ESSENTRA PENSION PLAN (THE “PLAN”)
ANNUAL GOVERNANCE STATEMENT FOR THE PLAN YEAR ENDING 5 APRIL 2020
23 OF THE OCCUPATIONAL PENSION SCHEMES (SCHEME
ADMINISTRATION) REGULATIONS 1996 (THE "REGULATIONS")
PREPARED IN ACCORDANCE WITH REGULATION

1.

Introduction

1.1

Regulations effective from 6 April 2015 require the Trustee to prepare a statement showing how it has met
governance standards in relation to defined contribution (“DC”) benefits under the Plan. In doing so, we
provide the various statutory disclosures required by the Occupational Pension Schemes (Charges and
Governance) Regulations 2015. The DC benefits under the Plan include both the DC Section and the DC
Additional Voluntary Contributions (“AVCs”) in the Final Salary (“DB”) Section of the Plan.

1.2

The statement covers five principle areas:
1.
2.
3.
4.
5.

The default investment arrangement
Core financial transactions
Charges and transaction costs
Value for Members assessment, and
The Trustee’s compliance with the statutory knowledge and understanding (“TKU”) requirements.

As Chair of the Trustee, it is my pleasure to report to you on how the Trustee has embedded these standards
over the period from 6 April 2019 to 5 April 2020.
This Statement does not contain advice in respect of actions that members should take and is not intended
to be used for that purpose. If members need advice, a list of local independent financial advisers can be
obtained on-line at www.unbiased.co.uk. If you choose to use a financial adviser, please be sure to check
their area of expertise and their charges before making any commitments.
2.

Default Investment Arrangement in the Money Purchase Section

2.1

A copy of the Plan’s latest Statement of Investment Principles (“SIP”), dated 10 September 2020 is
appended to this document. The SIP has been prepared in accordance with Section 35 of the Pensions Act
1995, regulation 2A of the Occupational Pension Schemes (Investment) Regulations 2005 and subsequent
legislation. The SIP covers our aims and objectives in relation to the default investment arrangements as
well as our policies relating to matters such as risk and diversification. In addition to the default funds, the
SIP and accompanying insurance product information document (“IPID”) cover alternative investment
choices available under the Plan, covering a range of funds that our members can choose which was
designed with their needs in mind.

2.2

The most recent review of the Plan’s default investment arrangement was undertaken on 8 September
2020. The review considered whether better risk-adjusted returns might be achieved by adopting other
investment allocations in the growth phase, and it looked at the profile of members’ age, fund size,
contribution levels and tenure of active membership - to help determine whether other de-risking patterns
and at retirement investment allocations would be more suited to members’ needs.

2.3

Following this review, the Trustee decided to make no change to the investment allocation of the default
investment arrangement (a lifestyle targeting cash at retirement). The Trustee agreed that both the
strategy and the performance of the funds remained consistent with the aims and objectives articulated in
the SIP dated 10 September 2020.

2.4

The default investment arrangement follows a pre-set investment route that transitions members’ savings
over the 5 years prior to the specified retirement date from a Growth fund (a combination of global equities
and a diversified fund) to the Liquidity Fund (cash, 100% at retirement).

2.5

The default lifestyle path’s growth phase invests predominantly in equities, with modest allocations to
property, bonds and cash. Overall these investments are expected to provide long term (above inflationary)
growth with some protection against inflation erosion, albeit with volatility. Long-term returns in excess of
earnings inflation are generally required for members’ attaining an adequate income in retirement.
Younger members can withstand the potential downside of equities as they have sufficient time for markets
to recover.
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2.6

As members’ funds grow, investment risk will have a greater impact on outcomes. Therefore, the Trustee
believes that a strategy that seeks to reduce risk as the member approaches retirement is appropriate. This
is achieved via automated lifestyle switches over the five-year period prior to a member’s retirement date.
Also, falls in the values of equity investments could potentially inflict significant losses to members’ savings
at a time when they have insufficient years of accumulation remaining to recover from such losses,
particularly if they choose to make early withdrawals from savings.

2.7

Investments are switched into 100% cash to match the targeted retirement outcome. Given the size of
most members’ DC pot at retirement, their link to the DB section of the Plan, and looking at what members
have been taking at retirement, the Trustee believe this is the most appropriate target for members at the
current time.

2.8

DB Section members previously had access to Equitable Life’s with-profits fund. On 1 January 2020, assets
held with Equitable Life were disinvested and transferred to Utmost Life and Pensions Limited (“Utmost”),
following the closure of Equitable Life and bulk transfer of policies to Utmost, the Trustee contacted
impacted members about this change in April 2020. Subsequently the Trustee, with support from its
investment adviser, made the decision to transfer the funds from Utmost to the Plan’s DC Section. The
transfer of all remaining funds previously invested with Utmost, including assets invested in two Utmost
unit linked funds, took place in July 2020. These former Utmost members now have the same range of
funds available to them as other DC Section members and the same costs and charges detailed in section
4.4 apply. There are, therefore, no DC funds held within the DB Section of the Plan. Further information on
the two Utmost unit liked funds, the Equitable Life with-profits fund and its subsequent transfer to Utmost
can be found in Appendix A.

2.9

The Trustee understands the requirement to carry out an investment strategy review regularly and at least
every three years. The Trustee has chosen to carry out a review of their investment arrangements biennially
and as such, the next investment strategy review will be carried out in the third quarter of 2022 and no
later than the third quarter of 2023. The review will look, in particular, at:
•
•
•
•

The level of risk taken during the ‘growth’ phase of the default investment arrangement;
Whether a retirement destination of cash remains appropriate for the membership.
The length of the de-risking period and timing of switches from higher risk to lower risk investment,
and;
The self-select investment range, and whether it remains appropriate.

3.

Core Financial Transactions

3.1

As required by the Administration Regulations, the Trustee must ensure that core financial transactions are
processed promptly and accurately. This includes:
•
•
•
•

Investment of contributions paid to the Plan by members and their employers;
Transfers of members’ assets into and out of the Plan;
Transfers of members’ assets between different investment options available in the Plan, and;
Payments from the Plan to, or in respect of, members.

3.2

The Trustee recognises that delay and error can cause significant losses for members. Delay and errors can
also cause members to lose faith in the Plan, which may in turn reduce their propensity to save and impair
future retirement outcomes. The Trustee therefore operates measures and controls aimed at ensuring that
all financial transactions (such as benefit payments and switches between funds) are processed promptly
and accurately. Due to COVID-19 we have seen unprecedented market falls over the first quarter of 2020,
drastic changes to working arrangements and national lockdowns being implemented. Despite this
backdrop, core financial transactions for the Plan continued to be processed promptly and accurately
during this period.

3.3

The Schedule of Contributions sets out timescales for Essentra Limited (“the Company”) to remit monthly
contributions to the Plan in accordance with legislative requirements. However, agreed practice provides
for payment of contributions in advance of these timescales. The deduction and payment of contributions
is reviewed by the Company. Once received, contributions are invested in accordance with the timescales
set out in the administration agreement with the Plan Administrators.

3.4

In March 2019, the Trustee gave blanket authority to Barnett Waddingham (the Plan’s administrator) to
process any sized transaction at one time, in order to streamline the investment of contributions. Barnett
Waddingham previously required Trustee consent for each transaction over £250,000.
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3.5

Barnett Waddingham have in place procedures and checks to mitigate the risk of human error. These
include, but are not limited to:
•
•
•

Daily monitoring of the Trustee bank account;
A dedicated contribution processing team, and;
At least two individuals checking all investment and banking transactions.

3.6

The Trustee receives administration reports produced by Barnett Waddingham LLP, which are reviewed by
the Trustee at each meeting. This enables the Trustee to monitor that the requirements for the processing
of financial transactions are being met.

3.7

The administration report also reports any errors identified by the administrators in relation to the
processing of core financial transactions, together with the steps taken to rectify those errors and any
changes to the administrators’ processes which have been implemented to ensure that there is no
repetition of such errors.

3.8

The service level agreement with Barnett Waddingham sets out the approach (including timescales)
regarding the transfer of members’ assets into and out of the Plan, the transfer of members’ assets
between different investment options available in the Plan and payments from the Plan to, or in respect
of, members.

3.9

The service level standards are reviewed periodically to ensure they remain appropriate and meet
legislative requirements. Over the Plan year, Barnett Waddingham processed 99% of cases within the
targets agreed with the Trustee. The service level standards are set out below, and the Trustee periodically
reviews them to ensure that they remain appropriate and meet legislative requirements.
Case types

SLA (working days)

Deaths
Deaths – setting up payment for dependents

2
5

Issuing deferred benefit statements
Setting up new entrants

10
5

Retirement - Quotations
Retirement - Payments

10
5

Annuity Purchases
Transfer in - Quotation

5
5

Transfer in - Settlement
Transfer Out – Calculation

5
10

Transfer Out – Correspondence
Transfer Out – Settlement

10
3

Contributions / investment switches
Enquiry – Fund values

5
5

General enquiries
Divorce correspondence / calculations

10
10

Subject access requests
Individual data changes

30
5

HMRC correspondence
Cash handling

10
5

3.10

The Trustee appoints an independent auditor, JW Hinks LLP, to carry out an annual audit of the Plan,
including the material financial transactions that have taken place during the Plan year. The auditors carry
out spot checks to ensure that contributions to the Plan or payments made by the Plan are paid in
accordance with the Plan’s rules. There were no issues to report during the period to which the Statement
relates.

