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DC Governance Statement 

STATEMENT FOR THE YEAR ENDED 31 DECEMBER 2019 

1. Introduction 

Governance requirements apply to defined contribution (DC) pension arrangements, to help members achieve a good outcome from their 
pension savings.  The Trustee of the HSBC Bank (UK) Pension Scheme (the “Scheme”) is required to produce a yearly statement (which is 
signed by the Chair of the Trustee) to describe how these governance requirements have been met in relation to: 

 the default investment options (including the main default options in which members are invested and other “legacy” funds also 
classed as default arrangements); 

 the requirements for processing financial transactions; 

 the charges and transaction costs borne by members;  

 an illustration of the cumulative effect of these costs and charges; 

 a ‘value for members’ assessment; and 

 Trustee knowledge and understanding. 

All components are integral to any effective and well governed DC pension scheme, and in providing this statement the Trustee seeks to 
evidence that the Scheme has fulfilled regulatory requirements and demonstrate that a foundation is in place to fulfil the Trustee mission 
of “helping members to make well informed decisions about their retirement savings”. 

The Pension Scheme Executive (the “PSE”), an in-house team of experienced pension scheme professionals, supports the Trustee in 
managing the Scheme, including assisting with communication, administration, finance and investments and can provide an informed view 
on any third-party advice sought. 

The Scheme is used as a Qualifying Scheme for automatic enrolment purposes.   

This statement covers the period from 1 January 2019 to 31 December 2019 (the “Scheme Year”) and relates only to DC benefits (including 
AVCs and the DC benefits of hybrid members) in the Scheme. 

2. Default arrangements 

The Trustee has made available a range of investment funds for members.  Each member is responsible for specifying one or more funds 
for the investment of their account, having regard to their attitude to the risks involved.  If a member does not choose an investment 
option, their account will be invested into the default option applicable to them, which is managed as a “lifecycle” strategy (ie it 
automatically combines investments in proportions that vary according to the time to retirement age).  The lifecycles are 100% invested in 
equities until twenty years from a member’s target retirement age from which point they transition gradually into less risky assets 
appropriate to the outcome targeted.  

Main default arrangements 

The Scheme has different default strategies for members, depending on the type of benefits they have. The default options have been 
designed to be in what the Trustee believes to be the best interests of the majority of the members based on the demographics of the 
Scheme’s membership.     

The Scheme has two main default lifecycle arrangements: the Flexible Income Strategy and the Lump Sum Strategy.  These lifecycle 
strategies were set as the default investment arrangement for two distinct cohorts of members, those with DC only benefits and those who 
are “Hybrid” members (former DB active members on 30 June 2015 who became active DC members from 1 July 2015), respectively.   

For DC only members, the default lifecycle, the Flexible Income Strategy, transitions from the Global Equities – passive Fund into the 
Diversified Assets – active Fund and then de-risks into the Global Bonds – active Fund and the Cash – active Fund as the member nears 
retirement; this is appropriate for those who want to take their benefits in the form of income drawdown in retirement.  This is due to a 
belief that (based on the demographic profile of the membership and the generous contribution structure) members are likely to accrue 
large pots, and hence likely to drawdown their pension pot gradually in retirement.  Market trends and scheme experience since the 
introduction of Pension Freedoms in 2015 also indicate that members with larger pots are moving away from purchasing annuities and are 
choosing to drawdown their retirement income instead. 

For Hybrid members, the default lifecycle, the Lump Sum Strategy, targets a cash lump sum at retirement.  It transitions from the Global 
Equities – passive Fund into the Diversified Assets – active Fund and the Global Bonds – active Fund and then de-risks into the Cash – active 
Fund as the member nears retirement.  The rationale for this is that many Hybrid members are expected to take a tax-free cash lump sum 
at retirement, utilising their DC benefits to provide this (as it is usually more advantageous) before giving up DB benefits. 
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As a material proportion of members have been shown to leave their pots invested past retirement, the Trustee has ensured that both the 
Flexible Income Strategy and Lump Sum Strategy continue to de-risk after the member’s target retirement date. This was introduced 
following the triennial investment strategy review in 2017. 

Legacy default arrangements 

There are two additional legacy default arrangements: the Annuity Purchase Strategy and the Cash Lifecycle. These strategies are no longer 
used as default options for new members.  A number of members who were within one year of their target retirement age at the time of 
the asset transition were allowed to remain invested in these legacy default lifecycles. 

The Annuity Purchase Strategy transitions members from the Global Equities – passive Fund into the Diversified Assets – active Fund and 
then de-risks into the Fixed Annuity Tracker – passive and Cash – active Funds as the member nears retirement.  The objective of the 
Strategy is to be appropriate for members intending to take their benefits in the form of an annuity at retirement.   

The Cash Lifecycle transitions members from the Global Equities – passive Fund into the Diversified Assets – active Fund and then de-risks 
into the Cash – active Funds as the member nears retirement.  The objective of the Strategy is to be appropriate for members seeking to 
take their entire pot as a cash lump sum at retirement.  Following the changes in 2018, this Lifecycle was replaced by the Lump Sum 
Lifecycle as the default for Hybrid members.  The Cash Lifecycle is not available for new investment by members. 

Additional default arrangement 

In March 2020 the Property - active fund was suspended due to issues with accurately valuing two of the underlying funds (resulting from 
the Covid 19 pandemic).  It was decided that new contributions would be re-directed to the Cash – active (ex Property) fund as an interim 
measure.  As a result, the Cash – active (ex Property) fund became a default arrangement as members’ contributions were directed to it 
without their consent, but members were immediately notified of the position so that they could direct their contributions to another fund 
if they wished.  

The objective of the Cash – active (ex Property) fund is to protect the absolute value of the investment by investing in deposits and other 
short-term money market instruments. The fund aims to perform in line with the benchmark.  

The Trustee is responsible for the Scheme’s investment governance, which includes setting and monitoring the investment strategy for the 
Scheme’s default arrangements.   

Details of the objectives and the Trustee’s policies regarding the default arrangements can be found in a document called the ‘Statement of 
Investment Principles’ (“SIP”).  The Scheme’s most recent DC SIP covering the default arrangements is attached to this annual statement 
regarding governance.   

As stated in the SIP, the Trustee aims to provide default investment options that the Trustee believes to be reasonable for those members 
that do not wish to make their own investment decisions. The Scheme’s main default options’ objectives are to generate returns 
significantly above inflation whilst members are some distance from retirement, but then to switch automatically and gradually into less 
risky assets as the member nears retirement with the asset allocation at retirement being designed to be appropriate for members who 
wish to flexibly take their benefits through an income drawdown arrangement or remain invested in the Scheme or in the case of the Lump 
Sum strategy, take their retirement pot as cash. 

The objectives of the Scheme’s other default arrangements are noted above. 

Monitoring and review 

The Trustee formally reviews the strategy and performance of the default arrangements in detail at least every three years or immediately 
following any significant change in investment policy or the Scheme’s member profile.  No detailed review was carried out during the 
Scheme Year. The last formal review prior to the Scheme Year was carried out on 12 September 2017 and the most recent formal 
investment strategy and performance review took place on 24 June 2020 and will be covered in next year’s annual governance statement.  

The Trustee also carries out interim annual reviews of the default arrangements alongside all available options to members. This review 
includes analysis of the membership, using the latest available membership data, to review whether the strategy and performance of the 
default arrangements remain appropriate; the last interim annual review within the Scheme Year took place on 19 February 2019 and 
concluded that the arrangements remained appropriate. 

The Trustee also reviews the performance of the default arrangements against their aims, objectives and policies on a quarterly basis, 
through a performance report provided by their investment advisers, LCP.  This review includes an analysis of fund performance and 
member activity to check that the risk and return levels meet expectations.  The Trustee reviews that took place during the Scheme Year 
concluded that the default arrangements were performing broadly as expected.   
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3. Requirements for processing core financial transactions 

3.1 DC benefits (including current AVC arrangements) 

The processing of core financial transactions is carried out by the administrators of the Scheme, Willis Towers Watson Technology and 
Administration Solutions (“WTW TAS”). Core financial transactions include (but are not limited to): the investment of contributions, 
processing of transfers in and out of the Scheme, transfers of assets between different investments within the Scheme, and payments to 
members or beneficiaries. 

Service level agreement 

The Trustee has a service level agreement (“SLA”) in place with WTW TAS which covers the accuracy and timeliness of all core financial 
transactions. The SLA includes (but is not limited to): 

 The processing of monthly contributions, including resolution of queries with the Bank, and payment reconciliation, with the 
investment manager within 9 days of receipt of the payroll contribution file (around the 16th of the month). In addition to this the 
Scheme also targets the investment of contributions within 5 days following deduction from pay, and this target is also monitored 
quarterly. 

 The processing of investment fund switches within 2 days of receipt of member request.  Members also have the facility to do this 
online, in which case, the request will be actioned within 24 hours.  

 The processing of transfer requests (both in and out of the Scheme) within 5 days from receipt of request. Some members also have 
the facility to run transfer out quotes online. 

 The processing of retirement requests and payments within 5 days from receipt of request. 

 The production of annual benefit statements and Statutory Money Purchase Illustration statements within 2 months following the 
receipt of full, accurate data.  

 The answering of 80% of member calls within 30 seconds. 

 Quarterly reporting on the completeness and accuracy of common and conditional data.  

 Management of member records and financial data. 

