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The EDF Group of the ESPS (the Group)
Annual Defined Contribution Governance Statement by the Chair of the Group
Trustees for the year to 31 March 2023

Summary

I, along with my fellow Group Trustees, are responsible for looking after the money you and other members
have invested in our Group.

On 31 December 2021 the EDF Energy Generation and Supply Group of the ESPS (EEGS) and the EDF Energy
Pension Scheme (EEPS) were transferred into the British Energy Generation Group of the ESPS (BEGG). On
completion, the receiving scheme was renamed the EDF Group of the Electricity Supply Pension Scheme
(EDFG).

This statement confirms for the last year:

The Group’s default arrangements remained suitable for most members

When considering the consolidation of the EEGS and EEPS schemes, the Group Trustees considered the
default arrangements of each scheme and found that there had not been any significant change in the
specific Group’s membership or members’ benefit choices at retirement and the investment options had
performed well. It was therefore decided to retain the investment options for each scheme initially, and
review investment options including the default for the Group membership during 2022.

This review was completed in November 2022 and concluded that no changes were required for the default
strategies.

During this year, three new funds also became available for members to invest in as self-select options:

1. EDFG Active UK Property
2. EDFG Passive Sustainable Global Equity
3. EDFG Active Sustainable Global Equity

The charges and costs borne by members remain appropriate
The charges paid by members for the Group’s default investment arrangement during the growth phase
were 0.281% p.a. (or £2.81 per £1,000 fund value).

The charges for the Group’s self-select investment options were in a range from 0.079% to 0.920% (or
£0.79 to £9.20 per £1,000 fund value).

The Group gave good value for members

With the help of their advisers, the Group Trustees carried out their annual assessment of how the Group’s
services, which members pay for, compare to other similar schemes. The Group Trustees look at both the
quality of these services as well as the costs and charges members pay.

The action being taken by the Group Trustees to improve value for members
During the last year, the Group Trustees sought to improve the Group’s value for members by:

* Regularly assessing fund fees, suitability and performance, with input from the Group’s DC
investment adviser;

+ Considering quarterly reports from the administrator on the processing of financial transactions
and other administration processes to ensure that these were within the agreed service levels;

* Considering member feedback including reviewing complaints at quarterly meetings;

* Undertaking appropriate training to maintain and develop their knowledge on matters relating to
the Group.
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During the next year, the Group Trustees will seek to improve the Group’s value for members by:

*  Monitoring fund fees, suitability and performance with input from the Group’s DC investment
adviser;

+ Communicating the results of the value assessment and arrange for the publication of the Chair’s
Statement in a publicly searchable location on the internet with a note of this location in the
annual benefit statements;

* Enhancing Group Trustees’ Knowledge and Understanding through completion of a minimum
number of annual hours of CPD and any new or updated Trustee Toolkit modules;

Financial transactions were carried out promptly and efficiently
The Group Trustees monitor the performance of the Group’s administration against the agreed service
levels.

The quarterly administration report provides the Group Trustees with analysis of the administrator’s
performance against the agreed SLAs over the year to 31 March 2023. The majority of core financial
transactions were generally processed accurately, promptly and efficiently for the Group for the year to
31 March 2023 with approximately 85.8% completed within agreed SLAs. However, there was an issue
relating to the investment of DC contributions, which resulted in the contributions for November and
December 2022 not being invested on time in line with agreed SLAs. Further detail is included within
section E. The Group Trustees note that there is room for improvement in meeting the agreed SLAs and
are working closely within the administration team to ensure this improves.

How the Group Trustees have kept their knowledge of pension matters up to date
The Group Trustees have a programme of training and an annual assessment to help maintain their
knowledge of pension matters. This is set out in section F.

We hope this statement helps you understand how the Group is run. A copy of this statement can be
downloaded from www.edfenergy.com/download-centre. If you have any comments or questions, please
contact the Group’s secretary Laura LeMay by Email at: EDFG.FundSecretary@edfenergy.com

The rest of this statement describes in more detail the Group Trustees’ management of the Group’s
Defined Contribution and additional voluntary contribution sections during the last year.

For the record
This Annual Statement regarding governance has been prepared in accordance with:
Regulation 23 of the Occupational Pension Schemes (Scheme Administration) Regulations 1996 (SI

1996/1715) as amended by the Occupational Pension Schemes (Charges and Governance) Regulations 2015
(SI 2015/879);

The Occupational Pension Schemes (Administration and Disclosure) (Amendment) Regulations 2018 (SI
2018/233); and

The Occupational Pension Schemes (Administration, Investment, Charges and Governance) (Amendment)
Regulations 2021 (‘the 2021 Regulations’)

a) The default arrangements

The main investment principles governing the default Retirement Strategies (an investment programme
which automatically manages a member’s investments over their lifetime) arrangements are outlined
below:

*  The growth phase of the default arrangements aim to provide long term growth with some
protection against inflation erosion and volatility when compared to global equity markets.

*+ As a member’s pot grows, investment risk will have a greater impact on member outcomes.
Therefore, the Group Trustees believe that a default arrangement that seeks to reduce investment
risk as the member approaches retirement is appropriate. This is known as the de-risking phase.
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e The balance of investments at retirement should be appropriate for how the Group Trustees
believe a typical member in that section will take their benefits in retirement. This does not mean
that members are required to take their benefits in this format at retirement - it merely determines
the default arrangement that will be in place pre-retirement. Members who intend to take their
retirement benefits through other formats have the option of switching to an alternative
Retirement Strategy prior to retirement or even choosing their own investment strategy. Taking
into account the demographics of the Group’s membership, and the Group Trustees’ views of how
the membership will behave at retirement, different Retirement Strategies have been selected as
the default arrangement for different groups of members, as outlined in the following section.
These Retirement Strategies invest in the same Mercer fund during the growth phase, but they
have different de-risking phases in order to provide a better alignment with how the Group
Trustees view the membership will behave at retirement.

The Group’s Statement of Investment Principles (SIP), including the part relating to the strategy for the
Group’s default arrangements, is appended to this statement at Appendix 1.

Taking into account the demographics of the Group’s membership and the Group Trustees’ views on how
the membership might behave at retirement, the Group Trustees believe that these default arrangements
are appropriate for the majority of the Group’s members.

Cash Retirement: DC Top-Up members, Legacy Lifestyle DC Seeboard PIP members and AVC payers

Based on the Group Trustees’ understanding of this cohort, they believe a typical member that does not
select any investment preference is likely to take a cash lump sum at retirement, hence an investment
strategy that targets a balanced risk/return profile in the growth phase and de-risks to cash at retirement,
is likely to be the most appropriate strategy.

Drawdown Retirement: Post 2015 DC Only Section

Based on the Group Trustees’ understanding of this cohort, they believe a typical member that does not
select any investment preference is likely to drawdown on their savings in retirement, hence an investment
strategy that targets a balanced risk/return profile in the growth phase and de-risks to lower risk assets
maintaining some growth potential at retirement, is likely to be the most appropriate strategy.

A full strategy review including a review of the default arrangement was undertaken by the legacy Group
Trustees during November 2021, the result of which confirmed the defaults in place continue to be
considered suitable for the membership. In June 2022, the MGIE (Mercer Global Investments Europe Limited)
team at Mercer who manage the funds available through this Group also conducted a wide scale review of
the default strategies and funds used in the SmartPath strategies currently in place for this Group. As a
result of that review, Mercer made some updates to the underlying asset classes and funds utilised within
the Mercer Growth and Diversified Retirement funds:

* Increased allocation to inflation sensitive assets such as global inflation linked bonds.

. Increased exposure to UK/European equity regions and moving away from US equities by reducing
allocation to broad exposures.

*  Reduction to credit and nominal bonds as a result of low yields.

Annuity Retirement: LERP Section

Based on the Group Trustees’ understanding of this cohort, they believe a typical member that does not
select any investment preference is likely to take an annuity alongside their tax-free cash lump sum at
retirement, hence an investment strategy that targets a balanced risk/return profile in the growth phase
and de-risks to a blend between level annuity purchase and cash at retirement, is likely to be the most
appropriate strategy.

The default investment strategies (drawdown, annuity and cash lifestyles) are reviewed at least triennially.
It was subject to its last formal triennial review in November 2022. No changes to the default strategies
were made following this review.

The investments (fund type, management style and asset allocations) used in the default strategies were
reviewed as part of this exercise. No changes were made following this review (aside from the
consolidation to EDFG) and the investments are consistent with the SIP.
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Legacy Defaults: Legacy EEPS Members

Members who held legacy lifestyle holdings through Scottish Widows and were less than one year from
their selected retirement age in January 2017 within the legacy EEPS scheme, had the option to remain
invested in their existing legacy holdings. The legacy default lifestyle strategy is an investment strategy
that targets returns that exceed inflation in the growth phase and de-risks to a strategy that targets a
blend between index-linked annuity purchase and cash in the lifestyle phase up to retirement.

In February 2017, the Group Trustees transferred the majority of members invested in the legacy default
lifestyle to new Retirement Strategies held under the existing policy with Scottish Widows. In order to
minimise disruption for members close to retirement, the Group Trustees have retained the legacy default
strategy for members invested in it and less than one year from their selected retirement age as at
January 2017.

(b) Charges and transaction costs
The charges and transaction costs borne by members and/or the Employer (EDF Energy Nuclear Generation
Limited) and the other employers participating in the group for the Group’s services are:

Service By members Shared By the Employers
Investment management Yes - -
Administration - - Yes
Governance - - Yes
Investment transactions Yes - -

The presentation of the charges and transaction costs, together with the projections of the impact of
charges and costs, have considered the statutory guidance issued by the Department for Work and
Pensions. The Group Trustees have followed the statutory guidance in all areas.

Charges

The charges quoted in this statement are the funds’ Total Expense Ratios (TERs). The TERs consist of a
fund’s Annual Management Charge (AMC) and Operating Costs and Expenses (OCE). OCEs include, for
example, the fund’s custodian costs. While the AMC is usually fixed, the OCE, and hence the TER, can vary
slightly from day to day.

Transaction costs
The funds’ transaction costs are in addition to the funds’ TERs and can arise when:
*  The investment manager buys or sells part of a fund’s portfolio of assets; or
*  The platform provider or investment manager buys or sells units in an underlying fund.

Transaction costs vary from day to day depending on where each fund is invested and stock market
conditions at the time. Transaction costs include: custodian fees on trades, stockbroker commissions and
stamp duty (or other withholding taxes). Transaction costs are taken into account when the funds’ unit
prices are calculated. This means that transaction costs are not readily visible, but these costs will be
reflected in a fund’s investment performance.

The FCA requires investment managers and providers to calculate transaction costs using the “slippage
method”, which compares the value of assets immediately before and after a transaction has taken place.
The slippage method takes account of explicit costs of the transaction such as commission and taxes, as
well as implicit costs associated with market movements. This can give rise to negative transaction costs
where favourable stock market movements during a transaction offset the rest of the trading costs, this
can make comparisons difficult.

The tables in Appendices 2a, 2b and 2c give the transaction costs for each fund used in each default
arrangement
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Charges for the default arrangement
Default - Cash Retirement
This default arrangement is a “lifestyle strategy” which invests contributions in funds according to how far

each member is from retirement. As a result, charges borne by each member can vary from one year to
the next.

100% -

90% - —
80% - —
70% - —
60% - —
50% - —
40% - —
30% - —
20% - —
10% - l —

0% - \ \ \
>8 7 6 5 4 3 2 1 0

Years to Retirement

Asset Allocation

mGrowth  mPassive UK Corporate Bond Cash Retirement

During the year covered by this statement the member-borne charges for the default arrangement were
in a range from 0.170% to 0.281% of the amount invested or, put another way, in a range from £1.70 to
£2.81 per £1,000 invested:

Charge
Period to retirement
% p.a. £ per £1,000

8+ years 0.281 £2.81
7 years 0.261 £2.61
6 years 0.241 £2.41
5 years 0.221 £2.21
4 years 0.201 £2.01
3 years 0.193 £1.93
2 years 0.185 £1.85
1year 0.178 £1.78
At retirement 0.170 £1.70

Source: MWS report to 31 March 2023

The table in Appendix 2a gives the charges for each fund used by the default arrangement.
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Default - Drawdown Retirement

This default arrangement is a “lifestyle strategy” which invests contributions in funds according to how far
each member is from retirement. As a result, charges borne by each member can vary from one year to
the next.

100% -
90% -
80% -
70% -
60% -
50% -
40% -
30% -

20% -
10% -
O% T T T T T T

8 7 6 5 4 3 2 1 0
Years to retirement

Asset Allocation

m Growth = Drawdown Retirement

During the year covered by this statement the member-borne charges for the default arrangement were
in a range from 0.281% to 0.333% of the amount invested or put another way, in a range from £2.81 to
£3.33 per £1,000 invested:

. . Charge
Period to retirement % pa. £ per £1,000
8+ years 0.281 £2.81
7 years 0.288 £2.88
6 years 0.294 £2.94
5 years 0.301 £3.01
4 years 0.307 £3.07
3 years 0.314 £3.14
2 years 0.320 £3.20
1year 0.327 £3.27
At retirement 0.333 £3.33

Source: MWS report to 31 March 2023
The table in Appendix 2b gives the charges for each fund used by the default arrangement.
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Default - Annuity Retirement

This default arrangement is a “lifestyle strategy” which invests contributions in funds according to how far
each member is from retirement. As a result, charges borne by each member can vary from one year to
the next.