3.11

The Trustee is satisfied that the Plan’s core financial transactions have been processed promptly and
accurately during the period to which the Statement relates.

3.12

The Plan’s risk register details the key risks to Plan members and is monitored and reviewed on at least an
annual basis. The risk register sets out controls to mitigate the effects of these risks, including risks in
relation to processing core financial transactions.
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3.13

Core transactions require liaising with the investment managers. The Trustee has delegated the day-to-day
investment management of the DC Section assets to the underlying investment manager, Legal & General.

4.

Charges and Transaction Costs

4.1

As required by the Administration Regulations, the Trustee is required to report on the charges and
transactions costs for the investments used in the default investment arrangement as well as funds
available as self-select options to members of the DC Section and members with AVC funds, and on the
Trustee’s assessment on the extent to which the charges and costs represent good value for members.

4.2

The range of charges and transaction costs applicable to the default arrangement during the period are
detailed in this section. Transaction costs can be incurred when buying and selling investments.
Transaction costs are not explicitly deducted from a fund but are captured in its investment performance
(in other words, the higher the transaction costs, the lower the returns produced by a fund). The Financial
Conduct Authority has provided guidance (in Policy Statement 17/20) to investment managers regarding
calculations and disclosures of transaction costs. Due to the way in which transaction costs are required to
be calculated, they can be negative or positive in nature; a negative figure is effectively a gain from trading
activity, whilst a positive figure is effectively a cost from trading activity.

4.3

Charges relating to investment management are deducted from members’ funds. The Plan is used as a
qualifying arrangement for auto enrolment and as such must comply with regulations on charge controls
introduced from April 2015. Specifically, all of the default investment arrangements under the Plan must
have a total expense ratio equal to, or below the charge cap of 0.75% p.a. of savings.

4.4

The tables below show the total expense ratio (TER) in each of the funds underlying the Plan’s default
lifestyle arrangements (the 5 Year Cash Lifestyle Strategy). The overall charge being deducted from a
member’s fund, if in the default lifestyle arrangement, will reflect the member’s allocations in each of the
underlying funds. The TER is at its highest during the growth phase, falling during the five years prior to the
Selected Retirement Age, to reflect the automated transition of assets to the Liquidity Fund, which has a
lower TER.
Default Lifestyle Arrangement Funds

TER (% pa)

Transaction Cost (% pa)

Growth*
Sterling Liquidity

0.275
0.134

0.03
-0.04

Source: LGIM (as at 5 April 2020)
* LGIM did not disclose the charges for the Growth fund as part of the data gathered for this report (only the component funds). The TER shown here is
taken from the Plan’s IPID.

The Plan complies with the regulations on charge controls introduced from April 2015. Specifically, all of the stages
used in the Plan’s default 5 Year Cash Lifestyle Strategy have a TER that is considerably below the charge cap of 0.75%
p.a. of savings.

The table below provides information on the charges applicable to the funds offered as self-select options.
Fund

TER (% pa)

Transaction Cost (% pa)

Diversified
Global Equity Market Weights (30/70) Index
Global Equity Fixed Weights (50:50) Index
UK Equity Index
North America Equity Index
Europe (ex-UK) Equity index
Japan Equity Index
Asia Pacific (ex-Japan) Equity Index
World Emerging Markets Equity Index
Over 15 Year Fixed Interest Gilts Index
Pre-Retirement
Over 5 Years Index Linked Gilts
Drawdown*

0.315
0.171
0.143
0.110
0.126
0.177
0.150
0.226
0.405
0.040
0.150
0.040
0.250

-0.02
0.04
0.01
-0.02
-0.01
0.00
0.00
0.01
0.00
0.05
-0.02
0.12
-0.01

Source: LGIM (as at 5 April 2020)
* LGIM did not disclose the charges for the Drawdown and Growth funds as part of the data gathered for this report (only the component funds). The TER
shown here is taken from the Plan’s IPID.
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The only charge information not available as at 5 April 2020 were the charges in relation to the blended Drawdown
and Growth funds. LGIM only provided Plan year end charge information for the underlying funds and not for the
blended funds used by the Plan. The Trustee will continue to request this information and provide an update in next
year’s Chair’s Statement. In the interim, we believe the charges reported in the Plan’s IPID to be an adequate
substitute for the missing data, as this is based on data provided by Legal & General as at August 2020.

Charge information in relation to the Utmost unit linked funds, the Equitable Life with-profits fund and its
subsequent transfer to Utmost can be found in Appendix A.
4.5

The Trustee has made this information accessible to members on the website URL:
https://www.essentraplc.com/en/responsibility/pensions
Impact of Costs and Charges

4.6

In accordance with regulation 23(1)(ca) of the Administration Regulations, as inserted by the 2018
Regulations, the Trustee has prepared an illustration detailing the impact of the costs and charges typically
paid by a member of the Plan on their retirement savings pot. The circumstances of individual members
will vary but the illustrations below are intended to help members understand the potential cumulative
impact of costs and charges for a representative range of the funds in which members’ benefits have been
invested in the past Plan year. The statutory guidance provided has been considered when providing these
examples. The below illustration has taken into account the following elements:
•
•
•
•

Savings pot size;
Real terms investment, return gross of costs and charges;
Adjustment for the effect of costs and charges, and;
Time.

To make this representative of the membership, the Trustee has based this on the average member age of
44, using a starting pot size of £14,300 and assumes an overall contribution level of 9%. An assumed starting
salary of £42,000 has been used, with a 2.50% salary increase per year.
Projected DC Account in Today's Money (£)

Year End
1
2
3
5
10
15
20
21

Most Popular Fund

Most Expensive Fund

Least Expensive Fund

Highest Expected Growth

Lowest Expected Growth

Cash Lifestyle Strategy

World Emerging Markets
Equity Index

Over 15 Year Fixed Interest
Gilts Index

UK Equity Index

Sterling Liquidity

Pot Size with
no Charges
Incurred
18,480
22,760
27,150
36,250
61,060
89,100
113,230
115,890

Pot Size with
Charges
Incurred
18,430
22,640
26,950
35,860
59,900
86,700
109,580
112,120

Pot Size with Pot Size with Pot Size with
Pot Size with
Pot Size with Pot Size with
Pot Size with
Pot Size with
no Charges
Charges
no Charges
no Charges
no Charges
Charges
Charges Incurred
Charges Incurred
Incurred
Incurred
Incurred
Incurred
Incurred
Incurred
18,550
18,470
17,920
17,920
18,550
18,530
17,920
17,900
22,930
22,750
21,510
21,500
22,920
22,890
21,510
21,460
27,430
27,140
25,060
25,040
27,420
27,370
25,060
24,980
36,850
36,250
32,070
32,020
36,830
36,710
32,070
31,900
62,920
61,100
48,990
48,860
62,850
62,490
48,990
48,550
93,050
89,230
65,090
64,860
92,900
92,160
65,090
64,300
127,890
121,090
80,430
80,060
127,630
126,290
80,430
79,190
135,490
127,950
83,410
83,010
135,190
133,710
83,410
82,070

The annual charges and transaction costs for the default arrangement depend on how close the member is to retirement. The default arrangement adopts a
lifestyle strategy that is comprised of different funds. Investments begin to switch into less volatile assets five years before retirement.
Notes:
1.

Projected pension pot values are shown in today’s terms, and do not need to be reduced further for the effect of future inflation

2.

Starting pot size is assumed to be £14,300 and future contributions of 9% of salary have been assumed

3.

An average of the 2018 and 2019 transaction costs have been used when calculating the illustration

4.

Starting salary is assumed to be £42,000 with an assumed increase of 2.50% per year

5.

Values are estimates and are not guaranteed

6.

The projected growth rate for each fund are as follows:
a.

Cash Lifestyle Path (most popular fund): between 2.48% and -0.98% p.a. gross expected real return above inflation (depending on
number of years to retirement)

b.

World Emerging Markets (most expensive fund): 2.93% p.a. gross expected real return above inflation.

c.

Over 15 Year Fixed Interest Gilts Index (least expensive fund): -0.98% p.a. gross expected real return above inflation.

d.

UK Equity Index (highest expected growth): 2.93% p.a. gross expected real return above inflation.

e.

