INVESCO PENSION SCHEME

CHAIR'S STATEMENT
YEAR ENDED 31 DECEMBER 2018

Chairman Statement
Annual Chair's Statement for the Invesco Peansion Scheme

The Occupational Pension Schemes (Scheme Adminisiration) Regulations 1996 ("the Administration
Regulations”) requires the Trustee lo prepare an annual stalement regarding governance, which should be
included in the annual report.

This statement covers the period from 1 January 2018 to 31 December 2018 (the Scheme year). It is signed on
behalf of the Trustee by the Chair. It covers the governance and fee disclosures in relation to the investment of
funds made available to the money purchase arrangement. It does not cover any other part of the Scheme.

The Trustee is aware of the additional regulatory guidance which sets out the need for details, regarding the
investment management fees and the transaction charges, on a publicly accessible website. This will be hosted
an the principal employer’s website.

The statement covers the following five areas:

The Default Arrangement,

Core financial transaclions,

Charges and transaction costs paid by members,
Value for member and

Trustee knowledge and understanding.

* 8 8 & @

1. The Default Arrangement

The latest Statement of Investment Principles ("SIP") for the Scheme, including the Default Arrangement is
included further on in the report. The Trustee reviewed the SIP in 2018 and a draft new version is with the
Company for comment.

The default investment strategy is reviewed on a periodic basis (with the next review being due later in 2019)
and the performance of the strategy is reviewed on a quarterly basis, and, any amendments to the default will
be reflected in changes to the SIP. In future, the default sirategy and performance will be reviewed al least
every year or more frequently if there is a significant change in the Scheme’s membership in the interim.

2. Processing of Core Financlal Transactions

The Trustee has a specific duty to secure that core financial transactions (including the investment of
contributions, transfer of member assets into and out of the Scheme, transfers between different investments

within the Scheme and payments lo and in respect of members) relating o the money purchase arrangements
are processed promptly and accurately.

The Trustee has appointed Aegon to provide administration services. The administrator has confirmed (o the
Trustee that there are adequale internal controls to ensure that core financial transactions relating to the Scheme
are processed promptly and accurately.
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The Scheme has a service level agreement ("SLA") in place with the administrator which covers the accuracy
and timeliness of all core transactions relating to the Scheme are processed promptly and accurately. The key
processes adopted by the administrator to help them meet SLA are as follows:

+ The Truslee receives regular reports to help them monitor SLA's are being met.

+ The Administrator has processes in place to meet SLA’s; for example, daily monitoring of bank accounts
dedicated contribution processing team; at least two people involved with checking investment and banking
transactions.

+ The Trustes receives quarterly repoits about the Administrator's performance, and based on information
provided by the Administrator, are satisfied that over the period covered by this statement
- There have been no material administration errors in relation to processing core financial transitions;

and
- The majonty of core financial transactions have been processed within a reasonable timeframe. There
was one member affected by a BlackRock pricing error, but the impact was minimal.

The SLA's for the core financial transactions are:

Work type SLA criterla
Change beneficiary 95% in b days
Change personal details 95% in 3 days
Change target retiremant age 95% in 3 days
Information request 95% in 5 days
Member general detalls request 95% in 3 days
Possible claim identified 95% in 1 day
Retirement 95% in 5 days
Scheme leaver 95% in 8 days
Slatement request 100% in 5 days
Switch request 100% in 1 day
Transfer out 95% in 5 days

In light of the above, the Trustee cansiders that the requirements for processing cora financial transactions have
been met.

3. Member Borne Charges and Transaction costs

The Trustee is required to set out the on-going charges incurred by members in this Statement, which are annual
fund management charges plus any additional fund expenses, such as custody costs, but excluding transaction
costs; this is also known as the {otal expense ratio (“TER"). The TER is paid by the members and is reflected in
the unit price of the funds. Members do not pay an annual fund management charge for any funds managed by
Invesca.

The staled charges also include investment administration costs - since members incur these costs.

The Trustee is also required to disclose the level of any transaction costs. These are incurred when the Scheme’s
investment managers buy and sell assets within funds but are exclusive of any costs incurred when members
invest in and switch between funds.

The charges and transaclion costs have been supplied by Aegon as the Scheme's investment platform provider.
When preparing this section of the statement the Trustee has taken account of statutory guidance.
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3.14. Default arrangement

The default arrangement has been sel up on a lifestyle basis, which means that members' assets are
automatically moved between different investment funds as they approach their retirement date. This means

that the leve! of charges and transaction costs will vary depending on how close members are to retirement, and
in which fund they are invested.

For the period covered by this Statement, annual charges and transaction costs are set out in the table below.

Default arrangement and transaction costs

Years to retirement TER Transaction costs
20 or more years to retirement 0.16% 0.18%
| 1Syearstorelirement | 0 0.16% 0.18%
10 years to relirement 0.16% 018%
5 years to retirement 0.16% 0.18%
At retirement 0.21% 0.03%

3.2 Self-select options

The level of charges for each self-select fund (including those used in the default arrangement) and the
transaction costs over the period covered by this Stalement are set out in the following table. The underlying
funds used within the default arrangement are shown in bold.

