Trane UK Limited Retirement Benefits Plan
Chair’'s Statement 2020

Introduction

Governance requirements apply to defined contribution (“DC") pension arrangements, to help
members achieve a good outcome from their pension savings. An important part of these
governance requirements is the need for Trustees of DC pension arrangements to produce a yearly
statement (which is signed by the Chair of Trustees) to describe how these govemance requirements
have been met in relation to:

+ the investment options in which members’ funds are invested

+ the requirements for processing financial transactions;

» the charges and transaction costs borne by members;

e an illustration of the cumulative effect of these costs and charges;
* 3 ‘value for members' assessment; and

» Trustee knowledge and understanding.

The Trane UK Limited Retirement Benefits Plan (the ‘Plan’) is a defined benefit ('DB’} pension
arrangement, meaning that the requirement to preduce an annual statement would not normally apply
(and indeed hasn't applied to this Plan previously). However, there is a2 DC underpin (known as
Personal Pension Accounts — or ‘PPAs’) which means that the DC governance requirements can
come in to effect in certain circumstances — and those circumstances applied during the 2019/20 Plan
year and hence the need for this Statement covering the 2019/20 Plan year.

PPAs — DC underpin of DB benefits

As stated above, some members of the Plan effectively have a DC ‘underpin’ applied to their DB
benefits at the point at which they “crystallise” (begin drawing benefits). When a member of the Plan
takes their retirement benefits, transfers out or dies, their benefits are tested to check if the underpin
applies. This is referred to as the PPA in the Pian Rules.

If the value of the PPA is greater than the value of the DB benefits, the DC underpin ‘bites’ and the
Trustees must ensure that the value of the benefits paid out to the member is in line with the PPA.
Under the governance rules described above, this underpin is equivalent to a DC benefit and so the
requirement for the Trustees to produce a Chair's Statement applies if the underpin is triggered,

The underpin has rarely bitten in the past, as, typically, the value of the DB benefits is greater that the
PPA. However, during the period 1 May 2019 to 30 April 2020 it was found that the underpin was
triggered for a small number of members.

As a consequence, the Trustees have prepared this Statement to ensure compliance with the
DC governance regulations. However, the Trustees would note that there are no ring-fenced
DC assets nor are there any earmarked DC policies for members. In light of this, the Trustees
are limited in terms of their ability to report against a number of the DC governance
requirements and this Statement should be considered in that context.

Neither the Plan nor the PPAs are used for automatic enrolment purposes.



Additiona! Voluntary Contribution arrangements {(‘AVCs’)

The Plan also has two AVC providers — Utmost (formerly Equitable Life) and Prudential. Members
have historically been able to contribute to the Plan’'s AVC arrangements, although it is no longer
possible to pay in contributions. Standalone AVC policies (which are defined contribution ('DC")
benefits) do not normally require the production of a Chair's Statement. However, if a Chair's
Statement is required in relation to a scheme for another reason, as in this case, AVCs must be
included.

Investment Strategy
PPAs

As the Plan is a DB pension arrangement and there are no ring-fenced DC assets, investment
strategy is framed purely from a DB perspective. There is no DC investment defauit and nor are
members permitted to make any investment choices in relation to their PPAs.

From time to time the Trustees undertake a formal investment strategy review; the last review was
undertaken in May 2020 based on the results of the latest Actuarial Valuation. In that strategy review,
the Trustees re-affirmed the long-term investment strategy once the Plan achieved full funding on a
Gilts +0.25% Journey Plan measure, comprising of a 10% aflocation to return-seeking assets (Global
Equities) and 90% to matching-assets (UK Corporate and Government Bonds). This would de-risk the
Plan from its current 20% return-seeking / 80% matcing assets split. Subsequent to the Strategy
Review, the Company accelerated the annual employer contribution, taking the Plan above its full
funding target. As a result, the move to the 10% / 90% portfolio was executed in August 2020
alongside an increase to the Plan's target interest rate and inflation hedging level to 100% (as a
percentage of liabilities), reducing the risk borne by the Plan. Additionally, the Trustees decided to
replace the Plan’s UK Corporate Bonds mandate with a Buy and Maintain Credit mandate to increase
the credit quality of the underlying bonds and generate income within this portfolio to meet benefit
payments. This manager selection is currently engoing.