100% -
90% -
80% -
70% -
60% -
50% -
40% -
30% -
20% -
10% -
O% T T T T T T T T
8 7 6 5 4 3 2 1 0

Asset Allocation

Years to Retirement

u Growth = Annuity Retirement

During the year covered by this statement the member-borne charges for the default arrangement were
in a range from 0.202% to 0.281% of the amount invested or put another way, in a range from £2.02 to
£2.81 per £1,000 invested:

. . Charge
Period to retirement % pa. £ per £1,000
8+ years 0.281 £2.81
7 years 0.27 £2.71
6 years 0.261 £2.61
5 years 0.251 £2.51
4 years 0.242 £2.42
3years 0.232 £2.32
2 years 0.222 £2.22
1year 0.212 £2.12
At retirement 0.202 £2.02

Source: MWS report to 31 March 2023

The table in Appendix 2c gives the charges for each fund used by the default arrangement.
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This default arrangement is a “lifestyle strategy” which invests contributions in funds according to how far
each member is from retirement. As a result, charges borne by each member can vary from one year to

the next.

100%

80%

60% —

40% —+—

Asset Allocation

20% +—

0%

10 9 8

Aquila Global Equity 50/50 Index

BlackRock Sterling Liquidity

6 5 4 3 2

Years to Retirement

Aquila Over 5 Year Index Linked Gilts

During the year covered by this statement the member-borne charges for the default arrangement were
in a range from 0.083% to 0.092% of the amount invested or put another way, in a range from £0.83 to

£0.92 per £1,000 invested:

. . Charge
Period to retirement % pa. £ per £1,000
5+ years 0.083 0.83
4 years 0.085 0.85
3 years 0.087 0.87
2 years 0.088 0.88
1year 0.090 0.90
At retirement 0.092 0.92

Source: MWS report to 31 March 2023

The table in Appendix 2d gives the charges for each fund used by the default arrangement.
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This default arrangement is a “lifestyle strategy” which invests contributions in funds according to how far
each member is from retirement. As a result, charges borne by each member can vary from one year to

the next.

100%

80% 1 — —1

60% +— — — —

40% 1 1 0

Asset Allocation

20% +— 0 —

0%

11 10 9

Aquila Global Equity 50/50 Index
BlackRock Sterling Liquidity

7 6 5 4 3 2
Years to Retirement

Aquila Over 5 Year Index Linked Gilts

During the year covered by this statement the member-borne charges for the default arrangement were
in a range from 0.083% to 0.092% of the amount invested or put another way, in a range from £0.83 to

£0.92 per £1,000 invested:

Period to retirement Charge
% p.a. £ per £1,000

10+ years 0.083 0.83
9 years 0.083 0.83
8 years 0.082 0.82
7 years 0.082 0.82
6 years 0.081 0.81
5 years 0.081 0.81
4 years 0.083 0.83
3 years 0.085 0.85
2 years 0.087 0.87
1year 0.090 0.90
At retirement 0.092 0.92

Source: MWS report to 31 March 2023

The table in Appendix 2e gives the charges for each fund used by the default arrangement.
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Transaction costs for the default arrangements

Default - Cash Retirement

The transaction costs borne by members in the default arrangement during the year were in a range from
0.015% to 0.160% of the amount invested or put another way, in a range from £0.15 to £1.60 per £1,000
invested.

The table in Appendix 2a gives the transaction costs for each fund used in the default arrangement.

Default - Drawdown Retirement

The transaction costs borne by members in the default arrangement during the year were in a range from
0.082% to 0.160% of the amount invested or put another way, in a range from £0.82 to £1.60 per £1,000
invested.

The table in Appendix 2b gives the transaction costs for each fund used in the default arrangement.

Default - Annuity Retirement

The transaction costs borne by members in the default arrangement during the year were in a range from
0.004% to 0.160% of the amount invested or put another way, in a range from £0.04 to £1.60 per £1,000
invested.

The table in Appendix 2c gives the transaction costs for each fund used in the default arrangement.

Default - Legacy Default 5 Years

The transaction costs borne by members in the default arrangement during the year were in a range from
0.015% to 0.036% of the amount invested or put another way, in a range from £0.15 to £0.36 per £1,000
invested.

The table in Appendix 2d gives the transaction costs for each fund used in the default arrangement.

Default - Legacy Default 11 Years

The transaction costs borne by members in the default arrangement during the year were in a range from
0.015% to 0.036% of the amount invested or put another way, in a range from £0.15 to £0.36 per £1,000
invested.

The table in Appendix 2e gives the transaction costs for each fund used in the default arrangement.

Charges for the investment options outside the default arrangements (self-select funds)
The Group offers members a choice of 30 self-select funds.

During the year the charges for the self-select funds were in a range from 0.079% to 0.92% of the
amount invested or put another way, in a range from £0.79 to £9.20 per £1,000 invested.

The table in Appendix 2f gives the charges for each self-select fund.

Transaction costs for the investment options outside the default arrangements (self-select funds)
The transaction costs borne by members in the self-select funds during the year were in a range from
-0.088% to 0.905% of the amount invested or put another way, in a range from -£0.88 to £9.05 per
£1,000 invested.

The table in Appendix 2f gives the transaction costs for each self-select fund.

Additional Voluntary Contributions (AVCs)
The Group offers members in the Defined Benefit section the same choice of funds for their AVCs as are
available to DC members.

Charges and transaction costs for legacy AVCs

A small number of members remain invested in the legacy AVCs provided by Prudential and Aviva. A high
level AVC review was completed in December 2022. Information relating to the charges and transaction
costs for the 12-month period to 31 March 2023 was requested but was not received from all providers in
time for the reporting. Full details of the charges and transaction costs that are available can be found in
Appendix 2e.
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Missing information and limitations
The Group Trustees have been unable to obtain full information on the charges and transaction costs for
the AVC funds during the period covered by this statement. These funds are:

Prudential WPIA

Prudential With-Profits Cash Accumulation Fund
Av FP With-Profits Sub-Fund

Aviva With-Profit (NU) Pension Standard

Aviva With-Profit Guaranteed (NU) Pension Standard
Aviva With-Profit 1 (CGNU) Pension Standard
Aviva Deposit Pension

Aviva Long Gilt Pension

Aviva UK Index Tracking Pension

Aviva International Index Tracking Pension

Aviva Mixed Invest (40-85 & Shares) Pension

Full details can be found in Appendix 2e
The following steps are being taken to obtain the missing information for the future:

*  The Group Trustees will request the information from the providers; and

e The Group Trustees will continue to monitor the provider’s and fund managers’ progress on
implementing the FCA rules on transaction cost disclosure which came into force on 3 January
2018 with a view to providing this information next year.

The Group Trustees also note the following limitations:

e The Group Trustees acknowledge that at this point, limited data is available on industry wide
comparisons and the Group Trustees have relied heavily on the market knowledge of its advisers;
and

*  The Group Trustees acknowledge that at this point, there is limited transaction costs data available
to provide industry wide comparisons.

The Group Trustees understand that these issues currently affect many pension schemes and pension
providers and that, the amount of comparative information available should improve over the next few
years.

Impact of costs and charges
The Group Trustees have asked the Group’s administrator to illustrate the impact over time of the costs
and charges borne by members.

These illustrations show projected fund values in today’s money before and after costs and charges for
typical members at stages from joining the Group at age 19 and 45 up to retirement.

The tables in Appendix 3 to this statement show these figures for the Group’s default arrangements along
with self-select funds with differing levels of investment risk, together with a note of the assumptions used
in calculating these illustrations. The Group Trustees have taken account of relevant statutory guidance in
preparing the illustrations.

As an example, for a member who joins the cash retirement default arrangement at age 45 with a pot of
£12,960, the illustrated level of charges and costs would reduce their projected pot value at retirement in
today’s money from £15,372 to £14,223.

Please note: The member age assumptions have been rolled forward based on those used in last year’s
Annual Defined Contribution Governance Statement. These illustrated values are also not guaranteed and
may not prove to be a good indication of how your own savings might grow.

70



(c) Net returns on investments

‘
~ S €DF

The tables below set out annualised net performance for the one and five-year periods for the lifestyle

arrangements (for age 25, 45, and 55) and for the self-select fund range.

Lifestyle strategies - Drawdown Annualised returns to 31 March 2023 (%)
retirement

1year 5 years
Age of member
25-year-old member -4.8 5.1
45-year-old member -4.8 5.1
55-year-old member -4.8 5.0

Source: Scottish Widows and Mercer estimates.

Lifestyle strategies - Annuity

Annualised returns to 31 March 2023 (%)

Retirement

1year 5 years
Age of member
25-year-old member -4.8 5.1
45-year-old member -4.8 5.1
55-year-old member -4.8 3.8

Source: Scottish Widows and Mercer estimates.

Lifestyle strategies - Cash Retirement

Annualised returns to 31 March 2023 (%)

1year 5 years
Age of member
25-year-old member -4.8 5.1
45-year-old member -4.8 5.1
55-year-old member -4.8 4.1

Source: Scottish Widows and Mercer estimates.

Legacy Default - 5 Years

Annualised returns to 31 March 2023 (%)

1year 5 years
Age of member
25-year-old member 1.2 7.0
45-year-old member 1.2 7.0
55-year-old member 1.2 7.0

Source: Scottish Widows and Mercer estimates.

Legacy Default - 11 Years

Annualised returns to 31 March 2023 (%)

1year 5 years
Age of member
25-year-old member 1.2 7.0
45-year-old member 1.2 7.0
55-year-old member 0.6 3.0

71



Source: Scottish Widows.

‘
~ S €DF

Self-select funds

Annualised returns to 31 March 2023 (%)

1year 5 year
EDFG Active UK Property** n/a n/a
EDFG Passive Sustainable Global Equity** n/a n/a
EDFG Active Sustainable Global Equity** n/a n/a
EDFG Defensive -5.5 1.3
EDFG Moderate Growth -4.3 4.2
EDFG Growth -3.6 5.0
EDFG High Growth -33 54
EDFG Passive UK Corporate Bond -10.7 -0.9
EDFG Cash Retirement 2.1 0.7
EDFG Drawdown Retirement -2.1 2.7
EDFG Annuity Retirement -14.8 -2.2
EDFG Active UK Equity -2.5 3.0
EDFG Active Global Equity -1.2 9.7
EDFG Active Low Volatility Equity 03 5.8*
EDFG Active Global Small Cap Equity 13 77
EDFG Active Emerging Markets Equity -6.8 -0.9
EDFG Active Emerging Markets Debt 9.6 0.3
EDFG Diversified Growth -2.2 438
EDFG Pre-Retirement -20.3 -8.6*
EDFG Inflation Linked Pre-Retirement -25.8 -15.7*
EDFG Diversified Retirement -34 34
EDFG Passive UK Equity 17 49
EDFG Passive Overseas Equity -4.1 1.1
EDFG Passive Overseas Equity Hedged -9.2 8.0
EDFG LGIM Ethical Global -1.9 -
EDFG Shariah -3.0 14.7
EDFG Passive Emerging Markets Equity -4.7 1.8
EDFG Passive Over 5 Year Index Linked Gilt -29.7 -4.1
EDFG Passive Over 15 Year Gilt -30.1 -6.5
EDFG Active Money Market 2.1 0.7
EDFG BlackRock Global Equity 50/50 Index 1.2 7.0
EDFG BlackRock Corporate Bond All Stocks Index -10.7 -
EDFG BlackRock Over 5 Year Index Linked Gilts -29.5 -8.0*
EDFG BlackRock Sterling Liquidity 2.2 0.7*

Source: Scottish Widows.

*Since inception returns.
**Funds added in November 2022
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AVC Funds Annualised returns to 31 March 2023 (%)
1year 5 year

Aviva Pension Newton Multi-Asset Balanced * *
Aviva Pension Pre-retirement Fixed Interest * *
Av FP With-Profits Sub-Fund * *
Aviva With-Profit (NU) Pension Standard * *
Aviva With-Profit Guaranteed (NU) Pension Standard * *
Aviva With-Profit 1 (CGNU) Pension Standard * *
Aviva Deposit Pension * *
Aviva Long Gilt Pension * *
Aviva UK Index Tracking Pension * *
Aviva International Index Tracking Pension * *
Aviva Mixed Invest (40-85 & Shares) S2 Pension * *
Prudential With-Profits Cash Accumulation Fund * *
Prudential Index-Linked -29.4 -3.3
Prudential Discretionary -3.7 43
Prudential Cash * *
Prudential Dynamic Global Equity Passive Fund 1.2 -

Prudential WPIA

*

Source: Prudential and Aviva. *Performance data was not available at the time of writing

(d) Value for Members

Each year the Group Trustees carry out an assessment of whether the charges and transaction costs for
the default arrangement and other investment options, which are borne in full or in part by members,

represent good value for members.

Value is not simply about low cost - the Group Trustees also consider the quality of the services which
members pay for. With the help of their advisers the Group Trustees compare the charges and costs as
well as the quality of the services against other similar schemes.

The Group Trustees adopted the following approach to assessing Value for Members during the last year:

Assessment approach

1. Considered the Group’s features in four areas where costs are borne by members: investment,

communications, group management and governance, and administration;

2. Considered the Group’s membership characteristics and weighted each of the areas according to

its likely impact on member outcomes;

3. Gathered information and evaluated how the services perform against the agreed metrics, taking
into account cost, quality and scope of provision against any available external benchmarking

assessment; and

4. Agreed an action plan with clear timescales where the Group Trustees believe the Group is not
providing value for members, is missing information, or areas which should be improved.

Member borne charges

Members bear the charges for investment only, including transaction costs. The Group bears the costs of

administration, communication and governance.
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Results

The Group has been assessed as offering GOOD value for members in the year ending 31 March 2023. The
results and rationale of the Group’s Value for Members assessment is summarised below along with the
rating definitions used.

Rating | Key Rationale

GOOD Cash Retirement Strategy (used by ‘top up members’, Legacy Lifestyle DC Seeboard PIP
members and AVC payers)

This arrangement is under the 0.75% p.a. charge cap requirement and moves from 0.281% p.a.
(during the growth phase) to 0.170% p.a. (at the end of the de-risking phase). Over a 40-year
saving period the average charge is 0.266% p.a. The transaction costs for the Cash Retirement
Strategy range from 0.160% p.a. to 0.015% p.a. Performance has been in line with or ahead of
objective (depending on members’ position in the lifestyle) over a three-year period and since
inception.

