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1 Introduction 

 Scheme Details 

1.1 This document describes the principles governing decisions about investment made by the 

Trustee of the Severn Trent Pension Scheme (the Scheme). 

1.2 The main objective of the Scheme is to provide relevant benefits (that is, broadly pensions, 

lump sums or similar benefits on retirement or death) for eligible employees and directors 

and for former employees and directors of the employing companies, each of which is a 

member of the Severn Trent Group.  These benefits are calculated on a final salary basis 

and the Scheme Rules include a guarantee of pension increases in line with price inflation, 

subject to a maximum of 6% p.a., or 5% p.a. for SSPS Section members.  The Rules also 

provide that pension increases will match inflation in excess of 6% p.a., or 5% p.a. for SSPS 

Section members, to the extent that the Actuary advises this may be done without an 

increase in contributions.  The liabilities of the Scheme are thus significantly influenced by 

price inflation. 

1.3 The Scheme closed to future accrual of benefits on 31 March 2015. 

1.4 The Scheme is a registered pension scheme for the purposes of the Finance Act 2004. 

1.5 Administration the Scheme is vested in Severn Trent Pension Scheme Trustees Limited (the 

Scheme Trustee), which is responsible for the investment of the Scheme’s assets. 

 Pensions Act 

1.6 Under the Pensions Act 1995 (as updated by the Pensions Act 2004), trustees are required 

to prepare a statement of the principles governing investment decisions.  This document 

fulfils that requirement. 

1.7 The Scheme Trustee has consulted Severn Trent Plc on the content of this document and 

will consult Severn Trent Plc on any changes to the document.  However, the ultimate 

authority and responsibility for deciding the investment policy of the Scheme lies solely with 

the Scheme Trustee. 

1.8 In drawing up this document, the Scheme Trustee has sought advice from the Scheme’s 

Actuary and Investment Adviser.  The Scheme Trustee will review this document at least 

once a year.  A copy of this statement will be provided, as updated from time to time, to the 

Investment Managers, who will be required to follow the principles which it sets out. 

 Financial Services and Markets Act 2000 

1.9 In accordance with the Financial Services and Markets Act 2000, the Scheme Trustee will 

determine general investment policy, but will delegate day-to-day responsibility for selection 

of specific investments, and determining the proportion of the underlying funds that are 

invested in the various asset classes, to an appointed Investment Manager or Managers, 

which may include an insurance company or companies.  The Investment Manager shall 

provide the skill and expertise necessary to manage the investments of the Scheme 

competently.  The Investment Managers have been provided with a copy of this document. 
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Responsibilities 

1.10 The Scheme Trustee is responsible for all of the investment decisions in respect of the 

Scheme.   

1.11 The Scheme Trustee has set up an Investment Committee (“IC”). The responsibility of the 

Investment Committee is as follows: 

• To monitor the performance of the Scheme and the Scheme’s managers, in respect of 

the defined benefit section; 

• To monitor the Scheme’s managers and the Scheme’s custodian; 

• To provide a summary to the Scheme Trustee quarterly meeting of the Scheme’s 

investments and any changes made during the quarter;  

• To maintain the asset allocation within the asset category ranges set out in 3.3; 

• To recommend to the Scheme Trustee a change in the appointment of a manager or a 

mandate where the IC sees change as appropriate, and where the manager is 

responsible for 10% or more of the Scheme’s assets or where the mandate represents 

10% or more of Scheme assets; 

• To make a change to a manager or a mandate where the IC sees change as 

appropriate, and where the manager is responsible for less than 10% of Scheme 

assets, or where the mandate represents less than 10% of Scheme assets; 

• To recommend to the Scheme Trustee a change in the benchmark of a mandate where 

the IC sees change as appropriate, and where the mandate in question represents 10% 

or more of the Scheme’s assets; 

• To make a change to the benchmark of a mandate where the IC sees change as 

appropriate, and where the mandate in question represents less than 10% of Scheme 

assets, or the change in mandate represents less than 10% of Scheme assets; 

• To monitor capital markets and make recommendations to the Scheme Trustee for a 

change to the investment strategy. Where the change maintains the Scheme assets 

within the asset category ranges set out in 3.3, represents less than a 10% move in 

assets (or 5% or less in the case of Enhanced Yield Assets), and any investment is 

included in the assets types listed in 3.5, the IC may make the change without referring 

to the Trustee.      

• To review the impact of the IC and Scheme Trustee decisions; 

• To review the ongoing appropriateness of the Scheme’s investment strategy, the 

associated risks, and its implementation; 

• To monitor and periodically review the performance and continuing suitability of the 

Scheme’s AVC providers; 

• To review annually the Scheme’s compliance with the SIP.  
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The Scheme Trustee shall remain responsible for all other investment activity. 