Additional Voluntary Contribution arrangements (‘AVCs’)
Utmost

The default for the Utmost AVC arrangement is Utmost's ‘Investing by Age’ (IbA) strategy, which is a
lifecycle that automatically moves members into lower-risk funds as they approach retirement. The
default was chosen following the transfer of members' assets from the former Equitable Life
arrangement in January 2020. A high level review of the default fund was undertaken in March 2020,
the Trustees agreed that it was (at that time) suitable for the members invested, and that the level of
charges is reasonable.

It was not possible to review performance of the default as part of the last review, as the IbA sirategy
is new. However, the Trustees did take into account the structure of the lifecycle and the underlying
funds, and consider the level of expected risk and return to be appropriate given the relative ages of
the members, and value of the AVC policies.

Another review will be undertaken in 2021. Details of the underlying funds within the IbA, as well as
associated costs and charges are provided in Appendix 2 to this statement.

Prudential

There is no default fund under the Prudential arrangement; members are invested in a mix of unit-
linked and a with-profits fund. This is a legacy AVC, and there has been no historic requirement to
select a default arrangement. The Trustees regularly assess the performance, suitability and charges
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of the investment funds available. The last assessment took place in March 2020 and the position will
be reviewed again in 2021.

Details of the underlying funds available from Prudential, as well as associated costs and charges are
provided in Appendix 2 to this statement.

Statement of Investment Principles (*SIP’)
The SIP sets out the aims and objectives of the Plan’s investment strategy. In particular it covers:

- The Trustees' investment objectives and investment strategy;
- Policies on managing risk; and
- Brief details of the AVC options.

The Plan's SIP was last updated in August 2020 and is appended to this Chair's Statement.

As the Plan is primarily a DB arrangement, the SIP focuses very much on DB investment strategy and
there is limited consideration of the PPAs.

Core Financial transactions

Processing of core financial transactions such as contributions (in respect of the main DB Plan only),
payments to members, beneficiaries and switches between investments) is carried out by the
administrators of the Plan, Towers Watson Limited (Willis Towers Watson — WTW), and the AVC
providers where applicable.

PPAs

The Plan’s administrators have confirmed to the Trustees that there are adequate internal controls to
ensure that core financial transactions relating to the Plan are processed prompily and accurately.
This includes the investment of contributions, processing of transfers in and out of the Plan, transfers
of assets between different investments within the Plan, and payments to members/beneficiaries.

The Trustees regularly monitor the core financial transactions of the Plan throughout the year, through
the receipt of quarterly reports from the Plan’s administrators, which are reviewed at Trustees’
meetings. A Service Level Agreement (SLA) is in place with the administrators which, inter alia,
covers the accuracy and timeliness of all core transactions. The SLAs are regularly monitored by the
Trustees and, over the Plan year in question, $9.7% of tasks were completed within the agreed SLAs.
Some of the key processes adopted by the administrator to help it meet the SLA are as follows:

+  Monthly monitoring of trustee bank accounts

+ Monthly reconciliation between contribution remittance and the schedule of contribution or
payment schedule

* Review of receipts to confirm statutory time limits for contributions are met

e AVCs are distinguished and separately recorded upon receipt

¢ A daily workflow planning tool is used to ensure cases are processed in a timely manner and
in the correct order of priority

e |Initial pension payment calculations and allocationof funds for drawdown are independently
reviewed within the team

*  Monthly pension payment reconciliation is carried out
+ Additional checks are carried out where payments are above a certain limit, or where there is
more than one payment for a member within the same pay reference period

The Trustees also have regular input from the administrators at the quarterly Trustee meetings, which
gives them the opportunity to discuss things such as processes, data, any issues or changes.
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If any errors or unreasonable delays or responses are identified, the Trustees hold the administrators
or investment manager, as appropriate, to account and seek to ensure that such issues are rectified
and prevented from reoccurring. The Plan’s financial statements are also audited annually by a third

party.
Additional Voluntary Contribution arrangements (*AVCs’)

There are no contributions into the AVC arrangements, so the focus of the AVC providers are
processing of transfers in and out of the Plan, transfers of assets between different investments within
the Plan, and payments to members/beneficiaries. Any instructions to the AVC providers must come
through the Trustees via the administrators of the Plan, and any transactions would fall within the SLA
parameters described above.

