626 6.18 25.40 47.60 0.27 0.32 9.91 11.70
Royal London – UK All Share Tracker FTSE All Share Index Noon 0.15 581 5.59 24.74 48.13 0.21 0.24 9.75 11.69
SSgA – UK Equity Tracker FTSE All Share Index End of Day 0.15 294 6.34 26.03 46.82 0.26 0.31 9.52 10.87
Vanguard – FTSE UK All Share Index FTSE All Share Index End of Day 0.08 1584 5.97 26.01 47.58 0.26 0.30 9.52 10.89
Vanguard – FTSE UK Equity Index FTSE All Share Index End of Day 0.08 1548 5.98 25.97 47.64 0.26 0.31 9.53 10.89

Fund Fund 
Benchmark

Valuation 
Point

UK All Companies

UK Fixed Interest
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WHY IS IT SO COMPLICATED? 
1. Tracking error 

  You might have noticed something missing from the last two 
tables: tracking error. It’s not an oversight. It’s a decision we 
made based on it being impossible to make an accurate, 
like-for-like comparison of tracking error for these funds 
using the currently available data.

  That’s a big statement and we should probably rewind a little 
to give it the context it deserves.

  Tracking error is based on a series of monthly snapshots 
of how a fund/ ETF is performing compared to its 
benchmark, or index. A view is created over a period of 
time and expressed as a standard deviation. In this sense 
it is more an expression of volatility versus the benchmark 
than actual performance. It also needs a long investment 
period (say, three years or more) to get enough data for a 
statistically viable result. 

  Fund valuation points are the main driver for tracking error. 
These are the monthly snapshots that build up to form the 
standard deviation. If funds are valued up to 5 hours before 
the index tracked, an inflated tracking error is inevitable. And 
if funds which already have different valuation points to the 
index also have different valuation points to each other this 
makes like-for-like comparisons even harder. In our sample 
we have funds valued at noon, 4.30pm and 5pm.

  This inflation of tracking error can result in a performance 
figure more appropriate to active funds than passive and 
several basis points wide of the ‘true’ variation.

  Tracking error is not the only measure influenced like this, 
which brings us on to tracking difference.

 �Tracking�difference is a performance measure that 
compares a fund’s or ETF’s return to that of the index or 
benchmark it tracks over a specified period of time. ETFs are 
often held for shorter periods, so it could be argued that this 
is a more appropriate measure for them than tracking error.

  So, what is the solution here? As things stand, there isn’t 
one. Valuation points are hardwired in to fund manager 
and index operations making them difficult to change. 
There has been some positive progress recently, with 
the FTSE introducing noon valuations on a limited basis. 
These are not currently available on research tools like FE 

or Morningstar but they are to professional advisers on 
request. Early days, but a hopeful indicator for the future. 
In the meantime, managing this issue is largely about 
clear and effective communication from fund managers, 
platforms and advisers.

  We’ve focused on valuation point-related tracking error/
difference here, but there are other issues. Platform and 
fund manager costs obviously impact on performance net of 
fees and charges, even where a fund or ETF is performing 
in line with its index. One tactic frequently employed by fund 
managers to narrow tracking variations is stock lending: 
short-term asset loans for a fee which can then be used to 
off-set fund management charges.

2. Sampling methods

  How passive funds go about their tracking can also be a 
complicating factor in making choices and comparisons. 
There are three main tracking methods:

  Full replication – where the manager invests in assets that 
reflect the actual make-up of the index. In other words, buys 
every asset in the index in equal proportion to the weight 
held by the index. In some ways the ideal, but not always 
practical or cost effective.

  Optimisation – where full replication isn’t practical or cost 
effective (too many assets, prohibitive trading costs or assets 
that are illiquid and inaccessible for example) then optimisation 
uses a sub-set of index assets, as close to the index as 
possible for risk and return. Cost and time savings may be 
offset against a higher tracking error.

� �Stratified�Sampling – similar to optimisation, index assets 
are broken down into sub-sets with certain characteristics 
and this drives fund investment. Again lower costs may be 
offset against a higher tracking error.

  Tracking methods are always developing as technology 
becomes increasingly sophisticated. For example there 
are now funds that rely on replication to a point, with an 
allowance for manager intervention to close potential 
tracking error gaps. 

  The key point is that there is no single ‘right’ way to track an 
index. The most appropriate method for a fund will depend 
on the particular nature of the index (or indices) it tracks.
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3. Passive pricing 

  Mutual fund prices should generally reflect Net Asset Value 
(NAV) of the fund, according to common wisdom. But this 
isn’t the whole story. Fund managers can employ a range 
of pricing mechanisms to protect investors from the dilution 
impact caused by leavers, and to deal with stamp duty and 
other issues. 

 The pricing mechanism might be:  

  Dual Price – there’s a price you buy at and a price you sell at, 
with the ‘bid offer spread’ in between giving the fund manager 
flexibility to deal with dilution, stamp duty and other issues.

  Single Swinging Price – there’s one price but this 
fluctuates to deal with these issues, depending on the net 
flow of the fund on any particular day.

  Front Loading – an explicit charge is added at the point of 
entry, the aim being that, so far as reasonably possible, each 
investor covers their own costs for dilution and stamp duty. 
This isn’t the industry norm, but Vanguard famously works in 
this way. 

   This is another potential complicating factor when making 
choices and comparisons.

About the lang cat We’re a small but noisy consultancy 
based in Edinburgh, specialising in platforms, pensions and  
investments. We work with providers and advisers on proposition 
development and competitive positioning analysis. We also 
help with PR, strategic communications and marketing 
communications. And we publish interesting things from time to 
time, including an annual Guide to Advised Platforms. Find out 
more at www.langcatfinancial.com�

CONCLUSIONS 
If you’re just looking to access a mainstream tracker for the 
lowest possible OCF it could be argued that any platform 
would do. 

But it is important to keep in mind the client’s total portfolio 
value and their likely trading behaviour because, as we 
have seen, platform charges are the main driver of TCO and 
trading charges in particular can quickly stack up. So be 
clear on a short-list of the most appropriate platform(s) on 
that basis and then look at the fund ranges available. 

ETFs offer extra flexibility and choice but at a cost, especially when 
it comes to trading. Be clear on the potential impact of that cost on 
TCO, and therefore client returns, compared to the benefits. 

We set out on this little adventure into on-platform passive 
investment with the intention of adding clarity to the process, 
particularly assessing and comparing charges and performance. 

It’s turned out to be a bumpy road – news to no-one who does 
this on a regular basis. Some of the data barriers and reporting 

limitations surprised us. And we do this sort of thing often 
enough to have developed a fairly healthy level of cynicism. 

What we’re absolutely not doing is having a go at any one 
organisation. Not at all. A number of people from across the 
field have been very generous with their time and expertise in 
answering our queries and we thank them for that. This is an 
industry issue and one that everyone needs to address and take 
seriously. We’ve said it before, and no doubt will again, but if 
professional researchers and advisers can’t achieve a straight, 
like-for-like comparison across tracker funds (any funds, really) 
and platforms, where does that leave investors and their 
subsequent outcomes? And what about direct investors? It’s 
not a comfortable feeling. 

We may have ended up raising more questions than giving 
answers here. But if those questions get discussed in an open 
forum and that leads to constructive change, then we’ll consider 
our job done.



do what you love

www.langcatfinancial.com