Self-select fund charges and transaction costs

Manager ~ Fund nama TER Transaction costs
Aegon BlackRock Consensus Index 0.22% 0.01%

Aegon 8BlackRock 70/30 Global Equily Index 021% 0.03%

Aegon BtackRock World (ex UK) Equity Index 0.21% 0.00%

Aegon BlackRock UK Equity Index 021% 0.05%

Aegon BlackRock Indax Linked Gilt 0.31% -0,05% (ie negative)
Aegon BlackRock Diversified Growth 0.63% 0.38%

Aegon BlackRock Property 1.03% Not provided*
Invesco Cash 0.18% 0.02%

Invesco Global Equity Growth 0.18% 0.05%

Invesco Global Equity Income 0.20% 0.19%

Invesco Global Equity (ex UK} 0.18% 0.05%

invesco Growth Managed 0.18% 0.10%

Invesco UK Equity 0.18% 0.05%

Invesco UK Corporate Bond 0.18% 0.09%

Invesco Long Gilt 0.18% 0.00%

Invesco Growth 0.16% 0.18%

Invesco Balanced Risk 0.18% 0.19%

Invesco Global Targeted Return 0.18% 0.37%

* As st the time of preparing this Stalement, the platform provider was unable to provide transacion cosis for this fund due to some of the
underlying investment managers not providing transaction cost data. The Truslee will continue to work with the platform provider to obtain
transaclion cosis for ihis fund for inclusion in fulure stalements,

20



INVESCO PENSION SCHEME

CHAIR'S STATEMENT
YEAR ENDED 31 DECEMBER 2018

Chairman Statement (continued)

3.3.  lHlustration of charges and disclosure costs

The following table sets out an illustration of the impact of charges and transaction costs on the projection of an
example member’s pension savings.

* The "hefore costs” figures represent the savings projection assuming an investmant return with no deduction
of member borne fees or transaction costs. The "after costs” figures represent the savings projection using the
same assumed investment return but after deducting member borne fees (ie the TER).
» The transaction cost figuras used in the illustration are thase provided by the Scheme's platform provider,
subject to a floor of zero (ie the illustration does not assume a negative cost over the long term). As transaction
costs have not been provided for the Aegon BlackRock Property Fund these are not inciuded in the prajection
for this fund.
* The illusiration is shown for the default option, the Lifestyle option, as well as five funds from the Scheme's
self-select fund range. The five self-select funds shown in the illustration are:

+  the fund with the highest before costs expected return —this is the Aegon BlackRock 70/30 Global Equity

Index

Projected pension pot In today's money

the fund with the lowest before costs expected return — this is the Invesco Cash Fund
the fund with highest annual member borne costs - this is the Aegon BlackRock UK Property Fund
the fund with lowest annual member borne costs — this is the Invesco Growth Fund

the fund with the most members invested - this is the Invesco Growth Managed Fund

Defauit options Aagon BlackRock | Invesco Cash Fund | Aegon BlackRock Invosco Growth Inveaco Global
70130 Global Equitly UK Property Fund Fund Managed Fund
Indax g
Years Before | After Bofore Alter Before After Before After Belore After Bofare After
Invested | costs | cosis costs costs cosls cosls cosis costs costs costs costs costs
1 £43.700 3 F43600 | £44,100 | F44.000 | £42400 | £42.300 | F43600 | £43 200 | £43.700 | £43,600 | £44,000 | £43.800 }
3 £45100 | £44,700 | £46,300 | £46,000 | £41,100 | £40,800 | £45000 | £43,600 | £45100 | £44,700 | £46.100 | £45.800
5 £46,600 | £45800 | F48,700 | £48,100 | £39,900 | £39,500 | £46.300 | £44,000 | F48,800 | £45.800 | E48.400 | £47.,700
10 £50,500 | £48,800 [ ES500 £53,800 | £37,000 | £36200 | £49.900 | £45100 | £50,500 | £48.900 | £54.400 | £52,500
15 £54 BOD | £52,100 | £62300 | £60,100 | E34 300 | £33,200 | £53.600 | £46,100_ | £54,800 | £52,100 | £61,200 | £68,700
20 £58400 | £55600 | £70,500 | £67,200 | £31,800 | £30,500 | £57.900 | £47,200 | £59.400 | £556800 | £68,800 | £65,200
25 £64,400 | £59.200 | £78.700 | £75200 | £20,500 | £26,000 | £62400 | F48,300 | £64.400 | £59,200 | £77.400 | £72,300
30 £89.800 | £63,200 | £00200 | £84.100 | £27.300 | £25700 | £67,200 | £49,500 | £69,800 | £63,200 | FB7,100 | £80.200
35 £75700 | £67,300 | £102,000 | £84.000 | £25300 | £23600 | £72.400 | £50700 | £75.700 | £67.300 | e97.500 | £89.000
40 £78,300 | £68,600 | £115,500 | £105,000 | £23 500 | £21,700 | £78,000 | £51,900 | £82,100 | £71,800 | £110,000 | £98,700
Notes
. Values shown are estimates and are not guaranieed. The illustration does not indicate the likely
variance and volatility in the possible outcomes from each fund.
. Projected pension pot valies are shown in today's terms, and do not need to be reduced further for

the efiect of future inflation.

e s = @

Inflation is assumed to be 2.5% each year.
The starting pot size used is £43,000.

No further contributions are assumed to be paid.
The projected annual returns used are as follows.
Default option: 1.6% above inflation.