In addition, the Trustees, with the help of their advisers, regularly monitor the performance of the AVC
providers to ensure they are meeting their obligations and prescribed timelines. With regard to
Utmost, as they are new provider, it has not been possible to undertake any review of past
performance in relation to administration processes, but this will be undertaken in future.

The Trustees are satisfied that, in respect of both the PPAs and AVCs (subject to the qualification in
relation to Utmost):

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

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

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

Charges and transaction costs

The Trustees are required to set out the on-going charges borne by members in this Statement, which
are the annual fund management charges plus any additional fund expenses, such as custody costs,
but excluding transaction costs; this is also known as the total expense ratio (“TER"). The TER is paid
by the members and is reflected in the unit price of the funds.

The Trustees are also required to separately disclose transaction cost figures that are borne by
members. In the context of this Statement, the transaction costs shown are those incurred when the
Plan's fund managers buy and sell assets within investment funds.

When preparing this section of the Statement the Trustees have taken account of the relevant
statutory guidance.

PPAs

Other than the investment charges (which will only be relevant if the BC underpin bites), Plan
expenses including professional adviser fees are, in effect, met out of contributions made by the
Company.

In the case of some of the investment funds, the managers, BlackRock and State Street Global
Advisors (SSGA), were only able to provide details of transaction charges at fund rather than member
or even Plan level.

As the Plan is a DB arrangement, the investment funds are pooled, and there is no ring-fencing of
monies for the PPAs, However, this does mean that the charges are significantly lower than they
would be if the members were invested in a stand-alone DC arrangement.



The Trustees, along with their Investment Advisers, continually review the performance of the
investment funds.

The fund charges and transaction costs relevant to the PPAs can be found in Appendix 1.
Charges — impact on member outcomes

Over 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 Trustees have set out in the Appendix
to this Statement illustrations of the impact of charges and transaction costs on members PPAs for
different funds. The illustrations have been prepared in accordance with the DWP’s statutory
guidance on “Reporting costs, charges and other information: guidance for trustees and managers of
occupational pension schemes” on the projection of an example member's pension savings.

In preparing these examples, we obtained the information from the fund managers. The illustrations
have been carried out for the two funds that are used to calculate the PPA value.

Additional Voluntary Contribution arrangements (‘AVCs’)
Charges

Trustees are also required to make an assessment of charges and transaction costs borne by the
members with AVC balances.

The Trustees have reviewed the fees payable by members of the Plan and will continue to do so to
ensure charges are competitive based on the size of the arrangement.

The Trustees make available a range of funds through Prudential and Utmost which may be chosen
by members. These funds attract annual charges of between 0.50% and 0.75%pa. with the exception
of the Prudential With-Profits Fund, which is implicit, and dependent on the performance of the fund,
in particular the investment returns and Prudential's expenses. If, for example, over time investment
returns are higher, then Prudential would expect to increase the charges and if investment returns are
lower they would expect to reduce the charges. Prudential currently expect this charge to be 0.80% a
year, based on the assumption that future investment returns from the With-Profits Fund will be 5%
per year. They deduct this charge through the bonus mechanism.

Transaction charges

Utmost publishes transaction costs that may be incurred by Plan members. See Appendix 2 to this
Statement for the transaction costs. This information is not currently available from Prudential, but the
Trustees and their advisers will continue to engage with Prudential and will disclose any information
that becomes available.

Value for members

The Trustee are required to assess the extent to which member borne charges and transaction costs
represent good value for members. It is difficult to give a precise legal definition of “good value”, but
the Trustees consider that it broadly means that the combination of costs and the quality of what is
provided in return for those costs is appropriate for the Plan membership as a whole, when compared
to other options available in the market, albeit that this is especially difficult to quantify in the case of
the PPAs. 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).

The Trustees are committed to ensuring that members receive value for members (VFM) from the
Plan {i.e. costs and charges deducted from members' pots provide good value in relation to the
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benefits and services provided by or on behalf of the Plan) compared to plans of a similar size or
structure.

The Trustees have assessed the extent to which the Plan provides value for members, taking into
account the charges and transaction costs. Separate assessments were carried out in relation to the
PPAs and the AVCs due to unique benefits and requirements of each, and covered the following
areas:

* the oversight and governance of the Trustees, including ensuring the Plan is compliant with
relevant legislation, such as the charge cap, and holding regular meetings to monitor the Plan
and address any material issues that may impact members;

¢ the range of investment options and strategies — this included a review of the performance of
the Plan’s investment funds (after all charges) in the context of their investment objectives
and confirming that the returns on the investment funds members can choose during the
period covered by this Statement have been consistent with their stated investment
objectives. This is done at least every three years in relation to the main DB Plan, and
annually inrespect of the AVC arrangements;

e the quality of communications delivered to members;

» the quality of support services; and

o the efficiency of administration processes and the extent to which the administrator met or

exceeded its service level standards for the Plan year.

