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Foreword

By Zak de Mariveles, Chairman UK Structured Products Association

| am delighted to introduce this United Kingdom Structured Product Sector Review produced by Lowes Financial
Management. This review of UK IFA distributed structured products details both issuance and maturity trends
over the decade that followed the 2008 financial crisis.

Structured products have clearly proven themselves to be an extremely viable investment choice during this period
where UK investors have mostly enjoyed a 10-year bull run.

The UK IFA structured product sector is well served by a core of quality plan managers offering a variety of
counterparty bank exposures, and as this report demonstrates, is perhaps deserving of a lot more recognition for
the consistently strong returns they have delivered to their investors.

The average annualised return from all of the maturing products over the decade was 6.23% hindered by only a
small element returning just original capital at maturity, or a loss.

Looking only at the capital-at-risk products specifically, 67.6% of which were linked to the performance of the FTSE
100 Index, these produced average annualised returns of 7.90%.

The Autocall style capital-at-risk structured products have grown in popularity to the extent that they now
dominate the sector with the average annualised return from this sub-set an even more impressive 8.55% over the
ten-year review period.

|, and the team at Lowes hope that you will find the analysis provided in this review enlightening and of benefit.
For those that haven't yet utilised structured products as part of an investment portfolio, | am confident that
having considered the content of these pages, you will have a better appreciation as to why this asset class should
deserve greater consideration.
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Zak de Mariveles

A quick thank you from lan Lowes

All of us at Lowes Financial Management would like to thank the providers named below for their generous
contribution to our fundraising efforts in aid of Macmillan Cancer Support, provided in return for advertising within
this document. The charity is to receive 100% of the money raised.

IDAD, Investec, Mariana, Meteor and Tempo

Macmillan offers emotional, physical and financial support for those living with cancer. You can read more about
Macmillan and the work they do at macmillan.org.uk
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Introduction

Lowes Financial Management, established in 1971 has a broad variety of expertise covering all aspects of wealth
management. As independent financial advisers, we assess the whole investment space, ensure individually
tailored financial advice is given to help achieve our clients’ goals; in doing so we consider alternative as well as
familiar investment and retirement solutions. We seek to deliver both positive experiences and outcomes for our
clients, avoiding inappropriate exposure to risk.

Our expertise in the structured product sector is widely acknowledged and respected. We have been evaluating all
new structured product entries into the retail market for more than twenty years, during which time we have not
failed to advocate good investment opportunities and warn against harmful investments, such as precipice bonds.

We have maintained a database of all UK intermediary distributed structured products for nearly two decades,
publishing details of all investment plans and identifying which ones we ‘Prefer’, being those we believe offer the
most attractive terms at the time of launch. We monitor the outcome of every product and publish regular sector
updates through our websites; www.StructuredProductReview.com and www.CompareStructuredProducts.com.

This ten-year review presents and describes data encompassing many of the key features of intermediary
structured products made available to the retail market in the United Kingdom. The review also showcases how
the sector has evolved over the past decade from the 1st January 2009 until the 31st December 2018, following the
financial crisis of 2008,

Methodology

Structured product data has been retrieved from Lowes Financial Management’s extensive database of products
issued from 2001 onwards. The information in the database originates from the original product literature.

Performance data has been calculated by Lowes Financial Management by reference to the individual, defined
investment terms and the movement in the respective underlying assets’ over the term of the investment.

When a product has been issued with more than one option, each option has been treated as a separate
investment product with its own distinct terms.
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Features of the Lowes UK Defined Strategy Fund

« Designed around multiple autocall Award-winning investment managers.
or kick-out strategies. « No entry charge_

- Diversification of counterparty risk Ongoing charge figure capped at 1% p.a’.
and potential investment pay-offs. - Now available on major investment

- Daily pricing liquidity. platforms.

For a full list of possible risk factors please see the section entitled “Risk Factors” set out
in the Prospectus for the ICAV.

To find out more about the Lowes UK Defined Strategy Fund

Visit: www.UKDSF.com Email: Fund@Lowes.co.uk

The value of this investment can fall as well as rise and
investors may get back less than they originally invested

The Lowes UK Defined Strategy Fund is a sub-fund of the Skyline Umbrella Fund (ICAV) and is regulated by the Central Bank of Ireland.
The KIID can be accessed by visiting UKDSF.com/literature and is only available in English.

