Morgan Stanley

Morgan Stanley UK Group

Pension Plan (the ‘Plan’)

Annual statement regarding governance

The Trustee of the Morgan Stanley UK Group
Pension Plan (the ‘Plan’) is pleased to present
this Statement on governance covering the year
to 31 December 2019.

This Statement explains how the Plan meets
its legal requirements in a number of key areas
and details:

« the current default investment strategy;

« how the Trustee has ensured that core financial
transactions have been processed promptly and
accurately;

« the report on the charges and transaction
costs for the investments used in the default
and self-select arrangements and the extent
to which the charges and costs represent good
value for members; and

« how the combined knowledge and understanding
of the Trustee and its advisers enables the
Trustee to properly run the Plan.

This Statement is published on a publically available
website at www.morganstanley.com/
MSPENSIONUKCchairstatement and will be
signposted in the annual benefit statements.

Preparing this Statement is a requirement
under legislation set out in regulation 23

of The Occupational Pension Schemes
(Scheme Administration) Regulations 1996
(the ‘Administration Regulations’), as amended
by The Occupational Pension Schemes
(Charges and Governance) Regulations 20715.

The default investment arrangement

A default arrangement is the investment fund or
funds into which pension contributions are paid
where members have not made their own choice
(self-selection) as to where they want to invest
their pension savings.

The current default arrangement for the Plan is the
Diversified Default Option (DDQ’). The DDO is a

form of lifestyle strategy. Lifestyle strategies are
designed to meet the conflicting objectives of
maximising the value of a member's assets at
retirement and protecting their accumulated assets
in the years approaching retirement.

The DDO attempts to achieve these objectives by
varying the mix of assets over a member’s working
life using a combination of the following three
funds: Active Diversified Growth Fund, Active
Diversified Retirement Fund and Cash Fund.

Contributions are invested in the Active Diversified
Growth Fund until a member reaches the age of

50. From this time onwards, a proportion of each
member's accumulated assets are switched into the
Active Diversified Retirement Fund each quarter and
then also the Cash Fund from age 55. The final
allocation at age 65 is a 75% allocation to the Active
Diversified Retirement Fund and 25% allocation to
the Cash Fund. If a member continues in the Plan
past age 65, without taking retirement, then the
allocation will periodically be re-balanced in line
with the 75% / 25% split.

The Trustee recognises that this will not be
appropriate for all members and therefore makes
available a range of self-select funds, and
encourages members to make their own
investment decisions.

The most recent review of the
investment arrangements

A formal comprehensive review of the investment
arrangements, including the default option, was
undertaken in phases, beginning on 4 December
2015 and concluding on 15 May 2018. A number of
enhancements were agreed to both the default
arrangement and the self-select fund range.

In accordance with the regulations, the Trustee will
next review the default investment strategy in 2021,
or before if it is deemed appropriate based on the
likely requirements of the Plan's membership.



In addition to the strategy review, the Trustee also
reviews the performance of the default arrangement
against their aims, objectives and policies on a
quarterly basis. This review covers a number of areas
and is not limited to an analysis of fund. This is to
check that the risk and return levels meet
expectations. The Trustee's reviews that took place
during the Scheme year concluded that the default
arrangement(s) were performing broadly as
expected and is consistent with the aims and
objectives of the default as stated in the SIP.

In March 2020 the Trustee restructured the Active
Emerging Markets Equity fund, one of the funds
available for members on a self select basis. The
Trustee reviewed this fund as part of their broader
oversight responsibilities, and made the change due
to concern over the performance of the previous
underlying fund manager.

In accordance with the Administration Regulations,
the Trustee has appended the latest copy of the
Statement of Investment Principles (‘SIP’). This has
been prepared for the Plan under Section 35 of the
Pensions Act 1995 (the ‘1995 Act’) and Regulation
2 and Regulation 2A of the Occupational Pension
Schemes (Investment) Regulations 2005

(the ‘Investment Regulations).

Core financial transactions

As required by regulation 24 of 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;

« 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.

The requirements of regulations have been met
and core financial transactions have been processed
promptly and accurately by:

« Maintaining a Risk Register which outlines risks
in relation to processing core financial
transactions. The Plan’s Risk Register outlines
all of the risks to Plan members and these are
monitored and reviewed on an annual basis.

« Appointing Capita Employee Solutions
(“Capita”) as the Plan's professional third party
administrator. The Trustee has delegated the
administration of Plan member records to
Capita. The Trustee has agreed minimum

timescales with Capita for processing requests,
including core financial functions. The Service
Level Agreements (SLAs) in place cover both
the accuracy and timeliness of the financial
transactions. Capita's administration reports
are reviewed quarterly by the Trustee to
determine whether any service issues have
arisen. Performance against SLAs for the year
to 31 December 2019, in regards to cases across
both this Plan and the Morgan Stanley UK
Group Top-Up Pension Plan, is 97.9%.

 Ensuring that detailed disaster recovery plans
are in place with the administrator and other
relevant third parties.

» The Schedule of Contributions sets out
timescales for the Company to remit monthly
contributions to the Plan. However, agreed
practice provides for payment of contributions in
advance of these timescales. The deduction and
payment of contributions is reviewed by the
Company.

» The Trustee has appointed Mercer Workplace
Savings (‘MWS’) and Scottish Widows (formerly
Zurich Assurance Limited) to provide investment
platform services to the Plan. The Trustee last
conducted a full formal review of both MWS and
the Scottish Widows Investment Platform in
2011. The Investment Committee also conducts
an informal annual review of both MWS and
Scottish Widows.

« The Trustee also appoints an independent
auditor (Deloitte LLP) to carry out an annual
audit of the Plan, including the core financial
transactions that have taken place during the
Plan year.

« The Trustees are satisfied that over the period
covered by this Statement:

« the administrator was operating appropriate
procedures, checks and controls and operating
within the agreed SLA;

» there have been no material administration
errors in relation to processing core financial
transactions; and

« all core financial transactions have been
processed promptly and accurately during
the Plan year.

Charges and transactions costs

As required by regulation 25 of the Administration
Regulations, the Trustee is required to report on the
charges and transaction costs for the investments
used in the default and self-select arrangements and
their assessment of the extent to which the charges



and costs represent good value for members.
The statutory guidance has been considered in
reporting this information.

We note that while transaction costs and charges
are an important consideration, they are not the
only criteria the Trustee assesses. A number of
other qualitative and quantitative factors are also
considered in a holistic manner when making
strategic decisions in relation to investment
strategy with good outcomes for members being
the ultimate goal for the Plan.

The following sections provide further detail on
the charges applicable to the funds in the DDO

as well as a summary of the charges across the

funds in the self-select fund range.

FUND CHARGES

Charges relating to investment management are
deducted from the funds in which Plan members
are invested. All other costs associated with running
the Plan, including administration, advisory and
member communication costs are paid by the
Company (other than legacy Additional Voluntary
Contribution (AVC) holdings where members may
also incur administration expenses).

The Plan provides details of the costs borne by
members in two forms — the annual management
charge (“AMC") and the total expense ratio (“TER").
The AMC is the core charge that covers the cost of
accessing and managing a fund. Where applicable,
this includes a Mercer Intermediary Charge

(for the use of the Mercer Workplace Savings
(MWS) service), as well an Investment Only

WEIGHT CURRENT UNDERLYING

ANNUAL MANAGEMENT TOTAL EXPENSE

platform fee for accessing funds via the Scottish
Widows platform. The TER includes the AMC plus
variable costs associated with managing a fund such
as administrative, audit and legal fees.

The Plan complies with the regulations on charge
controls introduced from April 2015. Specifically, the
Plan's DDO has a TER that is well below the charge
cap of 0.75% p.a. at each stage of the life-styling
process. The TER payable under the default
investment arrangement will vary depending on the
stage that each member has reached in the de-
risking process.

The following sections provide further detail on the
charges applicable to the funds in the DDO as well
as a summary of the charges across the funds in the
self-select fund range.