The Trustees believe that, overall, members get good value in relation to the investment funds for the
PPAs and sufficient value in respect of the AVC benefits for the following reasons:

The costs and charges are low (for PPAs) in comparison with other DC arrangements and in line
(for AVCs} with comparable AVC arrangements;

Members are part of a well govemed scheme which receives a comprehensive administration
service, as evidenced by the consistently high percentage of tasks completed within SLA;

The Trustees of the Plan, with support from their professional adviser, regularily monitor and
review the arrangements to ensure that they remain sufficient and appropriate for purpose; and
The Plan rules allow members to use up to 100% of their DC funds to fund tax free cash. This
enables members to minimise the amount of DB pension they need to commute and is seen as a
key driver of value for members in the context of their DC arrangements.

The Trustees do acknowledge the special circumstances of the PPAs and recognise there are no
investment options available within the Plan to members under this arrangement. It should be noted
that the PPA in and of itself provides underlying value for members i.e. members overall benefits
cannot fall below a certain, pre-determined value as long as they are eligible and remain within the
Plan.

Trustee knowledge and understanding (TKU)

The Plan Trustees are required to maintain appropriate levels of knowledge and understanding to run
the Plan effectively. Each Trustee must;

i Be conversant with the Trust Deed and Rules of the Plan, the Plan's Statement of Investment
Principles and any other document recording policy for the time being adopted by the
Trustees relating to the administration of the Plan generally, and

i.  Have, to the degree that is appropriate for the purposes of enabling the individual properly to
exercise his or her functions as trustee, knowledge and understanding of the law relating to
pensions and trusts and the principles relating to investment the assets of occupational
pension schemes.

The Trustees have measures in place to comply with the legal and regulatory requirements regarding
conversance and knowledge and understanding. Details of how the conversance and knowledge and
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understanding requirements have been met during the period covered by this statement are set out
below.

The Board of Trustees maintains a strong process to enable it to properly fulfil its role and
responsibilities and to ensure the individual Trustees have sufficient knowledge and understanding to
run the Plan effectively. The Trustees’ approach to meeting the TKU requirements include:

- Introductory training for new Trustees;

- As appropriate, training in line with the Pension Regulator's Trustee Toolkit;

- Maintaining a rolling programme of Trustee training which is delivered within Trustees' meetings
where appropriate;

- Recording all training and attendance at appropriate seminars in the Trustee training log in order
to support the Chair's statement;

- Reviewing the training programme regularly following an assessment of Trustee knowledge,
understanding and skills; and

- Supplementing the general Trustee training with additional DC-specific training delivered within
DC Committee meetings.

Training covers a variety of topics, and aimed to build on the Trustees’ general pensions knowledge,
and their understanding of the Plan. Training undertaken during the Plan year includes:

- GMP equalisation to help the Trustees understand the implications of the Lloyds case and what it
will mean for the Plan.

- Sustainable investment — the Trustees are required by law to consider sustainable investment
and how it might be used in the Plan investment strategy.

- Actuarial valuation - a refresher to ensure all of the Trustees are able to understand and apply
the advice provided by the Plan Actuary.

- Balance of Powers — this is important to enable the Trustees to focus on their responsibilities to
the Plan members, as well as to understand what rights and responsibilities the employer has
under the Plan's Trust Deed and Rules.

- The ongoing appropriatness of the AVC arrangements.

As a result of the training undertaken, the specialist skills of the individual Trustees and the
professional advice available, we are confident that the combined knowledge and understanding
enables the Board of Trustees to exercise properly our functions as Trustees of the Plan. In particular,
the Trustees are conversant with the Trust Deed and Rules, the current Statement of tnvestment
Principles, the documents detailing the Trustees’ policies, pensions and trust law, and the principles
for funding and invesiment of occupational schemes.

