
THE CITY AND GUILDS (1966) PENSION SCHEME

CHAIRMAN’S DC GOVERNANCE STATEMENT

YEAR ENDED 30 SEPTEMBER 2019

This statement has been prepared by the Trustee (“the Trustee” or “the Trustee Board”) of the
City and Guilds 1966 Pension Scheme to demonstrate how the DC Section of the Scheme has
complied with the governance standards introduced under The Occupational Pension Schemes
(Charges and Governance) Regulations 2015. It covers the year from 1 October 2018 to 30
September 2019.

Statement of Investment Principles and Default arrangements

The Trustee has a Statement of Investment Principles (SIP) for the Scheme. This contains important
information such as the Trustee’s aims and objectives in relation to default funds and other investment
arrangements; its policies in relation to the types of investments to be offered; and how risks will be
measured and managed. A copy of the latest statement of investment principles is attached in Appendix
C.

The DC Section’s current default investment strategy for automatic enrolment purposes is the My Future
Lifetime Investment programme. Details about this strategy are:

Default Investment Strategy

The ‘Aviva My Future Lifetime Investment’ programme is structured as follows:

Growth Phase- up to 15 years prior to the member’s selected retirement age, My Future ‘Growth Fund’
aims to help pension savings grow by investing in a fund with medium investment risk. This Fund is
made up of a variety of passively managed funds investing in shares, Government and Corporate
Bonds, and commodities amongst other investments.

Consolidation Phase- at 15 years prior to the member’s retirement age, investment risk is reduced by
gradually moving the fund and contributions from a medium risk fund, to lower risk funds. Savings switch
into the My Future ‘Consolidation Fund’, which is designed to keep pace with inflation with risk- controlled
growth.

The My Future Lifetime Investment programme was implemented as the default investment strategy in
September 2019, following a review undertaken by the Trustee in September 2018. The Trustee, having
taken investment advice, agreed that the Aviva My Future Lifetime Investment programme would be a
more appropriate default option for the membership.

The previous default investment strategy (up to September 2019) was the Aviva Target Annuity Lifestyle
strategy. The new default strategy is very similar to the previous default strategy, except that in the
previous default investment strategy, five years prior to retirement age, the My Future ‘Annuity Fund’ is
introduced. This fund consists of passively managed corporate bonds and gilts. The Aviva Target
Annuity Lifestyle strategy assumes that members will use their DC account to buy an annuity at
retirement, whilst the new strategy aligns with whichever retirement option a member may wish to take.
Recent Scheme and general market experience have shown that pension scheme members are
increasingly taking their DC pension rights in different ways. In the investment review it was determined,
based on member demographic information and evidence from previous retirements, that Scheme
members are indeed likely to take their accrued funds in a variety of ways and this led the change in the
default strategy. All members who were invested in the previous default investment strategy were moved
to the new default investment strategy in September 2019 unless they chose to move to one of the
alternative investment choices that the Trustee makes available.
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In addition to the strategies described above, the funds marked with (*) in Appendix A are also classified
as default funds, by virtue of holding assets where the member has not made written choice to invest in
the fund concerned (due to investment transitions) or having been part of a previous investment main
default strategy which was used by the Scheme.

Due to an error when Aviva set up the new Category E in the Scheme a small amount of assets were
invested in funds that are not made available to members by the Trustee. Affected members have been
informed and the issue now rectified. For completeness details of the affected funds are identified in
Appendix A.

The Trustee reviews how the funds within the default strategy (and self-select fund range) have
performed against the Trustee’s and the investment managers’ objectives and their respective
benchmarks. An update is provided at each Trustee meeting as part of the investment performance
monitoring report. The analysis and advice provided supports the Trustee in determining whether it
should make any changes based on the performance of funds. The Trustee was satisfied with the
investment performance of the default investment strategy (including the previous default investment
strategy which was replaced during the year) and alternative investment choices which performed within
a reasonable tolerance of their targets as shown in the Statement of Investment Principles.

Financial transactions

The Trustee is satisfied that the Scheme’s “core financial transactions” have been processed promptly
and accurately during the scheme year. These include (but are not limited to) the investment of
contributions; payments out of the Scheme to, or in respect of, members; transfers in; transfers out; and
investment switches.

The Trustee employs both Willis Towers Watson and Aviva to undertake the financial transactions on
behalf of the Trustee and there are Service Level Agreements (SLAs) in place with both of them. These
SLAs cover accuracy and timeliness of all core transactions. Aviva has processes to help meet the SLA
included daily monitoring of bank accounts, a dedicated contribution processing team, and two
individuals checking all investment and banking transactions. Aviva’s primary target is to undertake all
tasks within a period of five days, but it also now measures the quality of its service against customer
satisfaction based on member feedback, as well as the target timescales.

An update on Aviva’s and Willis Towers Watson’s performance against their respective SLAs and the
member satisfaction ratings is provided at each Trustee meeting. in addition, Aviva’s target SLAs and
performance against these is measured against other providers in the market and reported on by the
Trustee’s advisers. The Scheme’s financial statements are subject to an annual external audit.

During the year there was an administration error that affected a small subsection of new joiners to the
Scheme for contributions paid between July 2018 and January 2019. This arose because the employer’s
contribution rate payable for these members was initially set incorrectly within the payroll system. The
error was identified in January 2019 and the late contributions were invested in Febwary 2019. The
Company subsequently calculated the potential investment losses as a result of late payment and
compensated affected members to an extent which exceeded this.

The Trustee continues to oversee all its administration support closely with input from its advisers.
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The Trustee is satisfied, based on the processes outlined above, that it has met the legal requirements
for processing core financial transactions promptly and accurately throughout the Scheme Year, other
than where the late contribution issue arose above. Trustee is satisfied that processes are in place to
ensure that the late payment issue does not happen again.

Investment charges and transaction costs

Charges and transaction costs for each core fund in the DC Section are in Appendix A.

Transaction costs are those incurred by the investment managers as a result of buying, selling, lending
or borrowing investments. The Financial Conduct Authority (FCA) has issued a Policy Statement which
establishes a defined methodology to calculate transaction costs that is in line with the Packaged Retail
and Insurance-based Investments (PRIIPs) Regulations. These requirements took effect from 3 January
2018 and investment managers are now obliged to report transaction costs using this methodology.
Transaction ‘costs’ can be negative as well as positive, meaning that transactions (typically and inflow
of monies into a fund) can have a positive as well as a negative effect on charges.