21



INVESCO PENSION SCHEME

CHAIR'S STATEMENT
YEAR ENDED 31 DECEMBER 2018

Chairman Statement (continued)
4, Trusteas' Knowladge and Understanding

Sections 247 and 248 of the Pensions Act 2004 set out the requirement for the Trustee to have appropriate
knowledge and understanding of the law relating to pensions and trusts, the funding of accupational pension
schemes, invesiment of Scheme assets and other mattars to enable them to exercise their funclions as trustees
properly. This requirement is underpinned by guidance in the Pension Regulator's Code of Practice 7.

The comments in this seclion relate to the Trustee as a body in dealing with the whole Scheme and are not
restricted to the DC section.

The Trustee considers it has met the Pension Regulator's TKU requirements (as sel out under Code of Practice
Ne 7) during the Scheme year.

The Trustee has measures in place lo secure compliance with the legat and regulator requirements regarding
its knowledge and understanding including investment matters, pension and trust law. This, together with the
advice available, enables the Trustee to praperly exercise its functions and run the Scheme effectively.

All of the existing Trustee Directors have completed the Pension Regulator's Trustee Toolkit and new Trustee
Directors are required to complete this within six months of taking up office. The Trustee has in place a training
policy. There is a regular TKU review, and a Trustee training log is maintained.

The Trustee consider that they are conversant with the Scheme documentation {e.q. Trust Deed and Rules,
Statement of Investment Principles) and were required to demonstrate a working knowledge of these throughout
the Scheme year and as documented by the meeting minutes.

Should any changes be required to the Scheme documentation in the fulure, the Trustee will liaise with their
legal advisers to ensure that their understanding of these documents Is maintained.

The combined knowledge and understanding of the Trustee Directors, together with the advice which is available
to them, has enabled them to excise their functions properly because on the basis of the combined knowledge
and understanding of the Truslee Directors as complemented by the specialist legal, actuarial and investment
advice that they receive, the Trustee Directors are confident that they meet the statutory TKU requirements and

are well placed to properly exercise their functions as Trustee Directors. The professional advisers attend
__Truslee meetings where required.

Signed on behalf of the Trustee of the invesco Pension Scheme.
M (<
Name / Pasition Chair of Trustee

Date of signing b Jims Lol
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Statement of Investment Principles for the 26 August 2019
Invesco Pension Scheme

1.  Introduction

This Statement of Investment Principies {"SIP") sets out the palicy of the Trustee of the Invesca Pension
Trustees Limited (“the Trustee®) on various matters governing decisions about the Investments of the
Invesco Pension Scheme {"the Scheme”), a Scheme with Dafined Benefit {*"D8") and Defined
Contribution {"0C*} sections. This SIP replaces the previous SIP dated June 2014.

The SIP is designed to meet the requirements of Section 35 (as amended) of the Pensions Act 1995
{the Act’), the Occupational Pension Schemes (Investment) Regulations 2005, the Pension Regulator's
guidanca for defined benefit pension schemes (March 2017) and the Occupational Pension Schemes
(Charges and Governance) Regulations 2015

This SIP hag been prepared after obtaining and considering written professional advice from LCP, the
Schema's investment adviser, whom the Trustea believes to be suitably qualified and experienced to
provide such advice The advice takes Into account the suitability of investments including the need for
diversification, given tha circumstances of the Scheme, and tha principles contained in this SIP. The
Trustee has consulted with the refevant employer in producing this SIP

The Trustee will review this SIP from time to time and, with the help of its advisers, will amend it as
appropriate. These reviews will take place as soon as practicable after any significant change in
invastment policy, or in the demographic profile of the relevant members in raspect of the DG Section,
and at least once every threa years.

L] Appendix 1 sets out details of the Scheme's investment gavernancs structure, including the key
respansibilities of the Trusles, investment advisers and investment managers. It also contains a
description of the basis of remuneration of the invastment adviser and tha investment managers

. Appendlx 2 sets out the Trustee policy towards risk appatite, capacity, measurement and
management.

. The Scheme’s investment manager arrangemants are set out separately in the Scheme's
Investment Manager Arrangements Policy.

2,  Investment objectives

The primary objective for the DB Section is to ensure that the Scheme should be able to meet banefit
payments as they fall due. In addition to this primary objactive, the Trustee has a series of additional
objectives. These are as follows:

. that the ralurn on the Scheme's assats is maximised while keeping investment risk at an
appropriate leve!l. What the Trustee detarmines to be an appropriate level of risk is set out in
Appendix 2.

. the Schemae's funding position (ie the value of its assets relative to the assessed value of its
liabilities) should remain at an appropriate level. The Trustes is aware that thera are various
measures of funding and has given due weight to those considered mast relavant to the Scheme,
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Occupational Pension Schemas (Scheme Funding) Regulations 2005,

Page 2of 15 The Trustee's primary objectives for the DC Section are to provide members with accass fo:

. an appropriate range of investment options, reflecting the membership profile of the DC Section
and the variaty of ways that members can draw their benefils in retirement; and

- a default investment option that the Trustee believas to be reasonable for those members that do
net wish to make thelr own investment decisions. The objactive of the default option is to
genarata raturns significantly above inflation whilst members are some distance from retirement,
but then to switch automatically and gradually to lower risk Investments as membars near
retirement

3. Investment strategy

The Trustes, with the help of its advisers and in consultation with the employer, reviewed the
investment strategy for the DB and DC Sections, taking into account the objectives described in Section

2 abave.
3.1 DB investment strategy

The result of the raview was that the Trustes agreed that the investment strategy of the Scheme should
be based on the strategic benchmark allocation and rebalancing rangas sst aut below.