Approved by the Trustees and signed on their behalf by:

Chair of Trustees @ ﬁg M Date 2.7"° GEPT Q090



Appendix 1 - cost and charge analysis -

The table below sets out transaction costs and certain charges which apply to the funds that are
relevant to the PPAs. As required, illustration examples of the cumulative effect of these costs and

PPAs

charges incurred by members are also included below.

Fund charges and transaction costs

Name of fund BlackRock Aquila | BlackRock UK Govt
Life Corporate Bonds GBP
Bonds All Stocks
§1
Real gross investment retums (% pa)* -0.2% -1.1%
Total Expense Ratlo (% pa) 0.03% 0%
Transactlon costs (% pa)* -0.05% -0.05%

*Transaction costs arise when a fund manager buys or sells the underlying assets of a fund. The transaction cost information
provided showed both funds generated a negative costs, ie more units have been sold than purchased

lustrations of the impact of the above charges and costs
The purpose of the example below is to show how fund related costs and charges can affect the
overall value of the funds that the Plan invests in over time.

Ilfustrations showing the impact of fund transaction costs and charges in a projected pension
fund in today's money (£)

The “before charges” column shows the projected pension fund values without any transaction costs,
charges or rebates being applied.

The “after all charges” column shows the projected pension fund values after transaction costs,
charges and rebates that have been applied.

[BlackRock Aquila Life Corporate Bonds
Projection perlod |All Stocks S1 |BIackRock UK Govt Bonds GBP
(years)
|Before charges [After charges [Before charges After charges
1 lev.187 £7,188 £7,122 r7.125
3 7,158 £7,162 £6,966 £6,977
5 le7,129 £7.136 r6,814 £6,831
10 7,058 £7.072 £6,447 £6,480
15 6,988 le7.009 £6,100 £6,147
20 6,918 6,946 les,772 £5,831
05 £6,849 Ir6,884 £5 461 £5,531
29 £6,795 Ic6,834 les,225 £5,302

About these illustrations
The table above gives a summary of the projected fund and the impact of costs and charges up to a

normal retirement age of 65. The figures are presented using an example of the youngest member of
the DB scheme with a DC underpin. Additionally, the table includes the performance of the funds over
different time periods.

Assumptions and notes:

1. Projected pension account values are shown in today's terms,

2. Investment returns and costs/charges as a percentage reduction per annum are assumed to
be deducted at the end of the year.

3. Charges and costs are deducted before applying investment returns.

4. Inflation is assumed to be 2.5% each year.

5. No additional contributions are assumed.
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10.

Values shown are estimates and are not guaranteed.
The real projected growth rates for each fund are as follow:
» BlackRock Aquila Life Corporate Bonds All Stocks - -0.20%
«  BlackRock UK Govt Bonds GBP - -1.10%
Transactions costs and other charges have been provided by BlackRock and State Street
Global Advisors Limited and cover the period 1 April 2019 to 31 March 2020. Transaction
costs have been averaged by WTW using a time-based approach.
Pension scheme's normal retirement age is 65.
Example member: age 36, total contribution; £0, starting fund value: £7,201.

Transaction cost data:

Where we have been provided with negative transaction costs, these have been used in the
calculations. Negative costs are a feature of price movements in a fund as members trade in and out
of the fund, and are not a reflection of explicit costs paid by members. Because of this, it is not
expected that transaction costs for the affected fund(s) will always be negative. Reporting of
transaction costs has only recently been introduced and we will be building up more information in this
area in the future which will enable us to provide more meaningful transaction cost information over
longer periods. Itis important to note that using a negative or zero cost during any one scheme year

may not accurately represent the actual transaction costs a member may expect to see in any future
scheme year.



Appendix 2 - Cost and charge analysis — AVCs

The table below sets out transaction costs and certain charges which apply to selected AVC funds
together with illustration examples of the cumulative effect of these costs and charges incurred by
members.