1.12 The Scheme Trustee also takes advice from the Scheme Actuary and Investment Adviser. 

1.13 Severn Trent Plc does not have the authority to place limits on the Scheme Trustee as to 

how it can invest the money. 
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2 Statement of Funding Principles 

Statement of Funding Principles 

2.1 The Pensions Act 2004 requires that the Scheme Trustee prepares a Statement of Funding 

Principles.  The Scheme Trustee will prepare this document, after obtaining advice from the 

Scheme Actuary, in conjunction with each actuarial valuation. 

2.2 The statement will cover the Scheme’s statutory funding objective, the principles used in 

determining that objective, the policy for securing that it is met, and the process through 

which the Scheme Trustee and the Company reach agreement on the contents of the 

statement. 
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3 Long-term policy 

Objectives 

3.1 The long-term objectives of the Scheme Trustee are: 

a. To maintain a portfolio of assets of appropriate liquidity which will generate sufficient 

income and capital growth to meet, together with contributions, the cost of benefits 

which the Scheme provides, as set out in the Trust Deed and Rules. 

b. Recognising the Scheme is closed, to manage the investment policy with an emphasis 

on investment in assets that will provide a secure and stable income stream to meet 

the benefits over the long-term; 

c. To manage the investment policy with an emphasis on limiting funding volatility in the 

short-term and adopting a level of risk commensurate with the long-term funding plan; 

d. To minimise the long-term costs of the Scheme by maximising the return on the assets 

whilst having regard to the objectives shown under 3.1.b and 3.1.c above. 

Policy 

3.2 In determining the investment strategy, the Scheme Trustee will have regard to: 

• The Scheme’s financial position, including its projected cashflow and income 

requirements 

• The profile of its membership 

• The nature of its liabilities 

• The covenant of the Company 

• The results of consultation with the Company 

The Scheme Trustee will seek to achieve the objectives through investing in a suitable 

mixture of real and monetary assets, with an emphasis on assets that provide a secure and 

stable income.  The mixture across asset classes should provide the level of returns 

required by the Scheme to meets its liabilities at an acceptable level of risk for the Scheme 

Trustee and an acceptable level of risk and cost to the Company. 

3.3 In consultation with the Company the Scheme Trustee has adopted the following broad 

strategy.  Further detail of the strategy is provided in the Implementation Policy Document 

(IPD) Schedule A.  

Asset Category Central allocation Central allocation - 

exposure 

Range  

1. Hedging Assets  33.75% 33.75% 28.75%-38.75% 

2. Core Non-Gilts 20% 20% 15%-25% 

3. Short-term Enhanced Yield 20% 20% 15%-30% 

4. Long-term Enhanced Yield 11% 11% 5%-20% 

5. Equities (including Private 

Equity) 

15.25% 37% 33%-43% 
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The central allocation exposure total in excess of 100%. Equity exposure is partially 

achieved through synthetic equities such that the physical allocation to equities is lower than 

the central target exposure. The table excludes leverage within the hedging assets as this 

will vary reflecting changes to the implementation of the underlying target hedging.   

The objective of the strategy is to achieve an annual return of approximately 2.7% over gilts 

based upon capital markets as at 30 June 2017, as illustrated in the table below, with 

downside annual funding volatility expected to be approximately 10.0% one year in twenty. 

The Scheme Trustee recognises that the expected returns can change as market conditions 

change over time. 

Asset Category % of Scheme 

Target Return 

over Gilts % p.a. 

 

Hedging Assets (inc CDS) 33.75 0.5 

Core Non-Gilt bonds 20.0 1.0 

Short-term Enhanced Yield 20.0 3.5 

Longer-term Enhanced Yield 11.0 2.5 

Equities (exposure) 37.0 3.6 

Total 100.0  2.7 

 

3.4 The Scheme Trustee has determined, in consultation with the Company, the following range 

of asset types within each asset category. The actual allocation and implementation within 

each asset category is delegated to the Investment Committee (IC), subject to the terms set 

out in 1.10.  

1. Hedging Assets 

The objective of the allocation to hedging assets is to reduce the volatility of the funding 

level to variation in interest rates and inflation pricing and to reduce reinvestment risk (i.e. 

the uncertainty around the level of yields on bonds bought by the Scheme in future). 

The Scheme Trustee aims to hedge sufficient interest rate and inflation sensitivity risk, such 

that the risk from interest rate and inflation sensitivity is ideally no greater than that of any 

other investment risk. In practice, this is likely to mean some element of leverage in the 

hedging assets.   

The Scheme Trustee acknowledges that market pricing may be such that the cost of 

reaching the target level of hedging would be unattractive, and the Scheme Trustee will 

therefore build up the necessary level of hedging over a period of time taking account of 

market pricing.  