Assel class Strateqic Benchmark Max (%)

%)

UK Equity 17 12 22
Global Equity 17 12 22
Diversified Growth Funds ("DGF"} 30 125 375
Return seeking 64 59 71
Corporate Bonds 14 12 18
Lisbility Driven Investments ("LDI")} 18 13 23
Cash 4 15 85
Matching 36 H 41

As part of the investment strategy review, the discrelionary tactica! asset allocation ovarlay
imgiemenied oy invesco Assel Muanagemeni ims veen ivnuved Hence liere s ou ivngs sigificaid
flexbility to tactically allocate beiween asset classes. The “dnft” ranges are designed to strike an
appropriate balanca in the frequency of mbalancing; too wide and the allocation could mova too far from
the strategy, too narrow and the Schame risks incurring excessive trading costs  If a drift Iimit is
breached the asset class should be rebalanced back to its cenirat strategic benchmark waight

3.2 De-risking framework

‘The Scheme undenoak a de-risking exercise in May 2018 to rebalance and reduce the aliocation to
growth assats dus to the improved funding position. The Trustee is considering introducing a long-temmn
strategy which is expected to include a de-risking framework to progressively de-nisk the investment

1 The LDI aiocation I Intended to partially hedge the Scheme's liabllities and, tharefare, the LD/ al fon may d ita
rebalansing ranges. This does not form part of the aulomat) it
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strategy as and when market conditions allow for this to be done without the need for increased
Company contributions. Further detai will be updated here once the long-term strategy and de-risking
framework have been agreed.

3,3 Cashflow policy

To manage future cash flow requirements, a £3m cash buffer will be maintained within the Trustee bank
account, with a cap of £6m. Additionally, £12.5m has been invested in a Money Market fund as an
additional cash buffar to cover potential, significant unexpacted cash flow raquirements arising from
transfar out payments and the potential for a collateral call from the Seheme's LDI manager, The level
of cash to be used as a buffar will be monitored on a reguiar basis.

3.40C invedtment arrangements

For the DC Section, the Trustee has provided two investment approaches to members, a lifestyle
option or a self-salact oplion.

In the lifestyle option, it automatically combines investments in proportions that vary according 10 the
time to retirement ega The aim of this strategy is to beat the potentially damaging effects of inflation on
the valua of pension savings by investing in growth assets in ihe earlier years. The chart below tracks
lhe gradual shift towards more defensive assets as members approach ratiremant age.

LIFESTYLE OPTION

100

80

2 8o
‘

= 40
*®

20

0

YEARS TO RETIREMENT
Growth [l UK Corp Bonds T
Index Linked Gits Long Gitts [ Cash

In the self-select option, the Trustee has made avaliable a ranga of investment funds for members.
Each member is responsible for specifying one or more funds for the investment of thelr account
having regard to their attitude 1o the risks involved.

4. Conslderations n setting the Investment arrangemants

When deciding how to invest the Schame's assets, the Trustee considers a numbar of risks, includ ing,
but not limited to, those set out in Appendix 2. Some of thesa risks are more quantifiable than others,
but the Trustes has tried to allow for the relative imporance and magnitude of each risk,

The Trustes considered a wide range of asset classes for investman, taking account of the expected
returns and key individual risks associated with those asset classes as well as how these risks can be
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mitigated where apprapriate. The key financial assumption made by the Trustee in determining the
invastment arrangameants is that equity-type investments will, over the long term, outperform gilts by
4.0% pa. The cther key sasumptions for expected returna above gilts ara as follows

in setting the strategy for the DB Section the Trustee took [nto account:

. a wide range of asset classes;

. tha risks and rewards of a numbaer of possibla assa! allocation options,

. the suitability of each asset class within each strategy, both across and within asset classes;
. the nead for appropriate diversification between different asset classes; and

. the views of the sponsoring Empleyer, including an assessment of the strength of the covenant of
the sponsoring Employer;

«  the Schema's investment objectives, including the targst return requirad to meet the Trusiee's
investment objectives;

" the Scheme's cash flow requiremants in order to meet banefit payments in the near o madium
term;

s the best interests of all membars and beneficiaries;

. the circumstances of the Scheme, including the profile of the benafit cash ficws {and lhe ability to
meet these in the near to medium term), the funding level, and the strength of the employer
covenant;

. any other considerations which the Trustee considers financlally material over the time horizon
that the Trustee considers is needed for the funding of future benefits by the investments of the
Scheme; and

a the Trustee’s invesiment beliefs about how investmeant markets work, and which factors ara most
fikely o impact investment oulcomes.

The Trustee's key investment beliefs are set out below.