Drawdown Retirement Strategy (used by DC Only Members)

This arrangement is under the 0.75% p.a. charge cap requirement and moves from 0.281% p.a.
(during the growth phase) to 0.333% p.a. (at the end of the de-risking phase). Over a 40-year
saving period the average charge is 0.287% p.a. The transaction costs for the funds used for
this strategy range from 0.160% p.a. to 0.082% p.a. Performance has been in line with or
ahead of objective (depending on members’ position in the lifestyle) over a three-year period
and since inception.

Annuity Retirement Strategy (used by LERP Members)

This arrangement is under the 0.75% p.a. charge cap requirement and moves from 0.281% p.a.
(during the growth phase) to 0.202% p.a. (at the end of the de-risking phase). Over a 40-year
saving period the average charge is 0.272% p.a. The transaction costs for the funds used for
this strategy range from 0.160% p.a. to 0.004% p.a. Performance has been in line with or
ahead of objective (depending on members’ position in the lifestyle) since inception.

The Group Trustees provide three lifestyle strategies in total which members can choose from
and a wide range of funds for the membership to self-select. The Group Trustees consider that
this is a suitable range of self-select funds given membership characteristics. Performance for
most funds remains competitive against respective benchmarks (after fees). The Group
Trustees and its DC investment adviser continue to monitor charges and reviews quarterly
detailed investment reports. The SIP was reviewed on 7 January 2022.

Group Governance and Management

The Group has a strong governance structure. The SIP is reviewed on a regular basis and the
Group Trustees and sub-committees meet and consider investment and operational reports on
a regular basis.

Administration

The Group Trustees review the SLAs on a regular basis. Should the administrator’s performance
levels drop, the Group Trustees would request information to ascertain the reasons why and to
ensure any corrective measures are being undertaken. Following challenges in service levels,
improvement plans are in place to rectify this and the Group Trustees continue to monitor this
closely.

The Group Trustees have asked for DC specific SLAs, but these were not available at the time of
writing.

Communications

The overall quality of communications remains high. The website uses calculators in an
engaging way, which are useful to members to assist them plan for their retirement
appropriately and make informed decisions.
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Value Ratings

Value Rating Definition

The Group Trustees consider the Group offers excellent value for members;
< providing services within a top 20% quality/cost range compared with other
options or similar schemes.

The Group Trustees consider the Group offers good value for members providing
Good services at better quality/cost compared with other typical options or similar
schemes.

The Group Trustees consider the Group offers average value for members
Average providing similar services at similar quality/cost compared with other typical
options or similar schemes.

The Group Trustees consider the Group offers below average value for members;
Below average providing similar services at higher cost for similar quality compared with other
typical options or similar schemes.

The Group Trustees consider the Group offers poor value for members providing
services within the bottom 20% quality/cost range compared with other options
or similar schemes.

(e) Processing financial transactions and administration
The Group Trustees have appointed Mercer to administer the Group on their behalf.

The Group Trustees monitor core financial transactions during the year including:
. The investment of contributions (including inward transfers of funds);
*  Switches between investment options; and
. Payments of benefits (including retirements and outward transfers of funds).

The Group Trustees have a service level agreement in place with the Group’s administrator covering:

*  New joiners are processed within 72 hours;

*  Provision of retirement pack and quotation of benefits within 15 working days (internal SLA’s) or
within 20 working days (external SLA’s);

*  Payments of benefits are made: These range within 10 to 20 working days (noting that this differs
depending on the type of benefit) (internal SLA’s) or within 25 to 40 working days (external SLA’s);

*  Provision of transfer value quotation within 15 working days for active and deferred members
(internal SLA’s) within 20 working days for active members and 40 working days for deferred
members (both external SLA’s);

. Payment of transfer value within 20 working days (internal SLA’s) or within 40 working days
(external SLA’s);

»  Provision of leaver option pack within 50 working days;

*  Processing individuals transferring into the Group within 10 working days (internal SLA’s) or within
15 days (external SLA’s);

*  Response to members enquiries within 10 working days; and

*  Provision of statements upon request within 10 working days (if a retirement statement the
external SLA is 20 working days).

The Group’s administrator (Mercer) aims to ensure that all these processes are completed within these
service levels.
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The Group Trustees understand that the administrator monitors its performance against these service
levels by:

. Monitoring daily transactions;

. Monitoring daily workflow items;

. Regular internal audits of administration procedures; and
*  Reviewing the level, causes and resolution of complaints.

The Group Trustees monitor core financial transactions and administration service levels during the year
by:
e Checking that contributions deducted from members’ earnings have been paid promptly to the
Group by the Employer at quarterly meetings;
*  Receiving quarterly reports from the administrator on the processing of financial transactions and
other administration processes against the agreed service levels;
+  Considering the reasons for and resolution of any breaches of service standards at quarterly
meetings; and
*  Considering member feedback including any complaints at quarterly meetings.

Overall, the Group Trustees are satisfied that, in general terms, during the year:
*  Core financial transactions were processed accurately, promptly and efficiently; and
*  The wider administration of the Group achieved the agreed service standards.

The Group Trustees did identify an issue which impacted the investment of DC contributions for the
months of November and December 2022. Following an internal system migration, DC contributions paid
by members were not invested on time in line with current SLAs. November contributions were due to be
invested by 28 November but were not invested until 20 and 28 December. December contributions were
due to be invested by 30 December but were not invested until 9 and 11 January. Corrective action was
taken such that the impacted members’ personal accounts were put into the position they would have
been, had their contributions been invested on time.

The Group Trustees’ Risk Register includes risks in relation to financial transactions and considers the
impact, likelihood, controls and mitigation steps for each risk. The Risk Register is subject to ongoing
monitoring and review.

Security of assets

The situation regarding the security of where pension contributions are invested is complex. It can vary
from scheme to scheme and from fund to fund within each scheme. To date there have only been a few
instances where UK pension scheme members have seen their benefits reduced as a result of a financial
failure of a provider or fund manager.

The Group Trustees review the structure of the funds used within the default arrangements (drawdown,
cash and annuity) and self-select options every three years. The Group Trustees believe that the current
structures are appropriate for members when compared to other possible structures.

The Group Trustees take the security of members’ assets into account when selecting and monitoring the
funds used by the Group.

(f) Group Trustees knowledge and understanding
The Group Trustees’ current practices to maintain and develop their level of knowledge and understanding
of matters relating to the Group (in accordance with sections 247 and 248 of the Pensions Act 2004) are:

*  Thereis an induction process for newly appointed Group Trustees, who are asked to complete the
Pensions Regulator’s “Trustee Toolkit” within six months of becoming a Group Trustee.

*  Group Trustees are expected to have a working knowledge of the Group’s Trust Deed and Rules.

*  Group Trustees are expected to have a working knowledge of the Group’s SIP as well as the
investment concepts relevant to the Group.

*  Group Trustees are expected to have a working knowledge of the law relating to pensions and

trusts.
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*  Group Trustees are encouraged to undertake further study and qualifications which support their
work as Group Trustees. The Group Trustees have PMI Trustee membership. The board is aiming
for all professional and lay Group Trustees to achieve PMI accreditation. This sets a high bar,
ensuring that accredited Group Trustees demonstrate professional standards and that we are
observing best practice with regard to Trustee Knowledge and Understanding (TKU) obligations
and ‘the Regulators 215t Century Trusteeship’;

*  The Group Trustees have a plan in place for ongoing training appropriate to their duties;

*  The effectiveness of these practices and the training received are reviewed annually; and

*  The Group Trustees carry out regular assessments to confirm and identify any gaps in their
knowledge and skills.

The Group Trustees received the following training during the last year:

Date Topic Aim/benefit Trainer
To provide the Group Trustees with an introduction to Investment
May 2022 | Structured Credit Structured Credit and assist in the exercise to appoint Adviser
an investment manager within this asset class
Chair Statement and To pltowde the Group Trl..lstees with a refresh of the
requirements of the Chair Statement and the Investment
Jun 2022 | Value for Members . -
requirement to conduct an annual Value for Members | Adviser
Assessment
Assessment
To provide the Group Trustees with a review of the
different options available in the ESG Equity asset Investment
Jun 2022 | ESG Equity class, including the differences between passive and Adviser
active approaches, and assist in the exercise to appoint
an investment manager within this asset class
To provide the Group Trustees with a refresh of their lAnc\:I/\(j;tenqu:g
Jun 2022 | LDI knowledge on LDI and how the LDI portfolio is
. . LDI Investment
managed in practice
Manager
Diversity and To prowo‘le the Gl‘roup‘Truste(-“t-s Wltl:] updated EDE Head of
. . . information on diversity and inclusion and challenge . -
Jun 2022 | inclusion/unconscious . . . Diversity and
. the Group Trustees to consider if their current .
bias . . Inclusion
approach is appropriate
. . EDF
To provide the Group Trustees with an updated
overview of the risk register, including explanations of Governance,
Sep 2022 | Risk register training . . ' . Risk & Internal
the different types of risk and the impact and
. . Control
probability of the risks
Manager
To provide the Group Trustees with training on how to Ez:::uErllfy
Sep 2022 | Cyber training keep cybgr §afe and also prgwde an ‘U|‘odajce on Education &
confidentiality and appropriate classification of
. Awareness
material
Team
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To provide the Group Trustees with an overview of the

Nov 2022 | Role of the Custodian role that the Custodian performs for the Group Custodian
To provide the Group Trustees with an overview of the
Dec 2022 Absolute Return investment managers in this asset class and assist in Investment
Bonds the exercise to appoint the most suitable investment Adviser
manager for the portfolio
Discretionary Lum To provide the Group Trustees with a refresh of their | Fund Secretary
Feb 2023 y P knowledge on the process for Discretionary Lump Sum | and Legal

Sum Death Benefits Death Benefits Adviser

To provide the Group Trustees with an update on the
increased requirements set by DWP regarding Investment
Stewardship and the impact on the information to be | Adviser

contained in the SIP and Implementation Statement

Mar 2023 | Stewardship update

Group Actuary
and EDF

To challenge the Group Trustees’ knowledge and Governance,
Mar 2023 | Cyber War Games approach to cyber risk via scenario testing of a cyber Risk and
incident Internal
Control
Manager

To ensure that the Group Trustees are compliant with their duties, they review the DC performance on a
quarterly basis with the in-depth review being carried out by the Investment Committee and the full
Trustee Board receiving an update at their quarterly meetings. The Group Trustees also review a quarterly
News and Views update provided by the DC investment adviser, Mercer. This covers current topics and
relevant market updates.

The Group Trustees, with the help of their advisers, review the SIP at least every three years. The last review
for the Group was January 2022.

The Group Trustees have appointed suitably qualified and experienced Actuaries, Legal Advisers, Covenant
Advisers and Investment Advisers to provide advice on the operation of the Group in accordance with its
Trust Deed and Rules, legislation and regulatory guidance.

The Group Trustees are satisfied that the combination of their knowledge and understanding together with
access to suitable advice enabled them to properly exercise their duties during the period covered by this
statement. The Group Trustees have a board with members bringing a range of relevant skills and
experience. Both the Chair who served during the period covered by this statement and the Chair who was
appointed with effect from 1 July 2023, have extensive experience as a pension scheme trustee. Other
board members have substantial knowledge and expertise in (variously) commercial, financial, pensions and
governance matters. All board members have the requisite trustee knowledge and understanding as
described above. The Group Trustees are supported by a dedicated secretariat of pensions professionals
with extensive experience, and by leading professional advisers. Based on these factors, we are satisfied
that the Group Trustees are able properly to exercise their trustee functions.
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(g) Action plan
In the coming year (which will be covered by the next statement), the Group Trustees intend to carry out
the following:

*  Monitor fund fees, suitability and performance with input from the Group’s DC investment adviser;

*  Communicate the results of the value assessment and arrange for the publication of the Annual
Defined Contribution Governance Statement in a publicly searchable location on the internet with
a note of this location in the annual benefit statements;

*  Work with Mercer to ensure that the missing information and limitations are monitored with a
view to providing this information next year;

*  Review the Group’s default investment strategy and active options to ensure that it remains
suitable and offers value for members compared with other options in the market; and

*  Review the security of the asset classes used within the DC strategy.

Signed on behalf of the Group Trustees by:

Joanna Matthews

Joanna Matthews
Chair of the Group Trustees
Date: 8 August 2023
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Annual Defined Contribution Governance Statement - Appendix 1
Statement of Investment Principles

EDF Group of the ESPS (“the Group”)
January 2022

Statement of Investment Principles

1. Introduction
The Group Trustee (“we”) has drawn up this Statement of Investment Principles (“the Statement”)
to comply with the requirements of the Pensions Act 1995 and of the Occupational Pension
Schemes (Investment) Regulations 2005 (“the Regulations”) made under that Act.
The Statement is intended to affirm the investment principles that govern decisions about the

Group’s investments. This Statement is available to the Group members on request and the
Statement is published publicly at www.edfenergy.com/download-centre.

The Defined Benefit (DB) section investment principles are contained in Part A of this Statement.
The Defined Contribution (DC) section investment principles are contained in Parts B and C. Part D
of this Statement relates to both sections of the Group.

The detailed asset allocation targets for the DB section are set out in a separate Statement of
Investment Arrangements, which is not part of the Statement.

We have consulted EDF Energy Nuclear Generation Limited (“the Company”), the Principal Employer,

to ascertain whether there are any material issues of which we should be aware in deciding
investment principles.
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PART A: DEFINED BENEFIT SECTION

2. Process For Choosing Investments
Our process for choosing the Group’s investments is as follows:

e We identify appropriate investment objectives and consistent with these we set an investment
goal which defines our target return and risk tolerance;

e We construct a portfolio of investments that is expected to meet the agreed target return (net
of all costs); and

e We aim to ensure that no unnecessary investment risk is taken and that the level of overall risk
is appropriate for the Group’s circumstances.