Fund transactional costs and charges total (%)

Utmost Life and Pensions
OEIC Net

Fund name g/:'; ent ANC ‘éi;asr;s;':t:‘m E';a:ﬁzzt;gn r,::;lc‘:'lz;g::s
Secure Cash Fund 0.50 IN/A 0.070 0.570
Multi-Asset Moderate? 0.75 0.108 N/A 0.858
Multi-Asset Cautious* 0.75 0.359 N/A 1.109
Money Market! 0.50 UK U/K U/K

Average[0.625 0.2335 0.070 0.846

*The costs for the underlying OEICs held by each Fund are now being calculated on the full amival price slippage methodology

2This is the cost incurred on the Fund when it purchases or sells the underlying asset (OEIC} as the price may include a dilution
adjustment. The purpose of dilution is to ensure the OEIC performance  is not impacted by large investments or
disinvestments

The total charges impact to policyholders on each Utmost Fund of costs at both Fund and underlying OEIC level and includes
the annual management charge

‘These funds form part of the 'Investing by Age' lifecycle strategy, which is the default investment. All members with AVCs
currently invested with Uimost were, until 30 June 2020, solely invested in the Secure Cash Fund. Since 1 July, all members
have begun switched into the “Investing by Age’ strategy and will be fully invested by 31 December 2020. Fund allocation is
dependent on age.

Prudential
Fund name Current AMC (%)
Prudential Cash 0.55
Prudential UK Equity Passive 0.65
Prudential UK Equity 0.75
Prudential Fixed Interest 0.75
Prudential With-Profits Cash Accumulation N/A*
Average]0.675
*The With-Profits Fund's management charge depends on the performance of the With-Profits Fund, in particular the

investment return and our expenses. If, for example, over time investment returns are higher, then Prudential would expect to
increase the charges and if investment retumns are lower they would expect to reduce the charges, Prudential currently expect
this charge to be 0,80% a year, based on the assumption that future investment retums from the With-Profits Fund will be 5%
per year. Prudential deduct this charge through the bonus mechanism.

We have asked Prudential to provide additional information on transaction costs and will update the
information published at*link* as soon as possible.
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Limitations

Towers Watson Limited (Willis Towers Watson) (“we/our/us”) has prepared this document for the Trustees in the context of their ongoing
monitoring and oversight of the Trane UK Limited Retirement Benefits Plan (‘the Plan’).

In preparing this report we may have relied upon data supplied to us by third parties. While reasonable care has been taken to gauge the reliability
of this data, we are unable to guarantee the accuracy or completeness of that data, and we cannot therefore be held liable in this regard, including
as to the misrepresentation of data by third parties involved.

Our opinions and ratings on providers are not intended to imply, nor should be interpreted as conveying, any form of guarantee or assurance by us
of the future performance of the fund provider in question, either favourable or unfavourable.

This document is provided to the Trustees solely for their / its use, for the purpose indicated. It is based on data/information available to us at the
date of the report and takes no account of subsequent developments after that date.

This report may not be modified or disclosed by the Trustees to any other party without our prior written permission except as required by law. In
the absence of our express written agreement to the contrary, we accept no responsibility for any consequences arising from any third party relying
on this report or the opinions we have expressed. This report is not intended by us to form a basis of any decision by a third party to do or omit to
do anything.
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Introduction

When the Pension Regulator's DC Code of Practice Number 13 was introduced in 2013, one of the newer focuses was ‘Value for Members’ (‘VfM’),
which examines both the value of any products or services paid for directly by the members (this is a legal requirement), as well as the overall
benefit of the scheme (not legally required but considered good practice). Trustees must consider (on an annual basis) this aspect of governance
when reviewing their scheme, and must include details in the Chair’s Statement, although the Pensions Regulator allows Trustees to decide for
themselves what the assessment will ook like.

The purpose of this VfM assessment is to consider the value offered to members by the Personal Pension Accounts (‘PPAs’), the defined
contribution (‘DC’) benefit which underpins the defined benefits (‘DB’) at point of crystallisation. If the value of the PPA is greater than the value of
the DB benefits, the underpin ‘bites’ and the Trustees must ensure that the value of the benefits paid out to the member is in line with the PPA.
Assessment of VM in this context is difficult, as the PPAs are not tangible benefits, and do not have a specific monetary value until point testing is
carried out when a member takes their retirement benefits, transfers out or dies. We have therefore taken a pragmatic view of the value offered by
the Plan.

There are also two AVC arrangements associated with the Plan, managed by Prudential and Utmost Life and Pensions; a VfM assessement in
respect of those benefits was undertaken in September 2019. The findings of that assessment have not altered and so we have not undertaken a
further specific assessment of value offered by the AVCs as part of this exercise (ie. the 2019 VM report for AVCs remains valid).The results of this
VM assessment will be included in the Chair’s Statement.