Liquidity Fund (lowest expected growth): -0.98% p.a. gross expected real return above inflation.
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Due to the diverse nature of the Plan, the Trustee has calculated two further illustration. The first based on
a member aged 22, using a starting pot size of £1,500 and assumes an overall contribution level of 9%.
Assumed starting salary of £24,000 has been used, with a 2.50% salary increase per year.
Projected DC Account in Today's Money (£)

Year End
1
2
3
5
10
15
20
25
30
35
40
43

Most Popular Fund

Most Expensive Fund

Least Expensive Fund

Highest Expected Growth

Lowest Expected Growth

Cash Lifestyle Strategy

World Emerging Markets
Equity Index

Over 15 Year Fixed Interest
Gilts Index

UK Equity Index

Sterling Liquidity

Pot Size with
no Charges
Incurred
3,720
6,000
8,330
13,170
26,370
41,280
58,140
77,200
98,730
123,080
147,600
152,760

Pot Size with
Charges
Incurred
3,710
5,970
8,280
13,050
25,940
40,300
56,310
74,160
94,060
116,250
138,300
142,850

Pot Size with Pot Size with Pot Size with
Pot Size with
Pot Size with Pot Size with
Pot Size with
Pot Size with
no Charges
Charges
no Charges
no Charges
no Charges
Charges
Charges Incurred
Charges Incurred
Incurred
Incurred
Incurred
Incurred
Incurred
Incurred
3,730
3,720
3,640
3,630
3,730
3,730
3,640
3,630
6,030
5,990
5,750
5,750
6,030
6,020
5,750
5,740
8,400
8,320
7,840
7,840
8,400
8,380
7,840
7,820
13,340
13,160
11,970
11,960
13,340
13,300
11,970
11,920
27,030
26,360
21,940
21,890
27,010
26,880
21,940
21,780
42,860
41,310
31,440
31,340
42,800
42,500
31,440
31,100
61,160
58,230
40,480
40,310
61,050
60,470
40,480
39,910
82,320
77,390
49,080
48,830
82,130
81,150
49,080
48,250
106,780
99,090
57,280
56,940
106,470
104,950
57,280
56,140
135,060
123,650
65,080
64,640
134,600
132,320
65,080
63,600
167,750
151,460
72,510
71,950
167,090
163,820
72,510
70,650
189,770
169,880
76,800
76,170
188,950
184,950
76,800
74,700

The second, a deferred member aged 43, using a starting pot size of £13,200. No further contributions
have been assumed.
Projected DC Account in Today's Money (£)

Year End
1
2
3
5
10
15
20
22

Most Popular Fund

Most Expensive Fund

Least Expensive Fund

Highest Expected Growth

Lowest Expected Growth

Cash Lifestyle Strategy

World Emerging Markets
Equity Index

Over 15 Year Fixed Interest
Gilts Index

UK Equity Index

Sterling Liquidity

Pot Size with
no Charges
Incurred
13,530
13,860
14,210
14,920
16,860
19,060
20,690
20,430

Pot Size with
Charges
Incurred
13,490
13,790
14,090
14,720
16,410
18,290
19,610
19,310

Pot Size with Pot Size with Pot Size with
Pot Size with
Pot Size with Pot Size with
Pot Size with
Pot Size with
no Charges
Charges
no Charges
no Charges
no Charges
Charges
Charges Incurred
Charges Incurred
Incurred
Incurred
Incurred
Incurred
Incurred
Incurred
13,590
13,530
13,070
13,070
13,590
13,580
13,070
13,050
13,990
13,870
12,940
12,930
13,980
13,960
12,940
12,910
14,400
14,220
12,820
12,800
14,390
14,360
12,820
12,770
15,260
14,950
12,570
12,540
15,250
15,190
12,570
12,480
17,640
16,920
11,970
11,920
17,610
17,470
11,970
11,810
20,400
19,160
11,390
11,330
20,350
20,100
11,390
11,170
23,580
21,690
10,850
10,760
23,500
23,130
10,850
10,560
24,990
22,800
10,640
10,550
24,900
24,470
10,640
10,330

1.

Projected pension pot values are shown in today’s terms, and do not need to be reduced further for the effect of future inflation

2.

An average of the 2018 and 2019 transaction costs have been used when calculating these illustrations

3.

Values are estimates and are not guaranteed

4.

The projected growth rate for each fund are as follows:
a.

Cash Lifestyle Path (most popular fund): between 2.48% and -0.98% p.a. gross expected real return above inflation (depending on
number of years to retirement)

b.

World Emerging Markets (most expensive fund): 2.93% p.a. gross expected real return above inflation.^E

c.

Over 15 Year Fixed Interest Gilts Index (least expensive fund): -0.98% p.a. gross expected real return above inflation.

d.

UK Equity Index (highest expected growth): 2.93% p.a. gross expected real return above inflation.

e.

Liquidity Fund (lowest expected growth): -0.98% p.a. gross expected real return above inflation.

When preparing these illustrations, the Trustees have taken into account specific guidance from the
Department for Work & Pensions and have followed the approach set out in that guidance
4.7

The Trustee acknowledges the requirement to publish these illustrations on a website and this page will be
available in time for the deadline of 7 months following the Plan year end, that is by no later than 5
November 2020. The 2020 benefit statements will include the web address in order to inform members
where they can access this information.
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5.

Value for Members

5.1

In accordance with regulation 25(1)(b) of the Administration Regulations, the Trustee is required each year
to consider the extent to which the investment options and the benefits offered by the Plan (including the
charges and transaction costs described above) represent good value for members when this is compared
to other options available in the market.

5.2

Whether something represents “good value” is not capable of being precisely defined, but for these
purposes, the Trustee considers that charges and transaction costs may be viewed as representing “good
value” for members where the combination of costs and the quality of what is provided in return for those
costs is appropriate for the Plan membership as a whole, when compared to other options available in the
market.

5.3

In particular, “good value” is not purely about achieving the lowest possible costs. The Trustee’s assessment
therefore also takes into consideration non-financial and indirect benefits to members such as: the quality
of the customer service and support provided to members; the extent to which member communications
and member websites are user-friendly, accessible and clear; the efficiency of the Plan’s administration
services; the quality of fund management and fund performance as against the Trustee’s investment
objectives; and the robustness of the Plan’s governance structures and processes.

5.4

The Trustee has assessed the extent to which the charges set out above represent good value for members
and has concluded, following receipt of a report from Mercer Limited, the Plan’s independent DC adviser,
that the Plan offers good value for money relative to peers including other pension plans of a similar size
and nature. The report used data from Mercer Ltd, the Pensions Regulator and other public surveys, ratings
within the report were relative to options available to the Trustee with alternative investment managers
and providers.

5.5

The Trustee conducted a detailed Value for Money assessment in order to arrive at this conclusion,
incorporating consideration of:
•
•
•
•
•
•
•
•

5.6

Investment charges for the default investment arrangement and self-select options;
Transaction costs;
Net cost of performance;
The fund range available to members;
Investment manager and platform provider ratings;
Plan governance;
Administration efficiency; and
Additional services available to members, including at retirement options, services and member tools.

In July 2020, the Trustee assessed the extent to which the charges under the Essentra Pension Plan
represent good value for members and concluded that the Plan continues to offer good value for money
relative to peers and alternative arrangements that are available. The reasons underpinning this conclusion
include:
•

The Trustee is satisfied that Barnett Waddingham have provided a good service during the Plan year.

•

Twelve of the fifteen funds available to members are within, or below the lower quartile of charges
compared to the market. Two of the fifteen funds are in the upper quartile, and one fund is above the
upper quartile.

•

Mercer Ltd rates the funds used by the Plan as having above average prospects of meeting their risk
and return objectives.

•

The performance of the Plan’s funds over the period covered by this statement compare favourably
relative to the fund benchmark set by the Plan’s investment manager.

5.7

In other areas the assessment found that the Plan offers good value for money across the range of
additional features for members, including scheme governance and management, administration, and
communications.

5.8

Additionally, the Company pays for all administration, member communication and some advisory costs
associated with operating the Plan, which further enhances the value that members receive. The Company
also pays for the blending of investment funds, a cost that is typically passed onto members.
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5.9

The non-financial benefits of membership were also considered and included (amongst other things): the
efficiency of administration processes and the extent to which Barnett Waddingham as administrator met
its service level agreements for the year; the communications delivered to members; and the quality of
Plan governance.

5.10

The Trustee will continue to monitor the administration and performance of the Plan’s investment funds.

5.11

This review is an annual requirement and the next formal Value for Money assessment is to be undertaken
for the year ending 5 April 2021.

6.

Trustee Knowledge and Understanding

6.1

In accordance with sections 247 and 248 of the Pensions Act 2004, the Trustee is required to maintain an
appropriate level of knowledge and understanding which, together with professional advice which is
available to them, enables them to properly exercise their functions and duties in relation to the Plan.

6.2

This requirement has been met during the course of the Plan year and the Trustee has undertaken regular
training throughout the year, including:
•

Upcoming legislative changes required to the SIP (and what those changes mean for DC pension
arrangements).

•

Changes to the Chair’s Statement, and requirements to publish illustrations.

•

Topical updates relating to DC Pensions from the Plan’s advisers at each meeting.