We review the Group’s investment objectives, strategy, and structure on a regular basis. In deciding
the appropriate investments for the Group, we have obtained and considered the written advice of
our Investment Consultant, Redington Ltd (“Redington”) who we believe is suitably qualified to
provide such advice.

3. Investment Objectives

In accordance with the Regulations, our overall objective is to invest the Group’s assets in the best
interests (and, where there is any potential conflict of interest, in the sole interest) of the members
and beneficiaries. We are required by law to ensure that our powers of investment are exercised
in a manner calculated to ensure the security, quality, liquidity, and profitability of the Group’s
investment portfolio as a whole.

We have noted that our primary responsibility is to have sufficient assets to pay the benefits in full
when they fall due.

Overall, we would like to balance the dual aims of reaching full funding within a reasonable
timeframe and managing the risk exposure. Noting that these aims conflict with each other, we
strike an appropriate balance between risk and reward, as follows:

i Investment Goal

We will invest the fund in such a manner that the Group’s assets plus agreed contributions and

expected investment returns are expected to cover the Group’s accrued liabilities (Technical

Provisions) by the end of any Recovery Plan.

Now that the Group has reached full funding of the Technical Provisions, we have agreed the

following return-focused investment goal:

e To set the asset allocation with the target of being fully funded on a self-sufficiency (defined
by reference to a discount rate of gilts +0.5%) basis within 10 years through a combination of
investment returns and employer contributions.

The Company has agreed to pay additional contributions which combined with the investment
strategy outlined in Section 6 are currently expected to result in full funding on the self-sufficiency
basis no later than 2027.

The Trustee’s aspiration is currently to manage the asset allocation on an ongoing basis to achieve

full funding no later than 2027. The Trustee is mindful that this aspiration may need to be reviewed
in certain circumstances.
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ii. Risk Tolerance

To target the asset returns required to meet the investment goal, the Group needs to invest in
some assets that do not match its liabilities (growth assets). This introduces the risk that the
funding level, instead of improving as expected, could deteriorate. The risk is mitigated by
arrangements agreed with the Company, including the guarantee provided by EDF SA and the
support provided by the local covenant.

We also have an objective to minimise risk while targeting the required level of return. The risk
tolerance may need to be adjusted (subject to the level of investment risk remaining reasonable) to
ensure sufficient target returns to meet the investment goal. The Group Trustee does not expect
to make changes to the investment allocation that would materially increase the overall level of risk,
unless this is necessary to meet the target returns set out in section 8. The Group Trustee will
periodically review the allocation to ensure it remains consistent with this risk-focussed objective.

Risk Management and Measurement

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

»  The primary investment risk on which we must focus is the risk arising from a mismatch
between the Group’s assets and its liabilities.

=  We recognise that targeting higher returns is likely to increase investment risk. We have taken
advice on the matter and, in light of the objectives noted previously, have carefully considered
the implications of adopting different levels of risk.

=  The Group Trustee monitors risk on a regular basis against a range of risk measures.

» As noted above, our overall approach is to minimise risk while seeking the target return, and
we also recognise our legal requirements to diversify properly. In particular, we aim to ensure
that the asset allocation policy in place results in an adequately diversified portfolio.

»  Thereisalso arisk that the Group does not have sufficient liquid assets to pay benefit payments
when they fall due. The Group attempts to mitigate this risk by holding a large proportion of
diversified liquid assets as well as a pool of immediately accessible liquidity as part of its liability-
hedging programme.

=  While the Group’s liability-hedging arrangements within the Matching Assets are designed to
mitigate risk by reducing the impact of adverse movements in interest rates and inflation
expectations on its funding position, we also recognise that investing in derivatives and using
leverage to increase the efficiency of our overall asset portfolio introduces other risks. These
risks include, but are not restricted to:

=  Counterparty default risk - the risk that a counterparty bank becomes insolvent when
it is in debt to the Group at the point of default.

g This is managed through frequent (in most cases daily) collateralisation of
the positions. Further, the LDl manager has the ability to clear swaps with
a central clearing house.

8 Counterparties must meet minimum credit strength requirements verified
by the LDI manager who also monitors their credit worthiness on an
ongoing basis. Counterparty diversification is monitored by the LDI
manager on a regular basis.
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= Out of market risk - the risk that following the default of a counterparty bank, interest
rates or inflation expectations move against the Group prior to new hedging exposure
being entered into. This risk is managed through counterparty diversification as well as
holding a sizeable liquidity buffer, which could be used to replace derivatives-based
hedges with physical hedges.

=  Collateral call and Liquidity risk - the risk that additional collateral is required by the LDI
manager at a time when the Group does not want to sell or does not have enough liquid
growth assets that can be redeemed quickly enough to meet the collateral call. The
Investment Consultant provides updates on the collateral position quarterly to help the
Group Trustee understand its exposure to collateral call and liquidity risk. Potential
collateral and liquidity requirements are considered at each review of the strategic asset
allocation. The Group’s collateral adequacy is also monitored daily by the LDI manager.

=  Rollrisk - the risk that it is no longer possible to enter into short-term derivative positions
like repo contracts at acceptable rates (cost) on a timely basis.

o The LDI manager diversifies roll dates to ensure that not all repo contracts
expire on the same day.

o The LDl manager uses a range of repo counterparties.
g The LDI can use alternative instruments to gain the required hedging
exposure.

=  Funding risk - the risk that the cost of derivative funding becomes prohibitively
expensive.

»  These additional risks are all managed by the LDl manager within the liability-hedging mandate
and monitored by both the LDI manager and the Investment Consultant.

»  The documents governing the Group’s investment manager appointments include a number
of guidelines which, among other things, are designed to ensure that only suitable investments
are held by the Group. The managers are prevented from investing in asset classes not
included in their mandate without our prior consent.

*  Arrangements are in place to monitor the Group’s investments to help us to check that nothing
has occurred that would bring into question the continuing suitability of the current
investments. To facilitate this, we receive regular reports from all the managers and our
Investment Consultant. These reports include an analysis of the overall level of risk and return,
along with their component parts, to ensure that the risks taken and returns achieved are
consistent with those expected. We aim to meet with the Group’s investment managers
periodically, with priority based on the materiality of the investment and for managers where
we have future performance concerns.

»  The safe custody of the Group’s assets is delegated to professional custodians (either directly
or via the use of pooled funds).

Should there be a material change in the Group’s circumstances, we will review whether and to

what extent the investment arrangements should be altered and whether the current risk profile
remains appropriate.
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There are also two other key risks which are taken into account by the Trustee:

e Longevity risk - the risk that the Group’s funding position deteriorates due to members
living longer than expected as this would result in pensions having to be paid for longer
than anticipated, resulting in higher liabilities. An estimate of the potential impact of this
risk is included in the regular risk reporting received by the Trustee. The impact of this risk
is mitigated by the Group aiming to achieve self-sufficiency full funding by no later than
2027, and continuing to build a buffer over and above this funding level thereafter. In due
course, direct hedges, such as longevity swaps, may be considered if they are considered
attractive

The impact of this risk is mitigated by the Group aiming to achieve self-sufficiency full funding by no
later than 2027, and continuing to build a buffer over and above this funding level thereafter. In due
course, direct hedges, such as longevity swaps, may be considered if they are considered attractive.

e Climate change risk - the risk that the Group’s investments fall in value due to the physical
impact of climate change or due to the financial and economic impact of policies
implemented to combat it. This risk is monitored through analysis provided by the
Investment Consultant on a regular basis. It is managed through engagement with the
Group’s asset managers to ensure climate change risk is being taken into account in their
investment decisions as well as moving to investment approaches which explicitly aim to
reduce climate change risk where this is appropriate and consistent with the wider
investment strategy.

Portfolio Construction

As noted in Section 2, in order to meet the objectives set out in Section 3, we keep under regular
review the investment objectives, strategy and structure of the Group’s assets. As part of this work
we have considered, and continue to consider, the following matters:

=  The role of both active and passive investment management within the portfolio.
»  The suitability of using pooled funds or segregated mandates for each manager.

» Diversification across the underlying asset classes held by managers as well as any relevant
differences in managers’ investment styles and approaches.

»  The advantages of diversifying manager-specific risk and the implications of this for portfolio
construction.

»  The advantages, both at the total Group level and within individual manager appointments, of
investments being broadly diversified to ensure that there is no undesirable concentration of
exposures.

»  The investment strategy is split into Matching Assets, which are used to hedge the Group’s
liabilities, and Growth Assets, which aim to generate returns in excess of the liabilities.

Investment Strategy

As noted in Section 2, we continue to review our investment strategy in order to meet the objectives
set out in Section 3. We are comfortable that the investment strategy agreed and adopted meets
the broad policy objectives. The details of the agreed investment strategy are set out in the
Statement of Investment Arrangements. The Investment Principles section in the Memorandum of
Understanding sets how we expect to revise the agreed allocation and target return once the Group
reaches full funding on the self-sufficiency basis.

The Matching Assets may include a mix of fixed interest and index-linked investments, including

physical instruments (including cash and gilts) and derivative instruments such as swaps and gilt
repo.

84



‘
~ S €DF

Furthermore, it has been agreed that the Matching Assets should hedge a percentage of the
interest rate sensitivity and the inflation sensitivity of the Group’s liabilities at all maturities that is
at least broadly equivalent to the funding ratio (which for the avoidance of doubt can be higher
than 100%) on the gilts +0.5% basis.

The Group’s growth portfolio includes a number of diversifying asset classes and approaches to
investment management. We recognise the importance of achieving diversification of underlying
investments and investment approaches when selecting managers. We continue to explore
alternative asset classes that may improve the overall efficiency and underlying diversification of
the current portfolio. We note, however, that significant comfort needs to be gained regarding
the use of these alternative investments.

We believe that the investment risk arising from the portfolio, combined with the risks arising from
active management, is consistent with the objectives set out above. We review the risk position of
the portfolio on a quarterly basis.

In order to achieve the investment objectives, the Group will invest in the following asset classes:

- LD|,

- Multi-asset strategies,
- Credit strategies,

- Equities, and

- llliquid growth assets.

The Group intends to ensure adequate diversification between different sub-asset
classes/strategies, mandate types and managers within the broader asset class
buckets. However, it has been agreed that setting out precise allocation targets and
ranges for these sub-categories would be too cumbersome from a day-to-day
management perspective. The weights in the table below reflect the initial position
agreed as part of the asset allocation review. Exposure to these sub-asset classes will be
monitored regularly to ensure that adequate diversification is maintained.

The position vs. the target benchmark allocation for the weights of the asset classes is
reviewed on a quarterly basis by the Investment Committee. If the position is found to be
outside of the ranges, the Committee will agree a plan to return allocations to within the
agreed ranges over an appropriate time period, having consulted with the Company.

‘ Target Ranges (%)
Asset Class Benchmark
Allocation @
(%)
Matching Assets (Liability Driven 45.0m +/-5
Investment (“LDI”))
Growth Assets 55.00 +/-5
Liquid Growth Assets 38.0
Multi-asset class strategies (non-credit) 11.0 +/-3
Credit strategies 17.0 +/-3
Equities 10.0 +/-3
llliquid Growth Assets 17.0 +/-3
Total 100.0
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(1) The overall allocation between Growth and Matching Assets may be varied as set out in the Target Return section
of the Statement of Investment Principles, in which case the allocations within the Liquid Growth Asset will be scaled
pro rata so as to maintain the same overall Liquid Growth Asset allocation.

(2) We may change the asset allocation from time to time in line with written investment advice that the

change is expected to result in the same (or reduced) overall risk and the same (or increased) expected

long-term return.

7. Day-to-Day Management of the Assets

We delegate the day-to-day management of the Group’s assets to a number of investment
managers. We are satisfied that these managers have the appropriate knowledge and
experience to manage the Group’s investments and that they are carrying out their work
competently.

We regularly review the continuing suitability of the Group’s investments, including the appointed
managers and the balance between active and passive management, which may be adjusted from
time to time. However, any such adjustments would be made with the aim of ensuring that the
overall level of risk is consistent with that being targeted as set out in Section 3.

8. Target Return

The key investment objective is to target the required return on the Group’s assets, which is a return
of 1.8% a year as at 31 December 2021 (net of expenses) above that which would have been
achieved if no investment risk had been taken with the assets (i.e. if they had been invested solely
in a portfolio of gilts matching the profile of the Scheme’s liabilities), assessed on a best-estimate
basis. We recognise that, over the short term, performance may deviate significantly from the long-
term target.

We may increase our target return above gilts, but not so as to exceed 2.5% a year, to the extent
necessary after an actuarial valuation of the Group (based on formal investment advice which allows
for the Company’s contribution commitments) to eliminate a Technical Provisions deficit within 10
years, in which case the Company has agreed that we may proportionately increase the allocation
to growth assets if necessary for our strategy to support the target return.

In line with the de-risking provisions set out in the formal MoU and guarantee, the Trustee may
follow the agreed process with the results that (1) either there are no Company contributions due
(other than for ongoing accrual) or the Trustees give the "Contributions Confirmation" and such
Company contributions are terminated by amending the Schedule of Contributions and (2) the
Trustees de-risk the portfolio to target a lower return provided that:

1. The expected return from the assets is higher than the return required to reach Gilts +0.5%
full funding by 2027 by a sufficiently large margin (which is set out separately in the de-risking
plan and reviewed regularly).

and

2. The lower target return would still be expected to achieve Gilts +0.5% full funding within the
next 10 years without any further Company contributions.
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PART B: DEFINED CONTRIBUTION SECTION
9. Governance
9.1 The Group Trustee has appointed Mercer Limited as professional consultants (“the DC Investment

Consultant”) to provide relevant investment advice to the Group Trustee on the DC Section. The
Group Trustee also obtains and considers advice as appropriate from other professional advisers.
Fees for the DC Investment Consultant are agreed in advance for particular work and projects.