ACTIVE DIVERSIFIED GROWTH FUND

The Active Diversified Growth Fund is a bespoke
‘fund of funds' that aims to achieve capital growth
via investment in return-seeking assets such as, but
not limited to, equities. This fund can also be
invested in by members on a self-select basis. Within
the DDO, the Active Diversified Growth Fund is held
by members until fifteen years prior to age 65.

From this time onwards, a proportion of each
member's accumulated assets are switched into the
Active Diversified Retirement Fund each quarter and
then also the Cash Fund from age 55.

The current strategic asset allocation of the Active
Diversified Growth Fund and its ongoing charges are
shown in the following table.

TRANSACTION COSTS

(%) COMPONENT CHARGE (% P.A.) RATIO (% P.A.) (% P.A)
60.0 Passive Global Equity 0.129 0.129 -0.042
225 Active Absolute Return | 0.569 0.632 0.831
100 Active Multi Asset Credit 0.519 0.629 -0.073
75 Active UK Property 0.669 0.719 0.226
Active Diversified Growth Fund 0.309 0.338 0.171

Source: Scottish Widows, as at December 2019. An explanation of transaction costs is included on the next page

ACTIVE DIVERSIFIED RETIREMENT FUND

The Active Diversified Retirement Fund is a bespoke
‘fund of funds’. It is used within the DDO (beginning
from fifteen years to age 65) and is also available as

WEIGHT CURRENT UNDERLYING

ANNUAL MANAGEMENT TOTAL EXPENSE

a self-select option. The current strategic asset
allocation of the Active Diversified Retirement Fund
is shown in the table below.

TRANSACTION COSTS

(%) FUND CHARGE (% P.A.) RATIO (% P.A.) (% P.A.)
35.00 Passive Global Equity 0.129 0.129 -0.042
16.25 Active Absolute Return 0.569 0.632 0.831




WEIGHT

CURRENT UNDERLYING

(%) FUND CHARGE (% P.A.)

ANNUAL MANAGEMENT TOTAL EXPENSE

TRANSACTION COSTS

RATIO (% P.A.) (% P.A)

10.00 Active Multi Asset Credit | 0.519 0.629 -0.073

3.75 Active UK Property 0.669 0.719 0.226

8.75 Active Global Corporate | 0.319 0.319 0418
Bond

875 Active UK Corporate 0.369 0.379 -0.071
Bond

8.75 Passive Gilt 0.074 0.078 0.085

8.75 Passive Index-Linked Gilt  0.074 0.078 0.018

Acti:lle Diversified Retirement 0.285 0.310 0.140

Fun

Source: Scottish Widows, as at December 2019. An explanation of transaction costs is included on the next page

CASH FUND

The Cash Fund invests primarily in cash and money
market assets. The fund is introduced within the
DDO starting ten years from age 65. It is also
available as a self-select option. The fund is aimed at
members who are looking to withdraw a cash lump
sum at retirement and/or wish to minimise their
exposure to the risk inherent in investment markets.
However, over the long term, cash is likely to
underperform other investment asset classes

and inflation.

The underlying fund is actively managed by
BlackRock. As at December 2019, the AMC and
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TER for the fund were the same, at 0.144% p.a.
(based on data provided by Scottish Widows).

THE DIVERSIFIED DEFAULT OPTION (DDO)

The following chart shows how the fees change over
a member’s working lifetime for the DDO and takes
into account the changes to the asset allocation over
the final fifteen years before a member's retirement.
The charge cap is shown by the dotted line, and by
design, the Plan’s fees are currently significantly
below this. The charge cap of 0.75% p.a. applies for
qualifying auto enrolment schemes.
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SELF-SELECT FUND RANGE

AND TRANSACTION COSTS

The Plan'’s self-select fund range comprises of

23 funds (including the three funds used in the
DDO described above). The following table
provides information on the charges for the
self-select investment options. In addition to
investment management charges and the additional
fund expenses included in the TER, investment
funds are subject to other implicit costs, such as the
investment manager's expenses associated with
trading a fund'’s underlying securities, including

ANNUAL
MANAGEMENT

CHARGE (% P.A.)

commissions and stamp duty. These expenses are
not explicitly deducted from the fund but are
captured by a reduction in investment returns.

The Financial Conduct Authority has provided
guidance (PS17/20) to investment managers regarding
calculations and disclosures of transaction costs which
comply with the updated Administration Regulations.
The Trustee has requested this information from the
underlying fund managers, through the Plan’s
investment platform provider where applicable,

and has included it in the below table.

ADDITIONAL TOTAL
FUND EXPENSES EXPENSE RATIO
(% P.A.) (% P.A.)

TRANSACTION
COSTS
(% P.A.)

Active Global Growth Equity 0.619 0.030 0.649 -0.070
Active Global Equity 0.694 0.150 0.844 0.070
Active Emerging Markets Equity 0.819 0.080 0.899 0.290
Active Emerging Markets Debt 0.579 0.140 0.719 -0.160
Active Global Corporate Bond 0.319 0.000 0.319 0418
Active UK Corporate Bond 0.369 0.010 0.379 -0.071
Active UK Property 0.669 0.050 0.719 0.226
Active Multi-Asset Credit 0.519 0.110 0.629 -0.073
Active Sustainable Equity 0.719 0.018 0737 0.360
Active Diversified Growth * 0.309 0.029 0.338 0.171
Active Diversified Retirement * 0.285 0.025 0.310 0.140
Active Absolute Return 0.569 0.063 0.632 0.831
Passive UK Equity 0.074 0.003 0.077 -0.067
Passive Global Small Cap Equity 0.404 0.000 0.404 -0.540
Passive Emerging Markets Equity 0.174 0.060 0.234 -0.178
Passive Global Equity 0.129 0.000 0.129 -0.042
Passive US Equity 0.074 0.008 0.082 -0.005
Passive Europe (ex-UK) Equity 0.074 0.015 0.089 -0.018
Passive Japan Equity 0.074 0.012 0.086 0.091
Passive Pacific Rim (ex-Japan) Equity = 0.074 0.015 0.089 -0.020
Passive Gilt 0.074 0.004 0.078 0.085
Passive Index-Linked Gilts 0.074 0.004 0.078 0.018
Cash * 0.144 0.000 0.144 0.014

Figures provided by Scottish Widows; charges as at December 2019; transaction costs for the year to 31 December 2019.

* Funds used within the DDO

TERs across the Plan’s fund range vary from 0.077%p.a. to 0.899% p.a.

The aggregate transaction costs shown account for the impact of market movements between
the placement of a request to buy or sell an investment and the execution of that request.
As such, the aggregated transaction cost can be positive or negative.



LEGACY ADDITIONAL VOLUNTARY
CONTRIBUTIONS (‘AVCS')

The Plan has holdings in a number of unit-linked
and with-profits AVC policies with Standard Life
and Aviva (formerly Friends Life). The holdings
are relatively small in scale relative to the size

of the Plan's main arrangements held with
Scottish Widows.

Standard Life provided the following charge
and cost information for the funds invested
in by the Plan:

FUND TOTAL EXPENSE RATIO (% P.A.)

Pension Inflation Plus Fund *

Pension Millennium with Profits Fund *

Pension With Profits Fund *

Standard Life European Equity Pension Fund 1.02
Standard Life Far East Equity Pension Fund 1.10
Standard Life International Equity Pension Fund 1.03
Standard Life Managed Pension Fund 1.02
Standard Life Mixed Bond Pension Fund 101
Standard Life North American Equity Pension Fund 1.01
Standard Life Property Pension Fund 1.03
Standard Life Stock Exchange Pension Fund 1.03
Standard Life UK Equity Pension Fund 1.01
Standard Life Cash Pension Fund 101

Figures provided by Standard Life; as at June 2019.

* With respect to the with-profits and inflation plus policies, payouts on surrender and maturity will reflect all charges incurred, though they are
not separately identified. Moreover, for with-profits policies the actual performance received by members, net of charges, is only known upon
maturity/surrender, after any augmentation for guaranteed terms and after the effect of any ‘smoothing’

The Trustee has requested updated charge and
transaction costs for the funds invested with
Standard Life; at the time of writing these have
not been provided.

ADMINISTRATION COST

(% P.A.)

