FUJI TSU (FTS) PENSI ON SCHENMW

CHAI RS STATEMENT FOR THE DEFI NED
SECTI ON (“DC SECTI ON”) AND ADDI TI1
CONTRI BUTI ONS ( “ AVCs ")

INTRODUCTION

| am pleased to presentthe T r u s tfifthstatément of governance, covering the period 1 April 2019 to

31 March2020. As Trustees of the Fujitsu (FTS) Pension
and assessed that our key governance functions are consistent with the governance standards set out

in the Occupational Pension Scheme (Charges and Governance) Regulations 2015. We document our
adoption and compliance with these minimum governance standards in this statement, which only
covers t heDCSectioa.me’ s

The Scheme’s mission is to help members attain a
statement describes the work that the Trustees have done to achieve that, and how they seek
generally to ensure that the Scheme is well-managed and delivers excellent services to members. In

doing so, we provide the various statutory disclosures required by the Occupational Pension Schemes
(Charges and Governance) Regulations 2015.

This statement covers four key areas:

1. Theinvestmentstrategyr el ati ng to the Scheme’s default in
Drawdown Retirement Path);

2. The processing of core financial transactions;
3.  Charges and transaction costs within the Scheme; and,
4. TheT r u s tcemplance with the statutory knowledge and understanding (TKU) requirements.

This statement will be published on a publicly available website and will be signposted in the annual
benefit statements.

Chair of Trustees of the Fujitsu (FTS) Pension Scheme
September 2020
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1. Key features of the Scheme

The DC Section provides defined contribution (DC) and additional voluntary contribution (AVC)
benefits to members. This means that the amount of benefits that members will receive when they
retire is not guaranteed but instead depends on factors such as the amount of contributions paid in
and the investment returns earned.

The Trustees ave delegated the design of the Sc
Savings (" MWS") t hrough the use @dh fuhdhir theMdercere r $
SmartPath solution is a blend of several underlying funds which are managed by independent
investment managers. Within each underlying fund, the decision to select individual investments is
delegated to the respective investment managers. Mercer governs the range of funds by carefully
choosing each constituent, based on their forward-looking research, to meet the objective(s) of each
respective fund.

The majority of members invest in the current default investment option (the Target Drawdown
Retirement Path) which in turn accounts for the majority of the S ¢ h e messets. The Trustees regard

the design and performance of the default investment options as one of their most important
responsibilities. Communicating with membersonthe Sc heme’ s i nvest ment rang
individual to whom different investment funds are suited is important for the Trustees.

The Trustees currently pay all advisory and administration charges associated with the ongoing
running of the Scheme. Investment management fees and related transaction costs are met from the
Scheme assets and therefore, represent a charge borne by members.

Members have access to an online portal (www.merceroneview.co.uk/fts) that allows them to view
their account balances, notify the Trustees of any change to their personal data, change their
investment strategy and model future benefit outcomes.

Environmental, Social and Governance Factors in Investments

The Trustees acknowl ed g ewhithhcame IhWforcs on il ©cobdr 20&éMilean t s
state the SIP should set out how the Trustees take account of financially material considerations,
including Environmental, Social and Governance (ESG) considerations, and explicitly climate
change. The SIP must also include the approach to the stewardship of the investments and how the
Trustees take account (if at all) of member viewson'non-f i nanci al matters’

This is a subject that the Trustees view as very important, undertaking initial training on ESG factors

as they relate to investment performance and establishing ESG beliefs during the first half of 2019. In
terms of monitoring ESG issues within the cantrren
provides ESG fund ratings on a quarterly basis. These ratings represent the extent to which
managers integrate ESG factors and active ownership into their core processes.

The Trustees have agreed to monitor developments in this area within the confines of the funds made

available to the Scheme by the platform provider. The Trustees will consider sustainable investment
further at the next formal investment strategy review of the Scheme.
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2. The Scheme’s default i nvestment option

The T r u s tSatemsent of Investment Principles ( * 9 in Relationtothe S ¢ h e ndefaudt investment
options, signed 19 September 2019, is enclosed in Appendix A. This covers our aims and objectives
in relation to the default investment option as well as our policies in relation to matters such as risk
and diversification. It also states why the Trustees believe the default investment option is designed in
me mber s’ b e sThe latestt AR @rs besfound on the following website (which is also
signpostedi n member s’ annual htipe/ugdu.pensiorsletald.ce.mbome/sther-
schemes.html.

The Trustees review how the funds optiohsh(and thetwider
self-select fund options) have performed against their risk and return targets at each of their meetings,
taking input from their professional investment advisors.

The Trustees also maintain a programme of ongoing review of the suitability of the current default
investment option in light of considerations that include how members withdraw benefits at retirement,
the ages at which they do so and the amount of their funds. The most recent review of the current
default took place in June 2018, and the next review is scheduled to take place by June 2021.

Following the 2018 review, the Trustees decided to change the default investment option from the
Target Annuity Retirement Path to the Target Drawdown Retirement Path, but only for members that
had not entered the de-risking phase that commences 8 years prior to the nominated retirement date.
This change was implemented at the end of March 2019. Members who had entered the de-risking
phase by the date of the change remained within the Target Annuity Retirement Path; and were
informed in writing of this. Members were also made aware of the wider changes in the Scheme as
well as the availability of other investment options.

The Trustees made the decision to change the default investment option for those members more
than eight years from retirement for the following reasons:

Industry data highlighting the widespread decline in members buying annuities;

Scheme data showing that the majority of members who retired from the DC Section since
2015 did not buy an annuity at retirement;

To provide a better level of protection against rising interest rates in the longer term; and
The majority of members of the Scheme are not projected to have retirement accounts of a
size which would make the purchasing of an annuity the most favourable option.

Also, prior to entering the de-risking phase, members in the previous default investment option (the
Target Annuity Retirement Path) would have received a communication notifying them of the beginning
of asset de-risking to target the purchase of an annuity at retirement. As a result, it could be viewed
that these members had already made a choice to remain in the Target Annuity Retirement Path. It was
concluded that these members should not be automatically moved to the Target Drawdown Retirement
Path given their proximity to their target retirement date and the potential for them to incur non-
recoverable transaction costs.

As a result of this change, t he Ssctheelarget Brawadoeny
Retirement Path. The previous default investment option, the Target Annuity Retirement Path, is
classified as a ‘default arrangement
continue to be available to members as a self-select option.
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Investment Strategy of the Default Investment Option

Both the current (Target Drawdown Retirement Path) and previous (Target Annuity Retirement Path)

def ault i nvest ment options i nvestMerer@ewlbFandugil Re't
eight years before their Target Retirement Age. The Mercer Growth Fund invests in a diversified range

of assets (equities, fixed income securities and non-traditional assets e.g. the Diversified Growth Fund)

with the objective of providing long term growth above inflation.

The Target Drawdown Retirement Path is aimed at individuals who wish to transfer their savings in
the Scheme to an income drawdown product at retirement, where they can take up to 25% of their
savings as a tax-free cash lump sum and invest the remainder to make withdrawals as required. As
such, from eight years before ame mb etargesretirement age, assets are transferred into a Mercer
Target Drawdown Retirement Fund based on the expected date of retirement. The Mercer Target
Drawdown Retirement Funds seeks to move investors gradually from assets with the potential for
medium to high growth / risk to assets with expected low to medium growth / risk.

For members invested in the Target Annuity Retirement Pat h , eight years befor
retirement age, assets are transferred into a Mercer Target Annuity Retirement Fund of the members
choosing based on their expected date of retirement. The Mercer Target Annuity Retirement Funds

aim to gradually move investments from growth-seeking assets to investments more suitable for
targeting tax-free cash and annuity purchase as members approach retirement.

Strategic Investment Review of the Target Retirement Paths

As part of the delegation of the design oft he Scheme’ s i nvestment strat
Savings (MWS), MWS carries out an annual review of the Target Retirement Paths on behalf of all

clients invested in it, such as the Scheme. Each year, the Trustees consider the results of the review

and implement any changes to the Scheme as we deem suitable.