Aviva has a tool for calculating transaction costs using the FCA’s methodology, and this has been used
to calculate the figures shown. The Trustee has been unable to obtain transaction costs for the Property
Fund. They will liaise with Aviva to see if this can be obtained in the future. The Trustee believes that
the transaction costs incurred by the Scheme are within a reasonable range and are similar or lower
than those incurred by other providers and schemes.

‘ and pence’ illustrations are attached in Appendix B. These are required under statutory guidance
issued by the Department for Work and Pensions in February 2018. The illustration estimates, on
reasonable assumptions, the cumulative effect over time of the charges and transaction costs on the
value of a range of typical investment funds, pot sizes and contribution rates for DC Section members.
The examples have been prepared taking account of the statutory guidance available.

Value for Members

The Trustee is committed to ensuring that members receive good value from their membership of the
Scheme (i.e. that the costs and charges deducted from DC accounts or contributions provide good value
relative to members’ benefits). We monitor value for members quarterly as part of the Trustee’s risk
register for the DC Section.

The latest annual assessment was completed in February 2020 and covered the Scheme Year to 30
September 2019, in accordance with the Pensions Regulator’s DC code and Regulations. The
assessment looked at the DC Sections charges, governance and management, investment options and
performance, administration services and member communications and support, specifically identifying
those services paid for by members through the charges applying to the investment option.

The assessment concluded that the DC Section represents good value for members, because of:

• An effective and low-cost default investment fund, alongside a wide range of self-select funds. The
Trustee negotiated a reduction to the core AMC in September 2018, striving to ensure that the
charges remain competitive.

• An administration service through Aviva that has improved service levels over previous years, with
improvements continuing to be made. The Trustee continues to monitor the service levels.
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• The charges applied to members’ accounts being significantly below the charge cap (0.75%) and
lower than the average charges for similar schemes as assessed by Willis Towers Watson. The
transaction costs applied to members accounts are considered reasonable based on the
information available.

• The variety of communications available to meet member needs for information, guidance and
education. These include an online portal with information and planning tools, and standard
member communications such as benefit statements and retirement quotations.

• In addition, there are services where members do not meet the cost and which enhance value,
including the Trustee’s overall monitoring and governance of the Scheme and its proactive
approach to ensuring members receive good service.

Trustees’ knowledge and understanding (TKU)

The Trustee Board includes individuals who have a long and broad experience of the pensions industry,
and individuals who, outside of their Trustee role work, or used to work, in a variety of business areas.
The Trustee is conversant with the Scheme’s Trust Deed and Rules, and its Statement of Investment
Principles. It received training on pensions law and the funding and investment principles behind the
Scheme from its advisers during the during the year.

The Trustee has a strong TKU process in place which enables it, along with the advice from its advisers,
to properly exercise its function as Trustee of the Scheme. The Trustee’s approach to TKU requirements
includes:

• A structured induction process in place for new Trustees (although there were no new Trustees
over the Scheme year).

• Maintaining a rolling programme of bespoke Trustee training which is delivered during Trustee
meetings where appropriate. Sessions held over 2018/2019 included training on Ethical, Social
and Governance investments and training on member retirement options under the Scheme rules

• Recording all training and attendance at appropriate seminars in the Trustee training log in order
to support the Chairman’s Annual Governance Statement.

• Circulating to each Trustee hot topics and general updates from its advisers about DC matters,
including legislation relating to pensions and trusts, and funding and investment of occupational
defined contribution pension arrangements.

• Reviewing the training programme annually following an assessment of Trustee knowledge,
understanding and skills, and assessing any gaps to be addressed in the next year.

• Carrying out an effectiveness self-assessment annually.

• Ensuring that the Trustee has a working knowledge of all key documents setting out the Trustee’s
current policies, including the Trust Deed and Rules and the Statement of Investment Principles.
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The Trustee Board’s combined knowledge and understanding, together with advice available to them
enables them to exercise their functions effectively. The Trustee undertakes annual evaluation of the
performance and effectiveness of the board as a whole measured against the objectives of the
Scheme’s Business Plan. The evaluation was completed through assessment of the Trustees’
involvement in the Scheme; the decisions made at Trustee meetings and execution of those decisions.
This review was undertaken in September 2019 through peer review and internal discussion amongst
the Trustee Directors. The Trustee also takes steps to disclose and manage potential conflicts, risks or
bribery issues. Finally, the Trustee’s review of administration and stewardship reports and actions taken
as a result of these reviews.

We are satisfied that the Scheme has been well governed and operated in accordance with the Pensions
Regulator’s expectations. All key developments during the Scheme year, including the introduction of
the new default investment strategy have taken place in accordance with these governance standards.

Signed by the Chair on behalf of the trustees/managers of the scheme:

Date:

‘/f2O2o
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Appendix A

Funds and charges

Fund name Annual Management Additional expenses Total Transaction Costs

Charge (% of account value) as at 30 September 2019

(% of account value) (% of account value)

BlackRock Emerging Markets Equity Fund* 0.54% 0.07% -0.08%

BlackRock (30:70) Global Equity Index Fund 0.36% 0.00% 0.08%

BlackRock (40:60) Global Equity Index Fund* 0.36% 0.00% -0.02%

BlackRock UK Equity Index Fund* 0.36% 0.00% 0.10%

BlackRock World (ex-UK) Equity Index Fund 0.36% 0.00% 0.02%

HSBC Islamic Global Equity Index Fund 0.36% 0.30% 0.06%

Stewardship Fund* 0.36% 0.02% -0.01%

BlackRock Over 15 year Corporate Bond Index 0.36% 0.00% 0.01%

Fund*

BlackRock Over 15 year Gilt index Fund* 0.36% 0.00% -0.05%

Property Fund 0.36% 0.00% Information not

available

Aviva Cash Fund* 0.36% 0.00% 0.03%

Aviva My Future Annuity Fund* 0.36% 0.00% -0.02%

Aviva My Future Cash Lump Sum Fund 0.36% 0.00% 0.00%

Aviva My Future Drawdown Fund 0.36% 0.00% 0.01%

Aviva My Future Consolidation Fund* 0.36% 0.00% 0.12%

Aviva My Future Growth Fund* 036% 0.00% 0.06%

BlackRock Global Equity (60:40) Index Fund** 0.36% 0.00% 0.01%

BlackRock Institutional Sterling Liquidity Fund** 0.36% 0.00% 0.01%

Aviva Passive Global Equity Fund** 0.38% 0.02% -0.02%

Legal & General (PMC) Pre-Retirement Fund** 0.37% 0.00% 0.01%

*These funds are classified as default funds.