Aviva have confirmed that members are only
invested in one fund and have provided the
following information:

TOTAL EXPENSE RATIO
(% P.A.)

Aviva Managed Fund

1.00

0.003

Figures provided by Aviva; charges as at December 2019; transaction costs for the year to 31 December 2019.

The Trustee, with the assistance of their adviser
Mercer, undertook a thorough review of the legacy
AVC arrangements in the latter half of 2019 and in
early 2020. As a result of this review, the Trustee
considered consolidating the unit-linked Standard Life
assets and the Standard Life Pension Inflation Plus
fund into the DC arrangement. After deliberation, the
Trustee made the decision not to make any changes.
In early 2020, the Trustee sent communications to
members of the unit-linked funds with Standard Life
and the Standard Life Pension Inflation Plus fund
reminding them of their investment and the
alternative options available to them.

CHARGE AND COST ILLUSTRATIONS

Using the charges and transaction cost data
provided by the relevant parties and 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 statutory guidance has been considered when
providing these examples.

In order to represent the range of funds available
to members we are required to show the effect
on a member's savings of investment in a selection



of funds available to members. The funds we
are required to illustrate to represent the fund
range (with the specific fund within the Plan in
brackets) are:

« The fund or strategy with the most members
invested (the Diversified Default Option)

+ The most expensive fund (MS Active
Absolute Return)

« The least expensive fund (MS Passive UK Equity)

« The fund with the highest expected return
(MS Passive UK Equity)

« The fund with the lowest expected return
(MS Cash)

The highest/lowest cost funds have been
determined by adding the TER of the fund to its
transaction costs where transaction costs are
positive (negative costs have been counted as nil for
the purposes of this illustration). The highest/lowest

ILLUSTRATION 1: ACTIVE MEMBER (MEDIAN AGE)

return funds have been determined based upon the
assumed gross growth rate of each fund (counting
negative costs as nil).

The illustrations that follow take into account the
following elements:

« Initial savings pot size;
« Contributions, where applicable;

+ Real terms investment return gross of costs
and charges;

« Adjustment for the effect of costs
and charges; and

e Time.

To illustrate the impact of charges on a typical
active member's pension pot, we have provided
examples below and in the Appendices. The
illustrations account for all estimated member costs,
including the TER, transaction costs and inflation.

0 0 i » 0 i >
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Pot Size Pot Size Pot Size Pot Size Pot Size Pot Size Pot Size Pot Size

with no with with no with with no with with no with

Charges Charges Charges Charges Charges Charges Charges Charges
i Incurred Incurred Incurred Incurred Incurred Incurred Incurred Incurred
35 £35,000 £35,000 £35,000 £35,000 £35,000 £35,000 £35,000 £35,000
36 £43,759 £43,536 £43,723 £43,159 £43,845 £43,811 £42122 £42,054
37 £52,806 £52,307 £52,724 £51,469 £52,999 £52,923 £49/175 £49,028
38 £62,149 £61,320 £62,011 £59,933 £62,473 £62,347 £56,158 £55,922
39 £71,799 £70,580 £71,594 £68,554 £72,279 £72,093 £63,072 £62,737
40 £81,765 £80,095 £81,482 £77,334 £82,429 £82,172 £69,918 £69,474
45 £136,715  £131,746  £135850 £123,736 | £138,759  £137983 | £103,155 @ £102,023
50 £201,242 | £190,868  £199,442 | £174,598  £205662 @ £204,014 £134,790 @ £132,755
55 £273,568 | £255523  £273,821  £230,348 £285,121 | £282,136 £164902 | £161,771
60 £346,731 | £319,550 £360,818 £291456 | £379,495 | £374,565  £193,563  £189,167
65 £413,383 | £376,851 @ £462,575  £358437 | £491,580 @ £483,918 @ £220,844 @ £215033

Notes

1. Values shown are estimates at end of each year and are not guaranteed.

2. Projected pension pot values are shown in today's terms.

3. The starting fund size is assumed to be £35,000, and this person is 35 years old.

This member is assumed to retire at 65.

4. Inflation and salary increases are assumed to be 2.5% per annum.

5. The initial contribution amount is assumed to be £7,500 per annum.



6. Charges assumed for each individual fund are as provided by Scottish Widows
as at 31 December 2019, shown earlier in this Statement.

7. From Scottish Widows' figures, the default strategy has an assumed TER of 0.34% p.a. more than
15 years from retirement, falling to 0.27% p.a. at retirement.

8. The Regulations require that, where possible, the transaction costs used in these illustrations are
based on an average of those for the five years to Scheme Year End. Scottish Widows have only been
able to provide historic transaction costs for these funds for the two years to 31 December 2019;
consequently our assumptions are based on averages of the transaction costs for these two years,

as follows:

MOST POPULAR FUND:
DIVERSIFIED DEFAULT OPTION

MOST EXPENSIVE FUND:
MS ACTIVE ABSOLUTE RETURN

LEAST EXPENSIVE FUND AND HIGHEST EXPECTED
INVESTMENT RETURN: MS PASSIVE UK EQUITY

LOWEST EXPECTED INVESTMENT RETURN:
MS CASH

0.17% p.a. more than 15 years from retirement,
falling to 0.10% p.a. at retirement.

0.66% p.a.

0.00% p.a.

0.02% p.a.

Where funds have negative average transaction costs over the period, we have assumed these costs to be
nil, as negative costs are not expected to continue consistently over time.

9. The projected gross growth rates for each fund are based on Mercer assumptions, as follows:

MOST POPULAR FUND:
DIVERSIFIED DEFAULT OPTION

MOST EXPENSIVE FUND:
MS ACTIVE ABSOLUTE RETURN

LEAST EXPENSIVE FUND AND HIGHEST EXPECTED
INVESTMENT RETURN: MS PASSIVE UK EQUITY

LOWEST EXPECTED INVESTMENT RETURN:
MS CASH

Further illustrative examples of the cumulative
effects over time of the relevant costs and charges
on the value of members’ benefits can be found in
the Appendix.

The Trustee fully supports transparency of costs
for members. We also reiterate that while costs
and charges are an important consideration, they
are not the only criteria the Trustee assesses.

A variety of factors are typically considered in

a holistic manner when making strategic decisions
in the bests interests of the Plan's members.

Value for Members

Over the second quarter of 2020, the Trustee
carried out a review of the extent to which member-
borne investment charges represent good value for
members for the year ending 31 December 2019.
The assessment covered a wide range of financial
and non-financial factors including:

« An assessment of member-borne charges for
each of the funds available in the Plan

5.60% p.a. more than 15 years from retirement,
falling to 3.64% p.a. at retirement

5.0% p.a. before inflation

6.0% p.a. before inflation

1.5% p.a. before inflation

(this included benchmarking against comparable
funds in each asset class based on peer group
data provided by the Plan’s investment advisors,
Mercer Limited).

» A review of transaction costs and charges where
available.

« An assessment of the historic returns of the
available fund options relative to their respective
objectives.

+ An assessment of each fund’s manager research
and Environmental, Social, and Governance
(ESG) rating (as provided by the Plan’s
investment advisors, Mercer Limited).

A review of the other features that are paid for
by the employer and deliver good value for
members. In particular, the employer pays the
administration costs of the Plan. Other features
and services that strengthen the Plan's value
proposition include but are not limited to
efficient administration services, modelling tools
and trustee oversight.



The review concluded that overall, taking into
account all of the above factors, the Trustee
believes that the Plan provides good value relative
to the costs borne by members.

The Trustee undertakes annual assessments and the
next formal Value for Money assessment will be
take place for the year ending 31 December 2020.

SECURITY OF ASSETS

The Plan undertakes periodic reviews, first
undertaken in October 2014, of the financial
protections available to members in the unlikely
event of losses caused by the insolvency or other
failure of one or more companies involved in
managing the Plan's investments. Following input
from the Trustee's legal and investment advisors,
the Trustee is satisfied with the level of protection
afforded to Defined Contribution assets.