Over 2019, the Trustees considered the results of the MWS review of the Mercer Growth and Target
Retirement Funds and were comfortable with the resulting changes. We have noted these changes
below and dates of implementation in brackets:

Restructured the Mercer Growth Fund to enhance efficiencies, future proof and enable quicker
implementation of MWS best ideas resulting in a reduction in fees of 2 basis points on the Mercer
Growth Fund, passed on to members (June 2019);

Reduced the overall amount in equities, to increase diversification and reduce risk, and
subsequently increased our allocations to growth fixed income and listed real assets (June 2019);

Increased the weight to absolute return fixed income and high yield debt, to increase the use of
active management where appropriate. (June 2019);

Diversified the equity allocation, including by adding a multi-factor allocation and a specific
allocation to a sustainable global equity fund. The new allocation to the sustainable global equity
fund screens out a number of sectors, and tilts towards companies who score highly on ESG
factors and are well placed to transition to a low-carbon future (September 2019).

Whilst no changes were made to either the long-term asset allocation or to the de-risking in the 8 years
to retirement as a result of COVID-19 in Q1/Q2 2020, the MWS team did make use of dynamic tilting
to take advantage of movements in the market. Short-term allocations in high yield debt, small cap
equities, buy and maintain equities, bonds and investment grade credit were increased. In tandem
short-term allocations to emerging market debt, emerging market equity and absolute return bonds
were reduced.
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Additional Default Arrangements

In accordance with the Occupational Pension Schemes (Charges and Governance) Regulations 2015,

the Scheme has identified the investment options

(as defined by these regulations), in addition to the current default investment option — the Target

Dr awdown Retirement Pat h. These have been i dent

contributions have been automatically directed to these funds without members having instructed the
Trustees where their contributions are to be invested; this is due to historic fund removals and is further
explained in the table that follows. The performance of these funds is monitored at least every six
months, with a strategic review being carried out at least triennially since falling under the
categorisation of a ‘default arrangement’

The review of the Defensive fund was considered in the 19 September 2019 meeting and was
completed on 28 November 2019 and discussed at the December 2019 meeting. As part of this review,
the Trustees considered the strategy, fees, member demographics, performance and whether these
continued to be in line with the Trustees stated aims and objectives. The Trustees concluded that the
fund to which members were mapped continues to be a suitable replacement for the fund removed
and no changes were required.

The Trustees main objectives in relation to the Defensive fund is to provide members with a fund that:

adopts an investment strategy that is expected to be defensive across different market
environments, whilst still providing some prospects of nominal growth; and

invests a large part of its assets in a wide range of different fixed income assets, whilst maintaining
a minor allocation to other diversifying assets.

Following the review it was agreed that the next review of the Defensive Fund (due by September
2022) would be bought forward to coincide with the review of the Target Annuity Retirement path which
is due by March 2022.
Date categorised as a
Fund Reason for ident i f arcaagementh default arrangement

Defensive When the Mercer Active UK Bond Fund was removed, September 2016
members who did not choose another investment option
had their contributions automatically redirected to this
option.
Target As noted above, t he Scheme March?2019
Annuity was changed from this option to the Target Drawdown
Retirement Retirement Path in March 2019. Members who were in

Path the de-risking phase of this option were allowed to remain
in this option and hence this prior default investment
option is classified as a default arrangement.

3. The processing of Scheme financial transactions

As required by the Administration Regulations, the Trustees must ensure that core financial
transactions are processed promptly and accurately. Core financial transactions are (broadly):

Investment of contributions made to the Scheme by members and their employer(s);
Transfers into and out of the Scheme of assets relating to members;

Switchesofme mb er s’ i rbetveeentdiffegenttfuads within the Scheme; and
Payments from the Scheme to or in respect of members (e.g. payment of death benefits).

The Trustees recognise that delay and error can cause significant losses for members. They can also
cause members to lose faith in pension schemes, which in turn could reduce their propensity to save
and impair future outcomes. Hence, we operate measures and controls aimed at ensuring that all
PAGE 5
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financial transactions are processed promptly and accurately. Further details of these controls are

included overleaf.

The Trustees operate an outsourced operational mo
to a professional third party administrator, Me |
Service Level Agreements (SLAs) with Mercer for the processing of all member-related services,
including core financial functions relating to contribution handling, quoting benefits and paying
benefits. These timescales are within applicable statutory timescales.

SLA Transaction type Target Service Level

3 working days Death No Annuity — Quotation 95%
3 working days Processing Monthly Contribution Cycle 100%
3 working days Death Settle 95%
4 working days Individual Member Switch 95%
10 working days UFPLS 95%
10 working days Retirement 95%
10 working days Transfer In 95%
10 working days Transfer Out 95%
35 working days Divorce 95%

Mercer records all member transactions and benefit processing activities in a work management
system which assigns the relevant timescale to the task.

The Trustees of the Scheme normally receive a quarterly administration report from Mercer, which
documents their progress against SLAs along with commentary covering service volumes and
noteworthy member cases. The reports are discussed in detail at each Trustee meeting. As a result of
COVID-19 the Q1 2020 quarterly reporting was delayed as the administration team focused on
ensuring core financial transactions were processed in a timely manner. Instead, a verbal update was
provided at the June 2020 meeting and there were no issues to report during the period. The Trustees
were pleased to note that the administrator’s di
that there had not been any material disruption to the administration of the scheme and the processing

of core financial transactions.

Over the year to 31 March 2020 the service standards expected by the Trustees have been met for
the processing of core financial transactions.

The processes adopted by the administrator to help meet the SLAs include:

- Transactions recorded and monitored on the workflow system;

- Member / policyholder transactions are independently checked via a quality queue within the
workflow process;

- Investment deadline (3 working days) on receipt of DC contributions (from receipt of
reconciled and validated contribution data and money) hardcoded into workflow system that
feeds into a central investment cycle spreadsheet, which is monitored and reviewed to
highlight exceptions;

- Daily monitoring of bank accounts (and separate cheque receipt log-reconciled daily
maintained by a central treasury team);

- Two individuals checking all investment and banking transactions;

- Monthly reconciliation of contributions received,;

- Input onto the admin system and any subsequent changes approved by an authorised
individual.

The Trustees regularly monitor compliance of contribution payments (against agreed schedules) and
details of member transactions (e.g. transfers, retre me nt s , etc.) as part of

quarterly administration reports which are revi e\
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Furthermore, in producing the Scheme’s Annual Re |
(Grant Thornton) also review a sample of core financial transactions. The Auditor also carries out

holistic reviews for reasonableness and consistency, and undertakes checks to ensure that the

Schedule of Contributions has been adhered to. Following their monitoring activities, the Trustees

were satisfied that there were no significant issues with the core administration functions delivered by

Mercer for the DC Section over the twelve months ending 31 March 2020.

I'n 2019, the Trustees initiated a ‘systems atoad c«
avoid systemic issues with payroll functions. Grant Thornton performed this audit as part of an
expanded scope of the 2019 audit.

Moreover, investment-related transactions processed within the platform provided by Scottish Widows

Li mi tSeottish Widows” ) |, are based on exclusively negotia
service level compliance have been negotiated as part of the MWS Solution. Performance relative to

these SLAs is regularly reported to the MWS team for monitoring purposes.

As a wider review of the Scheme administrator and investment manager the Trustees also review
Mer caemdSs ot t i s hint&halcentols seports as well as Me r ¢ 8usiness Continuity Plan,
annually.

The AAF (AAF01/06/ ISAE 3402) report is the annual internal control report which details the control
procedures which govern the accuracy of bot h t
processes, and is prepared b y201® repoit,which pas bedneshated a u d i
with the Trustees, confirmed that the administr af
that controls were designed, implemented and operated effectively throughout the review period.

The Trustees also monitor the accuracy of the S ¢ h e merhnson data annually. A summary report is
received from the Scheme administrator. At the end of 2019 the Scheme continuedtoa c hi e v e
statutory’ scor es f-gpecificdatmmmon and scheme

“ak

Based on the above, the Trust ees ar e satisfied that t he Scheme’
been processed promptly and accurately by the administrator during the period to which this Statement
relates.

4. Charges and transaction costs
Charges

The charges borne by members consist of investment management, platform services and insurance
intermediary services only, which are deducted directly through the unit prices of the funds they invest

in. These combined charges atrieokx'nowWhERs) .! TAltlal o tEh
with running the Scheme, including administration, advisory, legal, benefit modelling tools and other
member communications resources are paid for by the Scheme.