The Trustee has implemented an interest rate swaption which increases the Scheme’s level 

of interest rate hedging if exercised. More details on the Scheme’s interest rate and inflation 

hedging can be found in the Implementation Policy Document (IPD). 
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The following asset types are included in this asset category:  

• UK Government nominal and index-linked debt 

• Other investment grade sovereign, supranational and corporate debt 

• Nominal, and real interest rate swaps, repurchase agreements and swaptions 

• Inflation swaps 

• Credit default swaps 

• Cash held within pooled funds to back swaps and repurchase agreements 

2. Core Non-Gilts 

The objective of the allocation to non-gilts is to ensure a reasonable allocation to investment 

grade credit that serves to provide secure and stable income. 

The following asset types are included in this asset category:  

• Investment grade sterling non-gilts and corporate bonds, with an overall duration no less 

than that of the broad market;   

It is recognised that if actively managed, there is expected to be a small allocation to non-

sterling and sub-investment grade bonds, but the benchmark should be in respect of sterling 

investment grade bonds.  

3. Short-term Enhanced Yield 

The objective of the allocation to Short-term Enhanced Yield assets is to provide an income 

stream above the expected return on investment grade corporate bonds, with a focus on 

assets that have a term of up to 10 years. 

The following asset types are included in this asset category: 

• Asset backed securities 

• Corporate bonds 

• High yield debt 

• Non-sterling bonds 

• Emerging market debt 

• Senior loans 

• Mezzanine loans 

• Real estate debt  

• Hedge funds (existing holdings only)  
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No investment in a single strategy should represent more than 5% of Scheme assets at the 

time of investment without prior agreement of the Trustee and consultation of the Company. 

There is some similarity between the bonds outlined above and the bond mandates listed in 

Non-Gilts and Long-term Enhanced Yield. It is not the intention to unnecessarily restrict the 

investment policy, particularly if this would be detrimental to the Scheme’s potential return. 

Hence, the 5% limit in respect of each asset type in this category should include any 

exposure to that asset type held within the Non-Gilts and Long-term Enhanced Yield 

categories.  

4. Long-term Enhanced Yield 

The objective of the allocation to Long-term Enhanced Yield assets is to provide a long-term 

income stream above that expected on broad long-dated investment grade corporate bonds, 

ideally with a built in degree of inflation hedging.  The focus will be on assets with a lifetime 

in excess of 10 years. 

The following asset types are included in this asset category: 

• UK property 

• International property 

• UK long lease property, ground rents and social housing 

• Infrastructure debt and equity 

• Corporate bonds 

No investment in a single strategy should represent more than 5% of Scheme assets at the 

time of investment without prior agreement of the Trustee and consultation of the Company. 

There is some similarity between the bonds outlined above and the bond mandates listed in 

Non-Gilts and Short-term Enhanced Yield. It is not the intention to unnecessarily restrict the 

investment policy, particularly if this would be detrimental to the Scheme’s potential return. 

Hence, the 5% limit in respect of each asset type in this category should include any 

exposure to that asset type held within the Non-Gilts and Short-term Enhanced Yield 

categories.  

5. Equity 

The objective of the equity allocation will be to generate a target return broadly in line with 

equity markets, but to achieve this return with approximately two-thirds to three-quarters of 

the volatility of listed equities, and in particular, with less downside volatility. 

Equity exposure will be achieved through the use of: 

• Physical equities, managed against core market indices; 

• Synthetic equities;  

• Non-standard mandates, in particular, but not exclusively, income focused equity; 

• Non-standard benchmarks, e.g. fundamental indices; 

• Equity option strategies. 
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This category will also include the Scheme’s residual holding in private equity, although no 

future allocation to private equity will be made without consulting the Company. 

No investment in a single non-standard mandate, including option strategies, should 

account for more than 10% of Scheme assets without prior agreement of the Trustee and 

consultation with the Company.  

3.5 In addition to the long-term asset allocation, the Trustee holds an allocation of cash to help 

in managing the Scheme’s cashflow requirements and managing assets relative to the 

target asset allocation.  An ongoing cash balance is maintained within an Investment 

Manager’s cash fund and monitored by the IC, and a cash pool, created to ensure that day 

to day cashflows can be met, is managed by the Scheme’s custodian.  Further details on the 

cash fund and cash pool can be found in the IPD Schedule C. 

3.6 In addition, the Scheme Trustee, after taking legal and investment advice, has invested in a 

partnership interest in Severn Trent Limited Partnership which is extended to provide annual 

income over a 20 year period from 2012.  The annual income over the first 13 years is 

guaranteed to be £8.2m p.a. The Trustee has further invested in a partnership interest in 

Severn Trent 2017 Limited Partnership which will provide annual income of £15m p.a. 

(increasing in line with inflation) until 2031. 