 The provision and management of member online access. 

WTW TAS internal controls 

The Trustee has received assurance from WTW TAS that there are adequate internal controls to ensure that core financial transactions for 
the Scheme were processed promptly and accurately during the Scheme Year. The key activities undertaken by WTW TAS to help it ensure 
that core transactions were processed promptly and accurately included: 

 Recording all member transactions and benefit processing activities in a work management system which automatically assigns the 
correct SLA for each activity. Work activity is monitored, with tasks allocated on a daily basis.  

 Preparing fortnightly, monthly and quarterly reporting which is presented and discussed with the PSE on no less than a monthly basis. 

 Monthly bank, unit and fund reconciliations are performed, which are provided to the PSE.   

 Peer review of all monetary transactions with different levels of payment authorisation required depending on the value of the 
payment.  

 TAS provided its own annual assurance report (AAF 01/06) during the Scheme Year in order to confirm the adequacy and application 
of key controls being met. 

In addition, analysis was undertaken over the Scheme Year by WTW TAS for any issues, errors or breaches to understand the cause, with 
rectification plans implemented where necessary, which were monitored on a monthly or more frequent basis. Action taken over the 
Scheme Year to improve performance is highlighted below. 

Trustee monitoring 

The Trustee has taken steps to try and ensure that there were adequate internal controls to ensure that core financial transactions relating 
to the Scheme were processed promptly and accurately during the Scheme Year. The Trustee regularly monitored the timeliness and 
accuracy of core financial transactions through several channels.  The PSE, on behalf of the Trustee: 

 Reviewed fortnightly and monthly performance reporting on key processes, transactions and complaints.  Any issues and anomalies 
identified were followed up with the administrator for explanation.  

 Held monthly meetings with the administrator to review and assess service performance, discuss issues, and progress on project 
related activity. 

 Reviewed quarterly reporting, which included, but was not limited to membership statistics, member transaction levels, service 
performance, financial reporting, complaints, errors and breaches, member online usage. 
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As part of these review processes, the PSE reviewed whether core financial transactions were accurate, up to date and completed within 
statutory timeframes and within the service levels agreed with WTW TAS. Any issues identified by the PSE as part of its oversight were 
raised with WTW TAS immediately and steps were taken to resolve the issue (see below for details). 

The accuracy and quality of Scheme data is assessed and monitored on a quarterly basis by the Trustee.  During the Scheme Year, the suite 
of data integrity tests was enhanced to include more scheme specific tests.  No significant issues/exceptions were identified during the 
Scheme Year in relation to the accuracy and quality of DC related data. 

During the Scheme Year the Trustee also carried out an internal audit of key DC processes which resulted in an overall rating of “Good” 
meaning that an effective control environment exists with all key controls confirmed as strong in design and operating effectively, and that 
there are no significant issues/exceptions that have not been highlighted by current oversight activities (see below). 

Performance over the Scheme Year 

In each quarter of the Scheme Year, transactions were completed within the agreed timescale for the following percentage of cases: 

Quarter 1 Quarter 2 Quarter 3 Quarter 4 

DC Only 94% 84% 93% 95% 
Hybrid 75% 61% 78% 92% 

For DC only members, overall the Scheme administrators performed ahead of agreed service levels, with an average of 92% for DC in 2019 
which slightly exceeded the agreed target of 90%. When these figures are combined with those for Hybrid members, there was a drop-in 
administrator performance levels, although the drop in service was mainly for queries relating to members’ DB benefits.  

The Trustee, via the PSE, required additional disclosures in respect of any transactions and benefit processing activity that were not 
completed within the agreed timescales, including the cause of the delay, the extent to which agreed timescales were breached and 
whether the issues causing the delay were systemic.  These issues and proposed remedial activities were closely monitored by the PSE, on 
behalf of the Trustee to minimise the risk of the issues re-occurring 

During Q2 of the Scheme Year, WTW TAS carried out improvement activities across a range of processes, which had a direct impact on 
their core team capacity and resulted in a decrease in the number of transactions completed within the agreed timescales.  Following the 
reduction in service performance, WTW TAS reviewed their resource model, performance and processes further and identified the areas to 
increase productivity to safely recover service performance and mitigate the risk to adverse member experience in the future.  The 
transactions and activities which were completed outside of agreed timescales during the Scheme Year have been managed and were not 
caused by systemic issues. 

No other issues or anomalies were identified during the Scheme Year in relation to the processing of core financial transactions of DC 
benefits.  

Overall, based on the processes operated and information provided as described above, the Trustee is satisfied that over the Scheme Year 
(in relation to DC benefits):  

 the administrator was operating appropriate procedures, checks and controls and operating within the agreed SLA (with the exception 
of Q2 2019, which is commented on above); and 

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

 all core financial transactions were processed promptly and accurately during the Scheme Year. 

3.2 Legacy AVCs 

There are a small number of members invested in a relatively large number of legacy AVC arrangements and these investment options are 
no longer open to contributions.  These legacy AVCs only account for a small proportion (less than 0.1%) of the total DC assets within the 
Scheme. Therefore, the Trustee has taken a proportionate approach to reviewing them, compared to the other DC benefits within the 
Scheme.   

The Trustee carries out an annual review of its legacy Additional Voluntary Contributions (AVC) arrangements with the last review 
undertaken during the Scheme Year being on 23 May 2019. This review highlighted no material concerns with the legacy AVC 
arrangements. 
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4. Member-borne charges and transaction costs 

The Trustee is required to set out the charges incurred by members during the Scheme Year in this Statement.  As the sponsoring employer 
pays the DC investment fund annual management charges, platform expenses and all other administration expenses, the member borne 
charges are limited to the additional fund expenses incurred by the underlying managers in the day-to-day running of the funds (for 
example, custodian fees etc), with the exception of some legacy AVCs funds (see below). 

The Trustee endeavours to ensure that the additional fund expenses are below 0.20% per annum on each fund. As at 31 December 2019, 
the highest additional expenses of all funds that were available to members was for the Sustainable and Responsible Equities – active Fund, 
at 0.19%. 

The Trustee is also required to disclose transaction cost figures.  In the context of this Statement, the transaction costs shown are those 
incurred when the Scheme’s fund managers buy and sell assets within investment funds but are exclusive of any costs incurred when 
members invest in and switch between funds.  

The transaction costs are borne by members.  The charges and transaction costs have been supplied by Fidelity (the Scheme’s platform 
provider).  All transaction cost information has been provided for the Scheme Year for the default arrangements and self-select options 
(but not the legacy AVC funds). 

When preparing this section of the Statement, including the illustrations, the Trustee has taken account of statutory guidance.  All 
additional fund expenses and transaction cost figures shown in this section are over the Scheme Year.  Due to the way in which transaction 
costs have been calculated it is possible for figures to be negative; since transaction costs are unlikely to be negative over the long term the 
Trustee has shown any negative figure as zero.  

Default arrangements charges and transaction costs 

The default arrangement for most DC-only members is the Flexible Income Strategy, for most Hybrid members the default arrangement is 
the Lump Sum Strategy.  These default arrangements have been set up as a Lifecycle approach, which means that members’ assets are 
automatically moved between different investment funds as they approach their retirement date.  This means that the level of charges and 
transaction costs will vary depending on how close members are to retirement and in which funds they are invested.   

For the Scheme Year, annualised charges and transaction costs are set out in the following tables. 

Flexible Income Strategy (main DC Only default) 

Years to retirement Additional fund expenses Transaction costs 

20 or more years to retirement 0.00% 0.11% 

15 years to retirement 0.02% 0.19% 

10 years to retirement 0.03% 0.27% 

5 years to retirement 0.04% 0.28% 
At retirement 0.03% 0.22% 

Lump Sum Strategy (main Hybrid member default) 

Years to retirement Additional fund expenses Transaction costs 

20 or more years to retirement 0.00% 0.11% 
15 years to retirement 0.02% 0.19% 
10 years to retirement 0.03% 0.27% 
5 years to retirement 0.04% 0.28% 
At retirement 0.02% 0.10% 

For the Scheme Year, annualised charges and transaction costs for the legacy default arrangements are set out in the following tables. 
Charges are only shown at retirement for the Cash Lifecycle as the strategy is closed to new members and all members in this strategy are 
at least at their Target Retirement Age. 

Annuity Purchase Strategy (legacy default and current Freechoice option) 

Years to retirement Additional fund expenses Transaction costs 

20 or more years to retirement 0.00% 0.11% 
15 years to retirement 0.02% 0.19% 
10 years to retirement 0.03% 0.27% 
5 years to retirement 0.02% 0.19% 
At retirement 0.00% 0.00% 
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Cash Lifecycle (legacy default arrangement) 

Years to retirement Additional fund expenses Transaction costs 

At retirement 0.00% 0.00% 

Member borne charges and transaction costs are not shown for the additional default arrangement (the Cash-active fund) as it was not 
considered a default arrangement during the Scheme Year. 

Self-select options charges and transaction costs 

With the exception of the legacy Cash Lifecycle Strategy, the default arrangements are also available as self-select options for those not 
defaulted into them. Members also have the choice to invest into any of the 18 funds available in the self-select range (known as 
“Freechoice”).  

The level of charges for each self-select fund and the transaction costs over the Scheme Year are set out in the following table.  The 
underlying funds used within the current main default arrangements are shown in bold. 