As can be seen in Table 1, as at 31 March 2020, the DC Section’s fund ran
TERs ranging from 0.22% per year to 0.82% per year.

The Fund also complied with regulations on charge controls over the year to 31 March 2020. Table 1
shows thattheScheme’' s def aul t hada vomisinedrceange below thei cbarge cap of
0.75% a year. Ame mb eassets in the default investment option will typically be allocated to the
Mercer Growth Fund until eight years prior to their Target/Normal Retirement Age, at which point they
will be allocated to the Mercer Target Drawdown Retirement Fund corresponding to the year of their
Target/Normal Retirement Date.
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These charges exclude the costs associated with trades in and out of a fund as well as the costs of
trading a fund's underlying securities, including commissions and stamp duty, which are collectively
referred to in this Statement as 'transaction costs'.

The table below shows the TER and total transaction costs for each fund in the DC Section.

p.a.

Defensive 0.30 0.08
Moderate Growth 0.33 0.13
Growth Fund 0.33 0.17
High Growth 0.33 0.17
Annuity Retirement Fund* 0.25 >0.01
Drawdown Retirement Fund? 0.39 0.10
Cash Retirement Fund? 0.37 0.01
Active UK Equity 0.82 0.14
Active Global Equity 0.82 0.29
Active Money Market 0.22 0.01
Target Retirement Funds

Annuity

Target Annuity 2020 Retirement Fund*® 0.25 *
Target Annuity 2021 Retirement Fund? 0.25 0.02
Target Annuity 2022 Retirement Fund? 0.26 0.04
Target Annuity 2023 Retirement Fund? 0.27 0.06
Target Annuity 2024 Retirement Fund? 0.29 0.08
Target Annuity 2025 Retirement Fund? 0.30 0.10
Target Annuity 2026 Retirement Fund* 0.31 0.12
Target Annuity 2027 Retirement Fund* 0.32 0.14
Target Annuity 2028 Retirement Fund* 0.33 *
Drawdown

Target Drawdown 2020 Retirement Fund?® 0.40 *
Target Drawdown 2021 Retirement Fund? 0.39 0.11
Target Drawdown 2022 Retirement Fund? 0.39 0.13
Target Drawdown 2023 Retirement Fund? 0.39 *
Target Drawdown 2024 Retirement Fund? 0.39 *
Target Drawdown 2025 Retirement Fund? 0.38 0.15
Target Drawdown 2026 Retirement Fund? 0.36 *
Target Drawdown 2027 Retirement Fund? 0.35 *
Target Drawdown 2028 Retirement Fund? 0.34 0.17
Cash

Target Cash 2020 Retirement Fund>® 0.28 *
Target Cash 2021 Retirement Fund?® 0.28 0.02
Target Cash 2022 Retirement Fund?® 0.28 *
Target Cash 2023 Retirement Fund?® 0.28 *
Target Cash 2024 Retirement Fund?® 0.28 *
Target Cash 2025 Retirement Fund?® 0.29 *
Target Cash 2026 Retirement Fund?® 0.30 *
Target Cash 2027 Retirement Fund?® 0.32 *
Target Cash 2028 Retirement Fund?® 0.33 *

Source: Scottish Widows. Figures shown as at 31 March 2020. 2020 target dated funds were not available after 1 Jan 2020 so TERs are as at
*31 December 2019 and ** 31 March 2019

*Transaction costs for this fund were not provide by Scottish Widows as members not invested in these funds for the period (the Target Annuity 2020 Retirement
Funds transaction costs were not available for the period to 31 March 2020)

1These funds can only be accessed through the Target Annuity Retirement Path and not as standalone options.

2These funds can only be accessed through the Target Drawdown Retirement Path and not as standalone options.

2 These funds can only be accessed through the Target Cash Retirement Path and not as standalone options.
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Transaction Costs

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 (PS17/20) to investment managers
regarding calculations and disclosures of transaction costs which comply with regulations. The
transaction costs shown in this statementarecalc ul at ed on a met hodol ogy kn
This compares the price of the stocks being traded when a transaction was fulfilled with the price at
which the transaction was requested. Market movements during any delay in transacting may be
positive or negative and may also outweigh other explicit transaction costs. For this reason, overall
transaction costs calculated on the slippage method can be negative as well as positive. A negative
figure is effectively a gain from trading activity, whilst a positive figure is effectively a cost from trading
activity.

The Trustees requested this information from Scottish Widows, as their platform provider. In turn,
Scottish Widows continue to work with the various underlying investment firms to collate the required
data on transaction costs. The total transaction cost reported by Scottish Widows for each fund is
shown in the previous table. The disclosure of transaction costs is still new within the industry and
hence there were certain limitations to the data obtained, as detailed below:

» Transaction cost totals represent annualised transaction costs incurred by the fund manager
within the underlying fund. Figures do not currently contain impacts of dilution adjustments
incurred at the Scottish Widows fund level when Scottish Widows deals in the underlying
funds.

* Reporting cycles may differ between fund managers, and so data provided may not align
completely across funds. The latest available annualised information has been used in each
case.

* Fund managers may use different methodologies to calculate their transaction costs; therefore,
overall transaction cost figures may not be directly comparable, or may exclude some elements
or breakdowns of the total cost.

The limitations in the data obtained this year are not unexpected given the recent introduction of the
requirements to disclose them. Nevertheless, the Trustees, through their platform provider, Scottish
Widows, are working with the underlying investment firms to improve the amount and quality of the
data received for the next Statement. Improved disclosures are expected as the industry becomes more
accustomed to the disclosure requirement Statemmenér t h

The Trustees fully support transparency of charges and costs for members. However, a key
consideration for members is the performance produced net of combined charges and costs.
Moreover, a cheaper fund does not necessarily deliver the best value for money.

To illustrate the impact of charges and costsonat ypi c al member’'s pension g
examples in the tables overleaf on the default investment option, additional default arrangements and
two other funds with the highest and lowest charges as well as expected returns. These illustrations
take into account savings pot sizes, contributions, investment returns above inflation (before charges
and costs), adjustment for the effects of costs and charges and time.

We have shown example illustrations of what money invested (including existing and future
contributions, as well as investment returns) in each of these funds could be worth in 1, 3, 5, 10, 15,

20, 25,30and 34y ear s’ ti me, taking inflation, i nvest me
figures are shown i n t o dchow wsat tmsenpety couldnbayatodaynkpr t h e
example, the table shows that £43,000 invested by an active member in the default investment option

today, in 34y e ar s 'what £288¢889 could buy today. The figures shown in in the table overleaf

are just illustrations and are not a guarantee of future values.
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Example illustrations showing the impact of charges and transaction costs within the
Scheme

Active Members (those still contributing to the Scheme regularly)

Mercer Active Mercer Active
Global Equity Money Market
Fund Fund

Target Drawdown Target Annuity Mercer
Retirement Path Retirement Path Defensive Fund

Prior default Fund with highest| Fund with lowest
Current default investment Additional default| gross expected | gross expected
investment option option/additional arrangement return and total | return and total
default arrangement expense ratio expense ratio

30 237,296 212,828 235,086 211,122 141,717 131,308 297,266 230,283 109,827 105,128
34 258,616 228,889 249,834 223,065 155,605 142,967 358,027 268,308 117,329 111,823

Deferred Members (those no longer making contributions to the Scheme)

Mercer Active Mercer Active
Global Equity Money Market
Fund Fund
Prior default hiFrt:ggtWIrt(?ss Fund with lowest
Current default investment Additional default g 9 gross expected
. . . o expected return
investment option option/additional arrangement return and total

and total .
default arrangement . expense ratio
expense ratio

Target Drawdown Target Annuity Mercer
Retirement Path Retirement Path Defensive Fund

Before After Before After Before After Before After Before
Charges Charges Charges Charges Charges | Charges | Charges | Charges | Charges