Lowes Financial Management, Fernwood House, Clayton Road, Jesmond, Newcastle upon Tyne, NE2 1TL. Authorised and regulated by
the Financial Conduct Authority.

"Preferred’ plans are those that Lowes identify at time of launch as best available.

2Winner of MoneyMarketing 2018 Best Investment Adviser.

3Fee Cap for the avoidance of doubt, the total fees payable by Fund per annum will not exceed 1% of the Net Asset Value of the Fund.



Sector analysis

A total of 4398 structured products have been issued between January 2009 and December 2018.

Across the entire sector, structured products produced an average annualised return of 6.23%.
Just 57 of 3670 (1.55%) of maturing structured products returned a loss.
71.39% of maturing structured products were linked solely to the FTSE 100 Index.

Number of products issued by year
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Across the entire sector, maturing structured products returned an average annualised return of 6.23% between
2009 and 2018. The average investment duration was 3.78 years (3 years, 10 months).

Average annualised returns of all structured products by year of maturity
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In total there have been 4398 products issued over the assessed time period, with the lowest level of issuance
being in 2015 when 355 products were issued and the highest was in 2011 with 492. The 488 products released in
2018 marks an increase of 27.08% from 10 years ago in 2009.

Capital ‘protected’ plans fully protect investors’ capital from market risk, yet still expose the investor to the default
of the issuing counterparty bank. These plans have been phased out over the ten years to the extent that since
2015 the UK sector consisted only of capital-at-risk and deposit-based plans.

Proportion of structured products issued, by product type (%)
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Structured product issued | 2009 | 2010 | 2011 | 2012 | 2013 | 2014 | 2015 | 2016 | 2017 | 2018

Capital at risk 180 270 299 295 334 370 296 313 437 426
Capital protected 92 74 47 47 ll 6 - - - -
Deposit 12 142 146 129 77 67 59 ol 46 62

The rise in the dominance of capital-at-risk structures in the past 10 years is obvious having constituted less
than 50% of the sector in 2009. The demise of capital ‘protected’ structured products was primarily caused by
regulatory considerations but perhaps also by the perceived misleading nature of the sub-set name.




Underlying assets of products issued from 2009 - 2018

68.30%

s FTSE100 = FTSE 100/EURO STOXX 50 = FTSE 100/S&P 500 = A basket of shares = Other

Both the FTSE 100, and dual index plans whereby the FTSE 100 works in tandem with another major market index
were the most issued plans throughout the ten-year period. The FTSE 100 is the most well-known index in the
United Kingdom, so this comes as no surprise. Interestingly, share linked plans made up a noticeable proportion of
the market, despite having no clear target audience. Further detail on share linked plans can be found later in this
chapter.
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A total of 57 products matured returning a loss to investors with the majority of these occurring in 2012 and 2013.




Solutions designed to
deliver, even when the

markets don't.

With uncertainty surrounding the current
economic climate, Investec Structured
Products offer the potential to achieve
gains, even in falling markets.

We offer two types of product to suit a range of risk
appetites:

e Capital Protected Structured Deposits: Designed
for clients who are seeking higher interest rates from
a deposit account. Our Structured Deposits are
eligible for FSCS protection up to £85,000 (subject to
eligibility) and pay interest linked to the performance
of the FTSE 100.

e Capital at Risk Structured Investments: Designed
as alternatives to traditional fund investments. Our
Structured Investments provide a level of capital
protection and pre-defined returns, even in falling
markets.

If you'd like to learn more about our latest range of Plans,
please contact us on 020 7597 4065 or visit us at
www.investec.com/structured-products

& Investec

Corporate & Investment Banking

Lo6bn

We have issued over £6bn of Structured
Products since 2008.

$4.1bn

Over £4.1bn of investment into our Structured
Products has matured since 2008.

£700m

Over £700m of wealth generated by our
matured Structured Products since 2008

7.69% p.a.

Our matured Structured Products have
generated an average return of 7.69% per
annum since 2008 (5.52% p.a. for our
Structured Deposits and 9.19% p.a. for our
Structured Investments)

0 Instances of

Capital Loss

Since 2008, 1,050 of our Structured Products
have matured - none have resulted in a capital
loss.