Fund name Additional fund expenses Transaction costs 

UK Equities - active 0.02% 0.13% 
Diversified Assets - active  0.06% 0.43% 
Shariah Law Equities - passive 0.00% 0.04% 
Sustainable and Responsible Equities - active  0.19% 0.18% 
Global Bonds - active  0.03% 0.13% 
UK Equities - passive 0.00% 0.00%
Global Equities - passive 0.00% 0.11% 
Property - active  0.03% 0.00%
Fixed Annuity Tracker - passive  0.00% 0.00% 
Inflation Linked Annuity Tracker - passive  0.00% 0.03% 
Cash - active  0.00% 0.00% 
European (ex UK) Equities - passive 0.00% 0.00% 
North American Equities - passive 0.00% 0.00%
Japanese Equities - passive 0.00% 0.00% 
Asia Pacific (ex-Japan) Equities - passive 0.00% 0.03% 
Global Equities - active  0.09% 0.13% 
Sterling Corporate Bonds - active  0.01% 0.12% 
Emerging Markets Equities - active 0.04% 0.39% 

The Scheme also has three further legacy lifecycle strategies which were previously available for members to select namely the Capital 
Lifecycle, Lifecycle 2 and Flexicycle. These strategies are closed to new members, but existing members have been permitted to remain 
invested.  

For the Scheme Year, annualised charges and transaction costs are set out below.  

Capital Lifecycle (legacy Freechoice lifecycle) 

Years to retirement Additional fund expenses Transaction costs 

At retirement 0.05% 0.32% 

All members invested in this strategy are past their Target Retirement Age. 

Lifecycle 2 (legacy Freechoice lifecycle) 

Years to retirement Additional fund expenses Transaction costs 

20 or more years to retirement 0.07% 0.16% 
15 years to retirement 0.07% 0.16% 
10 years to retirement 0.07% 0.16% 
5 years to retirement 0.07% 0.16% 
At retirement 0.00% 0.00% 

Flexicycle (legacy Freechoice lifecycle) 

Flexicycle is a lifecycle strategy that allowed members to create an investment strategy by selecting their preferred growth and 
consolidation phase funds and the point at which their DC pension pot would switch between them. There was also a choice of switching 
periods between these phases and a choice of at retirement allocation. The Trustee is therefore not able to display annualised charges and 
transaction costs for each possible combination in this Statement. The relevant charges and costs can be seen for the possible underlying 
funds with the options for the growth phase being the Global Equities – active, Global Equities – passive, Diversified Assets – active, 
Sustainable and Responsible Equities – active and Emerging Markets Equities – active Funds and the options for the consolidation phase 
being the Fixed Annuity Tracker – passive, Inflation Linked Annuity Tracker – passive, Diversified Assets – active and Cash – active Funds. 
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Additional Voluntary Contribution fund charges and transaction costs 

As well as the DC funds noted above, which contain the majority of the Scheme’s AVC investments, some members were also invested in a 
number of legacy AVC funds during the Scheme Year.  

The majority of the Scheme's legacy AVC assets invested in "with-profits" funds.  With-profits returns are delivered through guaranteed 
annual and non-guaranteed terminal bonuses (guarantees only apply at contractual events, eg retirement) and these can be influenced by 
the asset allocation within the fund which is itself reflective of the strength of the provider, and therefore affects investment returns and 
bonus rates. 

The Trustee, with their investment advisors, have sought to obtain details of the transaction costs from the Scheme’s legacy AVC providers 
for the Scheme Year. At the time of producing this statement, that process is still ongoing. The Trustee will continue to ask its legacy AVC 
providers on a regular basis to disclose details of the transaction cost data with the intention of adding this into the next annual 
governance statement. 

The charges shown for the AVC arrangements are the Total Expense Ratios (“TER”) over the Scheme Year (except where otherwise shown), 
which includes the annual fund fees as these are not met by the Bank, unlike for the DC funds 

Friends Life AVC funds TER* Transaction costs 

GM Mixed Fund*** 0.32% ***** 

GM UK Equity Fund*** 0.36% ***** 

GM Overseas Equity Fund*** 0.45% ***** 

GM North American Equity Fund *** 0.48% ***** 

GM European Equity Fund*** 0.41% ***** 

GM Asia Pacific ex Japan Equity Fund*** 0.47% ***** 

GM Property Fund*** 0.60% ***** 

With-profits Fund 0.64% n /a**** 

Standard Life AVC funds TER* Transaction costs 

Pension Millennium With Profits Fund 1.15% n /a**** 

Pension With Profits Fund 1.75% n /a**** 

Standard Life Managed Pension Fund 1.02% 0.00 

Standard Life Property Pension Fund*** 1.03% ***** 

Standard Life European Equity Pension Fund*** 1.02% ***** 

Standard Life International Equity Pension Fund*** 1.03% ***** 

Standard Life North American Equity Pension Fund*** 1.01% ***** 

Standard Life UK Equity Pension Fund*** 1.01% ***** 

Pension Millennium With Profits 2006 Fund 1.20% n /a**** 

Other AVC providers TER* Transaction costs 

Schroders Life Managed Balanced Fund*** 1.69% ***** 

Aegon Cash Fund 1.00%** ***** 

Equitable Life With-Profits Fund 1.50% 1.04% 

Phoenix Life With-Profits Fund n/a**** n /a**** 

Prudential With-Profits Cash Accumulation Fund 1.24% 0.09% 

Scottish Widows With-Profit Fund n/a**** n /a**** 

*TER = Total Expense Ratio. The TER encompasses charges made to / by funds, typically including the Annual Management Charge, custody 
fees and other expenses 
**Annual Management Charge only. TER varies depending on performance/day to day running costs 
***Data as at 31 March 2020.  The Scheme’s investment advisers are working with the provider to get information for the Scheme Year 
period. 
****TER and/or Transaction cost is implicit. The Scheme’s investment advisors are working with the provider to confirm this cost over the 
period. 

***** Transaction costs were not provided to the Trustee from the fund provider. The Scheme’s investment advisors are working with the 
provider to confirm this cost over the period. 



HSBC Bank (UK) Pension Scheme 
Annual Report & Financial Statements for the year ended 31 December 2019 
DC Governance Statement 24 

Illustration of charges and transaction costs 

Over a period of time, the charges and transaction costs that are taken out of a member’s pension savings can reduce the amount available 
to the member at retirement.  The following table sets out an illustration of the impact of charges and transaction costs on the projected 
value of an example member’s pension savings. In preparing this illustrative example, the Trustee has had regard to the relevant statutory 
guidance.   

As each member has a different amount of savings within the Scheme and the amount of any future investment returns and future costs 
and charges cannot be known in advance, the Trustee has had to make a number of assumptions about what these might be.  The 
assumptions are explained below: 

 The “before costs” figures represent the savings projection assuming an investment return with no deduction of member-borne 
charges (ie the additional expenses) or transaction costs.  The “after costs” figures represent the savings projection using the same 
assumed investment return but after deducting member-borne charges and an allowance for transaction costs. 

 The transaction cost figures used in the illustration are those provided by the managers over the past two years, subject to a floor of 
zero (so the illustration does not assume a negative cost over the long term).  We have used the average annualised transaction costs 
over the past two years as this is the longest period over which figures were available and should be more indicative of longer-term 
costs compared to only using figures over the Scheme Year. 

Illustrations are provided for the default option for DC only members (the Flexible Income Strategy) since this is the arrangement with the 
most members invested in it, the Lump Sum Strategy (which is the default for most Hybrid members), as well as four funds from the 
Freechoice fund range.  The four Freechoice funds shown in the illustration are: 

 the fund with the highest before costs expected return – this is the Emerging Markets Equities – active Fund. 

 the fund with the lowest before costs expected return – this is the Cash – active Fund. 

 the fund with highest annual member borne costs – this is the Diversified Assets – active Fund.  

 the fund with lowest annual member borne costs – this is the Fixed Annuity Tracker – passive Fund.  

The charges illustration table is shown below.  

Flexible Income 
Strategy

Lump Sum Strategy
Emerging Markets 

Equities - active
Cash - active

Diversified Assets -
active

Fixed Annuity 
Tracker - passive

Years 
invested

Before 
costs

After
costs

Before 
costs

After
costs

Before 
costs

After
costs

Before 
costs

After
costs

Before 
costs

After
costs

Before 
costs

After
costs

1 £4,000 £4,000 £4,000 £4,000 £4,100 £4,100 £3,900 £3,900 £4,000 £4,000 £3,900 £3,900
3 £8,300 £8,300 £8,300 £8,300 £8,500 £8,400 £7,600 £7,600 £8,100 £8,100 £7,600 £7,600
5 £12,800 £12,800 £12,800 £12,800 £13,300 £13,000 £11,100 £11,100 £12,300 £12,100 £11,100 £11,100
10 £25,400 £25,200 £25,400 £25,200 £27,200 £26,200 £19,300 £19,300 £23,300 £22,700 £19,300 £19,300
15 £39,900 £39,600 £39,900 £39,600 £44,300 £41,800 £26,700 £26,700 £35,3000 £33,900 £26,700 £26,700
20 £56,800 £56,200 £56,800 £56,200 £65,400 £60,400 £33,400 £33,400 £48,100 £45,600 £33,400 £33,400
25 £75,600 £74,400 £75,600 £74,400 £91,400 £82,600 £39,500 £39,500 £62,000 £58,000 £39,500 £39,400
30 £95,400 £93,000 £95,400 £93,000 £123,400 £109,000 £45,000 £45,000 £76,900 £71,000 £45,000 £44,900
35 £114,100 £109,800 £114,100 £109,800 £162,800 £140,400 £49,900 £49,900 £92,900 £84,600 £49,900 £49,800
40 £127,500 £121,300 £124,300 £118,700 £211,300 £177,800 £54,400 £54,400 £110,200 £99,000 £54,400 £54,300

Percentage 
Difference

5.1% 4.7% 18.8% 0.0% 11.3% 0.2%

Notes 

 Values shown are estimates and are not guaranteed.  The illustration does not indicate the likely variance and volatility in the possible 
outcomes from each fund. The numbers shown in the illustration are rounded to the nearest £100 for simplicity. 