Trustee knowledge and understanding

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

Trustee training is of high importance to the good
running of the Plan. The Trustee acknowledges how
vital it is that they maintain their knowledge of
pension law, trust law, investment principles and are
conversant with the Plan documentation including
the Trust Deed and Rules, SIP and Plan policies.

ONGOING TRAINING
In order to maintain this level of knowledge, the
Trustee has procedures and policies in place:

- Trustee Directors undertake additional ongoing
training to ensure that they keep up to date with
changes in legislation, current issues and the
latest developments relating to DC schemes;

- All training activities are recorded in a training
log; and

- Trustee training is considered and reviewed
throughout the year to determine any specific
training and development needs. Training
sessions are then planned accordingly.

Over the course of the last year the Trustee
Directors have demonstrated their continuous
commitment to learning by undertaking the
following training:

- Actuarial Valuation training covering setting
assumptions and key issues to consider
(27/03/2019);

— Employer Convent review (27/03/2019));

- The Future of Trusteeship and Governance
training (05/03/2020);

- Environmental, Social and Governance training
(17/06/2019);

— Current DC issues — Mercer Limited, the
Plan’s investment advisor, provides an update
on relevant issues at each quarterly Trustee
meeting;

- Balance of Powers training, delivered by the
Scheme’s lawyers, which specifically referenced
the Scheme's Trust Deed and Rules in June 2020
and

- The Pensions Regulator Trustee Toolkit — ALl
Trustee Directors have completed the online
training toolkit during 2019.

The Trustee also received quarterly updates on
pension trends and developments.

TRUSTEE INDUCTION

There is an induction process in place for new
trustees, whereby detailed training sessions are run
by the Plan’s advisors which cover legal, actuarial
and investment training. There were no new
trustees during the Plan year. New trustees will be
required to complete the Pension Regulator's
Trustee Toolkit.

EXAMPLES DEMONSTRATING TRUSTEE
KNOWLEDGE AND UNDERSTANDING

The Trustee undertook a number of activities over
the past year which demonstrates how they have a
working knowledge of pension and trust law and
funding and investment principles. Examples of
these activities include:

- The SIP was reviewed by the Trustee and
updated in 2019, to bring the document in line
with the most recent regulations, and has since
undergone further review and update in May
2020. This demonstrates their knowledge of
the Plan documentation;

- The Statutory Valuation as at 31 December 2018
was undertaken during 2019 with the Trustee
involved at each stage.

- The Risk Register is reviewed and updated
annually. This demonstrates that the Trustee
Directors have the required knowledge of the
Pensions Regulator's DC Code and hold relevant
knowledge on DC specific internal controls and
the regulatory requirements; and

- Balance of Powers training which specifically

reference the Scheme's Trust Deed and Rules in
June 2020 and



- The Trustee refers to the Trust Deed and Rules
as part of considering and deciding to make any
changes to the Scheme and, where relevant,
deciding individual member cases.

UTILISING ADVISORS

The Trustee believes that the best run Plans utilise
the combined skill and knowledge of both the
Trustee and their 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 their
formal meetings;

- The Trustee board contains Trustee Directors
with wide ranging skills and experience, including
pension experience; and

Chair's declaration

- The Trustee receives briefings from their advisors
on all legislative and regulatory developments
at each meeting.

ASSESSING EFFECTIVENESS

The Trustee Directors understand that having
knowledge on the Board and the professional advice
available needs to be used effectively in order for
the Trustee to act properly. The examples below
demonstrate the actions that have been taken to
ensure this is the case:

- The Trustee Directors review training
requirements throughout the year;

- The Trustee Directors have in place a training
plan that is used to plan training ahead of
annual events.

| confirm that the above statement has been produced by the Trustee to the best of its knowledge.

Signature:

Name: David Best

Position: Chair of the Morgan Stanley UK Group Pension Plan

Date: July 2020
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Appendix A - Transaction Cost Information

Additional example illustrations of the impact of costs and charges on a typical member’s pension pot
are provided below.

ILLUSTRATION 2: DEFERRED MEMBER (MEDIAN AGE)

Pot Size Pot Size Pot Size Pot Size Pot Size Pot Size Pot Size Pot Size

with no with with no with with no with with no with
Charges Charges Charges Charges Charges Charges Charges Charges
: Incurred Incurred Incurred Incurred Incurred Incurred Incurred Incurred

40  £25,000 £25,000 £25,000 £25,000 £25,000 £25,000 £25,000 £25,000
41 | £25,820 £25,688 £25,796 £25,463 £25,875 £25,855 £24,754 £24,714
42 | £26,666 £26,395 £26,617 £25,935 £26,781 £26,739 £24,511 £24,432

43 | £27,540 £27121 £27,465 £26,415 £27,718 £27,654 £24,270 £24,153
44 | £28,443 £27,867 £28,339 £26,904 £28,688 £28,600 £24,032 £23,877
45 | £29,376 £28,634 £29,241 £27,403 £29,692 £29,578 £23,796 £23,604

50  £34,510 £32,790 £34,202 £30,036 £35,265 £34,994 £22,650 £22,286
55  £40,004 £37,079 £40,004 £32,923 £41,884 £41,403 £21,558 £21,042
60 £44912 £40,701 £46,790 £36,087 £49,745 £48,984 £20,520 £19,867
65  £48,515 £43,109 £54,728 £39,555 £59,081 £57,954 £19,532 £18,757

Notes

1. Values shown are estimates at end of each year and are not guaranteed.
2. Projected pension pot values are shown in today’s terms.

3. The starting fund size is assumed to be £25,000, and this person is 40 years old.
This member is assumed to retire at 65.

4. Inflation is assumed to be 2.5% per annum.
5. The member is assumed to be making no further contributions to the Plan.

6. Charges assumed for each individual fund are as provided by Scottish Widows as at 31 December 2019,
shown earlier in this Statement.

7. From Scottish Widows' figures, the default strategy has an assumed TER of 0.34% p.a. more than
15 years from retirement, falling to 0.27% p.a. at retirement.

8. The Regulations require that, where possible, the transaction costs used in these illustrations are based
on an average of those for the five years to Scheme Year End. Scottish Widows have only been able to
provide historic transaction costs for these funds for the two years to 31 December 2019; consequently
our assumptions are based on averages of the transaction costs for these two years, as follows:

MOST POPULAR FUND: 0.17% p.a. more than 15 years from retirement,
DIVERSIFIED DEFAULT OPTION falling to 0.10% p.a. at retirement.

MOST EXPENSIVE FUND: 0.66% p.a.
MS ACTIVE ABSOLUTE RETURN

LEAST EXPENSIVE FUND AND HIGHEST EXPECTED 0.00% p.a.
INVESTMENT RETURN: MS PASSIVE UK EQUITY

LOWEST EXPECTED INVESTMENT RETURN: 0.02% p.a.
MS CASH
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Where funds have negative average transaction costs over the period, we have assumed these costs to be
nil, as negative costs are not expected to continue consistently over time.

9. The projected gross growth rates for each fund are based on Mercer assumptions, as follows:

MOST POPULAR FUND: 5.60% p.a. more than 15 years from retirement,
DIVERSIFIED DEFAULT OPTION 3.64% p.a. at retirement.