9.2 The Group Trustee is responsible for the investment of the Group’s assets and retains control over
the decisions on investment strategy. The Group Trustee decides what to delegate after considering
whether it has the necessary internal skills, knowledge and professional support to make informed
and effective decisions.

9.3 The Group Trustee has appointed Mercer Workplace Savings (“MWS) for the provision of services
related to the corporate investment platform where the Group’s assets are invested. The Group
Trustee has delegated the ongoing governance and monitoring of Scottish Widows Limited
(“Scottish Widows”), as the provider of the corporate investment platform, to MWS which aims to
ensure it remains a market leading corporate investment platform and to ensure it provides access
to a range of investment strategies. The investment strategies on the corporate investment
platform include funds (“Mercer funds”) whose management has been delegated by the Group
Trustee to Mercer Limited (“the Delegated Investment Manager”) and funds that are highly rated
by Mercer Limited (“externally managed funds”).

94 In order to more effectively deliver the investment strategy, after taking advice from the DC
Investment Consultant, and with support from the Company, the Group Trustee has delegated
management of the majority of the Group’s assets to the Delegated Investment Manager who
invests them in Mercer funds which have a number of specialist external investment managers
underlying them. The Delegated Investment Manager is responsible for the design of the default
investment arrangement where the majority of assets are invested and the majority of the self-
select funds. The Delegated Investment Manager is also responsible for making decisions on asset
allocation, selection, appointment, removal and monitoring of underlying external investment
managers in Mercer funds. The underlying external investment managers have full discretion to buy
and sell investments on behalf of the Group. The Group Trustee is responsible for the selection,
appointment, removal and monitoring of the Delegated Investment Manager. The Group Trustee,
after taking advice from the DC Investment Consultant, has also selected a small number of
externally managed funds managed by specialist investment managers. These investment managers
are responsible for buying and selling investments on behalf of the Group.

10. Responsible Investment and Corporate Governance (Voting and Engagement)

10.1 The Group Trustee incorporates financially material considerations into decisions on the selection,
retention and realisation of investments through the appointment of investment managers,
including the Delegated Investment Manager, so far as possible, taking into account the advice of
the Group Trustee’s investment adviser. Monitoring is undertaken on a regular basis and is
documented at least annually.

10.2  The Group Trustee believes that environmental, social and governance factors (including but not
limited to climate risk) will be financially material over the time horizon of the Group and should be
considered as part of investment strategy and implementation decisions, noting that these
decisions have largely been delegated to the Delegated Investment Manager. This will have varying
levels of importance for different types of assets invested in by the Group.

The Group may consider non-financial factors (such as ethical or moral beliefs) in their investment

decision-making, but not to the extent that these prevent the Group from meeting its investment
objectives.
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10.3  Once appointed, the Group Trustee gives appointed investment managers, including the Delegated
Investment Manager, full discretion in evaluating ESG factors, including climate change
considerations, and exercising voting rights and stewardship obligations attached to the
investments, in accordance with their own corporate governance policies and current best practice,
including the UK Corporate Governance Code and UK Stewardship Code.

In particular, given the majority of the funds are managed by the Delegated Investment Manager,
the Group Trustee has delegated the ESG, climate change and stewardship considerations to the
Delegated Investment Manager along with other investment responsibilities. The Group Trustee
believes that the Delegated Investment Manager has the necessary expertise and framework in
place to effectively manage and monitor investments in line with the above areas. The Delegated
Investment Manager approaches responsible investment and corporate governance through a four
pillar framework: integration, stewardship, thematic investment and screening, and the Mercer
funds incorporate these four pillars as far as is practical. The Delegated Investment Manager is
expected to provide reporting on a regular basis, at least annually, on ESG integration progress,
stewardship monitoring results, and climate-related metrics such as carbon foot printing for
equities and/or climate scenario analysis for diversified portfolios.

11. Investment Objectives

1.1 The Group Trustee’s objective is to invest the Group’s assets in the best interest of the members
and beneficiaries, and in the case of a potential conflict of interest in the sole interest of the
members and beneficiaries. Within this framework the Group Trustee seeks to achieve this, as
detailed below:

- To establish a default arrangement broadly appropriate for the needs of the majority
of the membership. This is structured as an investment programme which
automatically manages a member’s investments over their lifetime (“Retirement
Strategy”). The Retirement Strategy is structured to invest members in a growth phase
aiming to provide long term growth and gradually de-risk members’ investments as
they reach eight years from when they expect to retire (“the de-risking phase”) into
funds which more closely match how the member wishes to access their pension
savings.

- To make available a range of pooled investment funds and Retirement Strategies which
serve to meet the needs and risk tolerances of the members in a DC pension
arrangement. The Group Trustee recognises that members of the Group have differing
investment needs and that these may change during the course of members’ working
lives. They also recognise that members have different attitudes to risk. The Group
Trustee believes that members should be able to make their own investment decisions
based on their individual circumstances.

- To avoid over-complexity in investment in order to manage administration costs and
facilitate employee understanding.

- To provide options to assist members to maximise benefits (cash, annuity or
drawdown) received at retirement, whilst protecting against risks relative to that
benefit near retirement.

- To support members with clear communication. This is to be achieved via regular and
effective communication and by signposting points of contact for bespoke advice or
guidance.

12. Investment Policies
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12.1 The Group Trustee invests all money purchase assets under a long term insurance policy with
Scottish Widows. The Pensions Act 1995 distinguishes between investments where the
management is delegated to a fund manager under a written contract and those where a product
is purchased directly, such as this policy. The latter are known as direct investments. The Group
Trustee’s policy is to review its direct investments and to obtain written advice about them at
regular intervals.

122  The Group Trustee has made available a range of individual self-select fund options for investment
in addition to the default arrangements. All of the funds within the default arrangements are also
available as self-select options. More details specifically related to the default arrangements are
provided in Part C of this Statement. In addition, there are also a number of legacy AVC fund
options invested with Prudential and Aviva. These are not on the Scottish Widows/MWS platform
but the Group Trustee receives information on the legacy AVC assets at least once a year.

123  The Group Trustee, after taking advice from the DC Investment Consultant, has selected a range of
Mercer funds and externally managed funds on the Scottish Widows platform to make available to
the Group’s members. These funds are made available through MWS. Day-to-day management of
the assets is delegated to the Delegated Investment Manager for Mercer funds, which have a range
of specialist external investment managers underlying them, and to external professional
investment managers for the externally managed funds. The investment managers have appointed
custodians for the safe custody of assets held within their pooled funds in which the Group is
invested.

124  The Group Trustee is responsible for the selection, appointment, removal and monitoring of the
Delegated Investment Manager and additional external investment managers. The Group Trustee
has taken steps to satisfy itself that the managers have the appropriate knowledge and experience
for managing the Group’s investments and that the managers are carrying out their work
competently.

12.5 In considering appropriate investments for the Group, the Group Trustee has obtained and
considered the written advice from the DC Investment Consultant, whom the Group Trustee
believes to be suitably qualified to provide such advice. The advice received and arrangements
implemented are, in the Group Trustee’s opinion, consistent with the requirements of Section 36
of the Pensions Act 1995 (as amended).

12.6  All funds are daily-dealt pooled investment arrangements, with assets mainly invested on regulated
markets. It is the Group Trustee’s policy to offer both active and passive management options to
members, depending on asset class.

12.7 A range of asset classes has been made available, including: developed market equities, emerging
market equities, small capitalisation equities, low volatility equities, real estate, money market
investments, gilts, index-linked gilts, corporate bonds, diversified growth funds and pre-retirement
funds.

12.8 The Group Trustee has made three Retirement Strategies available, which seek to more closely
match how the member wishes to access their pension savings as they approach retirement. These
are designed to be suitable for a member who wishes to take either cash, an annuity (secured
income) or income drawdown (variable income) for members who ultimately plan to draw down
their savings flexibly throughout retirement.

The switching period commences eight years before a member's Selected Retirement Age in the Group.
Some members of the legacy EEPS scheme remain invested in an additional two legacy lifestyles which
target annuity at retirement, with the switching period starting either 5 or 11 years before a members
Selected Retirement Age. As outlined in Section 16.14, these legacy strategies are closed to new members
and only contain members who actively selected to remain rather than being reinvested in the updated
default lifestyles.

89



‘
~ S €DF

The Group Trustee recognises the risks that may arise from the lack of diversification of
investments. The Group Trustee therefore makes available a range of investment options, to enable
members to achieve a diversified holding. Members can combine the investment funds in any
proportion in order to achieve the desired balance between different kinds of investments. This will
also determine the expected return on a member’s assets and should be related to the member’s
own risk appetite and tolerances. Each of the available funds is considered to be diversified across
a reasonable number of underlying holdings / issuers.

12.9

1210 Four Mercer risk profiled funds have also been made available to members, which are multi-asset
funds targeting different risk and return objectives in order to provide members with a choice from
lower risk to higher risk funds. The Delegated Investment Manager is responsible for making
decisions on asset allocation, selection, appointment, removal and monitoring of underlying external
investment managers in the Mercer risk profiled funds.

1211 The Group Trustee has considered risks from a number of perspectives. The list below is not

exhaustive but covers the main risks that the Group Trustee considers and how they are

managed.

Risk How it is managed How it is measured
The Group Trustee provides
members with a range of funds,

Inflation Risk across various asset classes, with

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

the majority expected to keep
pace with inflation (with the
exception of the money market
and fixed interest bond funds).

The real value (i.e.
post inflation)
value of members’
accounts
decreases. Members are able to set their own
investment allocations, in line with

their risk tolerances.

Currency Risk The Group Trustee provides

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

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

Monitoring the performance
of investment funds on a
quarterly basis.

Delegated to investment managers. Considering the movements

in foreign currencies relative
to pound sterling

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

Outsourced to MWS with regards to
Scottish Widows as the corporate
investment platform.

Operational Risk
A lack of robust

Outsourced to the Delegated

Investment Manager with regards to

Mercer funds.

Considering the ratings of
investment strategies,
monitoring these on a

. uarterly basis.
internal q y

processes, people
and systems.

Outsourced to the DC Investment
Consultant with regards to externally
managed funds.

Considering MWS's research
view on Scottish Widows on
an annual basis.

Members are able to set their own

investment allocations, in line with

their risk tolerances.
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Liquidity Risk

Assets may not be
readily
marketable when
required.

The Group Trustee accesses daily
dealt and daily priced pooled funds
through a unit-linked insurance
contract from Scottish Widows.

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

Valuation Risk

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

The management of valuation risk is
delegated to the investment
manager.

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

The Group Trustee monitors
performance of funds on a
quarterly basis, and where
relevant delegates the
monitoring of valuation risk
to the DC Investment
Consultant and MWS where
applicable.
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Environmental,
Social and
Governance Risk

ESG factors can
have a significant
effect on the
performance of
the investments
held by the
Scheme e.g.
extreme weather
events, poor
governance. This
includes climate
specific risks of
the value of
investments
falling due to the
impact of climate
change.

Delegated to investment managers.

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

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

Climate risks specifically are
measured through modelling
provided by the delegated
investment manager on a
regular basis.

Manager Skill /
Alpha Risk

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

The Group Trustee makes available a
number of actively managed funds to
DC members where they deem
appropriate; for example, equity,
multi-asset or property funds.

The day to day management of the
majority of the active funds, including
asset allocation and manager
selection decisions, have been
delegated to the Delegated
Investment Manager, who in turn
places responsibility for the
investment of the Group’s assets in
Mercer funds with a range of
underlying specialist external
investment managers. The Delegated
Investment Manager invests
exclusively in Mercer highly rated
funds, those that Mercer believes
have above average chance, over
time, of meeting their objectives and
outperforming their benchmarks.

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

The Group Trustee monitors
performance and rating of
funds on an ongoing basis
relative to the fund’s
benchmark and stated
targets/objective.
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1212  The above items listed are in relation to what the Group Trustee considers ‘financially material
considerations’. The Group Trustee believes the appropriate time horizon for which to assess these
considerations within should be viewed at a member level. This will be dependent on the member’s
age and when they choose to retire. It is partly for this reason that the default investment option
is a Retirement Strategy.

1213  The Group Trustee takes into account member views, when expressed, and may ask for member
views from time to time in relation to financial and non-financial matters.

13. Investment Restrictions

13.1 The Group Trustee recognises that it is not possible to specify investment restrictions where assets
are managed via pooled funds. For the DC section, it is noted that this is particularly true given
that it is MWS, the Group’s delegated platform provider, who has the direct relationship with the
third parties offering the funds (and not the Group Trustee).

14. Implementation, Realisation of Investments and Engagement Policy

14.1 Within the DC section of the Group, the Group Trustee has contracted with Scottish Widows, via
MWS, to deliver DC investment management services. Both providers are regulated by the Financial
Conduct Authority (“the FCA”).

14.2  The pooled investment vehicles are daily-dealt, with assets mainly invested in regulated markets
and therefore should be realisable at short notice, based on either Group Trustee or member
demand. The selection, retention and realisation of investments within the pooled investment
vehicles is the responsibility of the relevant investment manager. For further information regarding
the Group Trustee’s approach to implementation and engagement please refer to Part D: General.

PART C: DEFAULT ARRANGEMENTS FOR THE DEFINED CONTRIBUTION SECTION

The Group Trustee recognises that not all members wish to make an active choice that is tailored to their
individual circumstances. However, it is expected that a proportion of members will actively choose a
default option because they feel it is most appropriate for them. The vast majority of Group members do
not make an active investment decision and are, therefore, invested in a default arrangement.