@ 0006006

Past performance is not a guide to future performance, some of our plans
will place capital at risk and returns are in no way guaranteed. Figures
correct as at 10/05/2019

This communication is for financial advisors only. Investec Structured Products is a trading name of Investec Bank plc which is authorised by the
Prudential Regulation Authority and regulated by the Financial Conduct Authority and the Prudential Regulation Authority. Registered under Financial Services
Register reference 172330. Registered and incorporated in England No. 00489604. Registered address is 30 Gresham Street, London EC2V 7QP.



Average annualised returns of maturing FTSE 100 structured products by product type
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Certain investments linked to baskets of commodities, together with some linked to the Nikkei 225 and Eurostoxx
50 indices, that commenced prior to the financial crisis reached their final maturity dates. The 57 products that
delivered a loss also included four FTSE 100 linked, capital ‘protected’ products from Legal & General that returned
losses of between 2.63% & 3.77%. These products were structured with multiple counterparties to reduce the risk
of catastrophic loss arising from a bank failure. Whilst one of them suffered a loss due to being 20% exposed to
Lehman Brothers, the losses on the others arose following Legal & General’s decision to restructure the plans, mid-
term to remove exposure to Irish banks.

2018 was the first year since 2010 in which no structured products in the UK matured at a loss. However, it is
acknowledged that some maturing plans (6.01% of the 2018 cohort population) returned capital only, which would
mean that investors’ capital would have been eroded in real terms.




Annualised returns of structured products solely linked to the FTSE 100, against all other
structured products issued in the United Kingdom
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There have been many different forms of underlying assets to a structured product over the course of the last
decade, ranging fromm commodities to housing market indices. The number of products linked to lbaskets of shares
became prevalent but then sharply declined.

Number of share-linked plans issued and matured by Year
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The most common type of share used as an underlying asset to share-linked structured products are baskets of
FTSE 100 companies. The number of FTSE 100 companies share prices used within these baskets range from three
to fifteen. Regulatory influence played its part in the demise of share-linked plans. In early 2015 the FCA released
TRI15/2: Structured Products: Thematic Review of Product Development and Governance which looked at the
complexity of products and the factors driving their potential returns, as well as looking to tighten product design,
especially in relation to both the target market (complexity of the products) and stress-testing. This ultimately led
to the almost total demise of share-linked plans in the retail space.

Annualised returns of share-linked plans matured by year
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The performance of share linked plans has been mixed with some of the early plans producing high headline
returns but of late, the sub-sector performance has been dragged down by a number of autocall plans reaching
their final maturity date and returning capital only, or even a loss and without a substantial improvement in the
price level of certain shares, commonly utilised in such plans this trend will continue until the last of these mature.




Mariana 10:10 Plan

Ten year plan based on the performance of the FTSE™ 100 Index
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Share-linked maturity results
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Autocall (kick-out) analysis

On average, autocalls returned an average annualised return of 8.31%, whilst capital-at-risk autocalls
returned an average annualised return of 8.55%.

On average, autocall structured products had a duration of just 2.12 years

Over the review period, ‘autocall’ or ‘kick-out’ plans have come to make up a sizeable proportion of the sector,
providing average annualised returns of 8.31%.

Average annualised returns of autocall structured products by year of maturity

12

10

Average annualised return byyear (%)
o)

2009 2010 2011 2012 2013 2014 2015 2016 2017 2018
Year of maturity




The autocall can mature with a gain on pre-determined, early maturity dates if the requisite conditions are met.
Early maturity opportunities are typically referenced annually, semi-annually, or even quarterly, and require the
index level of the underlying to be at a certain reference level, defined prior to the date when the initial level was
determined.

Number of autocall products issued and their respective market share
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One of the main attractions of autocalls is that there are multiple opportunities for the investment to trigger a

gain and the longer it takes to do so, the greater that gain. As such they can be very attractive propositions in
sideways markets. If, however, the market performance is such that no gain is triggered by the final maturity date,
the investor will face a return of capital only, or even a loss if the capital protection barrier has been broken. In
recognition of this, the sector has embraced the logic of longer maximum term products introduced by Lowes
Financial Management & Mariana Capital through the first 10:10 Plans. These extended the maximum term,
thereby providing a greater number of opportunities for a gain, and therefore increase the probability of a positive
outcome.