MOST EXPENSIVE FUND: 5.0% p.a. before inflation
MS ACTIVE ABSOLUTE RETURN

LEAST EXPENSIVE FUND AND HIGHEST EXPECTED 6.0% p.a. before inflation
INVESTMENT RETURN: MS PASSIVE UK EQUITY

LOWEST EXPECTED INVESTMENT RETURN: 1.5% p.a. before inflation
MS CASH

ILLUSTRATION 3: (YOUNGEST MEMBER)

Pot Size Pot Size Pot Size Pot Size Pot Size Pot Size Pot Size Pot Size

with no with with no with with no with with no with
Charges Charges Charges Charges Charges Charges Charges Charges
A Incurred Incurred Incurred Incurred Incurred Incurred Incurred Incurred

21  £5,000 £5,000 £5,000 £5,000 £5,000 £5,000 £5,000 £5,000

22 | £8,209 £8,167 £8,203 £8,097 £8,223 £8,216 £7937 £7925

23 | £11,523 £11,421 £11,507 £11,251 £11,558 £11,543 £10,846 £10,816

24 | £14945 £14,764 £14917 £14,464 £15,011 £14,983 £13,726 £13,674

25  £18,480 £18,200 £18,436 £17,736 £18,584 £18,541 £16,577 £16,499

30 £37970 £36,849 £37,781 £35,029 £38,416 £38,242 £30,421 £30,149

35  £60,871 £58,208 £60,409 £53,983 £61,970 £61,550 £43,597 £43,037

40 | £87,781 £82,672 £86,875 £74,759 £89,945 £89,126 £56,139 £55,205

45 | £119401  £110,692 @ £117,830 £97,532 £123,170 | £121,752  £68,076 £66,694

50  £156,523  £142,758  £154,038 £122,493  £162,631  £160,353  £79,439 £77,542

55 | £197,555 £177,307 £196,388 | £149,854  £209,498  £206,022  £90,254 £87,783

60  £237634  £210,254  £245922  £179,844  £265,162  £260,055 | £100,548 | £97,453

65  £272,231  £238,053  £303,859  £212,716  £331,274  £323981  £110,347 | £106,583

Notes

1. Values shown are estimates at end of each year and are not guaranteed.
2. Projected pension pot values are shown in today's terms.

3. The starting fund size is assumed to be £5,000, and this person is 21 years old.
This member is assumed to retire at 65.

4. Inflation and salary increases are assumed to be 2.5% per annum.
5. The initial contribution amount is assumed to be £3,000 per annum.

6. Charges assumed for each individual fund are as provided by Scottish Widows as at 31 December 2019,
shown earlier in this Statement.
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7. From Scottish Widows' figures, the default strategy has an assumed TER of 0.34% p.a. more than
15 years from retirement, falling to 0.27% p.a. at retirement.

8. The Regulations require that, where possible, the transaction costs used in these illustrations are
based on an average of those for the five years to Scheme Year End. Scottish Widows have only been
able to provide historic transaction costs for these funds for the two years to 31 December 2019;
consequently our assumptions are based on averages of the transaction costs for these two years,
as follows:

MOST POPULAR FUND: 0.17% p.a. more than 15 years from retirement,
DIVERSIFIED DEFAULT OPTION falling to 0.10% p.a. at retirement.

MOST EXPENSIVE FUND: 0.66% p.a.
MS ACTIVE ABSOLUTE RETURN

LEAST EXPENSIVE FUND AND HIGHEST EXPECTED 0.00% p.a.
INVESTMENT RETURN: MS PASSIVE UK EQUITY

LOWEST EXPECTED INVESTMENT RETURN: 0.02% p.a.
MS CASH

Where funds have negative average transaction costs over the period, we have assumed these costs to be
nil, as negative costs are not expected to continue consistently over time.

9. The projected gross growth rates for each fund are based on Mercer assumptions, as follows:

MOST POPULAR FUND: 5.60% p.a. more than 15 years from retirement,
DIVERSIFIED DEFAULT OPTION falling to 3.64% p.a. at retirement.

MOST EXPENSIVE FUND: 5.0% p.a. before inflation
MS ACTIVE ABSOLUTE RETURN

LEAST EXPENSIVE FUND AND HIGHEST EXPECTED 6.0% p.a. before inflation
INVESTMENT RETURN: MS PASSIVE UK EQUITY

LOWEST EXPECTED INVESTMENT RETURN: 1.5% p.a. before inflation
MS CASH
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Appendix B - Statement of Investment Principles (SIP)

Morgan Stanley

Statement of Investment Principles
Morgan Stanley UK Group Pension Plan

Introduction

The Trustee of the Morgan Stanley UK Group
Pension Plan (the “Plan”) has drawn up this
Statement of Investment Principles (the
“Statement”) to comply with the requirements
of the following legislation:

e The Pensions Act 1995 and as amended by
the Pensions Act 2004,

e The Occupational Pension Schemes
(Investment) Regulations 2005, as
amended by the Pension Protection Fund
(Pensionable Service) and Occupational
Pension Schemes (Investment and
Disclosure) (Amendment and Modification)
Regulations 2018, and

e Subsequent legislation.

As required by the legislation, the Trustee has
consulted a suitably qualified person and has
obtained written advice from its investment
consultant, Mercer Limited (“Mercer”). The
Trustee believes the investment consultant
meets the requirement of Section 35 (5) of the
Pensions Act 1995. The Trustee in preparing
this Statement has also consulted the
sponsoring Company.

The Plan is primarily a Defined Contribution
(“DC™) arrangement though it also contains
liabilities and assets from a previous Final Salary
arrangement. The majority of this Statement

is relevant to the DC element of the Plan. The
policy relating to the Final Salary element is
contained in Section 5 of this Statement.

The Trustee’s investment responsibilities are
governed by the Plan's Trust Deed, and this
Statement takes full regard of its provisions.
A copy of the Plan’s Trust Deed is available for
inspection upon request.

21

2.2.

2.3.

2.4,

Governance Structure

Overall investment policy falls into two parts.
The strategic management of members' assets is
fundamentally the responsibility of the Trustee
acting on advice from its investment consultant,
Mercer, and is driven by its investment objectives
as set out in Section 4 and 5 below.

The remaining elements of policy relate to
the day-to-day management of the assets
by professional investment managers

and is described in the Investment Policy
Implementation Document (the “IPID").

In order to assist with the discussion of
investment matters, the Trustee has set up
an Investment Committee, members of which
are a sub-set of the Trustee body. This body
has been created in order to ensure that
investment matters receive a sufficient degree
of attention. A number of powers relating

to investments have been delegated to the
Investment Committee and these powers

are set out in a formal Terms of Reference
document. At each Trustee meeting, the
Investment Committee is required to
formally report back to the Trustee on any
decisions taken, or any proposals that it is
recommending to the Trustee.

In accordance with the Financial Services
and Markets Act 2004, the Trustee will set
general investment policy, but responsibility
for selection of specific investments is held
by the Plan’s investment managers. This may
include the use of pooled funds managed

by an insurance company or companies.
Under Section 36 of the Pensions Act, such
investments are termed direct investments
and are classed as retained investments. It is
therefore the policy of the Trustee to obtain
appropriate advice regarding the suitability
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of such investments on a regular basis. The
investment managers shall be authorised under
the Financial Services Act and shall provide the
skill and expertise necessary to manage the
investments of the Plan competently.

2.5. The Trustee is committed to maintaining the
accuracy of this Statement on an ongoing basis.

3. Responsible Investment
and Corporate Governance

31.  ESG, Stewardship, and Climate Change

311. The Trustee believes that environmental, social,
and corporate governance (ESG) factors may
have a material impact on investment risk and
return outcomes, 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.

31.2. The Trustee expects the underlying managers to
evaluate ESG factors, including climate change
considerations, exercising voting rights and
stewardship obligations attached to investments,
in accordance with their own corporate
governance policies and current best practice,
including the UK Corporate Governance Code
and UK Stewardship Code.

313. The Trustee considers how ESG, climate change
and stewardship is integrated within investment
processes in appointing new investment
managers and monitoring existing investment
managers. Monitoring is undertaken on a regular
basis and is documented at least annually.

POLICY STATEMENT

How the arrangement with the asset manager
incentivises the asset manager to align its investment
strategy and decisions with the trustees' policies

314. These policies apply across the range of
investment options made available to members
including the default investment arrangement
(the Diversified Default Option) and the self-
select investment fund range.

3.2.  Member views

3.21. Member views have not explicitly been taken
into account in the selection, retention and
realisation of investments, although feedback
received from members is welcomed and
considered by the Trustee. A specialist impact
investment fund has been added to the fund
range to cater for members who wish to invest
their assets accordingly.

3.3. Investment Restrictions

3.31. The Trustee recognises that it is not possible to
specify investment restrictions where assets are
managed via pooled funds. For the DC section,
it is noted that this is particularly true given
that it is Scottish Widows Limited, the Plan's
investment platform provider, that has the direct
relationship with the third parties offering the
funds (and not the Trustee).