The assessments covers the following:

+ Charges — members only investment and some minor transactional charges

* Plan governance and management — how the Trustees, supported by their advisers, manage the Plan in association with the relevant providers
and investment managers

» Administration — the quality of services provided by the Plan administrators
* Investment — the quality of the investment offering
* Communication — the quality of communications

The following pages provide a high level summary of the results. The appendices include further detail, including the charges associated with the
Plan.

willistowerswatson.com WillisTowers Watson LI"I"Ll 4
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Executive summary

Value for members (VM)

We believe that combined value provided to members by the scheme governance and
management, administration, investment and communication services and features is good
overall when compared with the overall level of charges met by members. The Plan provides
good quality services that meet the needs of the Plan membership that are impacted by the
PPA.

Conclusion and next steps

Communication

%
|

/ Charges

o«

This assessment is for noting and should be taken in to account within the Chair's Statement
required for the 2019/20 Plan year.

ViM Broader
value

m Excellent value

Good value

7
/////A Sufficient value

Below average value

Poor value

Not relevant

y ]
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Assessment of elements that
Influence value
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Value for members — assessment of each core area

Approach taken

Focussing on ‘need’ and
‘performance’ in relation to
each of the areas that
members pay for

We have considered the value for members in the five key areas of Charges, Scheme governance and
Management, Investment, Administration and Communication. Within each section we have considered:

Need — we consider the need of the service from members. This covers both the appropriateness of a
service for the membership as well as the actual and perceived value members gain.

+ Performance — We consider the quality of the service to meet the need. This should look at the current
service provided, the performance of the service provider and how well this meets the needs of the
membership.

We have used these two areas to draw a conclusion of the overall value offered by the PPAs.

Transaction costs and
charges

The Plan is a DB arrangement
and operates on an
‘unbundled’ basis, invested in
pooled funds, with no ring-
fenced allocation at a member
level. Charges are not
applied directly to members
funds, but are taken into
account as part of the fund
performance. The investment
managers are BlackRock and
State Street.

Need - Charges have a measurable impact on member outcome and so there is a need to ensure these are at
an appropriate level.

Performance - Willis Towers Watson has assessed performance by comparing the charges on the PPA
against other industry and peer group comparators and conclude that charges (as notified to us by the
investment managers) compare well with these external comparators. Please see Appendix B to this paper for
the overall comparative position.

Transaction costs — Transaction costs are those incurred by fund managers as a result of buying, selling,
lending or borrowing investments within their funds. These costs are taken into account via the unit price for each
of the funds and can therefore have an impact on the member outcome. Because the Main Plan is a DB
arrangement, transactions costs are not calculated at a member level, and the investment managers have not
been able to provide exact figures for all funds.

Conclusion - the current level of DC charges provide good value for members based on the information
available to us.
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Value for members

Scheme governance and
management

The Plan is administered by
WTW, and the cost for these
services is met by the
employer. Significant
additional value is also
derived from a robust Trustee
governance framework.

Need

Poor governance/Plan management can have a detrimental impact on outcomes. A well-established governance
framework enables Trustees to focus on the key areas that are likely to impact member outcomes (investment
performance an retirement outcomes).

However, the DC underpin will only be triggered if the members’ benefit under the Plan are lower than the PPA.
The Trustees must therefore ensure that there are sufficient funds to cover this possibility; in this respect, good
scheme governance will be key.

Performance
The value of the PPA is not known until point of crystallisation. However, the Trustees must take it into account

when undertaking their triennial actuarial reviews, which feed into all aspect of Plan governance, including
investment strategy.

We conclude that under the key area of scheme governance and management the Plan provides good value for
members.

Administration

The Plan is administered by
Willis Towers Watson; the
cost of these services is met
by the employer.

Need

The focus of the administrator is on timely and efficient transactions, including contributions, investment
switches, transfers and retirement payments, as well as dealing with member queries

Performance

The Trustees monitor the performance of Willis Towers Watson (WTW) against SLAs via standard governance
reports. WTW has met the majority of the SLAs in relation to administration tasks carried out (99.7%) over the
Plan year which is a very high level of performance. Note that this statistic relates to performance across the DB
Plan as a whole, of which the PPA forms a part.

We therefore believe that the overall value offered by the Plan under the key area of administration is good
value.
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Value for members

Investment

Core investments are
managed by BlackRock
and State Street. Members
are invested in pooled
funds, and investment
strategy is driven by DB
rather than DC/PPA
considerations.