6.3

Trustee training is considered as part of the annual Trustee business plan to determine any specific training
and development needs, training sessions are then planned accordingly.

6.4

All training activities are recorded in a training log. As well as training during Trustee Board Meetings,
Trustees participate in other training and maintain a log of that training. A copy of those training logs are
available for inspection on application to the Secretary to the Trustee.

6.5

The Trustee’s meetings held in the period for this statement were attended by the Plan’s advisers. Training
and advice delivered as part of the business at these meetings is incorporated by the Trustee into their
decision making processes.

6.6

The Trustee is conversant with, and has a working knowledge of, the Trust Deed and Rules and the policies
and documents setting out the Trustee’s running of the Plan. If there are any ambiguities over the
interpretation of the Rules, legal advice is sought from the Plan’s legal advisors. During the year, the Trustee
has demonstrated this knowledge through:

6.7

6.8

•

Making decisions relating to death benefit provisions;

•

The Risk Register is reviewed and updated regularly. This demonstrates that the Trustee holds relevant
knowledge on DC specific internal controls and regulatory requirements. The Risk Register is
incorporated by the Trustee into its decision making processes; and

•

The conflicts of interest policy is considered at each Trustee meeting.

The Trustee is conversant with, and has a working knowledge of, the current SIP and investment matters.
The Trustee undertakes regular training on investments and reviews the investments held by the Plan at
each meeting. The Trustee has sufficient knowledge of investment matters to be able to challenge their
advisors, during the year the Trustee demonstrated this knowledge through:
•

Holding presentations with investment managers regarding the funds available to members within the
default investment arrangements, and questioning the managers on investment related issues.

•

Making decisions on where members’ funds should be allocated as part of the Equitable Life to Utmost
Pension transfer.

•

Updating the SIP to include the Trustee’s policy on Environmental, Social and Governance issues
following changes in legislation.

•

The investment arrangements are monitored and discussed at each meeting. This stimulates and
enhances the Trustee’s knowledge of investment principles and member needs.

Over the course of the year, the Trustee has demonstrated its continuous commitment to learning by
undertaking the following training:
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• Scheme specific training from Legal Advisors - Differences between the Plan Sections (1st October 2019)
• Pension Sharing on Divorce (1st October 2019)
• Pension Salary Sacrifice (1st October 2019)
• Journey Planning, including Integrated Risk Management and Long-Term Funding Targets. (2nd October
2019)
• Each Trustee completed a Trustee Board Effectiveness review form, identifying training needs in
December 2019.
• Liability Hedging Review (4th December 2019)
• Transfer Basis & Actuarial Factors (5th December 2019)
• GMP Equalisation (5th December 2019)
• Investment Strategy - Overview of Potential New Asset Classes (9th March 2020)
• GDPR & Cyber Security (9th March 2020)
• Trivial Commutation (10th March 2020)
• Review of Covid 19 Action Plan (23rd June 2020)
• Potential Impact of Market Conditions on Factors (23rd June 2020)
6.9

The Trustee receives professional advice from Mercer to support it in reviewing the performance of the
Plan and in governing the Plan in line with the Trust Deed and Rules, and the relevant skills and experience
of Mercer is a key criterion when evaluating advisor performance or selecting new advisers. The advice
received by the Trustee along with their own experience allows them to properly exercise their function as
trustee.

6.10

The Trustee also reviews and assesses, on an ongoing basis, whether the systems, processes and controls
across key governance functions are consistent with those set out in the Pensions Regulator’s Code of
Practice 13.

6.11

The Trustee is required to have a robust training programme in place for newly appointed Trustee Directors.
For the Plan, upon appointment, a Trustee Director is required to undertake completion of the Pensions
Regulator’s online training programme. The Trustee toolkit is expected to be completed within six months
of appointment.

6.12

There have been two new Trustee Appointments during the Year:
• Stephen Hyde (27th November 2019)
• Sheila Jenkins (15th June 2020)
Both have completed the Trustee Toolkit.

6.13

The agenda for training is discussed amongst the Trustee Directors to ensure that training is focussed on
potential gaps in knowledge. As a result, the Trustee as a whole is comfortable that the Trustee directors
have sufficient knowledge and understanding of the law relating to pensions and trusts and of the relevant
principles of funding and investment in a plan to fulfil their role.

6.14

The Trustee believes that the best run pension plans utilise the combined skill and knowledge of both the
Trustee and its professional advisors. The relevant skills and experience of those advisors are key criteria
when evaluating advisor performance and selecting new advisors. Additionally, the following measures
have applied during the period:
• The Trustee’s professional advisors attend its formal meetings;
• The Trustee board contains trustee directors with wide ranging skills and experience, including pension
experience; and
• The Trustee receives briefings from its advisors on all legislative and regulatory developments at each
meeting.

6.15

The Trustee understands that having knowledge and the professional advice available needs to be used
effectively in order for the Trustee to act properly. The Trustee will review and assess, on an ongoing basis,
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whether the systems, processes and controls across key governance issues are consistent with those set
out in the Pension Regulator’s Code of Practice 13.

This statement has been prepared in accordance with Regulation 23 of the Occupational Pension Schemes
(Scheme Administration) Regulations 1996 as amended by the Occupational Pension Schemes (Charges and
Governance) 2015 (together ‘the Regulations’) and I confirm that the above statement has been produced
by the Trustee to the best of my knowledge.
I confirm that the Trustee to the best of its knowledge has produced the above statement.

Signed for and on behalf of the Trustee of the Essentra Pension Plan
8th October 2020
Date ………………………...

By

………………………………………………………………
Chair of Trustee

Appendix
Appendix A – Equitable Life / Utmost charges information
Appendix B – Statement of Investment Principles
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Appendix A
Equitable Life / Utmost Charges Information
DB Section members previously had access to Equitable Life’s with-profits fund. On 1 January 2020, assets held with
Equitable Life were disinvested and transferred to Utmost Life and Pensions Limited (“Utmost”) Secure Cash Fund.
Subsequently the Trustee, with support from its investment adviser, made the decision to transfer the funds from
Utmost Secure Cash Fund to the Plan’s DC Section.
There were two members invested in the Utmost Money Market Fund and the Utmost Managed Fund respectively. The
Trustee, with support from its investment adviser, also made the decision to transfer the funds from the Utmost Money
Market Fund and the Utmost Managed Fund to the Plan’s DC Section.

Charges and Transaction Costs
Details on the member charges (AMC and TER) as well as transaction costs in relation to Equitable Life With Profits
Fund and interim Utmost Secure Cash Fund are detailed in the following table:
Fund

AMC
(% p.a.)

TER
(% p.a.)

Transaction
costs
(% p.a.)

Equitable Life With Profits Fund

n/a

n/a

1.03%

Utmost Secure Cash Fund

0.5%

0.5%

0.0%

Source: Equitable Life as at 30 September 2019 and Utmost as at 31 March 2020.
There is no member charge information available for the Equitable Life with-profits fund due to the way in which
with-profits funds are structured. The normal procedure for deducting fees via a TER does not apply. With-profits
funds are not unit linked, instead their value changes due to the application of bonuses. The level of these bonuses
will reflect that charges have been applied but these are not explicitly stated. Transaction cost information as at 30
September 2019 is suitable given the closure of Equitable Life by the end of 2019. Utmost only provide information as
at quarter end, as such charges as at 31 March 2020 are deemed suitable given this is the closest quarter to the Plan’s
year end.
Details on the member charges (AMC and TER) as well as transaction costs in relation to Utmost Money Market
Fund and the Utmost Managed Fund are detailed in the following table:
Fund

AMC
(% p.a.)

TER
(% p.a.)

Transaction
costs
(% p.a.)

Utmost Money Market Fund

0.5%

0.5%

0.0%

Utmost Managed Fund

0.75%

0.75%

0.0%

Source: Utmost as at 31 March 2020.
Utmost only provide information as at quarter end, as such charges as at 31 March 2020 are deemed suitable given
this is the closest quarter to the Plan’s year end.
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Impact of Costs and Charges
Due to members being invested in the Utmost funds only for an interim period of time, prior to being transferred to
the Plan’s DC Section, illustrations have not been undertaken for the Utmost funds, however an illustration has been
provided for the Equitable Life with-profits fund.
As the value of a with-profits fund for members is determined by a wide range of elements including guarantees,
bonuses, and member activity, as well as fund performance and implicit and explicit costs/charges, there is great
difficulty in demonstrating the projected value and associated costs of a general member’s investment over time. This
is an industry wide trend, with transparency and reporting with respect to with profit investments evolving over time.
Therefore, in order to represent a member’s potential investment in a with-profits fund, we have produced the
following illustration based on generalised fund and member assumptions.

With-Profits Fund
Pot Size
with no
Charges
Incurred

35

Pot Size
with
Charges
Incurred

£20,000

36

£20,400

£20,196

37

£20,808

£20,394

40

£22,082

£20,999

45

£24,380

£22,049

50

£26,917

£23,151

55

£29,719

£24,307

60

£32,812

£25,522

65

£36,227

£26,797

Notes
1.
2.
3.
4.