34 Implementation and Engagement Policy

3.31. The below table sets out the Trustee's approach
to implementation and engagement. The list
below is not exhaustive, but covers the main
areas considered by the Trustee.

THE TRUSTEE'S POSITION

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 mandate for which they have been
appointed to manage. If the Trustee is dissatisfied, then
they will look to replace the manager.

If the investment objective for a particular manager's
fund changes, the Trustee will review the fund
appointment to ensure it remains appropriate and
consistent with the Trustee's wider investment
objectives.
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POLICY STATEMENT

How the arrangement incentivises the asset 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

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

How the trustees monitor portfolio turnover costs
incurred by the asset manager.

How the trustees define and monitor targeted portfolio
turnover or turnover range.

How the trustees define and monitor the duration of the
arrangement with the asset manager.

THE TRUSTEE'S POSITION

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 will use this assessment in
decisions around selection, retention and realisation of
manager appointments.

The Trustee meets with 1-2 of the underlying investment
managers at each quarterly investment committee
meeting and challenges decisions made including voting
history and engagement activity, to try to ensure the best
performance over the medium to long term.

In addition, on an annual basis, it is the Trustee's policy to
review the ESG policies of each of the underlying
managers along with their voting and engagement
records.

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

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.

The Trustee considers portfolio turnover costs as part
of the annual value for money assessment

As the Plan invests through pooled funds, the Trustee is
unable to target portfolio turnover ranges for funds.
However, they will engage with a manager if portfolio
turnover is higher than expected.

All the funds are open-ended with no set end date for
the arrangement. The Fund Range and Default Strategy
are reviewed on at least a triennial basis. An underlying
manager's appointment may be terminated if it is no
longer considered to be optimal nor have a place in the
default strategy or general fund range.

17



41.

411

412

41.3.

Defined Contribution (“DC") Section
Investment Objectives

The Trustee recognises that members have
differing investment needs and that these
may change during the course of members’
working lives. It also recognises that members
have different attitudes to risk. The Trustee
believes that members should make their own
investment decisions based on their individual
circumstances and expected investment time-
horizon. The Trustee regards its duty to be to
make available a range of investment options
sufficient to enable members to tailor, to their
own needs, their investment strategy.

The Trustee also recognises that members

may not believe themselves qualified to make
investment decisions. As such the Trustee makes
available a Diversified Default Option. The
Diversified Default Option places the emphasis
on producing a reasonable level of real return
over members' working lifetimes, but with lower
volatility than that offered by a pure equity
strategy as a result of the more diversified range
of assets that the Diversified Default Option
invests in. It also encompasses a switch into asset
classes which are designed to reduce investment
risk in the years approaching retirement.

The following encapsulates the Trustee's
objectives:

¢ To make available a range of investment
vehicles which serve to adequately meet the
varying investment needs and risk tolerances
of Plan members.

Market Risk

The risk that low investment returns
over members' working lives or
unfavourable market movements in
the years just prior to retirement
will secure an inadequate pension.

4.4,

4.2,

4.2,

The Trustee provides members with
a range of funds, across various
asset classes, including actively and
passively managed options.
Members are able to set their own

¢ To have the assets managed by investment
managers believed to be of high quality, i.e.
where there is a suitable level of confidence
that the manager/s will achieve their
performance objectives.

¢ To provide a means by which active
management can be offered with the
flexibility for the Trustee to change managers
proactively.

¢ To monitor the underlying fund range on
an ongoing basis and assess whether the
Plan's investment options are meeting their
objectives.

¢ To achieve competitive investment
management and investment advisor fees.

e To provide a Plan framework which allows the
most efficient fund switching possible in order
to reduce members’ out-of-market risk.

The Trustee regularly reviews the suitability
of the options provided and from time to time
will change or introduce additional investment
options as appropriate.

. The investment objectives and expected returns

of the individual funds are provided in the IPID.
Risk

The Trustee has considered risk from a number
of perspectives in relation to the DC section,
including the Diversified Default Option. The
list below is not exhaustive, but covers the
main risks considered by the Trustee to be
financially material.

The performance of the available
funds is monitored on a quarterly
basis.

investment strategy in line with their
aims and risk tolerances.

Interest Rate Risk

The risk that unfavourable interest
rate movements, particularly in the
years just prior to retirement may
lead to a reduction in the pension

that the member’s retirement risk.
account can secure.

The Trustee provides members with
a range of funds, across various
asset classes, which will have
varying sensitivities to interest rate

The performance of investment funds
and market fundamentals, including
interest rates, are monitored on a
quarterly basis. Together this helps
the Trustee understand the effect that
changes in interest rates are having on
the funds.
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Inflation Risk

The risk that investments do not
keep pace with inflation.

Manager Risk

The risk that the chosen underlying
investment manager underperforms
the benchmark against which the
manager is assessed.

Mismatch Risk

The risk that the financial assets a
member is invested in as they
approach retirement are not suited
to the way they will access their
retirement benefit.

Liquidity Risk

The risk that assets may not be
readily marketable when required.

Concentration Risk

The risk that a portfolio has an
over-allocation to a single asset
class, sector, country, or
counterparty, thereby having a high
exposure to non-systemic risk
factors.

The Trustee provides members with
a range of funds, across various
asset classes, which have varying
exposure to inflation risk. These
include inflation index linked funds,
as well as equities which are
generally viewed to have inflation
hedging properties.

In particular, the Trustee has considered
the risk that active managers may
underperform, whereas passive
managers are likely to achieve a return
close to any chosen benchmark. The
Trustee believes active management
skills exist and can be identified but not
with complete certainty. As such the
Trustee makes available to members
both actively managed and passively
managed funds.

The Trustee has made available to
members a range of funds including
share, cash, and bond funds that can
be selected by members as they
approach retirement.

The Diversified Default Option
follows a lifestyle strategy which
progressively switches to assets the
Trustee expects will be less volatile
to reduce mismatch risk for
members targeting income
drawdown.

The pooled funds in which the
Trustee allows members to invest
provide the required level of
liquidity. Units in the pooled funds
in which the Plan invests are
believed to be readily redeemable.

The Trustee has made a range of
funds available to members, so that
they can choose to investin a
well-diversified portfolio. The range
of funds enables diversification by
asset class (e.g. equity, bonds, cash),
by region and includes both passively
and actively managed funds, which
can help achieve diversification.

Quarterly performance reports
consider the long term performance
of the funds to help the Trustee
assess whether the returns have
kept pace with inflation.

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

It is the Trustee's policy to monitor
performance and rating of funds on
an ongoing basis relative to the
fund's benchmark and stated
targets/objective.

It is the Trustee’s policy to monitor
performance and rating of funds on
an ongoing basis and identify how
the characteristics of certain funds
are suitable for different at-
retirement options.

When considering new investment
options or reviewing existing
options, the Trustee considers the
pricing and dealing terms of the
underlying funds.

It is the Trustee's policy to monitor
performance and rating of funds on
an ongoing basis.

The Trustee also periodically reviews
the default investment option and
self-select range, and as part of this
considers the correlations or
similarities between the available
funds.
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Sponsor Risk

The risk that the sponsoring
company of the plan will cease
financial sponsorship.

Exchange Rate Risk

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

The Trustee has considered the risk
that the Company may be unwilling
or unable to continue to contribute
to the Plan in the future.

The Trustee has made available a
global equity fund that hedges 95%
of its developed market currency
exposure in order to manage the
exchange rate risk associated with

The Trustee has concluded that this
risk is acceptable and that no further
action is necessary to mitigate this
risk at the current time.

The Trustee will review this position
in the event of any material changes
in the sponsor's circumstances

Monitoring the performance of
investment funds on a quarterly
basis, including quarterly market
reviews considering the movements
in foreign currencies relative to

overseas investment. The allocations = pound sterling.
to global small cap equities and

emerging market equities are

unhedged. This fund is utilised as

part of the Active Diversified

Growth Fund and Active Diversified

Retirement Fund, within the

Diversified Default Option.

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.

4.2.2. The Trustee regularly monitors these risks and
the appropriateness of the investments in light
of the risks described above.