**Funds that are not made available to members by the Trustee but were made available to a small number of members by
Aviva in error. This issue has now been rectified and affected members informed. The affected funds are now closed.
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Disclaimer

It is a legal requirement for the Trustee to prepare a Statement of Investment Principles. The
information it contains should not be regarded as an offer or solicitation for Scheme members to take
any investment action or decisions. Whilst the Trustee believes the information contained within the
Statement to be an accurate representation of the Scheme’s investment arrangements, they accept no
responsibility for any decision made by any person based solely on the information it contains. The
Trustee encourages all members to seek independent financial advice prior to taking decisions about
their pension benefits.



Introduction

Pensions Act

1.1 The Pensions Act 1995 (as amended by the Pensions Act 2004) requires the Trustee to
prepare a statement of the principles governing investment decisions for the purposes of the
Scheme (the “Statement”). This document fulfills that requirement.

1.2 In preparing this Statement the Trustee has consulted the City and Guilds of London Institute
(The Institute’) and will do so whenever the Trustee intends to revise the Statement.
Responsibility for maintaining the Statement and deciding investment policy rests solely with
the Trustee.

1.3 In preparing this Statement and for the purposes of the Pensions Act the Trustee has obtained
written advice from the Scheme’s investment consultant, Willis Towers Watson and they also
received input from the Scheme Actuary, Bridget Hall of Willis Towers Watson. The Trustee
will similarly obtain such advice as appropriate whenever the Statement is reviewed or revised.
The written advice will consider the issues set out in the Occupational Pension Schemes
(Investment) Regulations 2005 and the principles contained in this Statement.

1.4 Before adopting this document the Trustee has had regard to the requirements of the Pensions
Act concerning diversification of investments and suitability of investments taking into
consideration the criteria for investment set out in the Occupational Pension Schemes
(Investment) Regulations 2005. The Trustee will consider those requirements on any review of
this document or any change in their investment policy.

1.5 The Trustee will review this Statement annually or without delay following any significant
change in the investment policy and on such other occasions as may appear to them to be
appropriate.

Financial Services and Markets Act 2000

1.6 In accordance with the Financial Services and Markets Act 2000, the Trustee sets general
investment policy, but delegates the responsibility for selection of specific investments to
appointed Investment Managers, which may include an insurance company or companies. The
Investment Managers provide the skill and expertise necessary to manage the investments of
the Scheme competently.
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Scheme details

1.7 The Scheme operates for the exclusive purpose of providing retirement benefits and death
benefits to eligible participants and beneficiaries (‘Members”). The Scheme includes:

• Defined Benefit sections that closed to future accrual on 30 June 2018, where the
benefits at retirement are determined by the member’s earnings history, tenure of service
and age

• a Defined Contribution section where the benefits are determined by the accumulated
assets invested on the members’ behalf.

In addition the Scheme has a number of pensions in payment.
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Section 2: Division of responsibilWes

2.1 The Trustee has ultimate responsibility for decision-making on investment matters. In order to
ensure that investment decisions are taken only by persons or organisations with the skills,
information and resources necessary to take them effectively, the Trustee delegates some of
these responsibilities.

Trustee

2.2 The Trustee’s responsibilities include:

• Reviewing regularly the content of this Statement in conjunction with the Investment
Consultants and the Scheme Actuary, and modifying it if deemed appropriate.

• Reviewing the investment policy following the results of each actuarial review and/or asset
liability modelling exercise.

• Appointing (and dismissing) Investment Managers.

• Consulting with the Institute when considering any amendment to this Statement.

• Monitoring compliance of the investment arrangements with this Statement on an ongoing
basis.

Investment Managers

2.3 Each Investment Manager’s responsibilities include:

• Discretionary management of the portfolio, including implementation (within guidelines
given by the Trustee) of changes in the asset mix and selecting securities within each asset
class.

• Providing the Trustee with quarterly statements of the assets together with a quarterly
report on actions and future intentions, and any changes to the processes applied to the
portfolio.

• Informing the Trustee of any changes in the internal objectives and guidelines of any
pooled funds used by the Scheme as soon as practicable.

• The independent safekeeping of the assets and appropriate administration (including
income collection and corporate actions) within any pooled funds used by the Scheme.

Professional Advisors

2.4 The Trustee recognizes the importance of managing and contracting with external advisers
(including advice on strategic asset allocation, investment management and actuarial issues).
However, the Trustee believes that the current arrangement (using a single advisory firm for
both actuarial and investment advice) has certain advantages for the Scheme. The Trustee will
continue with the current arrangement until this ceases to be appropriate.
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Investment Consultant

2.5 The role of the Investment Consultants is to give advice to the Trustee in the following areas:

• The development of a clear investment strategy for the Scheme

• Any asset-liability modelling process

• The construction of a strategic asset allocation policy for the Defined Benefit section having
regard to the liabilities of the Scheme and the risk and return objectives of the Trustee

• The construction of an overall investment management structure that meets the objectives
of the Trustee

• The construction of an overall range of funds for the Defined Contribution section of the
Scheme that meets the objectives of the Trustee

• The regular updating of the Statement of Investment Principles

• The selection and appointment of appropriate investment management organisations

• Their evaluation of the Investment Managers employed by the Scheme

• Potential new areas or methods of investment

• Commentary on investment performance and risk taken by the Investment Managers

• General advice in respect of the Scheme’s investment activities.

Scheme Actuary

2.6 The Scheme Actuary’s responsibilities, as they relate to investment matters, include:

• Liaising with the Investment Consultants on the suitability of the Scheme’s investment
strategy given the financial characteristics of the Scheme.