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

 Annual salary growth and inflation is assumed to be 2.5%. Salaries could be expected to increase above inflation to reflect members 
becoming more experienced and being promoted. However, the projections assume salaries increase in line with inflation to allow for 
prudence in the projected values. 

 The starting account (pot) size used is £2,000.  This is the average (median) pot size for HSBC scheme members aged 25 years and 
younger (we’ve used the average of the under 25s rather than the average of the whole Scheme to allow for a more representative 
40-year projection).  This assumption, and others mentioned, are as at 31 December 2019, the Scheme Year end.  

 The projection is for 40 years, being the approximate duration that the youngest Scheme member has until they reach the Scheme 
Normal Pension Age.  

 The starting salary is assumed to be £19,500. This is the median salary for HSBC scheme members aged 25 years and younger. 
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 The contribution rate is assumed to be 10.0% (includes employee and employer contributions). This is the median contribution rate 
for HSBC Scheme members aged 25 years and younger. 

 The projected before charges annual returns used are as follows:  

− Flexible Income Strategy: 3.0% above inflation for the initial years, gradually reducing to a return of 0.1% below inflation at the 
ending point of the lifestyle.  

− Lump Sum Strategy: 3.0% above inflation for the initial years, gradually reducing to a return of 0.9% below inflation at the 
ending point of the lifestyle.  

− Emerging Markets Equities – active fund: 4.3% above inflation 

− Cash – active fund: 2.0% below inflation 

− Diversified Assets – active Fund: 1.5% above inflation 

− Fixed Annuity Tracker – passive Fund: 2.0% below inflation 

No allowance for active management has been made in the return assumptions (eg assumed return for a passive and active global equity 
fund is equal).   

5. Value for members assessment 

The Trustee is required to assess the extent to which member borne charges and transaction costs for the Scheme Year represent good 
value for members.   

5.1 DC benefits (including current AVC arrangements)  

The Trustee reviews all member-borne charges (including transaction costs where available) annually, with the aim of ensuring that 
members are obtaining value for money given the circumstances of the Scheme.  The most recent value for members review took place on 
1 May 2020. The assessment was undertaken taking account of the Pensions Regulator’s Code of Practice No.13 (Governance and 
administration of occupational trust-based schemes providing money purchase benefits) and accompanying guidance. There is no legal 
definition of ‘good value’ which means that determining this is subjective. The Trustee notes that value for money does not necessarily 
mean the lowest fee, and the overall quality of the benefit received by members was also considered in this assessment.   The assessment 
was undertaken with assistance from the Trustee’s DC consultant and involved a wide assessment of value considering the key elements of 
the Scheme and agreeing relevant value ratings for each area, in addition to looking at the value attributable to member borne costs and 
charges.  

Assessment of value relating to member borne charges and transaction costs 

The member borne charges are limited to additional fund expenses (not the annual fund charges) and transaction costs for the DC funds 
and the assessment found this compares very favourably to other DC schemes. 

The Trustee’s investment advisers have confirmed that the additional expenses paid by members for the DC funds are competitive for the 
types of fund available to members.  Members pay significantly less than members in other schemes as they only pay the additional 
expenses element for the DC funds. 

Wider value assessment 

In carrying out the value assessment, the Trustee also considered the wider benefits members receive from the Scheme, which include: 

 the oversight and governance of the Trustee, including ensuring the Scheme is compliant with relevant legislation, and holding regular 
meetings to monitor the Scheme and address any material issues that may impact members; 

 the design of the default arrangements and how this reflects the interests of the membership as a whole;  

 the range of investment options and strategies;  

 the quality of communications delivered to members; 

 the quality of support services such as the Scheme website where members can access fund information online; and 

 the efficiency of administration processes and the extent to which the administrator met or exceeded its service level standards.   
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The following table sets out the summary of how the Trustee has assessed value. 

Area Assessment Commentary 

Charges Very Good Most of the Scheme’s costs are covered by the sponsoring employer, with only transaction 
costs and additional expenses borne by the member. Charges paid by members are therefore 
extremely competitive when compared to typical fees paid by members in other large DC 
schemes. 

Scheme 
Administration 

Good The agreed service levels for achieving a task are generally shorter than the standard levels 
expected, and these are achieved in the majority of cases for DC members.  
The PSE / Trustee also undertook an internal audit of Administration Activities, resulting in an 
overall rating of “Good” meaning that an effective control environment exists with all key 
controls confirmed as strong in design and operating effectively, and that there are no 
significant issues/exceptions that have not been highlighted by current oversight activities. 

Scheme 
management and 
Governance 

Very Good The Trustee has a high level of knowledge and engagement in managing the Scheme, supported 
by a strong team in the PSE.   

Communications Very Good A wide suite of communication tools and resources are offered to Scheme members which is 
continually reviewed. Member feedback is gathered and used to improve communications and 
help develop new services, eg guidance support at retirement.  

At Retirement Good During the Scheme Year, wider At Retirement support was rolled out to members, and steps 
taken to encourage active and deferred members to think more clearly about the impact of 
updating Target Retirement Age on their investments.  

Default 
arrangement 

Very Good Different defaults are available to different cohorts of members, recognising their different 
requirements. Performance of the growth phase of the defaults has been strong. 

Self-select 
investment range 

Very Good The Scheme offers a good range of funds covering all the main asset classes with active and 
passive options and the option to invest in lifecycle strategies that target drawdown, annuity 
purchase or a cash lump sum (reflecting the three broad choices members have at retirement). 

Scheme design Very Good Employer contributions are generous when compared to the market, with total contribution 
rates exceeding the industry benchmarks. 

Conclusion 

Overall, the Trustee believes that members of the Scheme are receiving good value for the charges and transaction costs that they incur as 
the assessment showed that members benefited from well-designed default investment strategies and range of investment options as well 
as very low charges, amongst other benefits as summarised above. 

5.2 Legacy AVC arrangements  

There are a small number of members invested in a relatively large number of legacy AVC arrangements and these investment options are 
no longer open to contributions.  [These legacy AVCs only account for a small proportion (less than 0.1%) of the total DC assets within the 
Scheme.] Therefore the Trustee has taken a proportionate approach to reviewing them, compared to the other DC benefits within the 
Scheme.   

The Trustee carries out an annual review of its legacy Additional Voluntary Contributions (AVC) arrangements with the last review 
undertaken during the Scheme Year being on 23 May 2019. This review highlighted no material concerns with the AVC arrangements and 
confirmed it would be in members’ best interests to remain with these providers rather than be transferred into an alternative 
arrangement as this would result in a loss of guarantees or high exit charges.   

On 31 December 2019, following the transfer of Equitable Life’s business, members with Equitable Life With profits investments were 
uplifted to compensate for loss of guarantees and transferred to a unit-linked Secure Cash Fund with Utmost Life and Pensions. The 
Trustee plans to transfer these investments to the Lump Sum Strategy in 2020 to allow members to benefit from reduced fees and 
increased investment choice. 
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6. Trustee knowledge and understanding 

General 

The Trustee Directors are required to develop and maintain appropriate levels of knowledge and understanding.  Considering the 
knowledge and experience of the Trustee Directors with the specialist advice received from the appointed professional advisors (e.g. 
investment consultants, legal advisors), the Trustee believes it is well placed to properly exercise its functions as Trustee of the Scheme. 

The Trustee ensures that the appropriate level of Trustee Knowledge & Understanding (“TKU”) is achieved and maintained in the following 
ways. 

A bespoke HSBC Trustee training curriculum (known to the Trustee as “TKYou”) is in place to ensure that all Trustee Directors develop the 
necessary knowledge, understanding and skills to manage and govern the Scheme.  The training is designed, and the external courses 
attended, to help the Trustee Directors to learn about and discuss current legislative and regulatory requirements concerning pensions law 
and the principles relating to funding and investment.  This is underpinned by the Trustee’s policy on knowledge and understanding which 
was applied during the Scheme Year and ensures that: 

 Every member-nominated Trustee Director candidate must complete the Pensions Regulator’s Trustee Toolkit prior to being 
nominated for election. Bank-nominated Trustee Directors are required to comply with the TKU Regulations by completing the 
Trustee Toolkit within six months of becoming a Trustee Director.  The Trustee Toolkit is an online learning programme from the 
Pensions Regulator aimed at trustees of occupational pension schemes and designed to help trustee meet the minimum level of 
knowledge and understanding required by law. 

 Newly appointed Trustee Directors must attend a half day induction session run by the Scheme’s advisers covering various topics.   

 Pre-Board Trustee training is provided to support the Trustee Directors in advance of specific decisions and topics which are 
particularly complex. 