Maximum term lengths of autocall structured products
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Capital-at-risk analysis

A total of 2,273 Capital-at-risk Structured Products matured.
53 (2.33%) of Capital-at-risk Structured Products returned a loss at maturity

Capital-at-risk Structured Products returned an average annualised return of 7.9%.

67.58% of Capital-at-risk Structured Products were solely linked to the performance of the FTSE 100
Index.

Number of capital-at-risk products issued by year
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Capital-at-risk products constituted 73.22% of all products released since the start of 2009.

Average annualised returns of maturing capital-at-risk products (%)
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Capital-at-risk plans aim to return investors’ capital in all but the bleakest of market conditions. They incorporate
a capital protection barrier, whereby if the underlying remains above this barrier no losses will arise from market
movements. This barrier is typically set between 50-70% of the initial price level, determined on the strike date of
the plan.




Winner of Best Performance: UK & Best T —
performance: Europe 2018 at Structured

Retail Products’ 15th Annual Europe
Structured Products & Derivatives Awards.

Innovative Solutions. Immaculate Service.

As one of the largest structured product providers in the UK, Meteor Asset
Management offers a range of high quality structured products for both retail and

professionalinvestors, whilst maintaining an unrivalled client service experience.

For over a decade we have consistently provided investors with compelling
opportunities to achieve their financial goals. In addition to our standard range of

- structured products, we also offer a bespoke service for clients and their advisers

www.meteoram.com

Approved and issued by Meteor Asset Management Limited.
Meteor Asset Management is authorised and regulated by the Financial Conduct Authority, Financial Services Register Number 459325.



Capital protection barriers come in two forms, determined by the underlying option contracts within the
counterparty security utilised in the structured product: European and American. European style barriers can only
be breached at the end of the product term (one single observation). American style barriers are typically assessed
daily throughout the term of a structured product, meaning that in the event of a breach the product will mature
with a loss to the initial capital if the index is still below the maturity trigger level.

American barriers have been used within structured products in various forms, being read at various reference
points depending upon the type of American option used. The graph below outlines how European barriers have
become the favoured option for capital protection.

Forms of capital protection barrier offered within maturing structures
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American Intra-day barriers, being those that offer the least protection, no longer feature in the retail landscape.
By using an American barrier (with more risk than a corresponding European barrier), structures should typically
grant a higher potential return than equivalent structures with European barriers.

Structured products maturing with a loss

2009 | 2010 | 20m | 2012 | 2013 | 2014 | 2015 | 2016 | 2017 | 2018
Solely FTSE 100 Linked 0 0 1 4 0 0 0 0 0 0
All Other Structures 1 O 3 13 15 5 1 9 5 0

Since 2009, just 5 capital-at-risk structure solely linked to the performance of the FTSE 100 Index returned a loss,
whilst 52 other capital-at-risk structures linked to other combinations of indices or asset classes returned losses.




Capital ‘protected’ & deposit analysis

Deposit based structured products returned an average annualised return of 3.68%; whilst capital
‘protected’ structured products returned an average annualised return of just 3.34%.

A total of 769 deposit-based structured products have matured since 2009, whilst 628 capital ‘protected’

structured products have matured.

169 Deposit-based structures were issued from 2016-2018, whilst no capital ‘protected’ structured
products have been issued since.

There are two forms of structured product that offer protection from any downturn in the market. These are
capital ‘protected’ and deposit-based structured products. ‘Protected’ plans fully protect investors’ capital from
market risk, but leave investors exposed to the potential default of the bank serving as counterparty to the
investment. Deposit-based plans are forms of bank deposits rather than investments and offer an interest-based
return dependent upon the performance of an underlying asset. Deposit-based structures are covered for potential
redress under the UK Financial Services Compensation Scheme in the event of counterparty default. (Up to
£85,000.) An additional difference, which is important to note is that returns on a structured deposit are subject to
income tax, rather than capital gains tax.