• Assessing the solvency position of the Scheme and advising on the appropriate response
to any shortfall

• Performing the triennial (or more frequently, as required) valuations of the Scheme and
advising on the appropriate contribution levels.
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Section 3: Objectives and long term policy

for the Defined Benefit section

Objectives

3.1 The Trustee’s longer term goal is to significantly reduce the Scheme’s reliance on the Institute
in order to meet its liabilities. This will be achieved by building up sufficient assets within the
Scheme to enable a very low risk investment strategy to be implemented, while retaining a high
probability that the liabilities can be met without further recourse to the Institute. The Trustee
anticipates that it will take between 10 years and 20 years to reach this position.

3.2 In seeking to achieve the longer term goal, the Trustee has agreed the following investment
objectives:

• The acquisition of suitable assets of appropriate liquidity intended to generate income and
capital growth appropriate to meet, together with contributions from the Institute, the cost of
current and future benefits which the Scheme undertakes to provide as set out in the Trust
Deed and Rules.

• To limit the risk of the assets failing to meet the liabilities, both over the long term and of
underfunding in relation to ongoing actuarial valuations.

• To control the long-term costs of maintaining the Scheme by maximising the return on the
assets whilst having regard to the above objectives.

Policy

3.3 The Trustee reviewed the Scheme’s asset allocation policy in 2018 and determined that a
strategic benchmark with a 75% allocation to return-seeking assets remained appropriate. The
Trustee has adopted the following asset allocation as the Scheme’s strategic benchmark:

UK equities
Overseas Developed 14.8
Markets equities

_______________

GBP Hedged 7.4

Unhedged 7.4
Emerging Markets

1.1 0—2

Asset Class Target Ranges Performance benchmark index
%of total %of total

assets assets

FTSE All-Share

1.6

10 — 20

5— 10 FFSE All World Developed ex UK

______________

95% GBP Hedged
5— 10 FTSE All World Developed ex UK
0—3 MSCI Emerging Markets Index

Total equities 17.5 12.5 — 22.5
Property 7.5 5—10 IPD UK—All Balanced Property

Funds Weighted Average
Diversification funds 50.0 45 — 55 50% UK CPI + 2%;

50% UK RPI + 3%
Total Return Seeking 75.0 65—85
LDI Portfolio 25.0 15— 35 Blended portfolio
Total bonds 25.0 15 — 35

100.0
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3.4 The Trustee’s policy is to hedge a proportion of the interest rate and inflation risk of the
liabilities using a pooled LDI strategy. The Trustee has set a target hedge ratio of 37% for both
interest rates and inflation, measured as a % of liabilities. The actual hedge ratio will vary with
market conditions, but would generally be expected to be in the range of 32% to 42%.

3.5 The Trustee’s policy is to have overseas currency exposure of between 15% and 20% of total
assets. This is implemented through hedging 50% of the currency exposure associated with the
overseas equity investments, with the exception of the Emerging Markets allocation. This range
allows for the typical non-sterling currency exposure with the diversified growth funds allocation,
which is determined by the investment managers.

3.6 In light of the Investment Consultant’s advice, the Trustee considers that this target asset
allocation represents suitable investment classes, is appropriately diversified and provides a
reasonable expectation of meeting the above objectives.

3.7 Divergence from the asset allocation benchmark is expected as a result of market and manager
performance. In the majority of circumstances, the Scheme’s asset allocation would be
expected to lie within the ranges set out in 3.3 above. The Trustee will review such divergence
on a regular basis to ensure that the asset allocation remains suitable for the Scheme.

3.8 The Trustee’s policy is to employ leverage within the LDI portfolio (using pooled LDI funds) to
increase the proportion of interest rate and inflation risk that is managed by the LDI allocation.
Some short-term borrowing for settlement is also allowed, but is strictly limited and for the
purpose of trade settlement only (which is standard practice in investment management).

Dynamic de-risking framework

3.9 The Trustee, having consulted with the Employer, has agreed to implement a process for
dynamically de-risking the Scheme’s investment strategy using a journey planning framework
following the review in 2018. The framework has been designed to enable the Scheme to
capitalise on higher than expected outperformance of the assets relative to the liabilities, by
switching from return-seeking to matching assets if certain trigger points are breached. A
separate protocol document has been agreed which sets out details of the funding level
triggers, the asset allocation change that will be made if a trigger is hit and the roles of
responsibilities of the Trustee, its agents and advisors in operating the framework.

Rates of return

3.10 In assessing the asset allocation, the Trustee took into account the historical rates of return
earned on the various asset classes available for investment and the expected prospective
rates of return of the Scheme’s assets as advised by the Scheme’s Investment Consultant and
the Scheme Actuary.

3.11 The central asset class return assumptions used for the purposes of the investment strategy
review (carried out by the Investment Consultant, Willis Towers Watson in 2018) are shown in
the following table. The central 10 year inflation (CPI) assumption used for the purposes of the
investment strategy review was 1.9% pa.

3.12 The specific return assumptions from 30 September 2017 used in the investment strategy
review are detailed below:
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Overseas equities (unhedged) 2.9 18.9

Overseas equities (hedged) 2.5 17.2

Fixed interest guts (long-dated) -0.4 10.5

Index-linked guts (long-dated) -1.3 8.5

Cash -0.6 1.6

Property (UK) 1.6 10.0

Diversified funds 2.4 9.7

Note: the above assumptions are as advised by the Investment Consultant and do not represent a forecast or
guarantee of the return that will be achieved. Returns are expressed relative to CPI inflation, and are based on the
Lower for longer calibration of the Investment Consultant’s asset model.

10 year median teal return 1 year standard deviation
%pa %pa

UK equities 1.7 18.5
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Section 4: Objectives and investment
options for the Defined Contribution
section

Objectives

4.1 The overall long-term objective for the Scheme is the acquisition, on behalf of members, of
secure assets of appropriate liquidity which are intended to generate income and capital
growth. These assets, together with new contributions from the member and The Institute,
where applicable, provide a fund at retirement which the member will use to provide pension
benefits in a flexible way, depending on member needs.

4.2 The Trustee’s long-term investment objectives are:

• to provide members with a range of reasonably diversified investment options to meet their
individual risk/return requirements and to accumulate a fund at retirement to convert to a
pension income. The options include:

• active and index-tracking equity funds for members willing to accept a greater
level of volatility with the aim of achieving higher investment returns over the
longer term

• bond, property and cash funds for members who prefer the risk profiles offered
by these funds.