. assel allocation is the primary driver of long-term returms;
= risk-taking is necessary to achieve return, but not all risks are rewarded;
= equity, credit and illiquidity are the primary rewarded risks,

= risks that are typically not rewarded, such as interest rate, Inflation and currency, should generally
De avoiueq, neagea of diversiiied

® investment markets are not always efficient and there may be opportunities for good aclive
managers to add valus;

» investment managers who can consistently spot and profitably exploit market opportunities are
difficult to find net of fees and costs; however the Trustee believes the Employer to be a large,
strong and successful active manager with a suitable range of funds made avaiiable to the
Scheme frae of charge;

¢ responsible investment in well governed companles and engaging as long-term owners can
reduce risk over time and may positively impact on raturns;

* long-term environmental, social and economic sustainability is one factor that trustees should
consider when making tnvestment decisiens; and
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. costs have a significant impact on long-term perfornance

In determining the investment arrangements for the DC Section the Trustee took into account

= the best intarests of all members and beneficiares,

*  the profile of the membership and what this 15 likely to mean for the choices members might make
upon reaching retirement;

= the risks, rewards and suitability of a number of possible asset classes and lifestyle stralegies and
whether the return expected for taking any given invesiment risk Is considered sufficient given the
risk being taken,

. the need for appropriate diversification within the default strategy and other lifestyle options to
ensure that, for each such option, both the overall lavel of investiment risk and the balance of
individual asset risks are appropriate,

*  the need for appropriate diversification within the other investment oplions offered to members;

=  any other considerations which the Trustee considers financially material ovar the time horizon
thal the Trustee considers is relevant to the investments of the Scheme; and

= the Trustee's investment beliefs about how investment markets work; and which factors are most
likaly to impact investment outcomes.

The Trustee's key investment belisfs and understanding of the Scheme's membership are reflacted in
the design of the default and other lifestyle options, and in the range of other funds made avaifabla to
members.

5. Implementation of the Investment arrangements

Before investing In any manner, the Trustee obtains and considers proper written advice from their
investment adviser on the question of whether the investment is satisfaclory, having regard to the nead
for suitable and appropriately divarsified invesiments

Details of the investment managers are set out separataly in the Scheme's Investment Manager
Arrangements palicy

In respect of the DC Section, the Trustee has entered into a ¢ontract with a platform provider, who
makes availabls the range of investment options to members. Thera s no direct relationship between
the Scheme and the underlying investment managers of the DC investment funds

The Trustee has signed agreements wilh the DB Section invesiment managers, and a platform provider
in respect of the DC Section, setting out in detail the terms on which the porticlios are to be managed.
The investment managers' primary role is the day-to-day investment managemen of the Scheme's
investments. The managers are authorised under the Financial Services and Markets Act 2000 (as
amended}) to carry out such activities.

The Trustee and invesiment managers to whom discration has been delegated exsrcise their powers to
piving effect to the principles in this Statemant of Investmant Principles, so far as is reasonably
practicable,
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The Trustee has hmited direct influence over managers’ investment practices because all the Scheme's

assals are held in pooled funds, but it encourages its managers to improve their practicas where
appropriate

The Trustea's view 15 that the faas paid {where relevant) to the invastment managars, and the possibility
of their mandate being terminatad and any resulting reputational risk, ensure they are incentivised to
provide a high qualily service that meets the stated objectives, guidelines and restrictions of the fund.
Hawever, in practica managers cannof fully align their strategy and decisions to the {potentially
conflicting) policlas of all their pooled fund investors in relalion to sirategy, long-term parfermance of
debt/equity issuars, engagemant and portfolio turnover,

It is the Trustee's responsbility to ensure that the manegers' Investment approaches are consistent with
its policies befare any new appointment, and to monitor and to consider terminating any existing
arrangemeants that appear to be investing contrary to those policies. The Trustee expects investment
managers, whaere appropriate, lo make decisions based on assessments of the longer term financial
and non-financiat parformance of debt/equity issuers, and to engage with issuars to improve their
peHormance. It assesses lhis when selecling and monitoring managers

The Trustes evaluales investment manager performance by considering performance over both shorter
and longer-term periods as apprapriate. Generally, the Trustee would be untikely to terminate a
mandate on short-term performance grounds alone.

The Trustee's policy is to evaluate each of its investment managers by reference to the manager's
individual performance as well as the role it plays in helping the Scheme meet its overall long-ierm
objectives, taking account of risk, the need for diversification and liquidity. Where relevant a manager's
remuneration, and the value for money it providas, is assessed in light of thase considerations

The Trustee recognises that portfolio turnover and associated transaction costs are a necessary part of
investment management and thal the impact of portfolic turnover costs is reflected in performance
figures provided by the invesiment managers The Trustee expects its investmant consullant lo
incorporate portfolio turnover and rasulting transaction costs as appropriate in its advice on the
Schame's investment mandates

6. Realisation of investmants

The investment managers have discretion over tha timing of realisation of investments of the Scheme
within the portfclios that they manage. and in considerations relating to the liquidity of investments.

For the DB Section, when appropriate, the Trustes, on the administrators’ recommendation, decides on
the amount of cash required for benefit payments and other outgoings The Trustes has established a
‘cash buffer' to be used for short-term liquidity needs. The Scheme's administrator will request funds
from this cash buffer as required, and return any surplus from the bank account to the cash buffer if

necessary. Any excess is then reinvesled by Invesco Asset Management in line with the portfolio target
weights.

