Vanguard

Prepared for Adviser 3.0 conference

The Future
of Advice

Sean Hagerty
Managing Director, Vanguard Europe

18t May 2023

This document is directed at professional investors and should not be distributed to, or relied upon by retail investors.
This document is designed for use by, and is directed only at persons resident in the UK.
The value of investments, and the income from them, may fall or rise and investors may get back less than they invested.



The Future of Advice

Ei

Key macro
trends

Solving the
puzzle

Vanguard



Advice gap persists, while individuals face increased pressures@

Proportion of UK adults receiving advice'
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Increased responsibility to save for retirement

Rising cost of living
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Complex taxation regime

8% — Low access to advice
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Consumer Duty

Onus on firms to act to deliver good outcomes for
consumers: To act in good faith, avoid causing
foreseeable harm and support customers to
pursue their financial objectives.

Nikhil Rathi, CEO, FCA
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Automation is always changing the nature of work
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Advanced skills remain uniquely human

Repetitive Advanced

Maintaining relationships
Assisting / caring for others

Inspecting
Assembling
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The work of the future will be dominated by advanced tasks

Percent of jobs consisting of advanced tasks

80%

Future

» / 2015

10%
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1900

Vanguard Source: Vanguard estimates are calculated based on data from McKinsey & Company, the U.S. Bureau of Labor Statistics, and the U.S. Department of Labor O*Net Online. Vanguard, Donald G. Bennyhoff, CFA; Francis M.

Kinniry Jr., CFA; and Michael A. DiJoseph, CFA; The evolution of Vanguard Adviser’s Alpha: From portfolios to people, July 2018.



Strong belief that Al will be the next disruptive technology
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Draft quality

Outstanding

Note: 'Al' refers to 'Artificial Intelligence’

Without Al

Where we start

Where we spend most
of our time

Where we mostly
deliver

With Al

Where we start

Where we spend most
of our time

Where we mostly
deliver



This presents an opportunity
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With the potential to have a huge impact on UK consumers @

No. of
advisers

|

Advice quality

Vanguard Source: Vanguard. For illustrative purposes only 10



We need to disaggregate ‘advice’, to realise this opportunity

Behavioural
Coaching
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Clients need (and want) human interaction

Investor preferences

75% 76%
68%

73%

61%

20% 18% 18% 20% 16%

Understand retirement goals Empathetic to my Instils trust Encourages right level of risk Develops a connection
personal situation

. Delivered by digital . Delivered by human

Source: Vanguard and Escalent, 2021.
Notes: In this figure, all 1,518 clients answered the question. They were presented with the micro-interactions and asked to rate whether they preferred that service to be delivered by a human or a digital adviser. The ratings were
V d presented on an 11-point scale, where 0 meant “Completely delivered by a human” and 10 meant “Completely delivered by a digital service.” Clients were considered to prefer human delivery if their rating was between 0 and 4
angua.r and digital delivery of the service if their rating was between 6 and 10.
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But will accept some level of digitisation

Investor preferences

44%
38%  37% 38% 597
I I I | | I | 5% 35%
Picks appropriate funds Diversify investments Keeps me informed Achieve positive retums Consistently pays attention

to my investment

. Delivered by digital . Delivered by human

Source: Vanguard and Escalent, 2021.
Notes: In this figure, all 1,518 clients answered the question. They were presented with the micro-interactions and asked to rate whether they preferred that service to be delivered by a human or a digital advisor. The ratings were
V d presented on an 11-point scale, where 0 meant “Completely delivered by a human” and 10 meant “Completely delivered by a digital service.” Clients were considered to prefer human delivery if their rating was between 0 and 4
angua.r and digital delivery of the service if their rating was between 6 and 10.
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Too often, we over-complicate things
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But does complexity actually pay?

A simple 60/40 portfolio has fared well against the more complex “Endowment Model”
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3 years 5 years 10 years
Small Endowments Medium Endowments m Large Endowments m60% stock
(39% of endowments) (47% of endowments) (14% of endowments) 140% bond portfolio

Past performance is not a reliable indicator of future results.
Source: Vanguard and 2019 NACUBO-Commonfund Study of Endowments (2020).

Note: Data are as at 30 June for each year. Data through 30 June 2019. 60% stock/40% bond portfolio: Domestic equity (42%) is Dow Jones Wilshire 5000 Index through April 22, 2005, and MSCI US Broad Market Index

thereafter. Non-U.S. equity (18%) is MSCI All Country World Index ex USA. Bonds (40%) are Barclays U.S. Aggregate Bond Index. Performance calculated in USD with gross income reinvested.

1
1
1
1
4

9.0%

15



Embrace automation, where appropriate

Value from human delivery Client preference for human Automate?

Low High Low High

3 ™ X
Financial Planning ‘

Portfolio Construction ‘ J f J /

___________________

Behavioural Coaching
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Enabling greater capacity for critical human interactions

Time is an asset to be invested Value-add relative to “average” client experience
(in basis points of return)

. . . . Up to, or even
Adviser time allocation by activity exceed 3 in

0to>200 netreturns

\/ 0to 120

-
0to 60
30 14
>0
B  53.4% Client-facing activities Suitable Cost- Re- Asset Spending Behavioural Potential
B 218% Administrative asse_t e_ffective balancing location strategy coaching value
allocation imple- added
B 20.0% Investment management mentation
u 4.8% Training and professional development

— Vanguard Advisor’s Alpha strategy

Vanguard Source: Vanguard and Cerulli Associates, US Advisor Metrics 2021. 17



Al can play a key role in simplifying the client experience

Example process: Potential future process:

How can | help you today?

: W

Sure, based on your personal details, we have

@ found the following accounts...

= | @ \ | would like to consolidate my SIPP accounts.

Vanguard
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Ultimately adding value for our clients
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Investment risk information Vanguard

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

Important information

This document is directed at professional investors and should not be distributed to, or relied upon by retail investors.

This document is designed for use by, and is directed only at persons resident in the UK.

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

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

© 2023 Vanguard Asset Management Limited. All rights reserved
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