This illustration is based on broad assumptions and is for example purposes only.
Values shown are estimates at end of each year and are not guaranteed.
Projected pension pot values are shown in today’s terms.
The starting fund size is assumed to be £20,000 and this person is 35 years old and making no further
contributions. This member is assumed to retire at 65.
5. Assets are invested into a with-profits fund with a capital guarantee; for example purposes we have assumed
this to be 3.5% p.a. after charges.
6. Inflation is assumed to be 2.5% p.a.
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Appendix B

Essentra Pension Plan
Statement of Investment Principles – September 2020
1.

Introduction
The Trustee of the Essentra Pension Plan (the “Plan”) has drawn up this Statement of Investment Principles
(“the Statement”) to comply with the requirements of the Pensions Act 1995 (“the Act”) and subsequent
legislation. The Trustee has consulted a suitably qualified person by obtaining written advice from an
independent investment consultant, Mercer Ltd, which is regulated by the Financial Conduct Authority (“FCA”).
The Trustee, in preparing this Statement, has also consulted with Essentra Plc (“the Company”) as the sponsor
of the Plan.
The Plan has two defined benefit (“DB”) sections: the “Essentra Section” and the “Essentra Senior Section”;
and a defined contribution (“DC”) section. Sections 2 and 4 of this Statement address the DB Sections.
Section 3 addresses the DC Section. Sections 5 - 11 are relevant to all Sections. Both of the DB Sections are
closed to future accrual of benefits.
Overall investment policy falls into two parts; the strategic management of the assets, which is fundamentally
the responsibility of the Trustee, and the day-to-day management of the assets, which is delegated to
professional investment managers.
This Statement sets out the general principles underlying the investment policy. Details of how this policy has
been implemented are set out in a separate Investment Policy Implementation Document (“IPID”), which should
be read in conjunction with this Statement.
The Trustee, when considering appropriate investments for the Plan, obtained advice from their Investment
Consultant whom the Trustee believes is suitably qualified to provide such advice, and that the advice given
satisfies the requirements of Section 36 of the Pensions Act 1995 (as amended). The Trustee has also
consulted with the employer (“the Company”) prior to writing this Statement and has considered their
recommendations, and will take the Company’s comments into account when they believe it is appropriate to
do so. Where matters described in this Statement may affect the Plan’s funding policy, input has also been
obtained from the Scheme Actuary.
The Trustee believes that the SIP aligns with the rules of the three Plan Sections and its investment policies
and their implementation are in keeping with best practice, including the principles underlying the Pensions
Regulator’s DC Code of Practice No 13. As required by UK legislation, the Trustee has also prepared a
Statement of Investment Principles (“SIP”) in respect of the DC Sections’ default lifestyle investment strategy.
Please see the Appendix for the DC default SIP.

2.

Defined Benefit Sections: Investment Objectives and Risk

2.1

Investment Objectives
The Trustee believes its prime duty regarding the DB Sections is to endeavour to ensure that Plan members
receive their promised benefits. To that end, the Trustee’s approach to investment involves considering first the
least risk approach in terms of investment strategy, and second the attitude of the sponsoring Company
towards investment risk.
In this context, a least risk approach relates to considering, initially, the liabilities discounted using gilt yields.
However, this is balanced against the other objectives discussed below.
The Trustee has discussed investment strategy with the Company and in doing so has taken into account the
current investment return assumptions implicit in the actuarial valuations. The Trustee has sought to achieve a
balance between minimising risk and helping the Company to keep the reported costs of providing the pension
benefits to a level acceptable to the Company.
To that end the Trustee has a medium term objective of achieving a return that is at least in-line with the
assumptions underlying the actuarial valuations and Recovery Plans.

2.2

Risk
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The primary investment risk upon which the Trustee focuses is that arising through a mismatch between each
of the DB Sections’ assets and their corresponding liabilities.
The Trustee recognises that, with the development of modern financial instruments, it would be possible to
select investments that are similar to the estimated liability cash flows. However, in order to meet the long-term
funding objective within the level of contributions that the Company has indicated it is willing to make, the
Trustee has agreed to take investment risk relative to the liabilities. This taking of investment risk seeks to
target a greater return than the matching assets would provide, whilst maintaining a prudent approach to
meeting the Plan’s liabilities.
Before deciding to take investment risk relative to the liabilities, the Trustee received advice from the
investment advisor and Scheme Actuary, and held discussions with the Company. In particular, the Trustee
considered carefully the following possible consequences:
▪

That the assets might not achieve the excess return relative to the liabilities anticipated over the longer
term. This would result in a deterioration of the Plan’s financial position and consequently higher
contributions from the Company than are currently expected.

▪

That the relative value of the assets and liabilities will be more volatile over the short term than if
investment risk had not been taken. This will increase the likelihood of there being a shortfall of assets
relative to the liabilities in the event of discontinuance of the Plan. This consequence is particularly serious
if it coincides with the Company being unable to make good the shortfall.

▪

That volatility in the relative value of the assets and liabilities may also increase the short-term volatility of
the Company’s contribution rate set at successive actuarial valuations, depending on the approach to
funding adopted.

The Trustee’s willingness to take investment risk is dependent on the continuing financial strength of the
Company and its willingness to contribute appropriately to the Plan. The financial strength of the Company and
its perceived commitment to the Plan is monitored and the Trustee will reduce investment risk relative to the
liabilities should either of these deteriorate.
The degree of investment risk the Trustee is willing to take also depends on the financial health of each DB
Section of the Plan and their respective liability profiles. The Trustee monitors these with a view to altering the
investment objectives, risk tolerance and/or return target should there be a significant change in either.
In addition to this primary investment risk, the Trustee also recognises a number of secondary investment risks,
in particular:
▪

The risk that may arise from the lack of diversification of investments and that associated with holding
unsuitable investments. Subject to managing the risk from a mismatch of assets and liabilities, the Trustee
aims to ensure the asset allocation policy in place results in an adequately diversified portfolio. The
documents governing the manager appointments include a number of guidelines which, among other
things, are designed to ensure that only suitable investments are held by the Plan.

▪

For some asset classes, the Trustee may choose to employ active management. The Trustee will select
investment managers whom they believe have the skill and judgement to add value to net of fees in such
cases. Active management gives rise to manager selection risk, which arises due to the potential for
selecting an active manager that underperforms its benchmark net of management and transaction fees.

▪

Interest rate risk – the risk that the assets do not move in line with the value placed on the Plan’s liabilities
in response to changes in interest rates.

▪

Inflation risk – similar to interest rate risk but concerning inflation.

▪

Credit risk – the risk that payments due to bond investors might not be made.

▪

Currency risk – the risk that the value of the overseas assets changes relative to the Sterling based
liabilities due to exchange rate fluctuations.

▪

Equity market risk – the risk that equity values fluctuate.

▪

Concentration risk – the risk arising when a high proportion of the Plan’s assets are invested in securities of
the same or related issuers.
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▪

The risk that the returns of certain asset classes and sectors may be significantly affected by climate
change and Environmental, Social and Governance (“ESG”) risks. The Trustee take ESG and climate risk
into account in the selection, retention and realisation of the Plan’s investment managers.

The investment strategy and manager structure has been designed to meet the Trustee’s main objectives and
to control the risks identified above.
The items listed in this Section are in relation to what the Trustee considers ‘financially material considerations’
for the DB Sections. The Trustee believes that the appropriate time horizon within which to assess these
considerations should be viewed at the Plan level. This will be dependent on the liability profile of the Plan’s DB
sections, including their average durations.
2.3

Strategic Asset Allocation
The risk budget is a measure of the potential variation in the return on the assets compared to the change in
the value of members’ benefits (the liabilities). The higher the risk budget, the more risk the Trustee runs of
falls in the DB Sections’ funding levels, but the higher the expected return on the assets.
The Trustee considers that the division of assets together with the manager structure provides a suitably
diversified overall portfolio.
Details of the investment strategy, manager structure and cashflow policy can be found in the IPID.

2.4

Day to Day Management of the Assets
The Trustee believes active managers can add value but that it is prudent not to rely wholly on active
management, thus the Trustee employs a mixture of active and passive management.
The Trustee delegates the day to day management of the assets to a number of investment managers. The
Trustee has taken steps to satisfy itself that the managers have the appropriate knowledge and experience for
managing the Plan’s investments and that they are carrying out their work competently.
The investment advisor provides regular comment on the returns achieved by the appointed managers. In
addition, the investment advisor reports to the Trustee on events which it believes might affect future
performance of the investment managers. The Trustee receives quarterly written reports from the investment
advisor and investment managers. The Trustee meets the managers to discuss their performance, activity and
other issues at least annually.
The safe custody of the Plan’s assets is delegated to professional independent custodians (either directly or via
the use of pooled vehicles).
Further details of the appointed managers and custodians, as well as the Trustee’s rebalancing policy, can be
found in the IPID.