 Training logs are completed for each module of training undertaken, with the Trustee documenting what they learnt from the module, 
how it has improved their skills and knowledge and how they will use it in their role as Trustee.  

 Trustee meeting attendance is recorded to ensure that all Trustee Directors regularly attend meetings and are informed as to Scheme 
specific and regulatory updates. 

 Trustee training in respect of attending annual conferences and manager monitoring meetings is also documented and reviewed at 
each quarterly Trustee meeting.  

 All Trustee Directors have access to previous years’ training modules via recordings and files retained in the Trustee Reading Room (an 
online resource available to Trustee Directors). 

The policy is reviewed annually in conjunction with a formal annual review of the balance of skills and competencies on the Board and on 
the Committees.  The review during the Scheme Year was in March 2019. 

Activities during the Scheme Year 

During the Scheme Year, the Trustee has taken the following steps relating to Trustee training:  

 The induction sessions attended by the new Trustee Directors covered an introduction to the laws of pension and trusts, and 
introduction to the principles of pension scheme funding and investment and the Scheme’s priorities for the future as well as an 
introduction to the Scheme’s investment arrangements carried out by the Scheme’s advisors.  This was supplemented by specific 
additional briefings in relation to the relevant Committee responsibilities that the newly appointed Trustee Director was given. A more 
experienced Trustee Director was appointed as a mentor to the newly appointed individual to help navigate training and experience 
opportunities.  

 Taking account of the needs of individual Trustee Directors and the anticipated activity of the Scheme, the PSE in consultation with the 
Governance and Nominations Committee reviewed the training logs mentioned above and devised a training plan for the Board as a 
whole. The review during the Scheme Year was in March 2019. 

 Training needs for individual Trustee Directors were identified by the individual and agreed in the annual reviews held with the 
Trustee Chair.    

 The PSE held two days’ annual training, plus a day of training at an investment day and a governance day, to update all Trustee 
Directors with relevant developments. Attendance is documented and in 2019, all Trustee Directors attended at least one training day.   

 There has been a continual focus on DC governance and investment strategies, as well as training on, amongst other things, Trustee 
Board Effectiveness, Investment beliefs (including ESG and social impact), administration processes and options for pre and at 
retirement.  This ensures the Trustee is kept up to date with the law regarding pensions and trusts and the principles relating to the 
funding and investment of occupational pension schemes all of which underpin the relevant Trustee policies in these areas. These 
policies are reviewed annually, and relevant technical updates are provided at the time of review. Policies were reviewed throughout 
the year. 

This approach to Trustee training, in conjunction with the external support received from advisers (described below), enables the Trustee 
to have the relevant knowledge and understanding of the scheme documentation (e.g. Trust Deed and Rules, Trustee policies, SIP etc.), the 
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relevant principles relating to funding and investment, and the law and regulations relating to pensions and trust, as well as market 
developments at the appropriate times to effectively run the Scheme and make decisions. 

In particular, during the Scheme Year, in addition to the ongoing training outlined above, the Trustee has met the knowledge and 
understanding requirements by: 

 receiving updates on topical issues each quarter from its legal and investment advisers to keep up to date with pensions law and the 
principles of DC investing; 

 obtaining advice from its relevant professional advisers.  For example, the Trustee received appropriate professional advice when 
reviewing and adopting a revised SIP during the Scheme Year, helping the Trustee Directors ensure they have a working knowledge of 
the current SIP.  All Trustee decisions are supported by professional advice where required, which includes the attendance of 
professional advisers at Trustee meetings,   

 receiving legal advice on the Scheme’s trust deed and rules and any amendments required to it, such that the Trustee Directors have a 
working knowledge of this document;  

 the Trustee Directors considering and applying their knowledge of the Trust Deed and Rules, SIP and Trustee policies where relevant 
to Trustee decisions; and 

 attending external events, such as training provided by advisers, topic specific conferences and seminars.  As well as learning, this 
provides an external perspective of what other schemes are doing and whether there are learnings which could be taken.   

The Trustee Governance and Nominations Committee appraises the balance of skills and competencies on the Board, and Trustee 
succession is planned to address any gaps which are identified in this process. 

The Scheme appointed a professional independent Trustee Director to the Board in 2019. The new appointment brings in experience from 
other Schemes to both the Scheme’s governance and in consideration of Trustee decisions. 

For the reasons set out above, considering the collective knowledge and experience of the Trustee with the specialist advice (both in 
writing and whilst attending meetings) received from the appointed professional advisors, the Trustee Board believes it is well placed to 
exercise its functions as the Trustee of the Scheme properly. 

R Picot, Chair of the Trustee of the HSBC Bank (UK) Pension Scheme 

For and on behalf of HSBC Bank Pension Trust (UK) Limited 

Date:  29 July 2020 
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June 2020 

Statement of Investment Principles for the 

HSBC Bank (UK) Pension Scheme – DC Sections 

 

1. Introduction 

This Statement of Investment Principles (“SIP”) sets out the policy of the HSBC Bank Pension Trust 

(UK) Limited (“the Trustee”) on various matters governing decisions about the investments of the HSBC 

Bank (UK) Pension Scheme (“the Scheme”).  The Scheme consists of three sections; the HBUK 

Section, the HSBC Global Services Section and the HSBC Bank plc Section. Each section provides 

Defined Benefit (“DB”) and Defined Contribution (“DC”) benefits.  This SIP covers the DC benefits of all 

three sections, and replaces the previous SIP dated September 2019. For details on the Scheme’s DC 

investment arrangements, please see the separate Investment Policy Implementation Document 

(“IPID”). 

The SIP is designed to meet the requirements of Section 35 (as amended) of the Pensions Act 1995 

(“the Act”), the Occupational Pension Schemes (Investment) Regulations 2005, and the Occupational 

Pension Schemes (Charges and Governance) Regulations 2015.   

This SIP has been prepared after obtaining and considering w ritten professional advice from LCP, the 

Scheme’s DC investment adviser, w hom the Trustee considers to be suitably qualif ied and experienced 

to provide such advice.  The advice takes into account the suitability of investments, including the need 

for diversif ication, given the circumstances of the Scheme, and the principles contained in this SIP.  The 

Trustee has consulted w ith the relevant employers in producing this SIP. 

The Trustee w ill review  this SIP from time to time and, w ith the help of its advisers, w ill amend it as 

appropriate.  These review s w ill take place as soon as practicable after any signif icant change in 

investment policy, or in the demographic profile of the relevant members, and at least once every three 

years. 

Appendix 1 sets out details of the respective key responsibilities of the Trustee, platform provider, 

investment adviser and investment managers.  It also contains a description of the basis of 

remuneration of the investment adviser and the investment managers. 

Appendix 2 sets out the Trustee’s policy tow ards risk measurement and management.   

2. Investment objectives 

The Trustee’s primary objectives are to provide members w ith access to: 

 an appropriate range of investment options, reflecting the membership profile and the variety of 

w ays that members can draw  their benefits in retirement; and 

 a default investment option that the Trustee believes to be reasonable for those members that do 

not w ish to make their ow n investment decisions.  The Scheme’s default options’ objectives are to 

generate returns signif icantly above inflation w hilst members are some distance from retirement, 

but then to sw itch automatically and gradually to low er risk investments as members near the 

taking of their DC pot. 
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3. Investment strategy 

The Trustee has made available a range of investment funds for members.  Each member is 

responsible for specifying one or more funds for the investment of their account, having regard to their 

attitude to the risks involved.  If  a member does not choose an investment option, their account w ill be 

invested into a default option, deemed most appropriate to them, w hich is managed as a “lifecycle” 

strategy (ie it automatically combines investments in proportions that vary according to the time to 

retirement age). 

The Scheme has different default strategies for members, depending on the type of benefits they have. 

The default options have been designed to be in line w ith w hat the Trustee believes to be the best 

interests of the majority of the members based on the demographics of the Scheme’s membership.   

For members w ith only DC benefits, the main default option targets f lexible income draw dow n at 

retirement, since the Trustee believes that most of these members w ill w ish to take their benefits in this 

form.  Therefore, the initial grow th phase is invested to target a return signif icantly above inflation, and 

then in the 20 years before retirement, it sw itches gradually into less risky assets, w ith the asset 

allocation at retirement being designed to be appropriate for members w ho w ish to f lexibly take their 

benefits through an income draw dow n arrangement or remain invested in the Scheme.  This default 

lifecycle continues to move into less risky assets in the 5 years follow ing a member’s target retirement 

age; providing further gradual de-risking for members w ho may not have updated their target retirement 

age despite deciding to retire at an older age. 

For members w ith both DC and DB benefits in the Scheme, know n w ithin the Scheme as Hybrid 

members, the main default option targets a cash lump sum at retirement, because the Trustee believes 

that most of these members w ill w ish to take their DC benefits in this form. Similar to the main default 

for DC members, the initial grow th phase targets a return signif icantly above inflation, and then in the 20 

years before retirement, it sw itches gradually into less risky assets, into an asset allocation at retirement 

designed to be appropriate for member taking a cash lump sum.  This default lifecycle for Hybrid 

members also continues to move into less risky assets in the 5 years follow ing a member’s target 

retirement age; providing further gradual de-risking for members w ho may not have updated their target 

retirement age despite deciding to retire at an older age. 