Need
For a DB arrangement, inadequate investment choices and/or poor investment performance can have a
detrimental impact on the Trustees ability to meet the main aims of the scheme, which are:

i. To ensure they can meet their obligations to the beneficiaries of the Plan; and
ii. To pay due regard to the employer’s interests on the size and incidence of the employer’s contribution
payments.

The investment strategy must support the long-term aims of the Plan.

For a DC arrangement the position is different in that investment strategy has a direct and measurable impact on
members retirement benefits. Within the Plan, current investment strategy is set very much with DB funding
strategy in mind and so DC considerations are secondary (the PPA only applies in very limited circumstances).
In the event that investment strategy/performance is poor, the impact on members will be very limited as their
benefits will simply be calculated with regard to the DB rules. So in that sense the need is limited.

Performance

In order to meet the DB funding strategy, the Trustees, along with their investment advisers (WTW) seek to

diversify the Plan’s risk exposure and to manage the Plan’s investments efficiently. The investment strategy

makes use of two main types of investments:

= A diversified portfolio of global equities; and

= A range of instruments that provide a better match to changes in liability value, including (but not limited to)
fixed-interest and index-linked government bonds, and corporate bonds.

The balances within and between these investments is determined from time to time with regard to maximising
the chance of achieving the Plan’s investment objectives. The Trustees, in conjunction with their investment
consultant, the Scheme Actuary, and in consultation with the employer, regularly review the appropriateness of
their investment strategy. The Trustees also ensure that there is sufficient cash to meet benefit and other
payment obligations (such as the DC underpin).

We conclude that under the key area of investment the Plan provides good value for members bearing in mind
members have the protection of their underlying DB rights and there is a well thought through strategy
underpinning these rights.
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Value for members

Communication Need

Core communications are Communication for members of DB arrangements generally centre around annual statements, and at

provided by WTW, which retirement. The latter is particularly important in order to support members as they make their
are paid for by the retirement plans.
employer.

Performance

With input from the Trustees, WTW produces an annual statement and at retirement communications.
If the DC underpin is triggered, appropriate DC communications (including an SMPI) are provided to
the affected members.

From a DC perspective as the only DC-specific communications are those produced for compliance
purposes, we therefore believe that the overall value offered by the Plan under the key area of
investment is sufficient value.
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Appendix — Current fee arrangements
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Fee benchmarking

The Plan’s average
AMC of 0.06% is below
the average for
schemes with a similar
proportion of passive
assets

0.80% -
0.70% -

0.60% -

The chart below shows total fees, expressed as an average annual management charge (AMC), that apply
for Willis Towers Watson clients schemes using an investment gateway platform or direct to managers. In
Appendix B we have provided a table of the current assets under management within the Plan and the
charges paid by members, from this we have calculated a weighted average AMC of 0.06% for the Plan.

In this chart we have shown how the average AMC varies depending upon the proportion assets that are
managed passively within the scheme. The trend line shows the average AMC for all schemes. This
suggests that the Plan’s average AMC of 0.06% is below the average for schemes with a similar proportion of
passive assets.

We conclude that, in isolation, the charges represent excellent value for members.
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Current fee arrangements — main DB Plan

BlackRock UK Index Linked 136.00 38.69 0.05 Passive
BlackRock UK Govt Bonds 103.22 29.36 0.05 Passive
BlackRock Aquila Life Corporate Bond All Stocks Index 49.23 14.00 0.08 Passive
(SSgA) North America Index Equity 35.21 10.02 0.07 Passive
(SSgA) Europe Index Equity 8.33 2.37 0.07 Passive
(SSgA) MSCI Emerging Markets Index 6.44 1.83 0.07 Passive
(SSgA) Japan Index Equity 4.99 1.42 0.07 Passive
(SSgA) Asia Pacific ex Jpy Index Equity 2.97 0.84 0.07 Passive
(SSgA) UK Index Equity 2.77 0.79 0.07 Passive
BlackRock Institutional Sterling Liquidity Fund 2.27 0.65 0.10 Passive
(SSgA) Global Emerging Index Equity 0.10 0.03 0.07 Active

The average for the AMC is a weighted average, this

Total assets (Em £351.53
means that the funds that have a higher percentage of

assets will have a higher impact on the average AMC.

Average AMC 0.06%
Effective date 31 March 2020
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