& Costs & Costs & Costs & Costs & Costs | & Costs | & Costs | & Costs & Costs

25 88,407 78,084 88,407 78,084 46,555 42,384 109,272 82,818 33,564 31,694
30 100,096 86,439 97,895 84,742 47,301 42,262 131,679 94,419 31,941 29,818
34 105,216 89,235 99,037 84,750 47,906 42,164 152,871 104,859 30,700 28,398
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To ensure that these calculations are representative of the membership, the Trustees have made
some assumptions in the producing the illustrations:

1. Values shown are estimated projections based on specific assumptions and are pot guarantees
or predictions;

2. Transaction costs are based on annualised costs for the year to 31 March 2020 (details of the
annualised average transaction cost information has been requested and will be factored in for
future illustrations once this is available);

3. The illustration starts at age 31 (the age of the youngest member) and continues for a period of
34 years until age 65 (normal retirement age);

4. The starting pot size is assumed to be £43,000, which is the average pot size of the youngest
members;

5. For the illustrations for active members: Inflation and salary increases are assumed to be 2.5%
each year.

6. For the illustrations for active members: A salary of £30,000 which is the average salary of the
youngest active members;

7. For the illustrations for active members: The total contributions paid by an employee and the
employer is 10% per year up to retirement age;

8. The projected growth rates before charges and costs are as follows:

A. Target Drawdown Retirement Path (current default investment option): 0.41% to 2.92% per
year above inflation, with charges between 0.33% and 0.39% a year and costs between
0.10% and 0.17% a year.

B. Target Annuity Retirement Path (prior default investment option): -0.34% to 2.92% per year
above inflation, with charges between 0.25% and 0.33% a year and costs between 0.01%
and 0.17% a year.

C. Mercer Defensive Fund (additional default arrangement): 0.32% above inflation, with charges
of 0.30% a year and costs of 0.08% a year.

D. Mercer Active Global Equity Fund (highest gross expected return and total expense ratio):
3.80% above inflation, with charges of 0.82% a year and costs of 0.29% a year.

E. Mercer Active Money Market Fund (lowest gross expected return and total expense ratio):
0.99% below inflation, with charges of 0.22% a year and costs of 0.01% a year.

For the Drawdown and Annuity Retirement Paths the charges and costs include target dated
funds in which members are not currently invested. For those funds Scottish Widows have not
provided transaction costs, which we have assumed to be zero.

Value for members

The Trustees benchmar k manager s’ charges agai
competitiveness. They regard this process as fundamental to their mission of helping members
achieve good outcomes, given the potential for member-borne charges to erode fund sizes. At the

same time, the Trustees do not regard value as solely about achieving the lowest costs; rather, it is a
measure of the extent to which economic outlays (or 'price’) are converted to achieve performance
objectives.

The Trustees are committed to ensuring that members receive good value from the Scheme. In
conjunction with their professional advisors, the Trustees assessed on 25 June 2020 the extent to
which the charges and transaction costs set out above represent good value for members for the year
to 31 March 2020. The Trustees concluded that the steps taken by the Trustees over recent years are
delivering good value to members. The reasons underpinning this conclusion include:
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* Charges for the DC Sect i oaresgnificanflydelowthe chargeeap bfme n t

0.75% a year,
« Charges on the majority of funds have been assessed by our advisors as comparing favourably
with those of peer funds;

e The performance of the majorityyeadto3tl Mach2020 Sect i

compare favourably relative to the objectives adopted by the Trustees to assess value.

In addition to the member borne charges, the Trustees have also analysed the value for money
derived from the wider Scheme in order to arrive at this conclusion, having considered:

* Investments (net performance and charges for the default and self-select options);
« Communications;

e Scheme governance;

+ Administration services; and

* At-retirement services.

Moreover, the Trustees, not the members, pay for all communication, scheme governance and
administration costs associated with operating the Scheme. Hence, the Trustees concluded that the

Scheme’s overall benefits and options represent \

by members.

5. Trust ees

The Pensions Act 2004 requires individual trustees to have appropriate knowledge and understanding
of the law relating to pensions and trusts and the investment of the assets. The degree of knowledge
and understanding required is that appropriate for the purposes of enabling the Trustees to exercise
the function in question.

There are documented processes in place for appointing both the Chair and new Trustees. A Member
Nominated Trustee, Martin Myers, was appointed to the Trustee board during the year. The induction
process for new Trustees set out below was followed:

Newly appointed individuals to have completed the Pensions Re g u | altusiee toakit within
six months of initial appointment;

Supplemented with targeted individual training based on analysis of learning needs;
Facilitate familiarisation with the Scheme, stakeholders, advisers and providers and working
methods.

The board is currently comprised of one member nominated Trustee and two company appointed
Trustees, one of whom is an Independent Trustee.

The Independent Trustee, Christopher Daykinhas29y ear s’ experi ence as &
addition to his conversance with the Scheme documentation, further details of which are included below,
he is a qualified actuary and served as the Government Actuary for over 18 years and is subject to the
continuing professional development requirements of the actuarial profession. The board benefits from the
range of his depth and experience in the pensions arena and his other industry appointments, which enable
him to challenge the Trustees’ advisors.

Knowl edge and Understanding (TKU)

Trustees must al so be conversant with the Scheme

legislation as the Trust Deed and Rules and the Statement of Investment Principles. Trustees must
also be conversant with any other document recording current policy relating to the administration of
the Scheme generally.

PAGE 12



FUJITSU (FTS) PENSION SCHEME 2020 CHAI R"S T

The table below shows how these duties have been fulfilled and how the combined knowledge and
understanding, together with the advice which is available to the Trustees, enables them to properly
exercise their duties and responsibilities. Hence, over the period under review, the Trustees, with the
support of their advisers, have met the requirements of sections 247 and 248 of the Pensions Act
2004 (requirements for knowledge and understanding).

Requirement How we met it

Trustees must .
have appropriate
knowledge and
understanding of
the law relating to
pensions and
trusts as well as
funding and
investment of the
assets .

Trustees undertake an annual evaluation of training requirements, which
includes specific consideration of whether any further training is required
in respect of these statutory areas, further details are outlined in the last
section of the table.

The Trustees have worked through the trustee knowledge and
understanding requirements set arfy
all Trustees have completed TPR' s
trustees are required to compfieret e
formal appointment.

The Trustees undertook refresher training from their legal advisors in
September 2019 on trustee knowledge and understanding requirements
and expectations as well as training on pensions and trust law.

The Trustees review quarterly updates from their advisors, one of which
is DC specific and covers changes to legislation affecting the DC

section of the Scheme as well as including wider industry trends

including updates to funding and investment principles.

Trustees must be
conversant with
the Schem
own
documentation

The Trustees undertook training o
their training day on 20 June 2017.

Trustees maintain a record of key decisions that reference the relevant
sections of these documents and policies, where applicable.

The Trustees undertook a dedicated training session on ESG beliefs in
June 2019, including financially material considerations, and the
additional requirements for making this available on a public website,
this necessitated detailed consideration of the risks included in the
Statement of Investment Principles.

Additionally the review of the technical default investment strategy
necessitated consideration of the Trustees’ aims and objectives in their
Statement of Investment Principles.

Knowledge and
resources
generally

The Trustee Board comprises individuals with diverse professional skills
and experiences, reflecting the varied nature of the challenges that
Trustees face.

The Trustees maintain an ongoing programme of Trustee training which
includes trainingdel i vered as part of Trus
structured training events, like their half-day training course on DC
topics every year. Such training is facilitated by their external advisers.
For example, the bi-annual training day held in September 2019
covered TKU requirements, cyber security, pension and trust law and
recent legal updates.

The Trustees maintain a training log that sets out individual and board
based training activity.

The Trustees review their training programme at least annually, taking
into account the balance and variety of expertise amongst the Trustees.
The Trustees’ pension advi s oneetingsa t
and input into the agenda. The Trustees ensure that there is a standing
DCsectonon t he agenda for quarterly
The Trustees also attend seminars and conferences organised by their
advisers and by other firms.
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e The Trustees'’ i nvest ment advisor |(repo
of the Scheme’s investment s Sacnhde noen st h
investments.

* The Trustees regularly receive email bulletins and updates from
their advisers on the latest developments affecting defined
contribution pension schemes.