4.3. Diversified Default Option

4.3.. The Diversified Default Option is the default
investment option for the Plan. It is a form
of lifestyle strategy. Lifestyle strategies are
designed to meet the conflicting objectives of
maximising the value of the member's assets
at retirement and protecting the member's
accumulated assets in the years approaching
retirement.

4.3.2. Typically, a proportion of members will actively
choose this option because they feel it is most
appropriate for them. However, the vast
majority of members do not make an active
investment decision and are therefore invested
in the Diversified Default Option by default.

The Trustee’s policy on ESG risks is set = As set out in Section 3, monitoring is
out in Section 3 of this Statement.

undertaken on a regular basis and is
documented at least annually.

4.3.3. The aims of the Diversified Default Option and
the ways in which the Trustee seeks to achieve
these aims, are detailed below:

¢ To generate returns in excess of inflation
during the growth phase of the strategy
whilst managing downside risk.

The Diversified Default Option’s growth
phase invests in equities and other growth-
seeking assets by investing in the blended
Active Diversified Growth Fund, the holdings
of which are set out in the Plan’s IPID. These
investments are expected to provide equity-
like growth over the long term and some
protection against inflation erosion. The
diversification provided by the component
funds is expected to provide some downside
protection from equity market falls.

¢ To provide a strategy that reduces
investment risk for members as they
approach retirement.
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As a member's pot grows, investment risk will
have a greater impact on member outcomes.
Therefore, the Trustee believes that a strategy
that seeks to reduce investment risk as the
member approaches retirement is appropriate.
In view of the above, the Trustee considers
the level of risk within the Diversified Default
Option in the context of the variability of
returns as members approach retirement.

These aims are achieved via automated
lifestyle switches over a fifteen-year period
prior to age 65. Under this approach,
contributions are invested in the Active
Diversified Growth Fund until a member
reaches the age of 50. From this age onwards,
each quarter, a proportion of each member’s
accumulated growth assets are switched into
the Active Diversified Retirement Fund and
then the Cash Fund from age 55, linearly, in the
manner described by the following table.

Years to Age 65

Above 15 15 14

Active Diversified 100.0% 98.4% 91.8%

Growth Fund

Active Diversified 0.0% 1.6% 8.2%
Retirement Fund
Cash Fund 0.0% 0.0% 0.0%

13 12 n 10 9 8
853% T787% 721% 656% 59.0% 52.5%

14.8% 213% 279% 33.8% 37.9% 42.1%

0.0% 00% 00% 0.6% 31% 5.5%

Years to Age 65

7 6 5
Active Diversified 45.9% 39.3% 32.8%
Growth Fund
Active Diversified 46.2% 50.3% 54.4%
Retirement Fund
Cash Fund 7.9% 10.4% 12.8%

¢ To provide exposure, at retirement, to assets
that are broadly appropriate for an individual
planning to use their savings in the Plan
as allowed under the freedom and choice
legislation.

At retirement, 75% of the member's assets
will be invested in the Active Diversified
Retirement Fund and 25% in the Cash Fund. If
a member continues in the Plan past age 65,
without converting their accumulated assets
into a retirement benefit or leaving the Plan,
then the allocation will periodically be re-
balanced to the 75/25 split.

4.3.4. Brief descriptions of the objectives of each fund
within the Diversified Default Option are given
in the IPID.

4.3.5. The Trustee's policies in relation to the
Diversified Default Option are detailed below:

4 3 2 1 0o
26.2% 19.7% 13.1% 6.6% 0%
58.5% 62.7% 66.8% 70.9% 75%
15.2% 17.7% 20.1% 22.6% 25%

¢ The Diversified Default Option manages
investment risks through a diversified
strategic asset allocation consisting of
traditional and alternative assets. Risk is not
considered in isolation, but in conjunction
with expected investment returns and
outcomes for members. In designing the
Diversified Default Option, the Trustee has
considered the trade-off between risk and
expected returns.

¢ The Trustee monitors various aspects of
the Diversified Default Option as part of
their quarterly monitoring reports. This
includes monitoring the performance of
the investment funds that make up the
Diversified Default Option against the
managers return targets, and monitoring the
historic variability of returns of the Active
Diversified Growth Fund against the MSCI
World Index.
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¢ Assets in the Diversified Default Option are
invested in the best interests of members
and beneficiaries, taking into account the
profile of members. In particular, the Trustee
has considered high level profiling analysis
of the Plan's membership in order to inform
decisions regarding the Diversified Default
Option. Based on this understanding of the
membership, and the availability of post-
retirement solutions in the market at the
time of the last review, a Diversified Default
Option that targets drawdown at retirement
is currently considered appropriate.

e Members are supported by clear
communications regarding the aims of the
Diversified Default Option and the access
to alternative investment approaches. If
members wish to, they can opt to choose
their own investments from the range
of self-select funds available. Moreover,
members do not have to take their
retirement benefits in line with those
targeted by the Diversified Default Option;
the target benefits are merely used to
determine the investment strategy held pre-
retirement.

¢ Assets in the Diversified Default Option are
invested in daily traded pooled funds which
hold liquid assets. The pooled funds are
commingled investment vehicles which are
managed by various Investment Managers.
The selection, retention and realisation of
assets within the pooled funds are managed
by the respective Investment Managers
in line with the mandates of the funds.
The funds are accessed via an Investment
Platform and are held through a long-term
insurance policy issued by Scottish Widows
Limited (“Scottish Widows").

* The Investment Managers 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. As
outlined in Section 3, the Trustee expects
the underlying managers to evaluate
ESG factors, including climate change
considerations, exercising voting rights
and stewardship obligations attached to
investments, in accordance with their own
corporate governance policies and current
best practice, including the UK Corporate
Governance Code and UK Stewardship Code.

4k,

4.4

442,

443,

¢ The Trustee recognises that the Diversified
Default Option is not a perfect match for
any individual member's circumstances. In
particular, this option provides little protection
for the risk facing members who retire early
or at short notice and who have either not
yet reached the switching stage or are only
partially through the switching process.

e Taking into account the demographics of the
Plan's membership and the availability of
post-retirement solutions in the market, the
Trustee believes that the current Diversified
Default Option is appropriate and will
continue to review this over time, at least
triennially, or after significant changes to the
Plan's demographic, if sooner.

¢ The expected and realised net return and risk
characteristics of the funds underlying the
Diversified Default Option are considered as
part of the review process to ensure they are
still consistent with the aims and objectives
of the Diversified Default Option.

Additional Range of Funds

In addition, a range of self-select funds is offered
to members.

The Trustee believes that the risks identified in
Section 4.2 and objectives in Section 4.1 are best
met by offering members a range of investment
funds from which to choose. Full details of the
funds currently available to members of the
Plan can be found in the IPID.

A range of asset classes has been made
available, including: regional equities, global
equities, small capitalisation equities, global
bonds, UK bonds, UK property, diversified
investments, and cash. A diversified growth
fund and a diversified retirement fund, which
are blended funds, are also available. It is the
policy of the Trustee to offer both actively and
passively managed funds depending on the asset

class.naged funds depending on the asset class.

444, The Trustee offers an Active Sustainable

Equity Fund option for members. The Trustee
is satisfied that this is consistent with its
responsibilities to members.
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5.2.

5.2.1.

5.2.2.

RISK

Interest rate and inflation risk

Defined Benefit (“DB") Section

Background Information

. The Plan retains a Final Salary element where

the liabilities consist of deferred pensioners and
pensioners only. The pensioner liabilities have
historically been secured through insurance
policies. This policy was reviewed in mid-2019
and pensioner liabilities are now paid from the
Plan as they fall due.

. In considering the appropriate investments for

the Plan the Trustee obtained and considered
the written advice from the Investment
Consultant whom the Trustee believes to be
suitably qualified to provide such advice.

Investment Objectives

The Trustee is required to invest the Plan's
assets in the best interest of the members,
beneficiaries and the Company and in the case
of a potential conflict of interest in the sole
interest of the members and beneficiaries.