15. Investment Objectives
15.1 In relation to the default investment options, the Group Trustee’s aims and objectives are as follows:

e The growth phase of the default arrangements aim to provide long term growth with some
protection against inflation erosion and volatility when compared to global equity markets.

e As a member’s pot grows, investment risk will have a greater impact on member outcomes.
Therefore, the Group Trustee believes that a default arrangement that seeks to reduce investment
risk as the member approaches retirement is appropriate. This is known as the de-risking phase.

e The balance of investments at retirement should be appropriate for how the Group Trustee believes
a typical member will take their benefits in retirement. This does not mean that members have to
take their benefits in this format at retirement - it merely determines the default arrangement that
will be in place pre-retirement. Members who intend to take their

e retirement benefits through other formats have the option of switching to an alternative
Retirement Strategy prior to retirement or even choosing their own investment strategy.
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e Taking into account the demographics of the Group’s membership and the Group Trustee’s views
of how the membership will behave at retirement, different Retirement Strategies have been
selected as the default arrangement for different groups of members, as outlined in the following
section. These Retirement Strategies invest in the same Mercer fund during the growth phase but
they have different de-risking phases in order to provide a better alignment with how the Group
Trustee views the membership will behave at retirement.

16. Policies in relation to the Default Arrangements
16.1 The Group Trustee's policies in relation to the design of the Default Arrangements are as follows:

- The default Retirement Strategy manages investment and other risks through a strategic
asset allocation consisting of equities, other diversifying growth funds, bonds and cash. Risk
is not considered in isolation, but in conjunction with expected investment returns and
outcomes for members.

- In designing the default Retirement Strategy, the Group Trustee has explicitly considered
the trade-off between risk and expected returns.

- Assets in the default Retirement Strategy are invested in a manner which aims to ensure
the security, quality, liquidity and profitability of a member’s portfolio as a whole.

- The investment manager has responsibility for buying and selling the underlying assets. All
of the pooled funds used operate daily dealing cycles.

16.2  The Group’s investments are provided under a long term insurance contract between the Group
Trustee and Scottish Widows. The Group Trustee, after taking advice from the DC Investment
Consultant, has selected a range of Mercer funds on the Scottish Widows platform to make
available to the Group’s members. These funds are made available through MWS. Day-to-day
management of the assets is delegated to the Delegated Investment Manager for Mercer funds,
which have a range of specialist external investment managers underlying them. The investment
managers have appointed custodians for the safe custody of assets held within their pooled funds
in which the Group is invested.

16.3  The Group Trustee has delegated the design of the strategy in the growth phase of the Retirement
Strategy, including asset allocation and manager selection decisions, to the Delegated Investment
Manager. The Group Trustee is responsible for the design of the de-risking phase of the Retirement
Strategy, including asset allocation decisions, which is delivered after taking advice from the DC
Investment Consultant. After taking advice from the DC Investment Consultant, manager selection
decisions in the de-risking phase of the Retirement Strategy have been delegated to the Delegated
Investment Manager. The Group Trustee is responsible for the selection, appointment, removal and
monitoring of the Delegated Investment Manager. The Group Trustee has taken steps to satisfy
itself that the Delegated Investment Manager has the appropriate knowledge and experience for
managing the Group’s investments and that the managers are carrying out their work competently.

16.4  All funds within the default arrangements are daily-dealt pooled investment arrangements, with

assets mainly invested on regulated markets. Both active and passive management funds are utilised
within the default investment option, depending on asset class.
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16.5 In considering appropriate investments for the Group, the Group Trustee has obtained and
considered the written advice of their DC Investment Consultant, whom the Group Trustee believes
to be suitably qualified to provide such advice. The advice received and arrangements implemented
are, in the Group Trustee’s opinion, consistent with the requirements of Section 36 of the Pensions
Act 1995 (as amended).

16.6 A range of asset classes are included within the default arrangements, including: developed market
equities, emerging market equities, sustainable equites, small capitalisation equities, low volatility
equities, real estate, money market investments, gilts, index-linked gilts, corporate bonds,
systematic macro, diversified growth funds and pre-retirement funds.

16.7 In designing the default arrangements, the Group Trustee has explicitly considered the trade-off
between risk and expected returns. Risk is not considered in isolation, but in conjunction with
expected investment returns and outcomes for members. The default arrangements allocate to a
diversified strategic asset allocation consisting of traditional and alternative assets. The asset
allocation is consistent with the expected amount or risk that is appropriate given the age of a
member and when they expect to retire.

16.8  Taking into account the demographics of the Group’s membership and the Group Trustee’s views
of how the membership will behave at retirement, the Group Trustee believes that the default
arrangements outlined in this document are appropriate and will continue to review this over time,
at least triennially, or after significant changes to the Group’s demographic, if sooner.

16.9  Assets in the default arrangements are invested in a manner that aims to ensure the security,
quality, liquidity and profitability of a member's portfolio as a whole. In selecting assets, the Group
Trustee considers the liquidity of the investments in the context of the likely needs of members. All
assets are daily dealing and therefore should be realisable based on member demand.

16.10 Based on the Group Trustee’s understanding of the Group’s membership for the DC Top-Up, AVC
members and legacy lifestyle DC Seeboard PIP members (ex EEGS), the default arrangement for
these members is the Cash Lifestyle. This is a lifestyle strategy that targets a balanced risk/return
profile in the growth phase and de-risks to cash at retirement. The Group Trustee believes this is
likely to be the least risk position from a pension conversion risk perspective for a typical member
that does not select any investment preference as they believe that a typical member is likely to
take a cash lump sum at retirement.

16.11  Based on the Group Trustee’s understanding of the Group’s membership for the DC Only members
(post 2015 for ex EEPS members) the default arrangement for these members is the Drawdown
Lifestyle. This is a lifestyle strategy that targets a balanced risk/return profile in the growth phase
and de-risks to lower risk assets maintaining some growth potential at retirement. The Group
Trustee believes this is likely to be the least risk position from a pension conversion risk perspective
for a typical member that does not select any investment preference as they believe that a typical
member is likely to drawdown on their savings in retirement (through another arrangement).

16.12  Based on the Group Trustee’s understanding of the Group’s membership for the legacy Lifestyle DC
LERP members (ex EEPS) the default arrangement for these members is the Annuity Lifestyle. This
is a lifestyle strategy that targets a balanced risk/return profile in the growth phase and de-risks to
an investment strategy that targets annuity purchase and a tax-free cash lump sum, up to 25% of
a members pot. The Group Trustee believes this is likely to be the least risk position from a pension
conversion risk perspective for a typical member that does not select any investment preference
as they believe that a typical member is likely to take their benefits as a combination of a level
annuity and a tax-free cash lump sum in retirement.
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Members who held legacy lifestyle holdings through Scottish Widows and were less than one year
from their selected retirement age in January 2017 within the legacy EEPS scheme, had the option
to remain invested in their existing legacy holdings. The legacy default lifestyle strategy is an
investment strategy that targets returns that exceed inflation in the growth phase and de-risks to
a strategy that targets a blend between index-linked annuity purchase and cash in the lifestyle
phase up to retirement.

16.13

In February 2017, the Trustee transferred the majority of members invested in the legacy default
lifestyle to new Retirement Strategies held under the existing policy with Scottish Widows. The
Trustee believes that AVC and Seeboard PIP legacy DC members are more likely to take their
benefits as cash and therefore their assets were mapped from the legacy default lifestyle to the
Cash Retirement Strategy. The Trustee believes that legacy lifestyle DC LERP members are more
likely to take their benefits as a combination of a level annuity and a tax-free cash lump sum in
retirement and therefore their assets were mapped from the legacy default lifestyle to the Annuity
Retirement Strategy. In order to minimise disruption for members close to retirement, the Trustee
has retained the legacy default strategy for members invested in it and less than one year from
their selected retirement age as at January 2017.
16.14  This does not mean that members must use this risk/return growth phase profile or must take their
benefits in this format at retirement - it merely defines the default arrangement that will be in
place pre-retirement. Members who intend to take their retirement benefits through other formats
or have a different risk/return profile have the option of switching to an alternative Retirement
Strategy prior to retirement or choosing their own investment strategy.
16.15 The Group Trustee has considered risks from a number of perspectives. The list below is not
exhaustive but covers the main risks that the Group Trustee considers and how they are managed.

Risk How it is managed How it is measured
During the growth phase of the
default investment option the

Group Trustee invests in a

Inflation Risk

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

diversified range of assets which
are likely to grow in real terms. The
Group Trustee monitors the
performance of the growth phase
against the change in CPI.

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

accounts pace with inflation.
decreases. The default investment options
invest in a diversified range of
assets which are considered likely
to grow in excess of inflation.
Considering the returns of the
Pension funds used within the de-risking

Conversion Risk

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

The default arrangement is a
Retirement strategy which targets
different retirement destinations
for different groups of members, as
outlined above.

phase of the Retirement Strategy
both in absolute terms as well as
relative to inflation (the retirement
destination).

As part of the triennial default
strategy review, the Group Trustee
ensures the default destination
remains appropriate.
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Market Risk

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

How it is managed

The default arrangement is set with
the intention of diversifying this
risk to reach a level of risk deemed
appropriate for the relevant
members by the Group Trustee.

How it is measured

Monitors the performance of the
default arrangement on a quarterly
basis.

Consider the ongoing suitability of
the risk being taken across age
cohorts as part of the triennial
review of the default strategy.
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Counterparty Risk

A counterparty (i.e.
external
investment
manager), either an
underlying holding
or pooled
arrangement,
cannot meet its
obligation.

Delegated to the investment
manager.

The default arrangement is set with
the intention of diversifying this
risk to reach a level of risk deemed
appropriate for the relevant
members by the Group Trustee.

Monitors the performance of the
default arrangement on a quarterly
basis.

Monitoring the investment funds
from a security of assets point of
view.

Currency Risk

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

Currency risk management is
delegated to the Delegated
Investment Manager.

The default arrangement is set
with the intention of diversifying
this risk to reach a level of risk
deemed appropriate for the
relevant members by the Group
Trustee and currency management
within the funds is managed at the
overall fund level to achieve a
balanced profile.

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

Considers the movements in
foreign currencies relative to
pound sterling.

Operational Risk

A lack of robust
internal processes,
people and
systems.

Outsourced to MWS with regards
to Scottish Widows as the
corporate investment platform.

Outsourced to the Delegated
Investment Manager with regards
to Mercer funds.

Outsourced to the DC Investment
Consultant with regards to
externally managed funds.

The default arrangement is set
with the intention of diversifying
this risk to reach a level of risk
deemed appropriate for the
relevant members by the Group
Trustee.

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

Assets may not be
readily marketable
when required.

How it is managed

The Group Trustee accesses daily
dealt and daily priced pooled funds
through a unit-linked insurance
contract from Scottish Widows.

How it is measured

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

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

The management of valuation risk
is delegated to the external
investment manager.

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

The Group Trustee monitors
performance of funds on a
quarterly basis, and where relevant
delegates the monitoring of
valuation risk to the DC Investment
Consultant.

Environmental,
Social and
Governance Risk

ESG factors can
have a significant
effect on the

performance of the

investments held
by the Scheme e.g.
extreme weather
events, poor
governance. This
includes climate

specific risks of the

value of

investments falling
due to the impact
of climate change.

Delegated to investment managers.

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

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

Climate risks specifically are
measured through modelling
provided by the delegated
investment manager on a regular
basis.

Manager Skill /
Alpha Risk

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

Delegated to Delegated Investment
Manager. The Delegated
Investment Manager invests
exclusively in Mercer highly rated
funds, those that Mercer believes
have above average chance, over
time, of meeting their objectives
and outperforming their
benchmarks.

The default arrangement is set with
the intention of diversifying this risk
to reach a level of risk deemed
appropriate for the relevant
members by the Group Trustee.

The Group Trustee monitors
performance and rating of funds
on an ongoing basis relative to the
fund’s benchmark and stated
targets/objective.
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The above items listed are in relation to what the Group Trustee considers ‘financially material
considerations’. The Group Trustee believes the appropriate time horizon for which to assess these
considerations within should be viewed at a member level. This will be dependent on the member’s
age and when they expect to retire. It is partly for this reason that the default arrangement is a
Retirement Strategy.

The Group Trustee takes into account member views, when expressed, and may ask for member
views from time to time in relation to financial and non-financial matters.

17. Member’s Interests

171 Taking into account the demographics of the Group’s membership and the Group Trustee’s views
of how the membership will behave at retirement, the Group Trustee believes that the default
arrangement outlined in this document is appropriate.

17.2 In order to ensure this remains appropriate the Group Trustee will undertake a review of the default
arrangement, at least triennially, or after significant changes to the Group’s demographic, if sooner.

PART D: GENERAL
18. Monitoring the Investment Managers

The Group Trustee delegates the day-to-day management of the assets of the Group to a number
of investment managers for the DB assets and the Delegated Investment Manager for the DC assets.

The Group Trustee appoints investment managers of externally managed funds and the Delegated
Investment Manager based on their capabilities and, therefore the perceived likelihood of achieving
the expected return and risk characteristics required.

Investment managers are carefully selected to manage each of the underlying mandates following
guidance and written advice from the investment adviser. As required under Section 36 of the Act,
the Group’s investment adviser will provide written advice on new manager appointments in
respect of the “satisfactory” nature of the investments.

The details of the fund manager structure, investment objectives and mandates for each fund
manager are set out in the Investment Management Agreement (or equivalent document)

For segregated mandates, the terms of the long-term relationship between the Group Trustee and
its managers are set out in separate Investment Management Agreements (IMAs). These document
the Group Trustee’s expectations of their managers; alongside the investment guidelines they are
required to operate under.

For pooled arrangements, the Group’s investments are managed according to standardised fund
terms, ensuring the investment objectives and guidelines of the vehicle are consistent with its own
objectives. These terms are reviewed at the point of investment by the Group Trustee for DB assets
or the Delegated Investment Manager for DC assets and following any material changes notified by
the manager. The underlying investment managers are aware that their continued appointment is
based on their success in delivering the mandate for which they have been appointed to manage.
If the Group Trustee or Delegated Investment Manager is dissatisfied, then they will look to replace
the manager.
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The investment guidelines are based on the policies set out in this document (the SIP). The Group
Trustee shares its SIP (which includes its responsible investment and stewardships (engagement)
policy with the managers periodically, with the aim of ensuring managers invest in line with the
Group Trustee’s policies.