» The Trustees have actively benchmarked their work against T PR’ s
DC Code of Practice No.13 and undertake quarterly assessments
against the revised version when fulfilling their governance
obligations over the period under review.

Assessing * The Trustees completed a training questionnaire (based on the TPR
Knowledge and toolkit assessment questions), the results of which were discussed at
Understanding the 20th December 2018 Trustee meeting. As a result of the discussion,

it was agreed that the area of most importance for the Trustees to
improve their understanding was legal matters. This was covered at the
September 2019 training session. At this session the Trustees also
considered their knowledge and understanding requirements

e Another full training day was scheduled for March 2020, however this
was postponed as a result of COVID-19. The next training day is
currently scheduled for September 2020 and will cover any topics
identified over the preceding months, unless a topic arises that warrants
a more in-depth session sooner, in which case an additional day would
be scheduled.

The Trustees receive professional advice from Mercer and Gowling WLG to support them in reviewing
the performance of the Scheme and in governing the Scheme in line with the Trust Deed and Rules,
respectively. The advice received, along with their own experience, allows them to properly exercise
their function as Trustees. If there are any ambiguities over the interpretation of the Rules, legal advice
is sought from Gowling WLG.

Chair’s decl aration

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 (ChargesandGover nance) 2015 (together ‘the Regul
statement has been produced by the Trustees of the Fujitsu (FTS) Pension Scheme to the best of my
knowledge.

Signed by Robertson Mair, Chair of the Fujitsu (FTS) Pension Scheme on 25 September 2020.
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Appendix A: Statement of Investment Principles
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Fujitsu (FTS) Pension Scheme

Statement of Investment Principles

1. Introduction

The Trustees of the Fujitsu (FTS)Pensi on Scheme Havetddaven ustitish e me ” )
Statement of I nvestment Principles (“the St at

thePensi ons Act 1.99dnendedbyhthe Péasians Act 2004,

The Occupational Pension Schemes (Investment) Regulations 2005, as
amended by the Occupational Pension Schemes (Charges and Governance)
Regulations 2015; and

subsequent legislation.

The Statement is intended to affirm the investment principles that govern decisions

aboutthe Scheme’ s i nvest ment s. Ae rsteiplralesdmbnePolityy ¢ u me n t
Implementation Document” detailing the specifics of the Scheme’ s i nvest ment
arrangements is available upon request.

In preparing this Statement the Trustees have consulted the Sponsoring Company to

ascertain whether there are any material issues of which the Trustees should be aware

in agreeing the Scheme” s i nvest ment Thefdrusteesdhaesdsa sosght

written professional advice from MercerLi mi t ed ( “Megaedi Wg the Sch
investment arrangements.

The Scheme provides two types of benefit, one linked to salary (Defined Benefit) and the
other a money purchase arrangement (Defined Contribution). The Defined Benefit and
Defined Contribution sections of the Scheme are covered separately in Sections 2 and 3
respectively.

2. Defined Benefit (“DB”) Section

2.1 Process For Choosing Investments
The process for choosing investments is as follows:

Identify appropriate investment objectives

Agree the level of risk consistent with meeting the objectives set

Construct a portfolio of investments that is expected to maximise the return (net of all
costs) given the targeted level of risk

In considering the appropriate investments for the Scheme the Trustees have sought
and considered the written advice of Mercer, whom the Trustees believe to be suitably
gualified to provide such advice. The advice received and arrangements implemented
are, in the Trustees’ opinion, consistent with the requirements of Section 36 of the
Pensions Act 1995 (as amended).
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2.2

2.3

Investment Objectives

The Trustees’ mai n o09J lee nmebsetein thedbestinerestsnof/itlees t t h
members and beneficiaries, and, in the case of a potential conflict of interest, in the sole

interest of the members and beneficiaries. Within this framework the Trustees have

agreed a number of objectives to help guide them in their strategic management of the

assets and control of the various risks to which the Schemei s exposed. The Tr
primary objectives are as follows:

To ensure that they can meet their obligations to the beneficiaries of the Scheme.

To target a funding level of approximately 100% while managing investment risk
through an investment policy which takes a low level of growth asset risk and hedges
out most of the Scheme’s Iliability related

Additional objectives are as follows:

To achieve a return on the total Scheme which is compatible with the level of risk
considered appropriate.

To pay due regard to the Sponsoring Company’ mterest in the size and incidence of
contribution payments.

Risk Management and Measurement

There are various risks to which any pension scheme is exposed. The Trustees’ policy
on risk management is as follows:

The primary risk upon which the Trustees’ focus is that arising from a mismatch
betweenthe Scheme’ s assets and its I|liabilities.

The Trustees recognise that whilst increasing risk increases potential returns over a

long period, it also increases the risk of a shortfall in returns relative to that required

to coverthe Scheme’ s accruing liabilities-tam well a s
volatility inthe Scheme’ s fundi ng positi osoughtadiickenth&r ust e e
matter and (in light of the objectives noted previously) considered carefully the

implications of adopting different levels of risk in conjunction with the Sponsoring

Company.

The targeted level of risk is defined by the objectives detailed in Section 2.2.

The Trustees recognise the risks that may arise from the lack of diversification of
investments. Subject to managing the risk from a mismatch of assets and liabilities,

the Trustees aim to ensure the asset allocation policy in place results in an

adequately diversified portfolio. Due to the size of the Scheme’ s assets and
recognising the need to diversify, investment exposure is obtained via pooled

vehicles.

The documents governing the appointment of the investment manager include a

number of guidelines, which, among other things, are designed to ensure that only

suitable investments are held by the Scheme. The investment manager is prevented

from investing in asset classes outside the
consent.
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Arrangements are in place to monitor the Scheme’ s i nvest ments 0 hel
check that nothing has occurred that would bring into question the continuing

suitability of the current investments. To facilitate this, the Trustees receive regular
performance reports from the investment manager.

Responsibility for the safe custody of the
Gl obal Il nvest ment s E whobgs eppdintedrStatecsStuleetBank Gl E” )
and Trust Company (“State Street”) as custo
pooled vehicles. MGIE is responsible for keeping the suitability of State Street under

ongoing review.

Should there be a material change inthe Scheme’ s ci r ¢ u msTruatees wils , t h e
review whether and to what extent the investment arrangements should be altered; in
particular whether the current risk profile remains appropriate.

2.4 Portfolio Construction

MGIE has the following control framework in place in terms of structuring the Scheme’ s
investments subject to the overriding constraint that at the total Scheme level the
expected level of risk is consistent with that detailed in Section 2.2:

Both active and passive management are used by MGIE. Passive management will
be used for one of a number of reasons, namely:

— To diversify risk

— Invest in markets deemed efficient where the scope for active management to
add value is limited

— To maintain the management fees at an appropriate level

To help diversify manager specific risk, where deemed appropriate, multiple
manager appointments within a single asset class can be used in the current
arrangement.

At the total Scheme level and within individual manager appointments investments
are broadly diversified to ensure there is not a concentration of investment with any
one issuer.

Investment in derivatives is permitted within the pooled funds as long as they
contribute to a reduction in risk or facilitate efficient portfolio management.

Investment may be made in securities that are not traded on regulated markets.
Recognising the risks (in particular liquidity and counterparty exposure), such
investments will normally only be made with the purpose of reducing the Scheme’ s
mismatch risk relative to its liabilities or to facilitate efficient portfolio management.

In any event the Trustees will ensure that the assets of the Scheme are
predominantly invested on regulated markets.

No investment in securities issued by the Scheme’ s S p o rCenopany or g
affiliated companies (other than any such securities held within a pooled fund in
which the Trustees invest).

No investment by an appointed investment manager in the securities issued by the
relevant manager’'s company or any affiliate
securities held within a pooled fund in which the Trustees invest).
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Borrowing is not permitted except to cover short term liquidity requirements.
2.5 Investment Strategy

Given the S ¢ h e mievéstment objectives the Trustees have adopted the investment
strategy detailed in the table below.