For the DC Saclion, the Trustee's palicy is to invest in funds that offer daily deaiing to enable members
to readily realise and change their investrments.
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7. Environmental, social, governance and ethical considerations

The Trustee has considered how environmental, sacial, governance ("ESG") and ethical factors sheuld
be taken into account in the selection, ratention and realisation of investmants, given the time horizon of
the Scheme and its members, and since it recognises that these factors can be relevant to investment
performance.

The Trustes cannct usually directly influance invesiment managers' policies on ESG and ethical factors
whera assels are held in pooled funds; due to the collactive nature of these investments, but it
encourages and challenges its managers to improve their practices where appropriate. The Trustee
considars it necessary to act in the best financial interests of Schema membars and, therefore, it
expecis the investment managers to take account of financially materia! considerations {including
climate change and other ESG consideralions), considering the nature and tma horizon of the
investments. The Trustee seeks to appoint managers that have appropriate skills and pracesses to do
this by undertaking investment due diligence which, with the help of its advisers, includes assassing the
manager's ESG policy at the time of appointment. From time to time the Trustee reviews how Its
menagers are taking account of financially material considerations (including climata change and other
ESG considerations) in practica. The Trustee has invited spacialists from the Invesco Asset
Management ESG team (o attend Trustee meetings when necessary in order to better understand the
manager's arrangements and allow opportunity to ask quastions about the ESG policies

The Truslea's primary objective is lo maximise the invastment return of the assets and to protect the
funding lsvel, as noted in Section 2 above. The Trustee recognises that non-financial faciors (ie
matters relating to ethical or other views of members and beneficiaries, rather than considerations of
financiat risk and return) will vary between individual Scheme members and. in some cases, may
conflict with the primary objective of the Trustee. As such, the Trustee believes that non-financial
factors should not necessarily be the primary focus when making investmant dacisions such as the
selection, retention and realisation of investmants. However. the Trustee bslievas that, in many cases
issues considered to be non-financial will, over time, be sufficiently addrassed by incorporating
financially material ESG considerations into the managers' investment processes due to the efficient
nature of investment markets.

Within the DG Saction, the Trustee expects the investment managers on the DC platform made
available for members to invest in (o incorporate ESG inta the investment process of the funds. The
Trustea is currently reviewing the structura of the Scheme's DC arrangemants

B. Exarcise of ownership rights

The Trustee has examined how rights, inciuding voting rights, attached to investments should be
exarcised. The Trustee recognises their responsibilities as owners of caplital, and believes that good
stewardship practices, including monitoring and engaging with investee companies, protect and
enhance the long-term value of investments
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The Trustee cannot usually directly Influence the manager's policies on the exercise of ownership rights
whera assets are held in pooled funds, this is due to the collective nature of thesa investments. The
Trustee understands that ownership rights will be exercised by the invesiment managers in line with the
managers' genaral policies on stewardship, which rafiact the recommendations of the UK Stewardship
Cods issued by the Financiat Reporting Council whera relevant, and which are provided to the Trustee
from time to time, taking into account the long-term financial interests of the benaficiaries

SIP signed for and on bahalf of the Trustee of the Schems:

Signed: %} 4
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Investment governance, responsibilities, Appendix 1
decision-making and fees

In broad terms, the Trustes has decided on the following division of rasponsibilities and decision-making
for the Scheme  This division is based upan the Trustee's understanding of the varicus legal
requirements placed upon them, and its view that the division of responsibility alows for efficient
operation and governance of the Scheme ovarall. The Trustee's investment powers are set out within
the Scheme's goveming documentation.

1. Trustee

The Trustee is responsible in respect of investment matters for:

. setting the investment strategy, in consultation with the emplovers,
. daveloping a mutual understanding of investment and risk issues with the employer;

= reviewing the investment policy as part of any review of the investment strategy taking into
account financially matarial considerations as appropriate with the assistanca of its advisers;

o setiing the policy for rebalancing batween asset classas;

. appoinling (and, when necessary, dismissing) investment managers, investment advisers actuary
and other service providers;

. monitoring the exercise of the investment powers that they have delegated to the investment
managers and monitoring compliance with Section 36 of the Act;

= communicating with membars as appropriate on investmant matters, such as tha Trustee's
assessment of its effectiveness as a decision-making body, the policies regarding responsible
ownaership and how such responsibilities have bean discharged;

. putting effective governance arrangements in place and docurtenting these amangaments in a
suitabla form;

*  reviewing the conlent of this SIP from time to time and modifying it if deemed appropriate; and

) consuiting with the employar when reviewing the SIP.

2,  Investment managers
The invastment managers will be responsible for:
. managing the portfolios of assets according to their stated objaclives, and within the guidalines

and restrictions set out in their respective investimant manager agreements and/or other ralevant
goveming documentation.

. providing the Trustee with regular information cancerning the management and performance of
their respective portfolios;

= taking account of financially material considerations as appropriate when managing the portfotios
of assets, and

*  having regard to the provisions of Section 36 of the Act insofar as It is necessary 1o do so.
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The custodians of the portfolios will be responsible for the safekesping and reconciiation of the  Appendix 1 {cont)
Scheme's directly held investments, settiing transactions and administering income and tax
payments.