In addition to the tw o main defaults, the Scheme also currently offers an alternative lifecycle strategy; 

one designed to be appropriate for members w ho w ish to purchase an annuity at retirement. This 

strategy w as the previous main default for DC members of the Scheme and, as members did not make 

a choice to invest in this strategy, this lifecycle continues to be considered a default by the Trustee for 

the purpose of fulf illing legislative requirements. 

As w ell as the three lifecycle strategies noted above, the Scheme also makes use of a temporary fund 

called the Cash - active (ex-Property) Fund. This fund w as introduced as a result of a decision taken to 

temporarily close the Property – active Fund (due to the suspension of trading by tw o of the underlying 

managers) so that contributions could be redirected into the Cash - active (ex-Property) Fund until such 

time as the Property – active Fund could reopen. As members’ contributions are to be directed into this 

fund w ithout them making an active selection, this fund w ill be treated as a default for the purpose of 

fulf illing legislative requirements. The objective of the fund is ‘To protect the absolute value of the 

investment by investing in deposits and other short-term money market instruments. The fund aims to 

perform in line w ith the benchmark. 

The Trustee also operates four legacy lifecycle strategies know n as Capital Lifecycle, Cash Lifecycle, 

Flexicycle and Lifecycle 2. Whilst closed to new  member investment, members invested at the time of 
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closure are able to continue to contribute to these strategies. The Cash Lifecycle is a legacy version of 

the existing main defaults for Hybrid members of the Scheme and, as members did not make a choice 

to invest in this strategy, this lifecycle also continues to be considered a default by the Trustee for the 

purpose of fulf illing legislative requirements.  Flexicycle uses a similar strategy structure to the lifecycles 

but allow ed members some flexibility to choose betw een a number of funds to invest in during the 

grow th phase and the de-risking phase, and decide w hen to sw itch betw een the phases. Members 

invested in Flexicycle w hen it w as closed to new  member investments are no longer able to amend their 

fund selections w ithin the strategy. Lifecycle 2 makes greater use of active management and has an 

asset allocation at retirement suitable for members looking to purchase an annuity at retirement. 

The Trustee w ill monitor the relevant members’ behaviour to check w hether assumptions made about 

how  members w ill access their benefits are borne out in practice. 

4. Considerations made in determining the investment arrangements 

When deciding how  to invest the Scheme’s assets, the Trustee considers a number of risks, including, 

but not limited to, those set out in Appendix 2.  Some of these risks are more quantif iable than others, 

but the Trustee has tried to allow  for the relative importance and magnitude of each risk.  

The Trustee considered a w ide range of asset classes for investment, and the expected returns and 

risks associated w ith those asset classes.   

In determining the investment arrangements, the Trustee also takes into account: 

 the best interests of all members and beneficiaries; 

 the profile of the membership and w hat this is likely to mean for the choices members might make 

upon reaching retirement; 

 the risks, rew ards and suitability of a number of possible asset classes and lifecycle strategies  and 

w hether the return expected for taking any given investment risk is considered suff icient given the 

risk being taken;  

 the need for appropriate diversif ication w ithin the default strategies and other lifecycle options to 

ensure that, for each such option, both the overall level of investment risk and the balance of 

individual asset risks are appropriate; 

 the need for appropriate diversif ication w ithin the other investment options offered to members; 

and 

 the Trustee’s investment beliefs about how  investment markets w ork and w hich factors are most 

likely to impact investment outcomes. 

The Trustee’s key investment beliefs are set out below : 

 active management can only be profitably harnessed by skilful managers in selected asset 

classes, and w here appropriate skilful managers can be identif ied by the Trustee, its Pension 

Scheme Executive and its advisers; 

 mandates that either access non-mainstream markets and/or systematically replicate active 

managers more cheaply (know n as ‘Smart beta’), are preferable solutions for some asset classes; 

 environmental (including climate change risks), social and governance issues are all important 

factors in investment decision making; 

 both qualitative and quantitative factors should be taken into account in evaluating investment 

risk, so that risk can be properly accessed and, w here practical, managed; 
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 any conflict of interest betw een the Trustee, as asset ow ners, and their agents (advisors, fund 

managers, Pension Scheme Executive) should be monitored and managed; 

 there are exploitable risk premiums over the long term from; equities, credit, illiquid assets and 

selected emerging markets; 

 there can be a f irst mover advantage for investors w ho are able to react sw iftly to new  investment 

opportunities; 

 the Trustee’s governance budget (money and time) should be focussed on investment decisions 

that w ill have the greatest positive effect on member outcomes; 

 the Trustee believes investment delivering an appropriate risk adjusted return can also have a 

social impact; 

 DC communications should be tailored to maximise the probability of individual members making 

w ell-informed investment decisions; 

 investment management costs and fees, including transaction costs, should be transparent; and 

 The Trustee aims to accommodate DC members w ho w ish to invest in active funds. 

The Trustee’s key investment beliefs and understanding of the Scheme’s membership are reflected in 

the design of the default and other lifecycle options, and in the range of other funds made available to 

members.     

5. Implementation of the investment arrangements 

Before investing in any manner, the Trustee obtains and considers proper w ritten advice from its 

investment adviser on the question of w hether the investment is satisfactory, having regard to the need 

for suitable and appropriately diversif ied investments.  

Details of the investment managers are set out in the separate IPID. 

The Trustee has entered into a contract w ith a platform provider, w ho makes available to members a 

range of eighteen different funds that can be accessed through three distinct structures; Lifecycle, 

Flexicycle or Freechoice.  There is no direct relationship betw een the Scheme and the underlying 

investment managers of the DC investment funds. 

The investment managers’ primary role is the day-to-day investment management of the Scheme’s 

investments.  The managers are authorised under the Financial Services and Markets Act 2000 (as 

amended) to carry out such activities.  

The Trustee and investment managers to w hom discretion has been delegated exercise their pow ers to 

giving effect to the principles in this SIP, so far as is reasonably practicable.   

The Trustee selects the investment managers w ith an expectation of a long-term arrangement, w hich 

encourages active ow nership of the underlying assets, w hich is discussed further in Section 7. When 

assessing a manager’s performance, the focus is on longer-term outcomes, and the Trustee w ould not 

expect to terminate a manager’s appointment based purely on short term performance. How ever, a 

manager’s appointment could be terminated w ithin a shorter timeframe due to other factors such as a 

signif icant change in business structure, the investment team or agreed contractual terms. 

Alignment betw een a manager’s management of each pooled fund’s assets and the Trustee’s policies 

and objectives are a fundamental part of the appointment process of a new  manager. The follow ing 

steps are taken to encourage alignment betw een the Scheme and the managers: 



 

Page 5 of 14 

 Before investing, the Trustee w ill seek to understand the manager’s approach to sustainable 

investment (including engagement). The Trustee has limited influence over managers’ investment 

practices because all the Scheme’s assets are held in pooled funds , how ever the Trustee w ill 

ensure the investment objectives and guidelines of the vehicle are consistent w ith its ow n 

objectives, set out in Section 7. 

 To maintain alignment, managers are provided w ith the most recent version of the Scheme’s SIP 

w hich includes the Trustee’s policy on sustainable investment, on an annual basis and are 

required to explicitly confirm that the assets are managed in line w ith the Trustee’s policies as 

outlined in those documents.  

 Should the Trustee’s monitoring process reveal that a manager’s portfolio is not aligned w ith  the 

Trustee’s policies, the Trustee w ill engage w ith the manager further to encourage alignment. This 

monitoring process includes specif ic consideration of the sustainable investment/ESG 

characteristics of the portfolio and managers’ engagement activities . If , follow ing engagement, it is 

the view  of the Trustee that the degree of alignment remains unsatisfactory, the manager w ill be 

terminated and replaced. 

Managers are paid an ad valorem fee, in line w ith normal market practice, for a given scope of services 

w hich includes consideration of long-term factors and engagement. The Trustee review s the costs and 

value for money incurred in managing the Scheme’s assets annually, w hich includes the costs 

associated w ith portfolio turnover. In assessing the appropriateness of the portfolio turnover costs at an 

individual manager level, the Trustee w ill have regard to the actual portfolio turnover and how  this 

compares w ith the expected turnover range for that mandate. 

6. Realisation of investments 

The investment managers have discretion over the timing of realisation of investments of the Scheme 

w ithin the portfolios that they manage, and in considerations relating to the liquidity of investments.   

The Trustee’s policy is to invest in funds that offer daily dealing to enable members to readily realise 

and change their investments. 

7. Environmental, social and governance (“ESG”) and other financially material 

considerations 

As stated in section 4, one of the Trustee’s investment beliefs is that Environmental (including Climate 

Change risks), social and governance risks are all important factors in investment decision making. 

In setting the investment strategy for the Scheme’s default investment options, and the alternative 

lifecycle strategies, the Trustee's primary objective is to generate returns signif icantly above inflation 

w hilst members are some distance from retirement and to sw itch gradually to low er risk investments as 

members approach their target retirement date.  

ESG factors, including climate change can have a material f inancial impact on the value of the default 

investment options, and the alternative lifecycle strategies, over the time horizon applicable to members 

invested in them. The Trustee therefore believes that by taking such factors into account in its 

investment process, the Scheme is better positioned to deliver on its objectives. 

The Trustee takes account of ESG factors w hen setting the asset allocation for the default investment 

options, and the alternative lifecycle strategies, and w hen selecting (and monitoring the performance of) 

its appointed investment managers. For most of the Scheme’s investments, the Trustee expects the 
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investment managers to invest w ith a long time horizon, and to use their engagement activity to drive 

improved performance over these periods. 