Asset Class Target Benchmark Allocation

(%)
Diversified Growth Fund ( “* DGF " ) 20.0
Liability Driven Investment 80.0
Total 100.0

The Trustees have implemented asset allocation ranges to ensure the actual allocations

do not drift significantly from the target allocations. Details of these ranges can be found

in the Investment Management Agreementand Scheme’'s | nvestment P
Implementation Document. MGIE will seek to rebalance any allocations as soon as

reasonably practicable after completing monthly reviewsof t he Scheme’ s ass:/
allocatonand i n accordance wiibntpolidtyder cer’ s best exe

The Trustees have also agreed to invest/disinvest assets in such a way as to rebalance
towards the target allocations.

2.6 Day-to-Day Management of the Assets

The Trustees delegate the day to day management of the assets to the appointed
investment manager, MGIE. The Trustees have taken steps to satisfy themselves that
the manager has the appropriate knowledge and experience for managing the Scheme’ s
investments and that they are able to carry out their work competently.

MGIEi s a ‘ man ages’t The 8chema’ naasets are invested in pooled funds in
which MGIE selects the underlying managers in which the pooled fund is invested.
Ultimately MGIE is responsible for hiring and firing managers.

The Trustees have determined, based on expert advice, a benchmark mix of asset
types.

The Trustees regularly review the continuing suitability of the Scheme” s i nvest ment s
with the aim of ensuring the overall level of risk is consistent with that being targeted as
set out in Section 2.2.

Details of the Sc h e mappanted manager can be found in a separate document
produced by the Trustees e n t i hvestnent Policy Implementation Document” , whi ¢ h
is available to members upon request.

2.7 Additional Assets

Under the terms of the Trust Deed and Rules the Trustees are responsible for the
investmentofaddi ti onal vol unAVG@st paidbymembers.bTaeg i ons ( “
Trustees review the investment performance of the chosen providers on a regular basis

and take advice as to the providers’ continuc¢
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2.8

2.9

2.10

Realisation of Investments

The investment manager has 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 and pooled fund prospectuses.

The Trustees have delegated the monitoring of the allocation between the appointed
managers to MGIE who rebalances the portfolio as setoutint he “ I nvest ment
| mpl ement ati on Document”

ESG, Stewardship and Climate Change

The Trustees believe 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 Trustees also recognise that long-term sustainability issues, particularly climate
change, present risks and opportunities that increasingly may require explicit
consideration.

The Trustees have delegated day to day management of the assets to MGIE who in turn
delegates responsibility for the investment of the assets to a range of underlying
investment managers. 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 Trustees consider how ESG, climate change and stewardship are integrated within
MG | Envestment processes and those of the underlying managers in the monitoring
process. MGIE is expected to provide reporting on a regular basis, at least annually, on
the ESG integration progress and stewardship monitoring results.

Member views

Member views are taken into account in the selection, retention and realisation of
investments by having two of the Trustees nominated by members. The views of the
wider membership on ESG matters have not been canvassed to date, but members
have a variety of methods by which they can make views known to the Trustees.
Investment Restrictions

The Trustees have not set any investment restrictions on the appointed investment
managers in relation to particular products or activities, but may consider this in future.

Corporate Governance

. The Trustees believe that good stewardship can enhance long-term portfolio

performance, and is therefore in the best interests of the Scheme s benef i ci

and aligned with fiduciary duty.

. The Trustees are supportive of t he UK St ewardship Code

by the Financial Reporting Council in July 2010 and they and MGIE expect the
underlying managers who are registered with the FCA to comply with the Code.

. The Trustees expect their fund managers to have effective policies addressing
potential conflicts of interest in matters of stewardship.

P

al
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211

Review of this Statement

The Trustees 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
whom the Trustees reasonably believe 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 scheme investments.
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3. Defined Contribution (“DC”) Section
3.1 Investment Objectives

To guide them in their strategic management of the assets and control of the various
risks to which the Scheme and the members are exposed, the Trustees have considered
their key investment objectives and adopted the following as their main priorities.

To maxi mi se the value of member s’ assets
To maintain the purchasing power of membe

Toprovidepr ot ecti on for member s’ accumul at ed
retirement against:

- Sudden (downward) volatility in the capital value.

- Relative fluctuations in the (implicit and explicit) costs of retirement
benefits.

To allow members to tailor their investment choices to meet their own needs.
3.2 Investment Principles
T he Tr wkjdcteves sranslate to the following principles:

a. Of fering member s aas'the defadtsnvegtinent strategyjpndo a ¢ h
ensuring that the investment strategy options allow members to plan for retirement;

b. Making available a range of pooled investment funds which serve to meet the
varying investment needs and risk tolerances of Scheme members;

c. Adopting a framework which provides flexibility to change investment managers
proactively and which allows efficient fund switching (e.g. without out-of-market risk)
as required,

d. Providing general guidance as to the purpose of each investment option;

e. Encouraging members to seek independent financial advice from an appropriate
party in determining the most suitable option for their individual circumstances;

f. In determining an appropriate balance between providing flexibility and choice, as
well as simplicity and cost control, the Trustees aim to make available a limited
range of options which satisfy the needs of the majority of members.

The Trustees regularly review the suitability of the options provided and from time to time
will change or introduce additional investment options as appropriate.
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3.3

Risk Management

The Trustees recognise that there are a number of risks facing members of the Scheme
and have taken these into consideration when determining the range of funds to offer to
members (including the default arrangements). The main risks faced by members,
which the Trustees believe may be financially material, and details about how the
trustees help members manage them are listed below:

Inflation risk — This refers to the risk of investments not keeping pace with inflation.
The Trustees offer a range of equity based funds (e.g. a High Growth Fund and
Growth Fund) which are expected to achieve a real rate of return over both price
inflation and earnings growth in the long term. In addition, index-linked gilts
exposure which is expected to maintain purchasing power for members can be
accessed through the Defensive Fund offered to members — please see the

“I'nvestment Policy | mplementation Document”

Market risk — This refers to the risk that the value of securities, including equities and
interest bearing assets, can go down as well as up. The Trustees provide 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.

Counterparty risk — This refers to the risk that a counterparty, either an underlying
holding or pooled arrangement, cannot meet its obligation. This risk is delegated to
the external investment managers.

Currency risk- This refers to the risk that fluctuations in foreign exchange rates will
cause the value of investments in currencies other than sterling to fluctuate.
Members are able to set their own investment allocations, in line with their risk
tolerances.

Operational risk — This refers to the risk that there is lack of robust internal
processes, people and systems. The Trustees consider the advice and research
provided by their Investment Consultant and monitor this on a regular basis.

Pre-retirement downturn risk — This refers to the risk of a downturn in the markets in
the period leading up to retirement. This could lead to members losing some or all of
the gains built up over their working life. The Trustees have therefore offered a
number of lifestyle investment options— please see section 3.5.1 for further details.

Liquidity risk — This refers to the risk of members not being able to realise their
investments. The Trustees have invested in unitised pooled funds which are dealt
daily and are kept separate from the assets of the employer.

Alpha/Manager risk — This refers to the risk that the returns from active investment
management may not meet expectations, leading to lower than expected returns to
members. The Trustees make available a number of actively managed funds to DC
members where they deem appropriate and carry out a robust selection process
when making actively managed fund available.

Environmental, Social and Corporate Governance risk- This refers to the risk that
environmental, social or corporate governance concerns, including climate change,

have a financially material impactonth e r et urn of the Scheme’ s

management of ESG related risks is delegated to the appointed investment
managers. See Section3.8o0f t hi s Statement for the
investment and corporate governance statement.

Tr ust
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3.4

3.5

The Trustees monitor and manage the risks set out above by keeping the investment
arrangements of the Defined Contribution Section under regular review and take advice
from their investment advisors on their continuing appropriateness.

Governance Structure

The Trustees have established the following decision making structure for the DC
Section:

Trustees
Set structures and processes for carrying out their role;
Set and implement investment structures;
Select and monitor investment advisers;

Make on-going decisions relevant to the principles of the DC Section's investment
strategy.