3. Investmant adviser

Tne Investment adviser wil' be responsible, in respect of investment mallus, vy 1eguested by e
Trustee, for:

s for the DB Section, advising on how material changes wilhin the Scheme's benelils, membership
and funding position may zffect the manner in which the assets should be invested and the asset
sliccation polcy,

u for the DC Saction. advising on a suitable fund range and default strategy for the Scheme, and

now matenal changes to legislation or within the Scheme'’s benefits and membership may impact
this;

= advising on the selection, and review, of tha investmant managers incorporating its assessmant of
the nature and effectiveness of the managers' approaches to financially material cons derations
{inciuding climate change and other ESG considerations); and

. pariicipat ng with the Trustee in reviews of this SIP.

4. Fese structuras

The Trustes recognises that the provision of investmant management, dealing, custodial and advisory

sarvices to the Schama resulis in a range of charges to be met, directly or indirectly, by deduction from
the Scheme's assets.

Tha Trustee has agreed Terms of Business with the Scheme's actuarial and investment advisers, under
which charges are calculated on a fixed fee and/or “time-cost” basis.

The investment managers raceive fees caiculated by reference to the market value of assets under
management. For both the DB Section and the DC Section, Invesco Asset Management offers a range
of its funds on a zero-fee basis. Other non-invesco funds are offered on rates believed to be consistant
with the managers' general terms for institutional clients and are considered by the Trustes to be
reasonable whan compared with those of other similar providers.

The fae structure used in each case has been selected with regard to existing custom and practice, and
the Trustes's view as to the most appropriate arrangements for the Schems. Howaever, the Trustes will
consider revising any given structure if and when it is considered appropriate to do so.

5§, Performance assessment

The Trustea is satisfied, taking into account the external expertise available, that there are sufficient
rasources to support its investment rasponsibilities. The Trustee believes that it has sufficient expertise
and appropriate training to camy out ils role effectively.

It is the Trustee's policy to assass the performance of the Scheme's investments, investment providers
and professional advisers from time to time. The Trustes will also periodically assess the effectiveness
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6.  Working with the Scheme's employer

When reviewing matters regarding the Scheme's investment arrangemsnts, such as the SIP, the
Trustee sesks to give due consideration to the employer's perspective. While the requirement to
consult does not mean that the Trustae needs to reach agreement with the empioyer, the Trustee
belisves that better outcomes will generally be achieved if the Trusiee and emplayer work together
collaboralively.
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Policy towards risk Appendix 2

Rlsk appetite and risk capacity

R'sk appetite is a measure of how much risk the Trustee (s wiling to bear within the Scheme in order to
mee! their investment objectives. Taking more risk is expected to mean that those objectives can be
achievad more quickly, but it also means that there 1s a greater iikelihood that the objectives ara
missed, in ihe absence ot remadral action. Risk capacity is a measura of the extent to which the
Trustee can tolerate deviation from their long term objectives before attainment of those objectives is
seriously impaired. The Trustea eim is to strike the right balance between risk appetito and risk
capacity

When assessing the risk appetite and risk capacily, the Trustee consldered a range of quailtative and
quantitative factors. including

. the strength of the employer's covenant and how this may change in the near/medium future;
= the agreed journey ptan and employer contributions;
. the Scheme's long-term and shorter-term funding targets,

. the Schema's liability profile, its interest rate and inflation sensitivities, and the extent to which
these are hedged.

. the Scheme's cash flow and target return requirements; and

. the level of expected return and expected leval of risk {(as measured by Value at Risk (*VaR")),
now and as the strategy evolves

Fallowing implementation of the Schame's current investment sirategy, as at 31 August 2018 the
Scheme's 1 year 95% Value at Risk was £88.6m. This means that there Is a 1 in 20 chance that the
Scheme's funding position will worsen by £86.6m or more over a one year period. When declding on
the current investment strategy, the Trustee belleved this lavel of risk to be appropriate given the
Trustee's and employer's risk appetite and capacity, given the Scheme's objectives.

2. Approach to managing and monitoring investment risks

The Trustee considers that there are a number of different types of investment risk that are important to
manage and monitor. These include, but are not limited to

2.1. Risk of inadequate returns

For the DB Section, a key objective of the Trustee is that, over the long-term, the Scheme
should generate its target return so that it has adequate assats to meet its liabilites as they fall
due The Trustee therefore invests the assets of the Scheme to produce a sufficient long-term
return In excass of the liabilities. There is also a risk that the performance of the Scheme's
assets and liabilitiss diverges in cartain financial and economic conditions in the short term
This risk has been taken into account In setting the investment strategy and is monitored by
the Trustes on a regular basis.

In the DC Section, as members' bensfits are depandant on the investment returns achieved, it
is important that investmenit options are aveitable which can be expected to produce adequate
real returns over the longer term. Accordingly, equity and equity-based funds, which ara
expected to provide posilive returns above inflation over the long term, have been made
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reduce the chance of & sharp deterioration in members' benefits close to retiramant,
Page 13 of 15 the Trustee has made the default oplion a “lifestyle” strategy.

2.2. Risk from lack of diversification

This is the risk that fallure of a particular investment, or the general poor performance of a
given investment type, could materially adversely affect the Scheme's assels. The Trustee
beliavas that the Scheme's DB assets and DC default strategy are adequately diversified
between different asset classes and within each asset class and the DC aplions provide a
suitably diversified range for members to choose from, oullined in section 3. This was a key
consideration when determining the Scheme's investment arrangements and is monitored by
the Trustee on a regular basls.