• a range of lifestyle strategies designed to reflect the choices available to
members in accessing their defined contribution investments

• to provide an appropriate default investment option to invest the assets of members who
have not provided investment instructions to the provider.

• to seek to ensure that the individual fund options are appropriately invested in line with their
remit and for the appointed Investment Managers to ensure that funds are managed to
maximise the return commensurate with an acceptable level of risk.

Investment options

4.3 Members have access to a range of funds managed by various Investment Managers through a
policy with Friends Life. All the funds available have appropriate benchmarks and investment
objectives and the Trustee expects the Investment Managers to achieve those objectives. The
Trustee expects the Investment Managers to demonstrate that the skills they exercise on the
funds are consistent with the stated objectives and the level of risk is appropriate.

4.4 The range of funds offered includes equity, bond, property and cash funds, each having distinct
risk and return characteristics. The Trustee expects this range of funds to provide sufficient
flexibility to allow the members to invest in a way which is consistent with their individual risk
tolerance. The full range of funds offered and their objectives are listed in Appendix B.
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4.5 As members can choose how to invest their accumulated funds, the balance between different
kinds of investment within the Scheme will be a function of the members’ investment choices.

Lifestyle investment programme

4.6 The Trustee offers members access to a historic Lifestyle Programme over three, five or ten
years. Under this option a member’s funds are automatically moved to lower risk investments
as they approach their selected retirement date in order to protect the buying power of their
investment fund.

4.7 These options work as follows:

Three, five or 10 years respectively before the members selected retirement date, future
contributions and the existing account value are gradually switched on an automatic monthly
basis so that on reaching retirement 45% of the fund will be invested in the BlackRock UK
Corporate Bond Index Fund, 30% in the BlackRock Over 15 Years UK Gilts Index Fund and
25% in the Friends Provident Cash Fund.

4.8 In 2015 the Trustee reviewed the range of investment funds and in particular made changes to
the default investment strategy and options available to members. The Trustee has introduced
three new lifestyle investment options. They are:

‘My Future Target Annuity’ option — this is also the Scheme’s new default, which is structured
as follows in its Growth and Consolidation phases:

• Growth Phase — 15 years prior to the member’s selected retirement age, My Future Growth
Fund’ aims to help pension savings grow by investing in a fund with medium investment
risk. The My Future Growth Fund is made up of a variety of passively managed funds
investing in shares, Government and Corporate Bonds, and commodities amongst others.

• Consolidation Phase — 15 years prior to the member’s retirement age, investment risk is
reduced by gradually moving the member’s fund and contributions from a medium risk fund,
to lower risk funds. Savings initially switch into the My Future Consolidation Fund, which is
designed to keep pace with inflation with risk controlled growth. Five years prior to a
member’s selected retirement age, the My Future ‘Annuity Fund’ is introduced. This fund
consists of passively managed corporate bonds and gilts.

‘My Future Target Cash Lump Sum’ option which is structured as follows in its Growth and
Consolidation phases:

• Growth Phase — Up to 15 years prior to the member’s selected retirement age this invests
in the My Future Growth Fund.

• Consolidation Phase — As with the ‘Target Annuity’ option, 15 years prior to retirement age,
the member’s funds are initially switch into the My Future Consolidation Fund, which is
designed to keep pace with inflation with risk controlled growth. At five years prior to the
member’s retirement, the My Future ‘Cash Lump Sum Fund’ is phased in. This fund invests
in money market investments, along with gilts and bonds.

10



‘My Future Target Drawdown’ option which is structured as follows in its Growth and
Consolidation phases:

• Growth Phase — Up to 15 years prior to the member’s selected retirement age this invests
in the My Future Growth Fund.

• Consolidation Phase —15 years prior to retirement age the My Future Drawdown Fund is
introduced, which contains a mix of equity funds (both UK and overseas) with a larger
allocation in gilts and bonds.

4.9 Further information on the underlying investment options within the My Future lifestyle
strategies is show below:

• My Future Growth Fund

• Aims to achieve a total overall return from capital growth and reinvested
income by investing in a diversified portfolio of predominantly passively
managed underlying funds. The fund will predominantly invest in UK and
overseas equities (including emerging markets), with some investment in UK
Government (including index-linked) and corporate bonds. It may also invest in
overseas government and corporate bonds, money market instruments and
cash. The benchmark of the fund is 70% MSCI All World Total return
Composite Index, and 30% FTSE UK Gilts All Stocks Index.

• My Future Consolidation Fund

• Seeks to achieve a total overall return from capital growth and reinvested
income by investing in a diversified portfolio of predominantly passively
managed underlying funds. A significant proportion of the fund’s assets invest
in UK government (including index-linked) and corporate bonds. It may also
invest in UK and overseas equities (including emerging markets), property,
money market instwments and cash. Derivatives may be used by the
underlying fund(s) for investment purposes. The fund factsheet shows the
underlying fund(s) and associated weightings. The benchmark of the fund is
30% MSCI World TR composite Index, and 70% FTSE British Government All
Stocks.

• My Future Annuity Fund

• Is designed for members approaching retirement and considering buying a
fixed (or level) annuity. The fund will predominantly invest in UK Government
(including index-linked) and corporate bonds, mainly through passively
managed funds. Derivatives may be used by the underlying fund(s) for
investment purposes. The fund factsheet shows the underlying fund(s) and
weightings. The benchmark of the fund is 15% iBoxx Sterling Non-Gilts 1-5
Year Index, 15% iBoxx Sterling Non Gilt Index 5-15 Year Index, 20% iBoxx
Sterling Non-Gilts Over 15 Years Index, 20% FTSE UK Gilts 5-15 Years Index,
30% FTSE UK Gilts Over 15 Year Index.

• My Future Cash Lump Sum Fund

11



• Seeks to achieve a positive real return over a full market cycle (which includes
one complete uptrend and one complete downtrend) from capital growth and
reinvested income by investing in a diversified portfolio of predominantly
passively managed underlying funds. A significant proportion of the fund’s
assets invest in UK and overseas Government and corporate bonds, money
market instruments and cash. Its benchmark is LIBID 7 Day GBP.