Mercer, the investment adviser

Advises on all aspects of the investment of the DC Section assets, including
implementation;

Advises on this Statement;
Provides required training; and

Advises the Trustees on the suitability of each fund's structure, composition and
benchmark;

Monitors investment managers.
Scottish Widows Limited, the investment platform provider for the DC Section
Operates within the terms of this Statement and the written contract;

Provides access to a platform through which third party funds can be accessed by
the Trustees, forthe DC S e ¢ tméners. s

Mercer Workplace Savings
Provides advice in selecting the investment platform provider;
Provides on-going governance monitoring services (i.e. on the platform provider);
Provides investment governance of the
Investment Strategy
Range of Funds

The Trustees recognise that members have differing investment needs and that these
may change during the course ofame mber ' s wor king 1|1 fe.

pl atf

The
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that members have different attitudes to risk. The Trustees believe that members should
make their own investment decisions based on their individual circumstances.

In considering the range of funds to offer to members (including the default
arrangements), the Trustees acknowledge that the investment time horizon of each

individual member is different and will be dependent on their current age and when they

expect to retire. In designing the lifestyle options, the Trustees have taken the proximity

to the target retirement date into account (through the use of target dated funds) when
designing the strategy and the associated fi
full time horizon.

In order to encompass these factors the Trustees have agreed the following:

To make available a range of investment funds that should enable members to tailor
their own investment strategy to meet their own individual needs.

To offer funds which allow diversification of risk and long term capital growth.

To provide a default investment option for members who do not make their own
investment decisions.

To provide alternative lifestyle investment options which target different retirement
benefits than that targeted by the default investment option.

The investment choices available under the DC Section have been chosen by the
Trustees based on their understanding of different member needs. These have been
grouped by the following approaches—* do it f or meand ‘‘heelapr ememed o

The Trustees regularly monitor and review the suitability of the funds provided and from
time to time may change the investment options.

3.5.1 Do it for me (the default investment option)

‘Do it for me’ i s DGSectichafdaskdown agthetTargen f or
Drawdown Retirement Path. It is suitable for members that do not feel

comfortable making their own investment decisions and do not plan to purchase

an annuity when they take their retirement benefits. If no choice of investment is

made, me mb eaordributions will be invested in this option.

In designing the default option, the Trustees have explicitly considered the trade-
off between risk and expected returns. Risk is not considered in isolation, but in
conjunction with expected investment returns and retirement outcomes for
members; further details can be found in Section 3.3. In particular, when
reviewing the investment strategy of the default investment option, the Trustees
consider risk quantitatively in terms of the variability of investment returns and
potential retirement outcomes for members. From a qualitative perspective, the
Trustees also consider risk in terms of the (mis)alignment of investments with the
retirement benefits targeted by the default investment option.

The Target Drawdown Retirement Path is implemented using a range of pooled
funds managed by the Trustees ¢ hos en i anagers.{Thad&rosteesm
delegate the selection, retention and realisation of investments within these
pooled funds to the chosen investment managers. The investment managers
also have discretion to incorporate social, environmental and corporate
governance considerations in exercising their delegated responsibilities, further
details about ESG, Stewardship and Corporate Governance factors can be found
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in Section 3.8. Any investment in derivative instruments (either directly or within
the underlying pooled funds) contributes to risk reduction, or efficient portfolio
management.

The Target Drawdown Retirement Path adopts a Lifestyle approach to manage

ri sk throughout a membeAs sal md mlémes i mott h
investment risk will have a greater impact on member outcomes. Therefore, the

Trustees believe that it is appropriate to utilise a Lifestyle approach to reduce

investment risk as the member approaches retirement. The reduction of

investment risk in the run up to retirement is expected to reduce the chance of

market shocks producing unfavourable outcomes for members at retirement.

If the member is more than eight years away from their expected
retirement date and has opted for the default option, contributions will be
invested in the Mercer Growth Fund. The Mercer Growth Fund invests in
a diversified range of assets (equities, fixed income securities and non-
traditional assets) with the objective of providing growth whilst mitigating
inflation erosion and downside risk.

Eight years before their target retirement date (or Normal Retirement
Date if no target has been specified), members who have opted for the
default option will have their holdings transferred into a Mercer Target
Drawdown Retirement Fund based on the expected date of retirement.
The Mercer Target Drawdown Retirement Funds aim to gradually move
investments from growth-seeking assets to investments more suitable for
reducing absolute volatility, whilst still generating moderate levels of
growth above inflation, as members approach retirement.

At the start of the year of their expe
accumulated savings in the default investment option will be moved to the

Mercer Drawdown Retirement Fund. The Mercer Drawdown Retirement

Fund aims to maintaint he pur chasing power of memb
they retire from the Scheme whilst also providing an element (25%) of

capital preservation.

Within the Target Drawdown Retirement Path, units across the underlying pooled
funds are bought and sold according to the lifestyle matrix set out in the IPID.
Specific details on the pooled funds held within the Target Drawdown Retirement
Path are also set out in the IPID.

Assets in the default investment option are invested in the best interests of
members and beneficiaries, taking into account the profile of members.

In making the decision regarding which Target Retirement Path should be the
default option, the Trustees consideredt hei r under standing of t
membership in July 2018 (based on data over 2017 and 2018). Based on this
understanding of the membership, a default option that targets the withdrawal of
savings at retirement flexibly (i.e. through income drawdown) and a tax-free cash

l ump sum (up t o 25 %aschosea. Thedmdeesrwsl contipue t )
to review this over time, at least triennially, or after significant changes to the
Scheme’ s de mogr ap hMembersiwifl besupporied by.clear
communications regarding the aims of the default and the access to alternative
approaches. The default option does not mean that members have to take their
benefits in this format at retirement. Prior to the de-risking period, members will
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be asked whether they wish to remain in the default option or to transfer to an
alternative lifestyle strategy (details can be found in section 3.5.2).

3.5.2 Help medoit

The options in this category are aimed at members who wish to make a choice in
where they invest, particularly in the lead up to retirement, but need help in
choosing. The Trustees have chosen a simplified range of lifestyle
arrangements, known as Target Retirement Paths, (including the default
investment option detailed in 3.5.1) to assist members with their investment and
retirement objectives.

In addition to the Target Drawdown Retirement Path, which is the default
investment option, the Trustees have made available alternative Target
Retirement Paths; the Target Annuity Retirement Path targets annuity purchase
at retirement and the Target Cash Retirement Path targets cash-out at
retirement.

The growth phase for all three Target Retirement Paths will be the same (the
Mercer Growth Fund), whereas different Target Retirement Funds will be used
within each path to achieve risk reduction as members approach retirement.

At retirement, me mber s’ inaNge Ratrenment £ath will be moved
to a suitable fund — the Mercer Annuity Retirement Fund for those targeting
annuity purchase, or the Mercer Cash Retirement Fund for members wishing to
withdraw 100% cash at retirement.

3.5.3 Leave metoit

The :s%dlefct’ funds are for members who ar e
choices and want to tailor their investments to suit their own characteristics.

The Trustees have therefore chosen a simplified core range of funds which target
a range of risk and return characteristics. Along with the Mercer Growth Fund
(the fund used in the default option) detailed above, there are four risk-profiled
options members can choose from; the Mercer High Growth, Mercer Moderate
Growth and the Mercer Defensive Funds.

In addition to the funds noted above, there are three further funds available; the
Mercer Active UK Equity, Mercer Active Global Equity and Mercer Active Money
Market Funds. These funds are aimed at members with a higher level of
confidence and investment knowledge who wish to further tailor their investment
strategy.

Further details of all of the funds made available to members under the DC Section are
provided in the Scheme’'s I nvestndt Policy I
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3.6

Additional default arrangements

In accordance with the Occupational Pension Schemes (Charges and Governance)
Regulations 2015, the Scheme has identified the investment options listed in the table

bel ow as

def aul t

arrangement fnaddifioamthd ef i ned |

current default investment option (as detailed in 3.5.1). These have been identified as

m automaicakly directeol tot r i b ut |
these funds without members having instructed the Trustees where their contributions

are to be invested; this is due to historic investment option removals and is further

explained in the table below. The performance of these funds is monitored at least

guarterly, with a strategic review being carried out at least triennially after falling under

‘“def aul t

arrangement s’

as

the categorisation of a ‘default arrangement’
Date
= Reason for identificat i orncategorisedas
und :
arrangement a default
arrangement
Target The Scheme’'s default i nv¢March?2019
Annuity changed from this option to the Target Drawdown
Retirement | Retirement Path in March 2019. Members who were
Path in the de-risking phase of this option were allowed
to remain in this option and hence this prior default
investment option is classified as a default
arrangement.
Defensive When the Mercer Active UK Bond Fund was September
Fund removed, members who did not choose another 2016
investment option had their contributions
automatically redirected to this option.
The aims and objectives as well as the Trust
arrangements’ is summarised in the able bel

Defensive Fund

Path

Target Annuity Retirement

Trustees’ aim
objectives and types of
investment primarily held

To provide members with a fund that

adopts an investment strategy
that is expected to be defensive
across different market
environments, whilst still
providing some prospects of
nominal growth; and

invests a large part of its assets
in a wide range of different fixed
income assets, whilst
maintaining a minor allocation to
other diversifying assets.