2.3. Investment manager risk

This is the risk that an investment manager fails to maet its investmant objectives Prior to
appointing an investment manager, the Trustee receives written advice from & suitably
qualified individual, and will typically underiake an investment manager selection exercise
The Trustee monitors the investment managers on a regular basis to ensure they remain
appropriate for their selected mandates

2.4. Liquidity/marketability risk

Far the DB Section, this is the risk that the Scheme is unable to realise assets to meat benefit
cash flows as they fall due, or that the Schemae will bacome a forced selier of assets in order {0
meet benefit payments. The Trustee is aware of the Scheme's cash flow requirements and
believes thal this risk is managed by maintaining an appropriate degree of liquidity across the
Scheme's Investmants and by investing in income generaling assets, where appropriate.

For the DC Section, this is the risk that core financia! transactions, such as Investing members
contributions, are not processed promptly dus to lack of liquidity In the investments. The
Trustee manages this risk by only using pooled funds with daily dealing within the default
strategy and diversifying the strategy across different types of investment.

2.5. Environmental, soclal and governance {ESG) risks

Environmental, social and corporate governance (ESG) factors are sources of risk to the
Scheme's investments, some of which could be financially significant, over both the short and
longer term. These potentially include risks relating to factors such as ciimate change,
unsustainable business practices, and unsound corporate governanca  The Trustee seeks to
appoint investment managers who will manage these ESG risks as par of their investment
process of the funds (to the extent it's applicabie) on the Trustes's behalf and from time to
time raviews how these risks are being managed in practice.

2.8, Collateral adequacy risk

The Scheme is invested in leveraged Liability Driven Investment (“LDI") arrangements to
provide protection (“hedging®) against adverse changes in interest rates and inflation
expactations. The LDI manager may from time to time call for additional cash to be paid to the
LDI portfalio in arder to support a given level of leverage, Coflatera! adequacy risk is the risk
that the Trustee when requested to do so will not be sble to post additional cash to the LDI
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fund within the required timeframe. A potential consequence of this risk is that tha Appendix 2 (cont)
Scheme's interast rate and infiation hedging eould be reduced and that the Scheme's

funding level could suffer subsequently as a reaulf. In order to manage this risk, the

Trustee ensures that the Scheme has a sufficient allocation to cash and other

highly liquid assets which can be readily realised, so that cash can be posted to

the LDI manager at short notice.

2.7. Risk from excessive charges

Within the DC Secton, if the investment management charges together with other charges
levied on, for example, transfars or early retirement are axcessive, then the value of a
member's account will ba reducad unnecessarily. The Trustee is comfortable that the charges
applicabla to the Scheme are in line with or better than market practice and assess ragularly
whether these represent good value for members

2.8. Credit risk

This is the risk that one party to a financial instrument will cause a financial ioss for the other
party by failling to discharge an aobligation

The Scheme is subject o credit risk because it invests in bonds via poofed funds. The Trustee
manages its axposute lo credit risk by only investing in pooled funds that have a diversified
exposure to different credit issuers, and only invests in bonds that are classified as
“investment grada™.

2.8. Currency risk

Whilst the majonty of the currency exposure of the Scheme's assets is to Sterling, the Scheme
is subjact to currency risk because some of the Scheme's investments are held in overseas
markets. Tha Trustee considers the overseas currency exposure in tha context of the overall
investment strategy, and believes that the currancy exposure that exists divarsifies the
strategy and is appropriate

2.10. Interest rate and Inflation rish

The DB Scheme's assets are subject to interest rate and Inflation risk because some of the
Scheme's assets are held in bonds and interest rate swaps. Howaver, the interest rate and

inflation exposure of the Scheme's assets hedgas pari of the corresponding risks associated
with the Scheme’s ligbilities

The Trustee considers interest rate, ‘nflation and overseas currency risks to be generally
unrewarded investment risks.

As a result, the Trustee partially hedges the Scheme's exposure to interest rate risk and
inflation risk by investing in a mixture of bonds as well as leveraged LDI arrangemaenits
managed by Insight. The Trustes also has a plan to increase the hedging aver time as the
Scheme's funding lavel improves,

The net effect of the Trustea's approach to interest and inflation risk will be to reduce the
volaility of the funding level, and so the Trustes believes that it is appropriate to manage
exposuras to these risks in this manner and to review them on a regular basis
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‘The Trustee recognises that there are other, non-invesiment, risks faced by the
Scheme, and takes these into considaration as far as practical in setting the Schema's
investment arrangements as part of its assessment of the other aspects of the
Schems's Integrated Risk Management framework.
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Examples for the DB Seclion include;

* longevity risk (the risk that members live, on average, longer than expected), and

= sponsor covenant risk (the risk that, for whatever reason, tha sponsaring employer is
unable to support the Schame as anticipated)

Tagether, the invastment and non-investment risks give rise generally to funding risk. This is
the risk that the Scheme's funding position falls beiow what is considered an appropriate lavel.
The Trustee regularly reviews progress towards the Scheme's funding target, both in the
longer-tlarm as well as against short-term milestones, comparing the actual versus the
expected funding lavel

By understanding, considering and monitoring the key risks that contribute to funding risk, the
Trustee believes that they have appropriately addressed and are positioned to manage this
general risk,