• My Future Drawdown Fund

• Seeks to achieve a total overall return from capital growth and reinvested
income by investing in a diversified portfolio of predominantly passively
managed underlying funds. A significant proportion of the fund’s assets invest
in UK and overseas equities including emerging markets. Additionally,
investments in the underlying funds may include UK and overseas Government
and corporate bonds, property, money market instruments and cash. The fund
factsheet shows the underlying fund(s) and weightings. The benchmark of the
fund is 50% MSCI World TR GBP 50%, and 50% FTSE UK Conventional Gilts
All Stocks.

Default option

4.10 The Scheme’s default investment strategy for automatic enrolment purposes is the My Future
Target Annuity strategy. However following a change in the Department for Work and
Pensions’ (DWP’s) definition of what constitutes a default investment arrangement a number of
other funds offered with the Scheme are now classified as defaults as a result of:

• Having received new contributions after 1 April 2015 and

• Containing rights for workers where one or more of those workers have not expressed a
choice to invest in that fund.

4.11 The Trustee is required to ensure that the charges fall within the charge cap (0.75%) and to
provide information on the relevant funds objectives in the statement of investment principles.
Those funds that are classified as defaults are shown in Appendix B. Appendix B also provides
details of the objectives for all of the Scheme’s defined contribution investment options.
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Section 5: Investment manager
arrangements

5.1 The Trustee considered the use of both passive and active investment management when
reviewing the Scheme’s strategy, in each of the sections of the Scheme. The resultant use of
active and passive management is formed following consideration of the efficiency, liquidity and
level of transaction costs likely to prevail within each market as well as the impact of the
investment manager fees on future expected returns net of fees.

Investment manager structure

5.2 The assets of the Defined Benefit section are divided between a number of investment
managers to reduce the risks associated with one investment manager having responsibility for
all of the Scheme’s assets.

5.3 The Trustee delegates day to day management of the Scheme’s assets to the following
Investment Managers:

• BlackRock Investment Management (UK) Limited — Passive Equity mandate; Pooled LDI
portfolio

• Schroder Property Investment Management Limited — Property mandate

• Hermes Investment Management Limited — Property mandate

• Towers Watson Investment Management — Diversification fund mandate

• Fulcrum Asset Management LLP — Diversification fund mandate.

5.4 The individual managers, along with their benchmarks and objectives, are set out in Appendix
A.

5.5 The Defined Contribution section of the Scheme employs a number of managers to ensure
adequate choice of fund management organisation and investment style. A list of the funds
available to members is included in Appendix B.

5.6 The Trustee has considered the guidelines and restrictions of each of the mandates in which
the Scheme invests and is comfortable with them.

Manager monitoring

5.7 Whilst the Trustee is not involved in the investment managers’ day to day method of operation
and so cannot directly influence attainment of the performance target, they will assess
performance and review appointments. Measurable objectives have been developed for each
investment manager, consistent with the Scheme’s longer term objectives and an acceptable
level of risk.
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5.8 These investment objectives will be treated as a target only and will not be considered as an
assurance or guarantee of the performance or risk of the Scheme or any part of it.

5.9 The Trustee recognises that the active managers’ performance will be volatile and that they will
not always achieve their target. Nonetheless, the managers should demonstrate that the skill
exercised in managing the portfolios is consistent with the target given the levels of risks
adopted.

5.10 The Trustee has appointed State Street Investment Analytics (SSIA)to independently measure
the performance of the assets of the Scheme’s Defined Benefit section. The Trustee receives
performance monitoring reports from SSIA on a quarterly basis. In addition, the Trustee meets
the Investment Managers periodically to review performance and to discuss any other
developments of relevance to the Scheme’s mandates.

5.11 The appointment of the Investment Managers will be reviewed annually by the Trustee based
on the results of their monitoring of performance and investment process and of the managers’
compliance with the requirements of the Pensions Act 1995 concerning diversification and
suitability where relevant. The Trustee will monitor the extent to which they give effect to the
investment principles set out in it. The Trustee will provide the investment managers with any
material amendment to or replacement of this Statement.

5.12 The Trustee monitors the performance of the DC fund range using investment research
information provided by Morningstar. Should an Investment Manager or fund within the Defined
Contribution section appear to the Trustee to underperform the performance objectives or be
considered by the Trustee to be unlikely to deliver on the policies and objectives of the
Scheme, it may be closed to future contributions and/or be disinvested of the accumulated
value of past contributions.

Fee structures

5.13 The Trustee has agreed fees with each manager based on the value of assets in their
respective portfolios. These fees are consistent with each manager’s stated fee scale. Details
of the fee structures are included in the Investment Management Agreements for Defined
Benefit investments, and are shown in Appendix B for Defined Contribution investments

Delegation of investment discretion

5.14 The Investment Managers are aware of the need for appropriate and suitably diversified
investments which recognise the nature of the Scheme’s liabilities. The Investment Managers
have a statutory duty under the Pensions Act to exercise the investment powers delegated to
them with a view to giving effect to the principles contained in this Statement, so far as is
reasonably practicable.
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Section 6: Other investment policies

The Trustee also faces other requirements relating to investment, be they legislative or considered best
practice.

Choosing investments

6.1 The Trustee has appointed Investment Managers who are authorised under the Financial
Services and Markets Act 2000 to undertake investment business. After gaining (and, at most,
annually reconfirming) appropriate investment advice, the Trustee has specified the asset
allocation of every manager. Investment choice has been delegated to the managers subject to
defined tolerances relative to their respective benchmarks.

6.2 In this context, investment advice is defined by Section 36 of Pensions Act 1995 (as amended).

Socially responsible investments

6.3 For the Defined Benefit section the Trustee’s policy is to invest the Scheme’s equity assets on
an index-tracking basis. The Trustee does not consider it practical for an index-tracking
investment manager tracking standard market indices, to take account of social, environmental
or ethical considerations in the selection, retention and realisation of investments.

6.4 For other Investment Managers used by the Defined Benefit section, the Trustee has delegated
responsibility for the selection, retention and realisation of investments to the investment
managers (within certain guidelines and restrictions). The Trustee’s policy is that the extent to
which social, environmental or ethical considerations are taken into account in the selection,
retention and realisation of investments is left to the discretion of the active investment
managers

6.5 For the Defined Contribution section the Trustee does not consider that the introduction of
restrictions on the Investment Managers relating to social, environmental or ethical
considerations will necessarily best facilitate achievement of the Scheme’s investment
objectives. However the investment choices available to members include an ethical fund,
where the selection, retention and realisation of investments is made with particular regard to
social, environmental and ethical issues.