The Trustee adopts the follow ing approach in relation to the selection (and monitoring) of investment 

managers: 

 In relation to funds w here the investment manager is permitted to make active decisions about the 

selection, retention and realisation of investments the Trustee expects the investment managers 

to take steps to ensure f inancially material considerations (including climate change and other 

ESG considerations) are implicitly incorporated into the investment decision-making process 

w here permissible w ithin applicable guidelines and restrictions. The Trustee undertakes regular 

review s to ensure the policy is being carried out effectively and in line w ith evolving good practice.  

Within some asset classes, w here it is possible in the context of DC operational constraints, the 

Trustee considers investment options that give increased w eight to ESG considerations. An 

investment fund that explicitly combines investment return w ith climate factors in the selection, 

retention and realisation of assets is included in the lifestyle strategies provided to the DC 

members of the Scheme (w ith the exception of Lifecycle 2 and some members w ithin Flexicycle)  

and is also available as a Freechoice option. The Trustee regularly monitors the performance and 

ESG risk mitigation offered by this investment option and w ould consider replacing the fund 

should either the performance or ESG-related objectives of the fund become misaligned w ith 

Trustee beliefs or expectations.  

The Trustee recognises climate change as a systematic, long-term material f inancial risk to the value of 

the Scheme’s investments. Therefore, the Trustee has a f iduciary duty to consider climate change risk 

w hen making investment decisions. Within the context of its f iduciary responsibility, the Trustee is 

supportive of the Paris Agreement to avoid dangerous climate change by limiting global w arming to w ell 

below  2°C above pre-industrial levels and pursuing efforts to limit it to 1.5°C. In this context, the 

Trustee:  

 Expects its appointed investment managers to be cognisant of climate change risks and 

opportunities w ithin their investment processes as applied to the assets of the Trustee. Investment 

managers are further expected to annually report on how  these risks and opportunities have been 

incorporated into the investment process w ithin applicable guidelines and restrictions; 

 Has a preference for ‘Engagement’ rather than ‘Exclusion’ as a method of incorporating climate 

change risks into an effective f iduciary framew ork. How ever, the Trustee expects investment 

managers to independently consider w hether exclusion or engagement is more appropriate w ithin 

their investment process;  

 Encourages the further development of asset classes that are supportive of achieving the w ell 

below  2°C target provided they are all based w ithin the primary f iduciary framew ork;  

 Supports the Task Force on Climate-related Financial Disclosures (TCFD) and aims to incorporate 

its recommendations into the Scheme's reporting, subject to data availability; 

 Supports the further development of effective climate change risk metrics to enhance the ability of 

all stakeholders in the investment chain to assess and minimise such risks ;  

 Supports the Transition Pathw ay Initiative and w ill use the analysis to review  material exposures 

to the w orld's largest emitters and inform impactful engagement strategies through its asset 

managers, in line w ith the Trustee’s investment beliefs; 
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 Recognises that ‘Climate Change’ w ill be subjec t to much further analysis and subsequent policy 

changes in the coming years. The Trustee is supportive of adopting an evolving policy in order to 

ensure all relevant developments are captured; and  

 Is supportive of policy initiatives that, in its opinion, contribute tow ards achieving the w ell below  

2°C target.  

The Trustee w ill support Responsible Investment organisations or initiatives w here in doing so w ill help 

the trustee achieve at least one of the follow ing goals: 

 Help to implement new  Responsible Investment solutions in a proportionate and practical w ay 

w ith a clear focus on excellence and continuous improvement; 

 Influence government policy, market developments and pension funds w ith respect to 

Responsible Investment; 

 Improve the risk and return characteristics of investments to improve the f inancial outcomes for 

members; 

 Improve transparency in reporting, being generous w ith know ledge and helping to shape new  

ideas w ithin Responsible Investment. 

Currently the Trustee is associated w ith the follow ing organisations: 

 A member of the Institutional Investor Group on Climate Change (“IIGCC”)  

 A member of the Cambridge Institute for Sustainability Leadership (“CISL”)  

 A signatory to the Principles for Responsible Investment (“PRI”) 

 A supporter of the Transition Pathw ay Initiative (“TPI”) 

 A supporter of Climate Action 100+  

The Trustee recognises that it cannot support all organisations or initiatives and so w ill review  its 

associations periodically. The Trustee w ill disclose successes and learnings from its associations on an 

annual basis.  

The Trustee also has a policy of avoiding investments in controversial w eapons manufacturers on 

grounds of f inancial risk, as it believes this is in the best f inancial interests of the Scheme and its 

members. Where the f inancial implications of excluding controversial w eapons manufacturers (either 

due to increased costs to members or reduced investment opportunities) are, in the opinion of the 

Trustee, greater than the f inancial risks of including them, some exposure to controversial w eapons 

manufacturers may be maintained.  The Trustee has a policy of requesting that each of its appointed 

fund managers’ report on an annual basis as to their exposure to controversial w eapons manufacturers, 

if  any. 

8. Members’ Views and Non-Financial Factors 

The Trustee does not take into account any non-financial matters (ie matters relating to the ethical and 

other view s of members and beneficiaries, rather than considerations of f inancial risk and return) in 



 

Page 8 of 14 

setting the investment strategy for the Scheme’s  default investment options. How ever, it recognises the 

importance of offering a suitable range of  investment options for members w ho w ish to express an 

ethical preference in their pension saving.  

The Trustee has made the follow ing Freechoice options available to members w ho w ould like to invest 

in funds w ith specif ic non-financial considerations: 

 Sustainable & Responsible Equities – Active 

 Shariah Law  Equities – Passive 

The Trustee keeps up to date w ith other fund options available in the market via updates from its 

investment advisors. 

9. Stewardship 

The Trustee has examined how  rights, including voting rights, attached to investments should be 

exercised.  The Trustee recognises its responsibilities as shareholders being the ow ners of capital, and 

believes that good stew ardship practices including monitoring and engaging w ith investee companies, 

and exercising voting rights attaching to investments, protects and enhances asset ow ner value in the 

long term.   

The Trustee has delegated to its investment managers the exercise of rights attaching to investments, 

including voting rights, and engagement w ith issuers of debt and equity and other relevant persons 

about relevant matters such as performance, strategy, risks, capital structure, conflicts of interest and 

ESG considerations. The Trustee expects its investment managers to exercise ow nership rights and 

undertake monitoring and engagement in line w ith the managers’ general policies on stew ardship, 

w hich reflect the recommendations of the UK Stew ardship Code issued by the Financial Reporting 

Council, and w hich are provided to the Trustee from time to time, taking into account the f inancial 

interests of the beneficiaries.  

The Trustee seeks to appoint managers that have strong stew ardship policies and processes.  While 

the Trustee chooses managers w ith an aim to align their beliefs on stew ardship, and there is a degree 

of influence, the Trustee has less direct influence over the managers’ policies on the exercise of 

investment rights w here assets are held in pooled funds; this is due to the collective nature of these 

investments.   

The Trustee monitors and regularly review s the ow nership rights that it has delegated to its investment 

managers as w ell as how  the investment managers have voted and engaged w ith the companies in 

w hich they invest. This process is to ensure the policy is also being carried out effectively and in line 

w ith evolving good practice. 

 

Version adopted at a meeting of the Trustee board on 24 June 2020. 
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Responsibilities, decision-making and fees 

The Trustee has decided on the follow ing division of responsibilities and decision-making for the 

Scheme.  This division is based upon the Trustee’s understanding of the various legal requirements 

placed upon it, and its view  that this division allow s for eff icient operation of the Scheme overall, w ith 

access to an appropriate level of expert advice and service.  The Trustee’s investment pow ers are set 

out w ithin the Scheme’s governing documentation.  

1. Trustee 

In broad terms, the Trustee is responsible in respect of investment matters for: 

 setting the investment strategy, in consultation w ith the employers; 

 developing a mutual understanding of investment and risk issues w ith the employers; 

 review ing the investment policy as part of any review  of the investment strategy; 

 setting the policy for rebalancing betw een asset classes; 

 appointing (and, w hen necessary, dismissing) investment managers, investment advisers and 

other service providers; 

 monitoring the exercise of the investment pow ers that they have delegated to the investment 

managers and monitoring compliance w ith Section 36 of the Act; 

 formulating a policy on taking account of non-financial factors w hen making investment decisions 

and a policy on voting rights; 

 communicating w ith members as appropriate on investment matters, such as the Trustee’s 

assessment of its effectiveness as a decision-making body, the policies regarding responsible 

investment and how  such responsibilities have been discharged; 

 putting effective governance arrangements in place and documenting these arrangements in a 

suitable form; 

 review ing the content of this SIP from time to time and modifying it if  deemed appropriate; and 

 consulting w ith the employers w hen review ing the SIP. 

The Trustee has delegated responsibility for a number of  investment matters to an Asset and Liability 

Committee (“ALCo”).  This committee is responsible for selecting, monitoring the performance of  and, 

w hen required, replacing investment managers and ensuring that the high-level strategy and beliefs set 

by the Trustee are implemented effectively. 

The Trustee has appointed a Chief Investment Officer (“CIO”) to the Pension Scheme Executive.  It is 

the responsibility of the CIO to liaise w ith the Scheme’s advisers to ensure that the procurement of legal 

and investment advice and their input to the Trustee’s decision making process are optimised from the 

Trustee’s perspective. 