2.5

Realisation of Investments
The underlying investment managers selected by the Trustee have discretion in the timing of realisation of
investments and in considerations relating to the liquidity of those investments within parameters stipulated in
the relevant appointment documentation.

3.

Defined Contribution (“DC”) Section

3.1

Investment Objectives
The Trustee recognises that members of the Plan have differing investment needs, that these may change
during the course of their working lives and that they may have differing attitudes to risk. The Trustee believes
that members should generally make their own investment decisions based on their individual circumstances.
The Trustee considers its primary objective in respect of the DC Section to be to make available a range of
investment funds which enable members to construct a portfolio that meets their own needs. The Trustee also
recognises that members may not believe themselves qualified to take investment decisions. As such the
Trustee has made available a default lifestyle option.
These objectives translate to the following principles:

a. Offering members a ‘Lifestyle’ approach for the default investment strategy and ensuring that the other
investment strategy options allow members to plan for their specific retirement objectives;
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b. Making available a range of pooled investment funds which serve to meet the varying investment needs and
risk tolerances of Plan members. This includes offering mainly passively managed funds and some actively
managed investment funds where the Trustee feels this is appropriate;

c. Providing general guidance as to the purpose of each investment option;
d. Encouraging members to seek independent financial advice from an appropriate party in determining the
most suitable strategy for their individual circumstances;

e. In determining an appropriate balance between providing flexibility and choice, as well as simplicity and
cost control, the Trustee aims to make available a range of options which satisfy the needs of the majority
of members.
The Trustee periodically reviews the suitability of the options provided and from time to time will change or
introduce additional investment funds as appropriate.
Members can combine the investment funds in any proportion in order to determine the balance between different
kinds of investments. This will also determine the expected return on a member’s assets and should be related
to the member’s own risk appetite and tolerances. Each of the available funds is considered to be diversified
across a reasonable number of underlying holdings / issuers.
3.2

Risk
The Trustee regards “risk” as the likelihood of failing to achieve the objectives set out above and seeks to
minimise these risks, so far as possible.
The Trustee has considered risk from a number of perspectives. The below list is not exhaustive but covers the
main risks that the Trustee considers, and how they are managed and measured:

Risk

How it is managed

Inflation Risk

The Trustee provides members with a
range of funds, across various asset
classes, with the majority expected to keep
pace with inflation

The real value (i.e. post
inflation) value of
members’ accounts
decreases.

Members are able to set their own
investment allocations, in line with their risk
tolerances.

How it is measured
Considering the real returns (i.e.
return above inflation) of the funds,
with positive values indicating
returns that have kept pace with
inflation

The Trustee make available three lifestyling
strategies for DC members, each targeting
either, cash, drawdown or annuity.
Pension
Conversion Risk
Member’s investments do
not match how they would
like to use their pots in
retirement.

Market Risk
The value of securities,
including equities and
interest bearing assets,
can go down as well as
up.

Lifestyle strategies automatically switch
member assets as they approach retirement
into investments that are expected to be
less volatile relative to how they wish to
access their pension savings. These
lifestyling strategies increase the proportion
of assets that more closely match the
chosen retirement destination as a member
approaches retirement. This aims to reduce
the risk of a substantial fall in the
purchasing power of their accumulated
savings near retirement.
The Trustee provides members with a range
of funds, across various asset classes.
Members are able to set their own
investment strategy in line with their risk
tolerances.
For the multi-asset funds which are targeting
non-market benchmarks this is delegated to
investment managers.

16

Considering the returns of the funds
used within the switching phase of
the lifestyle strategy both in absolute
terms as well as relative to inflation,
cash or annuity prices (depending on
their selected retirement destination).

Monitors the performance of external
investment funds on a quarterly
basis.

Risk

How it is managed

Counterparty Risk

Delegated to external investment manager.

A counterparty, either an
underlying holding or
pooled arrangement,
cannot meet its obligation.

Members are able to set their own
investment allocations, in line with their risk
tolerances.

Currency Risk

The Trustee provides diversified investment
options that invest in local as well as
overseas markets and currencies.

The value of an
investment in the
member’s base currency
may change as a result of
fluctuating foreign
exchange rates.

Delegated to investment managers.
Members are able to set their own
investment allocations, in line with their risk
tolerances.

How it is measured
Monitors the performance of external
investment funds on a quarterly
basis.

Monitors the performance of external
investment funds on a quarterly
basis.
Considers the movements in foreign
currencies relative to pound sterling

Operational Risk

The Trustee maintains a risk register.

A lack of robust internal
processes, people and
systems.

Members are able to set their own
investment allocations, in line with their risk
tolerances.

Monitoring of manager performance
on a quarterly basis.

The Trustee accesses daily dealt and daily
priced pooled funds through a unit-linked
insurance contract from Legal and General

The pricing and dealing terms of the
funds underlying the unit-linked
insurance contract

Some multi-asset managers may hold
illiquid assets. In such cases, the
management of valuation risk is delegated
to the external investment manager.

The Trustee monitors performance of
funds on a quarterly basis..

Liquidity Risk
Assets may not be readily
marketable when
required.

Valuation Risk
The value of an illiquid
asset is based on a
value’s opinion, realised
value upon sale may differ
from this valuation.

Environmental,
Social and
Governance Risk

The majority of investment managers invest
solely in liquid quoted assets.

ESG factors can have a
significant effect on the
performance of the
investments held by the
Plan e.g. extreme weather
events, poor governance.

The Trustee’s policy on ESG risks is set out
in Section 8 of this Statement.

The Trustee reviews their external
investment managers’ policies and
actions in relation to this on an
annual basis.

Manager Skill /
Active
Management Risk

The Trustee makes available actively
managed funds to DC members where they
deem this appropriate; for example, multiasset or property funds.

The Trustee considers the ratings of
investment strategies from their
Investment Consultant during the
selection process.

The actively managed funds made available
are highly rated by their Investment
Consultant, based on forward-looking
expectations of meeting objectives.

Trustee monitors performance and
rating of funds on an ongoing basis
relative to the fund’s benchmark and
stated targets/objective

Returns from active
investment management
may not meet
expectations, leading to
lower than expected
returns to members.

Delegated to external investment managers.

The Trustee believes that proper diversification of investments is of the utmost importance. It is the Trustee’s
policy that a range of funds is made available so that individuals can attain a diversified portfolio.

The Trustee considers the above items relating to investment and risk “financially material considerations”. For
the DC section the Trustee believes that the timescale for which to assess these considerations should be
viewed at a member level, based on the member’s age and selected retirement age.
In selecting assets, the Trustee considers the liquidity of the investments in the context of the likely needs of
members. All assets are daily dealing and therefore should be realisable based on member demand.
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3.3

The Default Investment Arrangement
The Trustee recognises that not all members wish to make an active choice that is tailored to their individual
circumstances. However, it is expected that a proportion of members will actively choose the default investment
option because they feel it is most appropriate for them. The vast majority of DC Plan members do not make an
active investment decision and are, therefore, invested in the default investment option.
The appendix at the end of this document expands upon the objectives, strategy and suitability of the default
arrangement.

3.4

DC Section Investment Strategy
The Trustee has put forward fund options for investment. Members can combine these funds in any proportion
to determine their own investment strategy. Full details are provided in the IPID. The Trustee has considered
the merits and disadvantages of both active and passive management.

3.5

DC Section Investment Arrangements
Day-to-day management of the assets is delegated to a professional investment manager. Further details of
the current investment arrangements, including the Plan’s current investment managers, are set out in the IPID.
The investment managers have discretion to buy and sell underlying securities which comprises the funds in
which Plan members invest on behalf of the Plan, subject to agreed constraints. They have been selected for
their expertise in different specialisations and each manages investments for the Plan to a specific mandate.
The IPID gives details of each manager’s mandate.
The Trustee accepts that it is not always possible to specify investment restrictions where assets are managed
via pooled funds. Nevertheless, the Trustee takes appropriate legal and investment advice regarding the
suitability of the investment management agreements and relevant investment vehicles.
The Trustee assesses the continuing suitability of the Plan’s investment managers. The Trustee meets each
investment manager from time to time to discuss their performance, activity and wider issues. The investment
consultant provides help in monitoring the investment managers, both in the form of written updates and
attendance at meetings, as required. The Trustee considers the range of funds to be diversified across a
reasonable number of underlying holders / issuers.
Defined Benefit and Defined Contribution Sections

4.

Other Investments
The Trustee has in the past secured some pensions in respect of the DB Sections through the purchase of
annuities and currently holds annuity policies with a number of different insurance companies.

5.

Additional Voluntary Contributions (“AVCs”)
The Trustee also makes available to members a range of options for the investment of AVCs.

6.

Cash Balances
The Trustee maintains separate bank accounts for the administration of benefits and expenses relating to the
respective Sections of the Plan.

7.

Role of Investment Advisor
The Trustee has employed an independent investment advisor to advise on the investments of the Plan. The
role encompasses, but is not limited to, the following areas:

8.