Rights attaching to investments

6.6 The Trustee’s policy is to delegate responsibility for the exercising of rights (including voting
rights) attaching to investments to the Investment Managers. The Trustee has reviewed and
has accepted the managers’ policies in respect of the exercising of rights attached to
investments.

Realisation of investments

6.7 The Trustee, in conjunction with the Scheme’s administrator, Willis Towers Watson, holds
sufficient cash to meet the likely expenditure on benefits and expenses from time to time. The
Trustee’s policy is that there should be sufficient assets in liquid or readily realisable
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investments to meet cashflow requirements in the majority of foreseeable circumstances, so
that as far as possible realisation of assets will not disrupt the Scheme’s overall investment
policy.

Additional Voluntary Contributions (“AVC’s”)

6.8 Members wishing to pay additional contributions to enhance their benefits at retirement can do
so into the main Defined Contribution section of the Scheme. Some members have AVC
investments with Clerical Medical and Equitable Life, but these are not available for future
contributions.

Advisory Fees

6.9 Fees charged by Towers Watson Limited for investment consulting and actuarial advice are
calculated in a number of ways:

• In some circumstances, with reference to the time spent on any particular assignment and
the relevant charge-out rates applying to the staff who provided the services in question

• For some larger pieces of work, according to an agreed project-based fee.

6.10 These fee structures have been selected as the Trustee believes they are consistent with best
market practice, while allowing the Trustee control over costs.
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Section 7: Risk management

Defined Benefit section

7.1 The Trustee recognises a number of risks involved in the investment of the assets of the
Scheme:

• Solvency risk and mismatching risk

• are measured through a qualitative and quantitative assessment of the
expected development of the assets relative to the selected investment policies

• are managed through assessing the progress of the actual growth of the
liabilities relative to the investment policy.

• Manager risk

• is measured by the expected deviation of the prospective return, relative to the
investment policy

• is managed through diversification across investment managers, investing the
majority of the Scheme’s assets with index-tracking managers and by the
ongoing monitoring of the performance of the investment manager as well as a
number of qualitative factors supporting the manager’s investment process.

• Liquidity risk

• is measured by the level of cashflow required by the Scheme over a specified
period

• is managed by the Scheme’s administrators assessing the level of cash held in
order to limit the impact of the cash flow requirements on the investment policy
and through holding assets of appropriate liquidity.

• Currency risk

• is measured by the level of overseas investment and the translation effect of
currencies leading to the risk of an adverse influence on investment values.

• is managed by reducing the translation risk of investing overseas by hedging
50% of the overseas equity investments’ currency translation risk for all regions
with the exception of the Emerging Markets allocation.

• Political risk

• is measured by the level of concentration of any one market leading to the risk
of an adverse influence on investment values arising from political intervention
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• is managed by regular reviews of the actual investments relative to policy and
through regular assessment of the levels of diversification within the existing
policy.

• Sponsor risk

• is measured by the level of ability and willingness of the sponsor to support the
continuation of the Scheme and to make good any current or future deficit

• is managed by assessing the interaction between the Scheme and the
sponsor’s business, as measured by the number of factors, including the size
of the pension liability relative to the financial strength of the sponsor.

7.2 These measures do not render the investment policy free of risk. Rather, the measures
endeavour to balance the need for risk control and the need for assets which are likely to
achieve the required performance target.

Defined contribution section

7.3 The Trustee recognises a number of risks involved in the investment of the assets of the
Scheme:

• Asset underperformance relative to inflation (inflation risk)

• Volatility in stock markets (capital risk)

• Investment manager underperformance (capital risk)

• Inadequate diversification:

• across all the asset classes

• by holding excessive amounts in any one investment.

• Being forced to realise equity fund holdings to pay benefits in unfavourable equity and bond
market conditions (pension conversion risk)

• Volatile annuity rates at retirement (pension conversion risk)

• Investment of assets not aligned to the way in which members wish to access them at
retirement (mismatching risk)

• Pensions are payable in pounds sterling (currency risk).
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7.4 The Trustee seeks to manage the uncertainty inherent in the inflation, capital pension
conversion and mismatching risk by making available (and keeping under review) a reasonable
range of investment options which enables members to choose funds that suit their view of
those risks.

Risks Definition Objective

Inflation risk The risk that investments do not To provide an investment

provide a return at least in line option which is expected to

with inflation, such that the provide a long-term rate of

purchasing power’ of the return that matches or

ultimate fund available to provide exceeds inflation.

the benefits is not maintained

Capital risk The risk that the monetary value To provide an investment

of a member’s account falls option which offers a degree

of capital protection. A cash
deposit fund is an example of
such an option.

Pension conversion The risk that assets held do not To provide an investment

risk match fluctuations in annuity option which generally

rates as a member approaches reflects changes in long term

retirement interest rates in the belief
that the cost of many
annuities in the future will be
based, at least in part, on
these rates.

Mismatching rick The risk that investment holdings To provide alternative

are not aligned to the way that investment options, enabling

members wish to access members to align their

benefits at retirement. investment approach to the
way in which they wish to

access their pension rights

on retirement.
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Appendix A: Current Investment
Managers and mandate details — Defined
Benefit section

The benchmarks and performance objectives for the managers are detailed as follows:

BlackRock Investment Management (UK) Limited — passive equity portfolio

Fund % of total assets Performance benchmark index

Total Equities 100.0

UK equities 6.5% FTSE All Share

Overseas Equities (Unhedged) 42.25% FTSE All World Developed ex UK

.. 42.25% FTSE All World Developed ex UK 95% GBPOverseas Equities fGBP Hedged) Hedged

Emerging Market Equities 9.0% MSCI Emerging Markets Index

Performance objective: to track the return of the market index for each of the underlying asset classes.

Pooled LDI portfolio

BlackRock Investment Management (UK) Limited — Liability Hedging portfolio

Fund % of total assets Performance benchmark index

100.0

Performance objective: to track the return of the liability proxy.

Blended benchmark
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Hermes Investment Management Ltd — property fund

Fund % of total assets Performance benchmark index

. IPD UK—All Balanced Property Funds
Hermes Property Unit Trust 100.0

Weighted Average

Performance objective: to outperform the benchmark over rolling 3 year periods.