Where relevant, the Group Trustee requires its investment managers to invest with a medium-to
long-term time horizon, and use any rights associated with the investment to drive better long-
term outcomes. For some asset classes, the Group Trustee does not expect the respective asset
managers to make decisions based on long-term performance. These may include investments that
provide risk reduction through diversification or through hedging, consistent with the Group
Trustee’s strategic asset allocation.

The Group Trustee appoints its investment managers with an expectation of a long-term
partnership, which encourages active ownership of the Group’s assets. When assessing a manager’s
performance, the focus is on longer-term outcomes and is assessed over a medium-to longer-term
timeframe. Shorter term performance is also monitored to ensure any concerns can be identified
in a timely manner. The Group Trustee would not expect to terminate a manager’s appointment
based purely on short-term performance. However, a manager’s appointment could be terminated
within a shorter timeframe than three years due to other factors such as a significant change in
business structure or the investment team.

The Group Trustee also relies upon the Investment Consultant’s manager research capabilities.

All DC funds are open-ended, with no set duration. Within the DC section, the Delegated
Investment Manager is responsible for the selection, appointment, monitoring and removal of the
underlying investment managers. The Group Trustee is responsible for the selection, appointment
and removal of the externally managed funds. The Group Trustee may also choose to remove a
fund from the fund range, if no longer considered appropriate, and the fund range reviewed on at
least a triennial basis.

Investment Managers are paid an ad valorem fee for a defined set of services. The Group Trustee
reviews the fees periodically to confirm they are in line with market practices. The annual Value for
Money Assessment reviews the DC section fees to ensure they represent value for members. If
performance is not satisfactory, the Group Trustee will ask the Delegated Investment Manager to
provide additional rationale, and if not satisfied with this, may request further action be taken,
including a review of fees.

The Group Trustee reviews the portfolio transaction costs and portfolio turnover range of managers
periodically, where the data is disclosed and available. The Group Trustee will then determine
whether the costs incurred were within reasonable expectations. Within the DC Section, portfolio
turnover costs for each of the funds are reviewed on an annual basis as part of the annual value for
members assessment. The Group Trustee does not currently define target portfolio turnover
ranges for funds.

The Group Trustee’s policy towards monitoring non-financial performance is set out in the Socially
Responsible Investment policy.

Employer-Related Investments
The Group Trustee recognises that investment in pooled funds may result in employer-related
investments being held within the Group. However, given the nature of the pooled funds selected

by the Group Trustee and the diversification of assets held within the pooled funds, it is unlikely
that such investment could breach the restriction under Section 40 of the Pensions Act.
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Realisation of Investments

The investment managers have discretion in the timing of investment realisation and in
considerations relating to the liquidity of investments within limits laid down in the relevant
appointment documentation and pooled fund prospectuses.

With regards to the DB Section, the Group Trustee monitors the Group’s asset classes with respect
to the agreed rebalancing ranges at quarterly IC meetings and agrees on any associated actions.
With regards to the DC Section, all assets are daily dealing and therefore should be realisable based
on member demand.

Additional Voluntary Contributions (“AVCs”)

Under the terms of the Trust Deed, the Group Trustee is responsible for the investment of AVCs
paid by members. The Group Trustee reviews the investment performance of the chosen providers
on a regular basis and takes advice as to the providers’ continued suitability.

Socially Responsible Investment

The Group Trustee incorporates financially material considerations into decisions on the selection,
retention and realization of investments through strategic asset allocation decisions and the
appointment of investment managers, so far as possible, taking into account the advice of the
Group Trustee’s investment adviser.

The Group Trustee believes that environmental, social and governance factors (including but not
limited to climate risk) will be financially material over the time horizon of the Group and should be
considered as part of investment strategy and implementation decisions. This will have varying
levels of importance for different types of assets invested in by the Group.

The Group may consider non-financial factors (such as ethical or moral beliefs) in their investment
decision-making, but only to the extent that these do not prevent the Group from meeting its
investment objectives.

Stewardship and Engagement

The Group Trustee recognises that good stewardship practices, including engagement and voting
activities, are an important part of general scheme governance as they help preserve and enhance
asset owner value over the long term.

Direct engagement with underlying companies (as well as other relevant persons) in respect of
shares and debt is carried out by the Group’s investment managers. The Delegated Investment
Manager also engages with investment managers on this activity and if dissatisfied will look to
replace the manager.

This includes monitoring and engaging with issuers of debt or equity on financially material issues
concerning strategy, capital structure, management of actual or potential conflicts of interest, risks,
environmental impact, social considerations and corporate governance. Where relevant, the Group
Trustee expects its managers to use voting rights to effect the best possible sustainable long-term
outcomes.

The Group Trustee, MWS and the Delegated Investment Manager expect all of its investment
managers to practise good stewardship. When selecting new managers, the Group Trustee's
investment advisers assess the ability of each investment manager to engage with underlying
companies in order to promote the long-term success of the investments.
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While the Group Trustee chooses managers that align with its beliefs on stewardship (where
possible), there are instances where the Group Trustee has less direct influence over the managers’
policies on the exercise of investment rights. For example, where assets are held in pooled funds,
due to the collective nature of these investments. The Group Trustee monitors and discloses the
voting behaviour carried out on its behalf. If the Group Trustee deems it not suitable it will engage
with the relevant manager and seek to better align the policies of the Group Trustee with the
behaviour of the manager.

The Group Trustee expects its investment managers to independently consider whether ‘Exclusion’
or ‘Engagement’ as a method of incorporating climate change risks into an effective risk
management framework is more appropriate within their investment process.

When selecting, monitoring and de-selecting asset managers, engagement is factored into
the decision-making process to the appropriate level for the specific asset class in
question.

The Group Trustee reports annually on how its investment managers have acted in accordance with
the Group Trustee’s policy on stewardship and engagement. In addition, the Group Trustee meets
directly with each of its investment managers periodically and -where relevant and appropriate -
questions the manager on their activities with respect to stewardship and engagement. The Group
Trustee will disclose any highlights as part of this review annually in its implementation statement.
In terms of collaborative initiatives, the Group Trustee intends to support Responsible Investment
organisations or initiatives where in doing so will help the Group Trustee achieve its objectives set
out in this SIP.

The Group Trustee has committed to the Taskforce for Climate Change Related Financial Disclosures
(TCFD) and the United Nations’ Principles for Responsible Investment (PRI) to support the
monitoring and management of climate change risks.

Compliance with this Statement

We monitor compliance with this Statement regularly and seek confirmation from the investment
managers that they have given effect to the investment principles in this Statement so far as is
reasonably practicable and that in exercising any discretion they have done so in accordance with
paragraph 4 of the Regulations.

Review of this Statement

We will review this Statement at least once every three years and without delay after any significant
change in investment policy. Any change to this Statement will only be made after we have
obtained and considered the written advice of someone who we reasonably believe is qualified by
their ability in and practical experience of financial matters and has appropriate knowledge and

experience of the management of pension scheme investments.

Date:

Signed on behalf of the Group Trustee of the EDF Group of the ESPS

Richard Grant Andy McKinnell
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It is acknowledged that under Section 35(5) of the Pensions Act 1995, the Group Trustee ultimately
determines how the assets of the Group are to be invested, subject to their obligations to consult
with the Principal Employer (acting on behalf of the Employers participating in the Group) and to
maintain a Statement of Investment Principles. Decisions as to the strategic investment allocation
will remain with the Group Trustee. The signature of this revised Statement of Investment
Principles by and on behalf of the Principal Employer represents the agreement of the Principal
Employer for the purposes of clause 4.1 of the Memorandum of Understanding agreed between
(amongst others) the Principal Employer, the Group Trustee, and the Principal Employer's ultimate
parent company dated [TBC] (as amended from time to time) and any other purpose for which such
agreement is relevant.

Signed for and on behalf of the Principal Employer

David Tomblin 07 January 2022
Date:
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Please note that the charges in the table below do not take into account any charges for administration

services.

2a Default arrangement - Cash Retirement
The funds’ charges (as “Total Expense Ratios”) and transaction costs in the last year used in the default

arrangement were:

Charges * Transaction costs
% p.a. of the £ p.a. per Underlying Fund % p.a. of the £ p.a.
Fund amount amount per
. £1,000 * .
invested invested invested £1,000
invested
EDFG Growth 0.281 2.81 Mercer Multi 0.160 1.60
Asset Growth
EDFG Passive UK 0.120 1.20 Aquila Connect 0.032 0.32
Corporate Bond Corporate Bond
All Stocks Index
EDFG Cash 0.170 1.70 BlackRock Sterling 0.015 0.15
Retirement Liquidity

Source: MWS Reports to 31 March 2023. Charge shows as at 31 March 2023 covering a 12 month period.

2b Default arrangement - Drawdown retirement
The funds’ charges (as “Total Expense Ratios”) and transaction costs in the last year used in the default
arrangement were:

Charges * Transaction costs
% p.a. of | £ p.a. per % p.a.of | £p.a.
Fund the £1,000 | Underlying Fund ** the per
amount . amount
. invested ) £1,000
invested invested | .
invest
ed
EDFG Growth 0.281 2.81 Mercer Multi Asset 0.160 1.60
Growth
EDFG Drawdown Retirement 0.333 3.33 Mercer Diversified 0.082 0.82
Retirement BlackRock
Sterling Liquidity
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2c Default arrangement - Annuity retirement
The funds’ charges (as “Total Expense Ratios”) and transaction costs in the last year used in the strategy
were:
Charges * Transaction costs
% p.a. of the £ p.a. % p.a.of | £ p.a.
Fund amount per Underlying Fund ** the per
invested £1,000 .amoin; £1,000
invested invested | invested
EDFG 0.281 2.81 Mercer Multi Asset 0.160 1.60
Growth Growth
EDFG 0.202 2.020 | Legal & General Pre- 0.004 0.04
Annuity Retirement
Retirement BlackRock Sterling
Liquidity
2d Legacy Default arrangement - 5 Years
The funds’ charges (as “Total Expense Ratios”) and transaction costs in the last year used in the strategy
were:
Charges * Transaction costs
% p.a. £ p.a. % p.a. £ p.a.
Fund of the per Underlying Fund ** of the per
.amount £1,000 .amount £1,000
invested | . invested | .
invested invested
EDFG BlackRock Global Aquila Connect 50:50
Equity 50/50 Index 0.083 083 Global Equity 0.036 036
EDFG BlackRock Over 5 Aquila Connect Over 5
Year Index Linked Gilts 0.079 0.79 Years Index Linked Gilt 0.022 022
EDFG BlackRock BlackRock Sterling
Sterling Liquidity 0130 130 Liquidity 0.015 015

Source: MWS Reports to 31 March 2023. Charge shows as at 31 March 2023 covering a 12 month period.
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2e Legacy Default arrangement - 11 Years
The funds’ charges (as “Total Expense Ratios”) and transaction costs in the last year used in the strategy
were:
Charges * Transaction costs
% p.a. of | £ p.a. per | ynderlying % p.a. of £ p.a. per
Fund the Fund ** the
£1,000 £1,000
amount . amount .
. invested . invested
invested invested
Aquila Connect
EDFG BlackRock Global | ) g5 0.83 | 50:50 Global 0.036 036
Equity 50/50 Index .
Equity
EDFG BlackRock Over Aquila Connect
5 Year Index Linked 0.079 0.79 Over 5 Years 0.022 0.22
Gilts Index Linked Gilt
EDFG BlackRock BlackRock
Sterling Liquidity 0130 130 Sterling Liquidity 0.015 015

2f

Self-select funds outside the default arrangement for EDFG

The funds’ charges (as “Total Expense Ratios”) and transaction costs in the last year for the self-select