▪
▪

Assistance in helping the Trustee formulate investment objectives.
Advice on investment strategy and investment options.

▪
▪

Advice on devising an appropriate investment manager structure.
Assistance in selecting, implementing and monitoring investment managers.

Implementation and Engagement Policy
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8.1

The table below sets out the Trustee’s approach to implementation and engagement. The list covers both the
DB Sections and the Trustee’s approach for the DC Section’s default investment options and self-select range.
The list is not exhaustive, but covers the main areas considered by the Trustee.
Policy Statement

How the policy is addressed

How the arrangement with the
investment manager incentivises
the investment manager to align
its investment strategy and
decisions with the Trustee’s
policies.

The underlying investment managers are appointed based on their
capabilities and, therefore, their perceived likelihood of achieving the
expected return and risk characteristics required for the asset class being
selected.
The underlying investment managers are aware that their continued
appointment is based on their success in delivering the mandates for which
they have been appointed to manage. The Trustee will review the
appointment of an investment manager after sustained underperformance
and if the Trustee is dissatisfied, it will look to replace the manager.
If the investment objective for a particular fund changes, the Trustee will
review the fund appointment to ensure it remains appropriate and
consistent with the Trustee’s wider investment objectives.
In appointing an investment manager, the Trustee looks to their investment
consultant to provide a forward-looking assessment of the manager’s ability
to outperform over a full market cycle.
The Trustee’s investment consultant’s manager research ratings are used
for due diligence and are used in decisions around selection, retention and
realisation of manager appointments.
Where the Trustee invests in pooled investment vehicles they accept that
they have no ability to specify the risk profile and return targets of the
manager, but appropriate mandates can be selected to align with the
overall investment strategy.

How the arrangement
incentivises the investment
manager to make decisions
based on assessments about
medium to long-term financial
and non-financial performance
of an issuer of debt or equity
and to engage with issuers of
debt or equity in order to
improve their performance in the
medium to long-term.

The Trustee considers the investment consultant’s assessment of how
each underlying investment manager embeds ESG into its investment
process and how the manager’s responsible investment philosophy aligns
with the Trustee’s responsible investment policy. This includes the
underlying investment managers’ policy on voting and engagement. The
Trustee uses this assessment in decisions around selection, retention and
realisation of manager appointments.

How the method (and time
horizon) of the evaluation of the
investment manager's
performance and the
remuneration for asset
management services are in line
with the trustee’s policies.

The Trustee receives reports from their investment managers on a quarterly
basis, which present performance information over three months, one year
and three years . The Trustee reviews the absolute performance and
relative performance against a suitable index or comparator used as the
benchmark, and against the underlying managers’ stated target
performance (over the relevant time period). Whilst the Trustee’s focus is
on long-term performance, they also take shorter-term performance into
account.

Investment managers are aware that their continued appointment relies on
their success in delivering the mandates for which the Trustee has
delegated to them.

If an underlying manager is not meeting performance objectives, or their
investment objectives for the fund have changed, the Trustee may review
the suitability of the manager, and change managers where required.
As part of their annual Value for Money (“VfM”) assessment for the Plan’s
DC Section, the Trustee reviews the investment manager fees. Where
potential improvements on the value delivered to members is identified, the
Trustee will take action.
How the Trustee monitors
portfolio turnover costs incurred
by the investment manager.

The Trustee does not currently actively monitor portfolio turnover costs
within the DB Section. The investment managers’ performance objectives
are set net of transaction costs and therefore managers are incentivised in
this way to keep portfolio turnover costs to the minimum required to meet or
exceed their objectives.
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The Trustee will continue to monitor industry improvements concerning the
reporting of portfolio turnover costs. In future, the Trustee may ask all of
the managers to report on portfolio turnover costs. They may assess this
by comparing portfolio turnover across the same asset class, on a year-onyear basis for the same manager’s fund, or relative to the manager’s
specific portfolio turnover range in the investment guidelines or prospectus.
The Trustee monitors portfolio turnover costs for the DC and AVC
arrangements on an annual basis as part of its value for money
assessment.
How the Trustee defines and
monitors targeted portfolio
turnover or turnover range.

The Trustee does not currently define target portfolio turnover ranges for
funds, but they will engage with a manager if portfolio turnover is higher
than expected.

How the Trustee defines and
monitors the duration of the
arrangement with the investment
manager.

The Trustee is a long-term investor and is not looking to change its
investment arrangements frequently.
All the funds are open-ended with no set end date for the arrangement.
The DC Section funds and the default investment option are reviewed on at
least a triennial basis. An underlying manager’s appointment will be
considered and may be terminated if it is no longer considered optimal, nor
have a place in the default strategy or the self-select fund range. This is
independent of time.

8.2

The Trustee has given its investment managers full discretion when undertaking engagement activities in
accordance with their own corporate governance policies and current best practice, including the UK Corporate
Governance Code and UK Stewardship Code. The Trustee will review the investment managers’ policies and
engagement activities (where applicable) on an annual basis

9.

Responsible Investment and Corporate Governance
The Trustee believes that good stewardship and environmental, social and corporate governance (“ESG”)
issues may have a material impact on investment returns, and that good stewardship can create and preserve
value for companies and markets as a whole. The Trustee also recognises that long-term sustainability issues,
particularly climate change, present risks and opportunities that increasingly may require explicit consideration.
The Trustee has given the investment managers full discretion when evaluating ESG issues and in exercising
rights and stewardship obligations attached to the Plan’s investments. These investment managers are
expected to evaluate ESG factors, including climate change considerations, and exercise voting rights and
stewardship obligations attached to the investments, in accordance with their own corporate governance
policies and current best practice, including the UK Corporate Governance Code and UK Stewardship Code.
The Trustee considers how ESG, climate change and stewardship is integrated within their investment
manager’s processes and the investment managers are expected to provide reporting on a regular basis, at
least annually, on ESG integration process, stewardship monitoring results, and climate-related metrics such as
carbon footprinting for equities.
The Trustee reviews the ESG rating provided by Mercer as part of the Plan’s regular quarterly performance
reporting. A change in ESG rating does not mean that the fund will be removed or replaced automatically. The
Trustee will ask managers to comment on these areas when they present from time to time at IC meetings.
Non-financial considerations and member views
Non-financial considerations, including members’ ethical views (when expressed) may be taken into account in
the selection, retention and realisation of investments
Investment Restrictions
The Trustee have not set any investment restrictions on the appointed investment managers in relation to
particular products or activities, but may consider this in future.

20

The Trustee reviews an annual stewardship monitoring report, which includes details of voting and engagement
activities associate with each of the funds invested in. Challenge manager decisions that appear out of line with
the investment fund’s objectives or the objectives/policies of the Plan.
The Trustee reviews the equity investment managers’ compliance against the UK Stewardship Code on an
annual basis.
Investment managers are aware that their continued appointment is based on their success in delivering the
mandate for which they have been appointed to manage. If the Trustee is dissatisfied, then they will look to
review the appointment.
10.

Compliance with this Statement
The Trustee will monitor compliance with this Statement on a regular basis.
The Trustee will review this Statement in response to any material changes to any aspect of the DB Sections’
liabilities, finances and the attitudes to risk of the Trustee and the Sponsoring Company, which it judges to have
a bearing on the stated investment policy. Any such review will again be based on expert investment advice
and the Trustee will consult the Company.

11.

Review of this Statement
The Trustee will review this Statement at least once every three years and without delay after any significant
change in investment policy. Any change to this Statement will only be made after having obtained and
considered the written advice of someone who the Trustee reasonably believes to be qualified by their ability in
and practical experience of financial matters and to have the appropriate knowledge and experience of the
management of pension plan investments.

Approved: ………………………………………………….. Date:…………………………...
Trustee Director

Approved: ………………………………………………….. Date:…………………………...
Trustee Director
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Appendix - Statement of Investment Principles – Default Option for the DC Sections
1.

Introduction

1.1

The Trustee of the Plan has drawn up this Statement of Investment Principles (“the Statement”) to comply with
the requirements of the Occupational Pension Schemes (Investment) Regulations 2005, the Occupational
Pension Schemes (Charges and Governance) Regulations 2015 and subsequent legislation, relating to
provision of information specific to default investment, referred to as “Default Arrangement”, in respect of the
DC Section of the Plan. This should be read in conjunction with the main Statement.

2.

Principles

2.1

The Trustee recognises that many members do not consider themselves competent to take investment
decisions. As such, the Trustee has made available a default arrangement. Unless members make a specific
request for their DC accounts to be invested in a different manner, the Trustee invests members’ accounts in
the default arrangement.

2.2

The default investment arrangement (the “Cash Lifestyle Strategy”), adopts a pre-set investment strategy. This
strategy has two phases: the accumulation phase and the consolidation phase. When a member is younger,
their account is invested in funds that aim for long-term growth (accumulation phase) in excess of inflation. As
the member approaches retirement, their account is switched automatically into lower-risk, lower-growth funds
(consolidation phase) with the intention of providing greater capital stability targeting a tax free cash lump sum
at retirement.