To provide members with an
investment option that

is suitable for those who plan to
buy an annuity and take a tax-
free cash lump sum when they
take their retirement benefits;

automatically manages the
asset allocation for members
from when they join until their
target retirement date; and

is diversified in its asset
allocation over time.
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Defensive Fund

Target Annuity Retirement
Path

Balance between
different kinds of
investments

Primarily invests in bonds, with minor

allocations to shares, and other
assets for diversification

The asset allocation changes over
time

When a member is more than
eight years from their target
retirement date, the Path invests
in the Mercer Growth Fund
(which invests in shares, bonds,
and other non-
traditional/diversifying assets)

When a member is within eight
years of their target retirement
date, the Path invests in a
Mercer Target Annuity
Retirement Fund, which
gradually moves investments
from high-risk growth-seeking
assets to fixed-income assets
that aim to move broadly in line
with changes in annuity prices.

When a member is in their
retirement year, the Path invests
in the Mercer Annuity
Retirement Fund, which invests
in short-term money market
instruments (25%) and fixed-
income assets that aim to move
broadly in line with changes in
annuity prices.

Expected risk and return

This fund aims to produce modest
returns above short term interest
rates at a lower level of risk than
investments in shares and risk is

measured by the absolute volatility of

returns

This fund is expected to provide a
real return over the long term with
some downside protection relative to
annuity prices as members approach
retirement, with moderate levels of
risk

The extent (if at all) to
which social,
environmental or
corporate governance
considerations are taken
into account in the
selection, retention and
realisation of
investments

The investment managers have full discretion (within the constraints of their
mandates) on the extent to which social, environmental or corporate
governance considerations are taken into account in the selection, retention

and realisation of investments.

The realisation of
investments

The selection, retention and realisation of assets within the pooled funds are
delegated to the respective investment managers in line with the mandates of

the funds.
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3.7 Day-to-Day Management of the Assets

The fund range offered to members of the DC Section is accessed through Mercer
Workplace Savings ( “ MW8n'the platform provided by Scottish Widows Limited
( Scottish Widows” .) The Trustees access the platform via a long-term insurance
contract with Scottish Widows.

The Trustees recognise that it is not possible to specify investment restrictions where
assets are managed via pooled funds and furthermore, given that it is Scottish Widows
that has the direct relationship with the third parties offering the funds (and not the
Trustees).

The Pensions Act 1995 (and subsequent legislation) distinguishes between investments
where the management is delegated to a fund manager with a written contract and those
where a product is purchased directly, e.g. the purchase of an insurance policy or units
in a pooled vehicle. The latter are known as direct investments.

The policy of the Trustees is to review their direct investments and to obtain written
advice about them at regular intervals. When deciding whether or not to make any new
direct investments the Trustees will obtain written advice and consider whether future
decisions about those investments should be delegated to the fund managers.

The written advice will consider the issues set out in the Occupational Pension Plan
(Investment) Regulations 2005 and the principles contained in this Statement. The
advisor will have knowledge and experience required under section 36(6) of the
Pensions Act 1995.

All the funds made available to members of the DC Section are blended funds-of-funds

(with at least one constituent). These funds are blended by Mercer and use MGIE funds

and underlying funds managed by other investment managementfims ( “ I nve st ment
Manager s”)

Day-to-day management of the assets in the blended funds-of-funds is delegated to the
Investment Managers who are all authorised or regulated. The Trustees expect the
Investment Managers to manage the assets delegated to them under the terms of their
contracts.

The Investment Managers have full discretion to buy and sell investments within the
underlying funds of the blended funds-of-funds (subject to agreed constraints and
applicable legislation).

The Investment Managers have appointed custodians for the safe custody of assets held
within underlying funds of the blended funds-of-funds. Where applicable, MGIE has also
appointed custodians for the safe custody of assets held within the blended funds-of-
funds. The custodians are responsible for the safekeeping of the assets held and for
performing various administrative duties, such as the collection of interest and dividends
and dealing with corporate actions.

The Trustees assess the continuing suitability of the blended funds-of-funds made
available under the DC Section on a periodic basis.
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371 Additional Voluntary Contributions (“AVCs

Members of the DC Section are able to invest AVCs within the same investment
funds as the main DC Section assets.

3.7.2 Monitoring the Fund Providers

The Trustees regularly review performance, activity and wider issues. The
Trustees also utilise Mercer as investment consultants to advise on investment
strategy, provider appointments, provide assistance in monitoring the funds
available, both in the form of written reports and attendance at meetings.

3.7.3 Realisation of Investments

The investment managers 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.

3.8 ESG, Stewardship and Climate Change

The Trustees believe that environmental, social and corporateg over nance (“ ESG”
issues 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 Trustees also recognise that long-term sustainability issues, particularly climate

change, present risks and opportunities that increasingly may require explicit

consideration.

Due to the arrangement with Scottish Widows to access pooled funds through MWS, the
Trustees recognise that the appointed investment managers have full discretion when
evaluating ESG factors, including climate change considerations, and in exercising rights
and stewardship obligations attachedtothe D C S e ¢ tnvestments as well as the
degree to which they are integrated into their investment processes

Similarly, this includes undertaking engagement activities for example in respect of the
S ¢ h e mwtingrights which are exercised by the underlying investment managers in
accordance with their own corporate governance policies, and taking account of current
best practice including the UK Corporate Governance Code and the UK Stewardship
Code.

The Trustees consider how ESG, climate change and stewardship are integrated within
Mercer’s investment processes and those of t|
process. Mercer is expected to provide reporting on a regular basis, at least annually, on

ESG integration progress, stewardship monitoring results, and climate-related metrics

such as carbon foot printing for equities and/or climate scenario analysis for diversified

portfolios.

The Trustees will engage with the provider and the investment managers as appropriate,

and will ask investment managers to include appropriate risk metrics within their portfolio
reporting within the framewor k oteoh@limatd=i nanci
Related Financial Disclosures (TCFD) and report on voting behaviour.

Investment Restrictions
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3.9

The Trustees have not set any investment restrictions on the appointed investment
managers in relation to particular products or activities.

Member views

Member views are taken into account in the selection, retention and realisation of
investments by having two of the Trustees nominated by members. The views of the
wider membership on ESG matters have not been canvassed to date, but members
have a variety of methods by which they can make views known to the Trustees.

DC Stewardship Policy

Further to the requirements imposed on the Trustees from 1 October 2019, the Trustees
support and expect the investment managers who are registered with the FCA to comply
with the UK Stewardship Code and UK Corporate Governance Code, including public
disclosure of compliance via an external website.

The Scheme’ s i nvest ment managers exercise voti
(collaborative or otherwise) in accordance with their own corporate governance policies
and the Trustees will review the following reporting on an annual basis:

UK StewardshipCode Revi ew which assesses each
compliance against the seven principles of the UK Stewardship Code.

Stewardship monitoring reporting which assesses each underlying equity
manager’'s record of executing and discl
which they are engaging with the underlying companies in which they invest.

Mercer Manger Research e rESG ratings of all investment managers versus the
asset class universe ESG ratings. In addition, ESG ratings are disclosed in the
quarterly performance report reviewed by the Trustees.

The Trustees have considered and will continue to consider sustainability-themed
investments.

Corporate Governance

ng

u

0s

The Trustees accept that by offering pool ed

investments, the day-to-day application of voting rights will be carried out by the
investment managers.

Review of this Statement

The Trustees 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
whom the Trustees reasonably believe 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 scheme investments.

n