Capital ‘protected’ products issued by year

100
© 90
[0}
o 80
9
o35 70
22 60
T 0
'g;g 50
()
O35
s -8 40
% o 30
0
& 20
5
z 10
(0]

2009 2010 2011 2012 2013 2014 2015 2016 2017 2018
Year of Issuance

Capital ‘protected’ products represented 6.30% of all products released from 2009-2018 and the graph shows the
decline in the number of such products issued which falls to zero by 2015.




Deposit based products issued by year
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Deposit plans saw their peak in 2011 with 146 products being issued, representing 29.67% of all products issued that
year. Deposit plans in total from 2009-2018 have represented 20.49% of all products issued.

Average annualised return performance
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In theory, equivalent capital ‘protected’ structures should offer a greater return than deposit-based structured
products, but this is not always the case. Deposit based structures outperformed capital ‘protected’ structured
products across a greater number of years. In 2017 a total of 103 deposit-based structures matured, whilst just 37
capital ‘protected’ products matured.




Delivering structured product
solutions since 2002

+44 (0)1730 263943 enquiries@idad.com

IDAD Limited is authorised and regulated by the Financial Conduct Authority FCA FRN 740499.
Head office: 2 Rotherbrook Court, Bedford Road, Petersfield, Hampshire GU32 3QG. Registered Office: The Engine House, 77 Station Road, Petersfield, Hampshire GU32 3FQ.




Counterparties - How have they changed since the
financial crisis?

Barclays, once one of the most prevalent counterparties in the United Kingdom, are no longer present in
the UK retail structured product market.

Investec have dominated the retail structured product market in the United Kingdom over the last 10
years, offering the greatest number of structured products compared to any other counterparty.

2009 Counterparty breakdown

Barclays
Citigroup
HSBC Bank
Investec Bank
Morgan Stanley
Rabobank
Santander
Other

2009 saw 384 structured products issued with the two most active counterparties; Barclays and Investec,
accounting for more than 58% of the market.

2018 Counterparty breakdown

Citigroup

Credit Suisse
Goldman Sachs
HSBC Bank
Investec Bank
Morgan Stanley
Natixis

Societe Generale
Other

2018 saw a total of 488 products issued, making it one of the biggest years for the sector. Investec has shown

a remarkable dominance, having been counterparty to 175 products representing over 35% of the market, with
the second most prevalent counterparty being HSBC who were behind 65 products equating to over 13% of the
market. Following Investec and HSBC, we have Morgan Stanley were behind 49 products representing 10.04% of
the market, then Société Générale who were counterparty to 45 products or just over 9% of the market.




Provider landscape

The provider landscape is always changing and 2009 to 2018 is no different. Providers have entered the market
and left the market however, Investec, Meteor and Walker Crips are three providers who have consistently issued a
significant number of products over the reviewed period.

Products issued; Investec, Meteor and Walker Crips
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Investec have issued the most products from 2009 to 2018 representing just over 31% of all products brought to
market, with 1367 issued. In 2018 there were 10 different structured product providers in the market, yet Investec,
Meteor and Walker Crips were the plan managers of more than 79% of products which went to market.




Income Analysis

Since 2009, income products have accounted for under 20% of all products launched.

Overall, income plans produced an annualised return of 5.59%.

Non-contingent income products returned an average annualised return of 5.42%.

Contingent income products returned an average annualised return of 5.82%.

Average annualised return of all income plans
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Contingent income contracts have become predominant within the income sector. The income payable on these
contracts is typically contingent on the underlying measure being at, or above a certain level on the payment date.
Also, if the underlying measure has risen above a specified level from the strike level, typically 5%, then the plan
terminates early returning final income payment together with original capital.

The risk of income not being paid and/or the plan terminating early allows these plans to offer a higher income
than that which could be achieved from their non-contingent counterparts which pay a regular and fixed income
throughout the term of the product, regardless of movements in the underlying measure.

Number of income products issued by year
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Redefining structured products
for professional advisers and their clients

Tempo Structured Products
brings something different
to the UK retail structured
products sector.

At the heart of our approach, ouraimisto

be known for ‘doing the right things — and
doing simple well’, providing professional
advisers and their clients with a high calibre
structured product provider, underpinned by
operational strength and a focus on robust
governance, with a carefully considered
approach to structured products and a level
of support and service that they can be
genuinely confident in.