2.3

A range of asset classes are included within the default investment option, including: developed market equities,
money market investments and diversified growth funds. These are managed on a passive basis.

2.4

All funds are daily-dealt pooled investment arrangements, with assets invested on regulated markets.

3.

Default Arrangement
Objectives

3.1

The aims of the default arrangement and the ways in which the Trustee seeks to achieve these aims are
detailed below:
-

To generate returns in excess of inflation during the accumulation phase of the strategy whilst managing
downside risk.
The default arrangement’s accumulation phase invests 100% of members’ accounts in the Growth Fund, a
fund which is invested 50% in equities and 50% in a diversified growth fund which invests across a diversified
range of assets. This is expected to provide long term growth in excess of inflation but with greater downside
protection than investing purely in equities.

-

To provide a strategy that reduces investment risk for members as they approach retirement.
As a member’s account grows, investment risk will have a greater impact on outcomes at retirement.
Therefore, the Trustee believes that a strategy that seeks to reduce investment risk as members approach
retirement is appropriate. Moreover, as members approach retirement, the Trustee believes the primary aim
should be to provide protection against a mismatch between asset values and the expected costs of
retirement benefits.
The Cash Lifestyle Strategy therefore aims to reduce volatility near retirement via automated switches over
a 5-year period to a member’s selected retirement date. Investments are gradually switched from a growth
oriented fund (the Growth Fund), into a cash fund for capital preservation purposes.

-

To provide exposure at retirement to assets that are appropriate for an individual planning to use their
savings in the DC Section to take a cash lump sum at retirement.
At the member’s selected retirement date, 100% of the member’s assets will be invested in a cash fund.
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Policies in relation to the default arrangement
The Trustee’s policies in relation to the default arrangement are:

3.2
-

The default arrangement manages investment risks through a diversified strategic asset allocation
consisting of a range of assets including equities, gilts, corporate bonds, overseas bonds and property.
Risk is not considered in isolation, but in conjunction with expected investment returns and outcomes for
members.

-

In designing the default arrangement, the Trustee has explicitly considered the trade-off between expected
risk and return.

-

The Trustee has also taken into account the needs of members with regards to security, quality, liquidity
and profitability of a member’s portfolio as a whole. The Trustee has designed the default arrangement
taking account of the members invested in the default.

-

Assets in the default arrangement are invested in daily traded pooled funds which hold highly liquid assets.
The pooled funds are commingled investment vehicles, which are managed by Legal & General Investment
Management (“LGIM”). The selection, retention and realisation of assets within the pooled funds are
delegated to LGIM in line with the mandates of the funds. Likewise, the LGIM have full discretion (within the
constraints of their mandates) on the extent to which social, environmental or ethical considerations are
taken into account in the selection, retention and realisation of investments.

-

Within the default arrangement, units across the underlying pooled funds are bought and sold according to
the table below:

Time to
Retirement
(years)

Growth Fund (%)

LGIM
Sterling
Liquidity
Fund (%)

>5

100

-

5

100

-

4

80

20

3

60

40

2

40

60

1

20

80

0

0

100
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4.

Risk
In determining the default arrangement, the Trustee has considered risk from a number of perspectives. These
include:
Risk

Inflation Risk
The real value (i.e. post
inflation) value of
members’ accounts
decreases.

How it is managed

How it is measured

During the growth phase of the
default investment option the
Trustee invests in a diversified
range of assets which are likely to
grow in real terms. The Trustee
monitors the performance of the
growth phase against the fund’s
benchmark.

Considering the real returns (i.e. return above
inflation) of the funds, with positive values
indicating returns that have kept pace with
inflation

The default investment option
invests in a diversified range of
assets which are considered likely
to grow in excess of inflation.

Pension
Conversion Risk
Member’s investments do
not match how they would
like to use their pots in
retirement.

Market Risk
The value of securities,
including equities and
interest bearing assets,
can go down as well as
up.

The default investment option is a
lifestyling strategy which targets
cash as a retirement destination.
The Trustee believes that a strategy
targeting cash minimises the overall
pension conversion risk for the
relevant members accessing pots in
a different manner (annuity or
drawdown).

The default investment strategy is
set with the intention of diversifying
this risk to reach a level of risk
deemed appropriate for the relevant
members by the Trustee.
For the diversified growth funds
which are targeting non-market
benchmarks this is delegated to
investment managers.

Considering the returns of the funds used
within the switching phase of the lifestyle
strategy both in absolute terms as well as
relative to inflation (the retirement destination).
As part of the triennial default strategy review,
the Trustee ensures the default destination
remains appropriate.

Monitors the performance of the default
investment strategy on a quarterly basis.

In line with the main DC section.
Counterparty Risk
A counterparty, either an
underlying holding or
pooled arrangement,
cannot meet its obligation.

Investment strategy is set with the
intention of diversifying this risk to
reach a level of risk deemed
appropriate for the relevant
members by the Trustee.

Currency Risk

The currency risk management is
delegated to investment managers.

The value of an
investment in the
member’s base currency
may change as a result of
fluctuating foreign
exchange rates.

Investment strategy is set with the
intention of diversifying this risk to
reach a level of risk deemed
appropriate for the relevant
members by the Trustee.
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Monitors the performance of the default
investment option on a quarterly basis.

Monitors the performance of external
investment funds on a quarterly basis.
Considers the movements in foreign
currencies relative to pound sterling

Risk

How it is managed

How it is measured

In line with the main DC Section.
Operational Risk
A lack of robust internal
processes, people and
systems.

Investment strategy is set with the
intention of diversifying this risk to
reach a level of risk deemed
appropriate for the relevant
members by the Trustee.

Consider the ratings of investment strategies
from their Investment Consultant and
monitoring these on a quarterly basis.

In line with the main DC Section.

In line with the main DC Section.

Some multi-asset managers may
hold illiquid assets. In such cases,
the management of valuation risk is
delegated to the external
investment manager.

In line with the main DC Section.

Liquidity Risk
Assets may not be readily
marketable when
required.

Valuation Risk
The value of an illiquid
asset is based on a
valuer’s opinion, realised
value upon sale may differ
from this valuation.

Environmental,
Social and
Governance Risk
ESG factors can have a
significant effect on the
performance of the
investments held by the
Plan e.g. extreme weather
events, poor governance.

Manager Skill /
Active Manager
Risk
Returns from active
investment management
may not meet
expectations, leading to
lower than expected
returns to members.

The majority of underlying holdings
within the default investment
strategy are invested in liquid
quoted assets.

In line with the main DC Section.
The Trustee’s policy on ESG risks is
set out in Section 6 of this
Statement.

In line with the main DC Section.

In line with the main DC Section.
The default investment strategy is
set with the intention of diversifying
this risk to reach a level of risk
deemed appropriate for the relevant
members by the Trustee.

In line with the main DC Section.

The Trustee considers the above items relating to investment and risk “financially material considerations”. For
the DC section the Trustee believe that the timescale for which to assess these considerations should be
viewed at a member level, based on the member’s age and selected retirement age.

5.

Suitability of Default Investment Strategy

5.1

Based on their understanding of the DC Section’s membership, the Trustee believes that the above objectives
and policies reflect members’ best interests. The rationale underpinning this belief is as follows:
-

Given the average size of members’ accounts, the Trustee believes that most members who will retire in
the next few years will take their accounts as a cash lump sum at retirement. The targeting of taking cash
at retirement during the consolidation phase is aligned with that objective.

-

In addition, some members of the DC Section will have other pension arrangements, in particular within the
DB Section of the Plan and so may wish to take their DC Section account as cash at retirement.

-

The default arrangement is aimed largely at members who do not feel capable of taking investment
decisions. Again, the Trustee believes that taking a cash lump sum at retirement is likely to be the
preferred course for many such members, as opposed to say income drawdown which requires more
intensive investment governance during retirement. The Cash Lifestyle Strategy being entirely invested in
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the LGIM Sterling Liquidity Fund addresses that requirement.
-

Members seeking an adequate income in retirement will likely need to achieve real investment returns for
most of their period as pension savers. The use of a fund with significant weightings in global equities and
other growth assets during the accumulation phase addresses that requirement.

5.2

The Trustee intends to monitor members’ decisions and other inputs from time to time to ensure that the default
arrangement remains suited to their needs. They will also review the investment choices available to members
to ensure that those who regard the default arrangement as unsuited to their needs have suitable alternative
investment funds to select from.

5.3

In order to ensure that this remains appropriate the Trustee will undertake a review the default investment option,
at least triennially, or after significant changes to the Plan’s demographics, if sooner.

5.4

Member views, when expressed, may be taken into account relating to all financial and non-financial matters. In
particular, in the annual newsletter members are invited to express any opinions for Trustee consideration.

5.5

The Trustee’s Implementation and Engagement Policy, as outlined in Section 8 of the main Statement, also
applies to the default option for the DC Section.
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