Towers Watson Investment Management — diversification fund

Fund % of total assets Performance benchmark index

Towers Watson Partners Fund 100.0 CPI ÷ 2%

Performance objective: to exceed CPI +5% over tolling 5 year periods

The performance benchmark index above represents the long term target for the Fund. Over short
time periods, the Fund’s performance will be measured against other comparators, including equity
market indices such as the MSCI AC World (60% GBP Hedged) Index

TM Fulcrum Diversified Absolute 100 0Return Fund

Performance objective: to achieve long-term absolute returns of RPI + 3% to 5% in all market
conditions over rolling five year annualized periods.

Schrodet UK Property Fund

Schroder Investment Management Ltd — property fund

Fund % of total assets Performance benchmark index

100.0

Performance objective: to outperform the benchmark over rolling 3 year periods.

IPD UK—All Balanced Property Funds
Weighted Average

Fulcrum Asset Management LLP — diversification fund

Fund % of total assets Performance benchmark index

RPI ÷ 3%

The performance benchmark index above represents the long term target for the Fund. Over short
time periods, the Fund’s performance will be measured against other comparators, including equity
market indices such as the MSCI AC World (60% GBP Hedged) Index
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Appendix B: Current Investment
Managers and mandate details — Defined
Contribution section

Funds

For each fund their objectives and fees are shown below. Funds and investment options marked* are
classified as default funds:

Fund name Objective Annual Benchmark
Fees
(Total
Expense
Ratio)

BlackRock Emerging This fund aims to achieve a return consistent with 0.75% MSCI Emerging
Markets Equity Fund* the return of the MSCI Emerging Markets Index Markets

BlackRock (30:70) Global This fund aims to invest approximately 30% in 0.47% 30% FTSE All
Equity Currency Hedged shares of UK companies and 60% into developed Share, 60% FTSE
Index Fund overseas equities with currency exposure hedged All-World

back to sterling. The remaining 10% is invested in Developed Europe
emerging market equities (ex UK) Index, 10%

MSCI Emerging
Markets Index

BlackRock (40:60) Global This fund aims to invest approximately 40% in UK 0.44% 40% FTSE All
Equity Index Fund* equites and 60% in overseas companies. Share, 20% FTSE

All-World USA
Index, 20% FTSE
All-World
Developed Europe
(ex UK) Index, 10%
FTSE All-World
Japan Index, 10%
FTSE All-World
Developed Asia
Pacific (ex-Japan)
Index

BlackRock UK Equity This fund invests in shares of UK companies and 0.44% FTSE All Share
Index Fund* aims to achieve a return in line with the FTSE All

Share Index
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BlackRock World (ex-UK) This fund aims to achieve returns in line with global 0.44% FTSE All-World
Equity Index Fund* equity markets, excluding the UK Developed Europe

(ex UK) Index

HSBC Amanah Global This funds objective is to grow money in line with 0.44% Dow Jones Titans
Equity Index Fund the performance of the 100 largest companies 100

engaged in Shariah compliant activities.

Stewardship Fund* This fund aims to provide exposure to an ethically 0.44% FTSE All Share
screened portfolio of assets in order to produce
capital growth. The fund will mainly be invested in
equities

BlackRock Over 15 year This fund aims to achieve a return consistent with 0.44% iBoxx £ Non-Guts
Corporate Bond Index the iBoxx £ Non Gilt Over 15 years Index Over 15 Years
Fund* Index

BlackRock Over 15 year This fund aims to invest in UK Government fixed 0.44% FTSE Gilts Over 15
Gilt index Fund* income securities that have a maturity period of 15 Year Index

years or longer

Property Fund* This fund aims to generate capital growth and 0.44% IPD UK All Property
income by reinvesting mainly in UK commercial Index
property. The fund may also invest in listed
property equities, money market instwments, short
term bonds, derivatives or in other direct property
funds

Aviva Friends Life Cash This fund aims to provide short term liquidity by 0.44% 7 Day LIBID
Fund* investing in money market instruments, bonds and

cash.
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Lifestyle investment options

Option Objective Annual Fees
(Total
Expense
Ratio)

My Future Target This strategy is designed to meet the needs of members who wish to 0.44%
Annuity strategy* purchase an annuity at retirement, by gradually moving to a portfolio of

investments which target annuity purchase as they approach their
selected retirement date. It is the Scheme’s core default investment
strategy.

My Future “Target This strategy is designed to meet the needs of members who wish to 0.44%
Cash Lump Sum take a cash lump sum at retirement, by gradually moving to a portfolio of
strategy investments which are predominantly investment in cash like investments

as they approach their selected retirement date.

My Future Target This strategy is designed to meet the needs of investors who wish to 0.44%
Drawdown strategy draw an income from their funds after retirement, by gradually moving to

a mixed portfolio of investments containing lower risk fixed income
investment for security and higher risk equity and property investments to
maintain an element of capital growth

Aviva Friends Life 3 This strategy invests initially in global equities moving to a portfolio of 0.44%
year Lifestyle bonds (75%) and cash (25%) as a member approaches their selected
Investment Programme retirement date, and is aligned to them taking tax free cash and

purchasing an annuity. It starts switching out of equities in the three
years prior to a member’s selected retirement date, and so carries the
highest risk of the legacy lifestyle investment programmes.

Aviva Friends Life 5 This strategy invests initially in global equities moving to a portfolio of 0.44%
year Lifestyle bonds (75%) and cash (25%) as a member approaches their selected
Investment retirement date, and is aligned to them taking tax free cash and
Programme* purchasing an annuity. It starts switching out of equities in the five years

prior to a member’s selected retirement date, and so carries medium
investment risk relative to the other legacy lifestyle investment
programmes.

Aviva Friends Ute 10 This strategy invests initially in global equities moving to a portfolio of 0.44%
year Life Investment bonds (75%) and cash (25%) as a member approach their selected
Programme retirement date, and is aligned to members taking tax free cash and

purchasing an annuity. It starts switching out of equities in the five years
prior to a member’s selected retirement date, and so carries medium
investment risk relative to the other legacy lifestyle investment
programmes.

The My Future Target Annuity Strategy is the default strategy for automatic enrolment purposes.
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