To find out more about Tempo, our product suite,

the support that we provide for professional

advisers using structured products, or to discuss

any aspect of structured products:

Adviser support line: +44 (0)20 7391 4551
Email us: info@tempo-sp.com
Visit our website: www.tempo-sp.com

We specialise in ‘deliberately defensive’
products which are designed to increase

the likelihood of positive returns, while also
decreasing the likelihood of loss of capital.
To us, that is the basic principle of a good
investment strategy. Our core products are all
designed so that they can generate some or

all of their potential returns without requiring
the stock market to rise, with protection from a
defined level of risk should the stock market fall.

Our entire emphasis is on working closely
with professional advisers to advance and
enhance the value that can be gained from
structured products, for the benefit of
their clients.

TEMPO

STRUCTURED
PRODUCTS

For Professional Advisers. Capital is at risk. Tempo Structured Products is an appointed representative of TIME Investments,
which is authorised and regulated by the Financial Conduct Authority (FCA No 534723). Tempo Structured Products and
TIME Investments are subsidiaries of Alpha Real Capital LLP, which is authorised and regulated by the FCA (FCA No 436048).



Underlyings used in income plans since 2009
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The 2008/09 market correction saw some products breach their capital protection barriers and as the market
had not fully recovered by the maturity date, there were some losses to the invested capital. The maturity results
for non-contingent income contracts show that only 3.4% returned a net loss. The maturity results for contingent
income contracts show that only 1.6% returned a net loss. None of these products were solely linked to the FTSE
100 index.

Average annualised return of income plans per year
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Average annualised return of income plans by product type

Capital
‘Protected’

Deposit Capital at
Based Risk

Total
Average Annualised Returns 5.59% 2.72% 4.45% 5.86%
Average Duration (years) 477 599 5.09 468

Income products maturing over the period were predominantly capital-at-risk with just over 80% being of this
nature. These unsurprisingly returning more than capital protected and deposit-based income plans.




Number of maturities of income plans by product type per year
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Conclusions

Whilst structured products aren’t commonplace in the UK adviser space, this report has shown that there is data
that compellingly supports their use in the right circumstances. The returns of structured products are transparent
from the outset and are one of few investments in the market that have set return profiles that can often match or
exceed that of equity style investments.

Banks have continued to issue more capital-at-risk structured products over the past decade, doubling the sector’s
annualised returns from 2009 to 2018. In part, this is also due to the contribution of the autocall, producing a
greater annualised return when maturing early, compared to that of a growth product (synthetic zero) with just
one end of term observation for a maturity. This will have pushed a greater demand for structured products for
investors to roll their maturities into, following an early maturity.

American capital protection barriers have been shunned, whilst European barriers have become increasingly more
prevalent, providing an additional level of protection to investors’ capital. This has been viewed as particularly
attractive when investing in plans where the underlying assets are particularly volatile, or if there are multiple
underlyings, such as those present in share linked plans, where the movement of a single asset can result in a plan
incurring a loss to the initially invested capital. A secondary improvement upon reducing risks for investors has
been the increase in observation points for potential early maturities. The introduction of bi-annual and quarterly
call points offer investors an improved likelihood of a positive outcome, and show that plan managers and banks
are moving more towards acting in the best interests of the consumer, following the sector’s regulatory reform.

Deposits have continued to be used by investors with a lower risk appetite, following the demise of capital
‘orotected’ structured products.

Given these changes and reforms in the past decade, moving towards the autocall, we believe that the sector will
continue to deliver attractive returns that can better that of other asset classes, throughout more turbulent market
conditions than those in the years which this review has covered.

Important information

The content of this sector review has been written and prepared by Lowes Financial Management Ltd.

The purpose of this document is purely to provide general information that may be of interest to investors. No
liability is accepted for the accuracy or completeness of any information and opinion contained in this review,
which may be subject to updating and amending.

Investments of this nature carry risks to your capital.
Past performance is not a guide to future performance.
Please do not reproduce this document without our permission.

Lowes Financial Management Ltd, authorised and regulated by the Financial Conduct Authority (FCA register
number 114650, www.fca.org.uk/register)