The Plan’s funding basis is based on assumptions
determined in such a way as to estimate the cost
of securing the benefits built up in the Plan with
an insurance company. The anticipated lifetime
of the Plan is the expected time to secure all
benefits in this way. As at 31 December 2015,
prior to retirement the assets are assumed to
grow as follows:

5.23.

5.2.4.

5.3.

531

HOW IT IS MANAGED

i) Up to 14 years from retirement: the higher
of corporate bond yield minus 0.5% or
nominal swap yield plus 0.3%;

ii) 15 or more years to retirement: nominal
swap yield.

Until mid-2019 the Trustee's policy was for
benefits to be bought out with an insurance
company on retirement. The Trustee has since
updated its policy in the short-term, so as to pay
benefits to pensioners from the Plan as they fall
due. The Trustee and Company will keep this
policy under review.

The Trustee has concluded that the investment
objective should be to continue to invest the
Plan’s assets to minimise the volatility of the
Plan's funding position.

Risk Management and Measurement

There are various risks to which the DB Section
of the Plan is exposed over its anticipated
lifetime, and which may be financially material.
The list below is not exhaustive, but covers

the main risks considered by the Trustee to be
financially material.

HOW IT IS MEASURED

The value of the Plan’s liabilities will
change in response to changes in
interest rates and inflation

Asset volatility

Investment in asset classes such as
equities gives rise to volatility in the
value of the assets

The Plan hedges this risk with
liability hedging instruments such as
swaps and gilts. It is acknowledged
that it is not possible to completely
eliminate this risk due, for example,
to an element of uncertainty in the
Plan'’s liabilities.

The Plan invests in asset classes
which are expected to closely match
the Plan's liabilities, as far as
possible, so that this risk is
significantly reduced.

Changes in the value of the assets
and liabilities are assessed on a
quarterly basis.

Changes in the value of the assets
and liabilities are assessed on a
quarterly basis.
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Counterparty credit risk

The liability hedge uses some
interest rate and inflation swaps to
hedge the Plan’s interest rate and
inflation risks. If the counterparties
to these contracts default, the Plan
may experience losses

Credit risk

The Plan invests in corporate bonds
and money market instruments such
as Floating Rate Notes. Any defaults
or downgrades of these instruments
may result in losses.

Liquidity risk

The liquidity of investments may
change over time, and this may have
an impact on the expected
transaction costs

Longevity risk

Longevity experience may differ
from expectations, and that
expectations may change over time.

Risks relating to the GMP underpin

The Plan has an obligation to
provide additional defined benefits
for some DC members if the value
of each member’s DC assets are
insufficient to secure a minimum
level of benefits at retirement.

Custody of assets

The risk relating to the safekeeping
of the Plan’s assets.

The Trustee has reviewed the
counterparty risk management
processes of the appointed swap
execution manager, and is satisfied that
this risk is substantially mitigated. In
particular, the use of swaps is
collateralised, the credit quality of the
counterparties is kept under review,
and there is some diversification of
swap counterparty exposure.

This risk is partially mitigated by
investment in a range of different
credit instruments (via pooled funds).
The Trustee is satisfied that the
remaining risks are acceptable.

The Trustee has reviewed the likely
cash requirements of the Plan, and is
satisfied that the investment
arrangements provide sufficient
liquidity. In addition, the Trustee
explicitly considers transaction costs
before any major restructuring of the
Plan’s assets.

The Trustee reviews the longevity
assumption as part of the liability
valuation every three years. Longevity
risk is not currently hedged.

The Trustee recognises that the Plan
is exposed, to a certain extent, to the
risks arising from these members’
underlying assets. The Trustee
recognises that there are limited
options available to mitigate this risk,
but monitors the situation on a
regular basis.

Given that the Plan invests in pooled
funds, the safekeeping of the
underlying assets is undertaken by
parties selected by the fiduciaries of
the pooled funds.

The Investment Committee reviews
the performance of the corporate
bond assets on a quarterly basis.

The Investment Committee reviews
the liquidity requirements as part of
its triennial strategy review, and more
regularly if deemed appropriate.

The Trustee considers sensitivity
analysis of different mortality
experience as part of the triennial
valuation, and is carrying out
postcode analysis as part of the
2018 valuation.

The Investment Committee reviews
this risk as part of its triennial
strategy review, and more regularly
if deemed appropriate.

10
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RISK

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.

5.4,

5.4.1.

5.4.2.

5.4.3.

S5.4.4,

5.4.5.

HOW IT IS MANAGED

Investment Strategy

In order to minimise deficit volatility in
accordance with the Trustee's investment
objective, the Trustee invests the Plan’s assets
in a range of fixed income and inflation-linked
instruments. Specifically, the Trustee may
invest in:

e Fixed interest and index-linked gilts.

e Interest rate and inflation swaps (backed by
money market instruments).

e Corporate bonds.

The specific instruments held and the split
between the above has been chosen to closely
match the profile of the Plan’s liabilities, and
may change over time to reflect changes in the
liability profile.

Member views are not taken into account

in the selection, retention and realisation of
investments, but members have a variety

of methods by which they can make views
known to the Trustee. This position is reviewed
periodically.

The Trustee monitors the progression of the
Plan’s financial position given the investment
objectives set out above, to assess whether the
realised outcome is proving consistent with the
level of risk expected, on an ad hoc basis.

A review of the investment strategy will result
from observations that indicate that the risk
tolerance has been breached.

The Trustee’s policy on ESG risks is set
out in Section 3 of this Statement.

6.1.

6.1.1.

6.2.

6.2.1.

6.3.

6.3.1.

6.3.2.

HOW IT IS MEASURED

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

Both Sections
Day-to-Day Management of the Assets
Additional Assets (in DB section)

e Additional Voluntary Contributions (“AVC")

AVCs can be invested in any of the DC fund
options described in Section 2 of the IPID.

There are also some additional assets in respect

of AVCs held in With Profits and Unit-Linked
funds with Standard Life and Aviva (previously
Friends Life). However, these options are only
open to existing contributors to these funds.

¢ Cash Balances

The Trustee retains small working cash

balances in a conglomerate bank account
administered by Capita HR & Payroll Services.

¢ DC Unallocated Reserves

Historically non-vesting Company contributions,
arising as a result of Plan members who left the
DC section of the Plan with short service, have
been treated as part of the DB section’s assets.

The unallocated reserves are used by the Firm

to fund the DB Section of the Plan.
Realisation of Investments

In general, the Plan’s investment managers
have discretion in the timing of realisations of
investments and in considerations relating to
the liquidity of those investments.

Monitoring the Investment Managers

The Trustee monitors the performance of the
investments on a quarterly basis. Mercer is
retained as the Investment Consultant to advise
the Trustee on relevant investment issues.

The Trustee meets with the managers as

and when necessary to discuss performance
activity and other issues as required.

1
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6.4 Investment Manager Fees 7. Compliance with this Statement

6.41. Details of the Investment Manager fees canbe 71 The Trustee will monitor compliance with this

found in the IPID. Statement annually.

6.5. Investment Consulting Fees 8. Review of this Statement

6.5.1. Mercer's investment consulting fees are either ~ 81.  The Trustee will review this Statement in
based on fixed quotes for particular projects response to any material changes to any
or, more normally, are on a fixed cost basis. aspects of the Plan, its liabilities, finances and
This approach has proved satisfactory in the the attitude to risk of the Trustee and the
past. In addition, a separate fee is charged sponsoring Company which it judges to have a
for the Mercer Workplace Savings (“MWS") bearing on the stated Investment Policy.
service, which offers operational governance
and investment services, and through which 8.2. This review will occur at least every three
the Scottish Widows investment platform is years ar?d WithOUt delay gfter any significant
accessed. The fee paid for the MWS services cha'nge in investment policy. AnY such
is partly charged to members as a basis point review will again be based on written, expert
fee based on assets under management, and is investment advice and will be in consultation
partly a fixed fee paid by the Company. with the Company.

6.5.2. Mercer provides advice to the Trustee but does
not have responsibility for decision making in
any area. The role encompasses, but is not
limited to, the following:

e Assistance in helping the Trustee to
formulate investment objectives

¢ Advice on investment strategy

¢ Assistance in selecting and monitoring of
investment managers.
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