funds were:
Charges * Transaction costs
% p.a. of £ p.a. per % p.a. of £ p.a.
Fund the £1,000 | ynderlying Fund ** the per
amount invested amount £1,000
invested invested investe
d
EDFG Active UK 50% LGIM Managed
Property* 0.765 7.65 Property / 50% n/a n/a
Threadneedle Property
EDFG‘Passive Mercer Passive
Sustainable Global 0.130 1.30 Sustainable Global n/a n/a
Equity* Equity
EDFG Activg Sustainable 0.630 6.30 Mercer Sustainable n/a n/a
Global Equity* Global Equity
EDFG Defensive 0.320 3.20 Mercer Multi Asset 0.135 1.35
Defensive
EDFG Moderate Growth 0.310 310 Mercer Multi Asset 0.115 115
Moderate Growth
EDFG Growth 0.281 2.81 Mercer Multi Asset 0.160 1.60
Growth
EDFG High Growth 0310 310 Mercer Multi Asset High | 1,5 115
Growth
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Charges * Transaction costs
% p.a.of | £ p.a.per % p.a. of £ p.a.
Fund the £1,000 | underlying Fund ** the per
amount invested amount £1,000
invested invested | investe
d
. Aquila Connect
EDFG Passive UK
0.120 1.20 Corporate Bond All 0.032 0.32
Corporate Bond
Stocks Index
EDFG BlackRock Aquila Connect
Corporate Bond All 0.090 0.90 Corporate Bond All 0.032 0.32
Stocks Index Stocks Index
. BlackRock Sterlin
EDFG Cash Retirement 0.170 170 ok Stering 0.015 0.15
Liquidity
Mercer Diversified
EDFG Drawdown 0.333 333 Retirement 0.082 0.82
Retirement
BlackRock Sterling Liquidity
LGIM - Pre-Retirement
EDFG Annuity Retirement 0.202 2.02 0.004 0.04
BlackRock Sterling Liquidity
EDFG Active UK Equity 0.700 7.00 MGI UK Equity 0.646 6.46
EDFG Active Global Equity 0.7 7.11 MGI Global Equity 0.433 433
EzggyACt'Ve Low Volatility 0.830 830 Mercer Low Volatility Equity| ~ 0.000 0.00
EDFG Ac.tlve Global Small 0.880 8.80 Mercer GIobaTI Small Cap 0.602 6.02
Cap Equity Equity
EDFG Actlve.Emerglng 0.920 920 MGI Emerglr)g Markets 0.905 9.05
Markets Equity Equity
EDFG Active Emerging MGI Emerging Markets
Markets Debt 0.710 7.10 Debt 0.194 194
EDFG Diversified Growth 0.330 3.30 Mercer Diversified Growth 0.227 2.27
EDFG Pre-Retirement 0.145 145 Legal & General Pre- 0.000 0.00
Retirement
EDF.G Inflation Linked Pre- 0.145 145 LGIM Pr('e—Ret.lrement 0.000 0.00
Retirement Inflation Linked
EDF.G Diversified 0.290 290 Mercer.Dlversn‘led 0104 104
Retirement Retirement
EDFG Passive UK Equity 0.108 1.08 Aquila Connect UK Equity 0.066 0.66
EDFQ Passive Overseas 0115 115 Aquila Connect World (ex- 0.000 0.00
Equity UK) Equity
. Aquila Connect Currency
EDFG Passive Overseas 0.140 140 Hedged World (ex-UK) -0.021 -0.21
Equity Hedged .
Equity
EDFG LGIM Ethical Global Legal & General Ethical
Equity Index 0.250 2:30 Global Equity Index 0.001 0.01
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Charges * Transaction costs
% p.a.of | £ p.a.per % p.a. of £ p.a.
Fund the £1,000 | underlying Fund ** the per
amount invested amount £1,000
invested invested | investe
d
EDFG BlackRock Global Aquila Connect 50:50
Equity 50/50 Index 0.083 083 Global Equity 0.036 036
EDFG Shariah 0.350 3.50 HSBC Islamic Global Equity 0.017 0.17
Index
EDFG Passive Emerging Aquila Connect Emerging ) i
Markets Equity 0180 180 Markets Equity Index 0.088 088
EDFG Passive Over 5 Year Aquila Connect Over 5
Index Linked Gilt 0109 109 Years Index Linked Gilts 0.022 022
EDFG BlackRock Over 5 Aquila Connect Over 5
Year Index Linked Gilts 0.079 0.79 Years Index Linked Gilts 0.022 022
EDFG Passive Over 15 Year Aquila Connect Over 15
Gilt 0109 109 Years UK Gilt Index -0.028 -0.28
EDFG Active Money Market 0.170 1.70 BlackRock Sterling Liquidity 0.015 0.15
E[; Z.G diBt';‘CkROCk Sterling 0.130 130 BlackRock Sterling Liquidity 0.015 0.15

Source: MWS Report to 31 March 2023. Charges shown as at 31 March 2023 covering a 12 month period.

*Transaction costs are not available as no members are currently invested in these funds.
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2e AVCs
The funds’ charges (as “Total Expense Ratios”) and transaction costs in the last year for the AVC funds
were:
Charges* Transaction costs

Fund % p.a. of the £ p.a. per % p.a. of the £ p.a. per

amount invested £1,000 invested amount invested £1,000 invested
Prudential Cash 0.55 5.50 0.000 0.00
Prudential Discretionary 0.80 8.00 0.110 110
Pruglentlal [?ynamlc Global 0.64 6.40 0.030 0.30
Equity Passive Fund
Prudential Index-Linked 0.76 7.60 0.440 444
Prudential WPIA o rkx o rkx
Prudential Wlth-Proflts Cash o ek 0.200 500
Accumulation Fund
Av FP With-Profits Sub-Fund *hk ok *hk i
Aviva With-Profit (NU) Pension exx e ek exx
Standard
Aviva With-Profit Guaranteed e xx e .
(NU) Pension Standard
Aviva With-Profit 1 (CGNU) rw exk e e
Pension Standard
Aviva Pension BNY Mellon Multi- 0.88 8.80 0.097 0.97
Asset Balanced
Aylva Pension Pre-Retirement 0.88 8.80 0.027 0.27
Fixed Interest
Aviva Deposit Pension 0.88 8.80 i *hx
Aviva Long Gilt Pension 0.88 8.80 FEE rx
Aviva UK Index Tracking Pension 0.88 8.80 e ok
Aviva .Internat‘lonal Index 0.88 8.80 ek o
Tracking Pension
Aviva Mixed I'nvest (40-85 & 0.88 8.80 . ok
Shares) Pension

Source: MWS Report to 31 March 2023. Prudential transaction costs shown as at 30.09.2022 covering a

12 month period.

* Charge = the funds’ Total Expense Ratio (TER), which includes the funds’ Annual Management
Charge (AMC) and Operating Costs and Expenses.

** Underlying Fund = the fund in which the Group’s top-level fund invests.

hk Data was not available at the time of writing - we are working with investment managers to
acquire this.
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Appendix 3 Tables illustrating the impact of charges and costs

The following tables show the potential impact of the costs and charges borne by members on projected
values at retirement in today’s money for typical members joining at a range of ages and opening fund
values:

3a Default arrangement - Cash Retirement
For a member joining the Group at age 19 with a starting pot size of £1,770.

Age Before costs and charges £ After costs and charges are taken £
19 £1,770 £1,770
20 £1,827 £1,819
25 £2,138 £2,084
30 £2,502 £2,388
35 £2,928 £2,736
40 £3,427 £3,136
45 £4,0M £3,593
50 £4,695 £4,117
55 £5,495 £4,717
60 £6,364 £5,361
65 £6,854 £5,707

Source: Mercer

For a member joining the Group at age 45 with a starting pot size of £12,960.

Age Before costs and charges £ After costs and charges are taken £
45 £12,960 £12,960
50 £15,168 £14,850
55 £17,753 £17,016
60 £20,561 £19,338
65 £22,142 £20,587

Source: Mercer

3b Default arrangement - Drawdown Retirement
For a member joining the Group at age 19 with a starting pot size of £1,770.

Age Before costs and charges £ After costs and charges are taken £
19 £1,770 £1,770
20 £1,827 £1,819
25 £2,138 £2,084
30 £2,502 £2,388
35 £2,928 £2,736
40 £3,427 £3,136
45 £4,0M £3,593
50 £4,695 £4,117
55 £5,495 £4,717
60 £6,369 £5,352
65 £7,098 £5,837

Source: Mercer
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For a member joining the Group at age 45 with a starting pot size of £12,960.

Age Before costs and charges £ After costs and charges are taken £
45 £12,960 £12,960
50 £15,168 £14,850
55 £17,753 £17,016
60 £20,576 £19,307
65 £22,932 £21,054

Source: Mercer

3c Default arrangement - Annuity Retirement
For a member joining the Group at age 19 with a starting pot size of £1,770.

Age Before costs and charges £ After costs and charges are taken £
19 £1,770 £1,770
20 £1,827 £1,819
25 £2,138 £2,084
30 £2,502 £2,388
35 £2,928 £2,736
40 £3,427 £3,136
45 £4,01 £3,593
50 £4,695 £4,117
55 £5,495 £4,717
60 £6,334 £5,332
65 £6,868 £5,706

Source: Mercer

For a member joining the Group at age 45 with a starting pot size of £12,960.

Age Before costs and charges £ After costs and charges are taken £
45 £12,960 £12,960
50 £15,168 £14,850
55 £17,753 £17,016
60 £20,464 £19,234
65 £22,187 £20,580

Source: Mercer

3d Legacy Default arrangement - 5 Years
For a member joining the Group at age 19 with a starting pot size of £1,770.

Age Before costs and charges £ After costs and charges are taken £
19 £1,770 £1,770
20 £1,841 £1,839
25 £2,242 £2,228
30 £2,731 £2,700
35 £3,326 £3,271
40 £4,051 £3,964
45 £4,933 £4,802
50 £6,008 £5,819
55 £7,317 £7,050
60 £8,912 £8,542
65 £9,799 £9,341

Source: Mercer
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For a member joining the Group at age 45 with a starting pot size of £12,960.

Age Before costs and charges £ After costs and charges are taken £

45 £12,960 £12,960
50 £15,784 £15,702
55 £19,223 £19,025
60 £23,41 £23,051
65 £25,743 £25,209

Source: Mercer

3e Default arrangement - Legacy Default 11 Years

For a member joining the Group at age 19 with a starting pot size of £1,770.

Age Before costs and charges £ After costs and charges are taken £

19 £1,770 £1,770
20 £1,841 £1,839
25 £2,242 £2,228
30 £2,731 £2,700
35 £3,326 £3,271
40 £4,051 £3,964
45 £4,933 £4,802
50 £6,008 £5,819
55 £7,317 £7,050
60 £8,47 £8,119
65 £9,000 £8,580

Source: Mercer

For a member joining the Group at age 45 with a starting pot size of £12,960.

Age Before costs and charges £ After costs and charges are taken £
45 £12,960 £12,960
50 £15,784 £15,702
55 £19,223 £19,025
60 £22,253 £21,911
65 £23,645 £23,155

Source: Mercer
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For a selection of the self-select funds:
For a member joining the Group at age 19 with a starting pot size of £1,770.
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Most expensive fund: EDFG Active Cheapest fund: BlackRock Over 5 Year
Emerging Markets Equity Index-Linked Gilts
Age Before costs and After costs and Before costs and After costs and
charges charges charges charges
£ £ £ £
19 £1,770 £1,770 £1,770 £1,770
20 £1,854 £1,824 £1,779 £1,777
25 £2,337 £2,119 £1,826 £1,815
30 £2,946 £2,461 £1,875 £1,854
35 £3,714 £2,859 £1,924 £1,893
40 £4,682 £3,322 £1,975 £1,933
45 £5,903 £3,859 £2,028 £1,974
50 £7,441 £4,483 £2,081 £2,016
55 £9,381 £5,208 £2,136 £2,059
60 £11,826 £6,050 £2,193 £2,102
65 £14,908 £7,029 £2,251 £2,147
Source: Mercer

For a member joining the Group at age 45 with a starting pot size of £12,960.

Most expensive fund: EDFG Active Cheapest fund: EDFG BlackRock Over 5
Emerging Markets Equity Year Index-Linked Gilts
Age Before costs and After costs and Before costs and After costs and
charges charges charges charges
£ £ £ £
45 £12,960 £12,960 £12,960 £12,960
50 £16,338 £15,056 £13,303 £13,235
55 £20,596 £17,490 £13,655 £13,516
60 £25,965 £20,319 £14,017 £13,802
65 £32,732 £23,604 £14,388 £14,095
Source: Mercer

The assumptions used in these calculations were as follows:

For a member joining the Group aged 19
The opening DC pot size is £1,770;

Inflation is assumed to be 2.5% per annum.
The projected values are shown up to age 65, the most common normal retirement age for

members of the Group.

Where quoted transaction costs for a fund are negative, they have been assumed to be zero as a
prudent assumption for these illustrations.

The projected gross growth rates for each fund are as follows (these are based on returns assumed for
the Group’s Statutory Money Purchase Illustrations, are shown rounded to one decimal place and before
ongoing management charges and transaction costs are applied):
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Fund Gross Return % p.a. TER % |Transaction Cost
p.a. % p.a.
8.20% p.a. above inflation for members 0.28% | 0.14% to 0.01%

further than 8 years from age 65. Reducing to
gradually to 0.51% p.a. above inflation for 0.17%
members at or beyond age 65

Cash Retirement

Drawdown Retirement 8.20% p.a. above inflation for members 0.28% 0.14% to 0.10%
further than 8 years from age 65. Reducing to

gradually to 1.86% p.a. above inflation for 0.33%
members at or beyond age 65

Annuity Retirement 8.20% p.a. above inflation for members 0.28% 0.14% to 0.01%
further than 8 years from age 65. Reducing to
gradually to 1.11% p.a. above inflation for 0.20%
members at or beyond age 65
EDFG Active Emerging 4.74% p.a. above inflation 0.92% 0.7%
Markets Equity
EDFG Passive Emerging 4.02% p.a. above inflation 0.05% 0.02%
Markets Equity
4.02% p.a. above inflation for members 0.08% 0.02% to 0.02%
further than 5 years from age 65. Reducing to

Legacy Default - 5 Years gradually to 0.52% p.a. above inflation for 0.09%

members at or beyond age 65

4.02% p.a. above inflation for members 0.08% 0.02% to 0.02%
further than 5 years from age 65. Reducing to

gradually to 0.52% p.a. above inflation for 0.09%
members at or beyond age 65

Legacy Default - 11 Years

TER’s as at 31 March 2023 and average annual transaction costs for the 4 year period to 31 March 2023.

For a member joining the Group aged 45:

*  The opening DC pot size is £12,960;

. Inflation is assumed to be 2.5% per annum;

*  The projected values are shown up to age 65, the most common normal retirement age for
members of the Group;

*  Where quoted transaction costs for a fund are negative, they have been assumed to be zero as a
prudent assumption for these illustrations; and

*  The projected gross growth rates for each fund are the same as the above (these are based on
returns assumed for the Group’s Statutory Money Purchase lllustrations, are shown rounded to
one decimal place and before ongoing management charges and transaction costs are applied).

*  Please note that these illustrated values:

*  Are estimates using assumed rates of future investment returns and inflation which may not be
borne out in practice;

*  The assumptions used may be different in the future to reflect changes in regulatory requirements
or investment conditions;

*  Will be affected by future, and as yet unknown, changes to the Group’s investment options;

. Are not guaranteed;

. Depend upon how far members in the default lifestyle option are from retirement as the funds
used change over time;

. May not prove to be a good indication of how your own savings might grow; and

*  Comply with the Technical Actuarial Standards (TAS) 100: Principles for Technical Actuarial Work.
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