2. Platform provider  

The investment platform provider w ill be responsible for: 

 providing access to a range of funds managed by various investment managers; and 
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 providing the Trustee w ith regular information concerning the management and performance of 

the assets. 

3. Investment managers 

In broad terms, the investment managers w ill be responsible for: 

 managing the portfolios of assets according to their stated objectives, and w ithin the guidelines 

and restrictions set out in their respective investment manager agreements and/or other relevant 

governing documentation; 

 taking account of f inancially material considerations (including climate change and other ESG 

considerations) as appropriate w hen managing the portfolios of assets;  

 exercising rights (including voting rights) attaching to investments and undertaking engagement 

activities in respect of investments;  

 providing the investment platform provider w ith regular information concerning the management 

and performance of their respective portfolios; and 

 having regard to the provisions of Section 36 of the Act insofar as it is necessary to do so. 

The custodians of the portfolios (w hether there is a direct relationship betw een the custodian and the 

Trustee or not) are responsible for safe keeping of the assets and facilitating all transactions w ithin the 

portfolios.  

The Trustee, the CIO and its adviser w ill have regular meetings w ith the investment managers and 

platform provider to ensure they continue to carry out their w ork competently and have the appropriate 

know ledge and experience to manage the investments of the Scheme. 

4. Investment adviser 

In broad terms, the investment adviser w ill be responsible, in respect of investment matters, as 

requested by the Trustee, for: 

 advising on a suitable fund range and default strategies for the Scheme, and how  material 

changes to legislation or w ithin the Scheme’s benefits and membership may impact this;  

 advising on the selection, and review , of the investment managers; and 

 participating w ith the Trustee in review s of this SIP. 

5. Fee structures 

The Trustee recognises that the provision of investment management and advisory services to the 

Scheme results in a range of charges to be met. These platform, investment management and advisory 

charges are met entirely by the Employers and are not deducted from members’ assets. Depending on 

the fund invested in, members are liable for paying the additional expenses charged by the investment 

managers. The Trustee monitors the level of additional expenses charged by managers to ensure that 

they remain appropriate. 

The Trustee has agreed Terms of Business w ith the Scheme’s investment advisers, under w hich w ork 

undertaken is charged for by an agreed f ixed fee or on a “time-cost” basis. 
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6. Performance assessment 

The Trustee is satisf ied, taking into account the external expertise available, that there are suff icient 

resources to support its investment responsibilities.  The Trustee believes that it has suff icient expertise 

and appropriate training to carry out its role effectively. 

It is the Trustee’s policy to assess the performance of the Scheme’s investments, investment providers 

and professional advisers f rom time to time.  The Trustee w ill also carry out periodically an assessment 

of its ow n effectiveness as a decision-making body and w ill decide how  this may then be reported to 

members.  
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Policy towards risk, risk measurement and risk 

management 

The Trustee considers that there are a number of different types of investment r isk that are important for 

the Scheme.  These include, but are not limited to: 

1. Volatility and the risk of inadequate returns 

As members’ benefits are dependent on the investment returns achieved, it is important that investment 

options are available w hich can be expected to produce adequate real returns over the longer term. It is 

also important that members are offered a range of funds w ith varying levels of return and consequent 

volatility to allow  members to invest according to their individual risk tolerances and circumstances. 

Members are offered lifecycle strategies that reduce risk by moving to less volatile assets as they 

approach retirement.  

On this basis, equity and equity-based funds, w hich are expected to provide positive returns above 

inflation over the long term, have been made available to members and feature in the grow th phase of 

the default strategies.  To reduce the chance of a sharp deterioration in members’ benefits close to 

retirement, the Trustee has made the default options in the form of lifecycle strategies that gradually 

reduce investment risk as the member approaches their target retirement date. 

2. Inflation risk 

There is a risk that a member’s investments w on’t grow  quickly enough to suff iciently outpace inflation 

(the cost of living). Even if they do grow  in value, if  they don’t grow  quicker than inflation then their real 

value goes dow n. This can happen w ith low  capital risk funds, like a cash fund. It is measured by 

examining periodically the long-term performance of different assets relative to inflation. 

It can be managed by investing in grow th assets that are expected to produce returns that exceed long 

term inflation w ithin both the default and Flexicycle arrangements and the range of funds available to 

members to choose 

3. Risk from lack of diversification 

This is the risk that failure of a particular investment, or the general poor performance of a given 

investment type, could materially adversely affect the Scheme’s assets.  The Trustee believes that the 

Scheme’s default strategies are adequately diversif ied betw een different asset classes and w ithin each 

asset class, and that the options provide a suitably diversif ied range for members to choose from.  This 

w as a key consideration w hen determining the Scheme’s investment arrangements. 

4. Investment manager risk 

This is the risk that an investment manager fails to meet its investment objectives.  Prior to appointing 

an investment manager, the Trustee receives w ritten advice from a suitably qualif ied individual, and w ill 

typically undertake an investment manager selection exercise.  The Trustee and its adviser monitor the 

investment managers on a regular basis. 

5. Liquidity/marketability risk 

This is the risk that core f inancial transactions, such as investing members’ contributions, are not 

processed promptly due to lack of liquidity in the investments.  The Trustee manages this risk by only 
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using pooled funds w ith daily dealing w ithin the default strategies and diversifying the strategy 

across different types of investment. 

6. Risk from excessive charges   

While the Employers cover the cost of management fees, members are still liable for the additional 

expenses charged by investment managers. If the additional expense charges together w ith other 

charges, for example transaction costs, are excessive, then the value of a member’s account w ill be 

reduced unnecessarily.  The Trustee is comfortable that the additional expenses and other charges 

payable by members are in line w ith market practice and assess regularly w hether these represent 

good value for members. 

7. Credit risk 

This is the risk that one party to a f inancial instrument w ill cause a f inancial loss for the other party by 

failing to discharge an obligation. 

The Scheme is subject to credit risk because it invests in bonds via pooled funds.  The Trustee 

manages its exposure to credit risk by only investing in pooled funds that have a diversif ied exposure to 

different credit issuers. The Scheme invests in some funds w hich invest in bonds that are classif ied as 

both “investment grade” and “non-investment grade”; the latter carrying greater credit risk but having a 

higher yield to compensate investors. 

8. Market switching risk 

The risk is that, w here members choose to sw itch betw een investment funds, they are exposed to a 

cost of sw itching w hich is variable according to the conditions prevailing in the relevant markets at a 

particular point in time. It is measured by looking at the underlying spreads of the fund options. It is 

managed by the fund managers looking for best execution w hen implementing trades. 

9. Currency risk 

Whilst the majority of  the currency exposure of the Scheme’s assets is to Sterling, the Scheme is 

subject to currency risk because some of the Scheme’s investments are held in overseas markets.  The 

Trustee considers the overseas currency exposure in the context of the overall investment strategy, and 

believes that the currency exposure that exists diversif ies the strategy and is appropriate.  Furthermore, 

the Trustee manages the amount of currency risk by offering lifecycle strategies that invest in pooled 

funds w ith various levels of hedged currency exposure. 

10. Annuity conversion risk 

When a member retires, they may use their account to secure an annuity. The cost of buying an annuity 

varies from time to time and depends partly on the price of bonds. It is measured by examining 

periodically the correlation of different assets to annuity prices. 

It is managed in the default strategies by the Income Lifecycle sw itching funds into Fixed Income Bonds 

as the member approaches retirement. 

11. Securities lending risks 

Through the act of securities lending, investors lend securities (such as stocks or bonds) to a third party 

(the borrow er). The borrow er gives the lender collateral in the form of cash, stocks, or bonds. In addition 



 

 

Appendix 2 (cont) 

Page 14 of 14 

to providing the collateral plus a cash margin, the borrow er pays the lender to borrow  the 

securities. The process provides investment markets w ith liquidity, and allow s security holders 

the chance to achieve additional returns on their portfolios, but incurs a number of risks. 

 Counterparty risk – the risk that lenders or their lending agents may default on their loan and be 

unable to return the securities borrow ed; 

 Cash reinvestment risk – w hen the lender receives cash as collateral, this cash is often 

reinvested. The lender’s objective is  to generate income; how ever the lender is then also exposed 

to additional investment risks including the potential loss of principal; 

 Non-cash collateral risk – the additional risk involved in receiving assets other than cash as 

collateral; and  

 Operational risk – the risk of engaging in securities lending. For example, market or exchange 

problems, miscommunication betw een parties, incorrect records, etc. 

The Trustee manages this risk by ensuring that, w here possible, investment managers’ policies tow ard 

securities lending are in line w ith the Trustee’s beliefs. 

12. Climate change risk 

Climate change risk is considered to be a systemic risk by the Trustee, though it is diff icult to measure 

w ith a simple number. 

Climate change risk is managed through a combination of both positive and negative tilts w here 

appropriate (Global Equities) as w ell as a robust engagement policy via the Trustee’s appointed fund 

managers. See the detailed climate change policy in section 7 – Consideration of f inancially material 

and non-financial factors. 

13. Other environmental, social and governance (ESG) risks  

ESG factors are sources of risk to the Scheme’s investments w hich could be f inancially material over 

both the short and longer term.  The Trustee seeks to appoint investment managers w ho w ill manage 

these risks appropriately on its behalf and regularly review s how  these risks are being managed in 

practice. 
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