 Additional Voluntary Contributions (AVCs) 

3.7 Some members have AVC’s invested in the defined contribution funds provided through the 

former Pension Choices section of the Scheme and other “legacy” funds.  As the Scheme is 

closed no further contributions can be made.  Pension Choices (DC section of the Scheme) 

transferred to Aviva Master Trust in January 2020. 
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4 Investment manager arrangements 

Investment management structure 

4.1 The Scheme Trustee has appointed each of its investment managers to deliver a specific 

benchmark or performance target, which overall will align to deliver the broader Scheme 

investment strategy and long-term investment objectives. The Scheme Trustee ensures that 

all manager engagements have clearly defined benchmarks, objectives and management 

parameters.  

 

4.2 Where appropriate, and where commercial considerations permit, the terms of the mandate 

and the basis on which the manager is engaged will be defined specifically for the Scheme.  

Where such tailoring is not directly achievable, the Trustee will invest in pooled funds where 

the objectives of the fund and the policies of the investment manager will be evaluated by 

the Trustee to ensure that they are appropriate for the needs of the Scheme.   

 

4.3 Details of the current investment manager structure, alongside details of the performance 

objectives of each investment manager, can be found in Schedule B of the IPD. 

 

 Realisation of assets 

4.4 In the event that the Scheme needs to withdraw cash from its investments to meet its benefit 

obligations or otherwise, the IC has discretion to decide upon the proportions in which the 

required amount shall be drawn from the Scheme’s Investment Managers. 

4.5 The policy of the Scheme Trustee is that the realisation of individual holdings, whether to 

meet cashflow requirements or to reinvest the proceeds elsewhere, should be entirely at the 

discretion of each Investment Manager. 

4.6 The policy of the Scheme Trustee is that there should be sufficient investments in liquid or 

readily realisable assets to meet cashflow requirements in the majority of foreseeable 

circumstances so that realisation of assets will not disrupt the Scheme’s overall investment 

policy.  The Trustee maintains an ongoing cash balance to help manage the Scheme’s 

cashflow requirements. The Trustee monitors the Scheme’s cash balance and asset 

allocation to ensure they remain in line with the target allocations and will rebalance assets if 

this is deemed appropriate.   

 Fees 

4.7 Fees are paid to the Investment Managers based on the total value of asset under 

management for each manager.  The exact method of calculation for each fee is set out in 

the Scheme’s written agreement with each Investment Manager.  This type of fee structure 

has been chosen as it is the industry norm and is considered to be the best basis for the 

Scheme.  Details of Investment Managers fees are set out in Schedule B of the IPD. 

4.8 Fees are currently paid to the Scheme’s Actuary and Investment Adviser on a fixed, 

time/cost or project basis. 

 Monitoring 

4.9 The Scheme Trustee monitors its managers’ performance, gross and net of fees, against 

their respective benchmarks or targets.  
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Monitoring is carried out on a quarterly basis and the Scheme Trustee considers 

performance over different time periods including a long term time horizon. The Scheme 

Trustee seeks to understand the reason for any significant deviations away from benchmark 

or target. 

 Social, environmental and ethical issues, including climate change 

 Responsible Investment 

4.10 The Scheme Trustee recognises that the consideration of financially material factors, 

including ESG factors, is relevant at different stages of the investment process.  

4.11 The Scheme Trustee considers strategies that provide a greater probability of delivering 

sustainable and predictable returns as likely to be most suitable, and this is reflected in the 

Scheme Trustee’s approach to Responsible Investment. 

4.12 The strategic asset allocation has been determined using appropriate economic and 

financial assumptions for different asset classes.  These assumptions apply at a broad 

market level and are considered to implicitly reflect all financially material factors. The 

Scheme Trustee recognises that climate change could pose systemic risks which could in 

turn affect the returns achieved from their investment strategy. 

4.13 The Scheme Trustee has not at this stage made explicit allowance for climate change in 

framing the strategic asset allocation, although this will be reviewed periodically. Instead, the 

Scheme Trustee does expect the active mangers to take into account all financially material 

factors, including climate change, in the selection of assets within their portfolios and to be 

able to demonstrate their approach when challenged. 

4.14 In appointing new active managers, the Scheme Trustee will explicitly consider the 

managers’ ability to integrate the consideration of ESG factors within their investment 

process.  The Scheme Trustee will also periodically review their investment managers and 

seek evidence that managers are meeting the Scheme Trustee’s expectations. 

4.15 In passive mandates, including derivative based mandates, the Scheme Trustee recognises 

that the choice of benchmark dictates the assets held by the investment manager and that 

the manager has minimal freedom to take account of factors that may be deemed to be 

financially material.  The Scheme Trustee accepts that the role of the passive manager is to 

deliver returns in line with the market and believe this approach is in line with the basis on 

which their current strategy has been set.  The Scheme Trustee will review periodically the 

index benchmarks employed. 

4.16 The Scheme Trustee has not imposed any constraints on the investment arrangements or 

managers employed relating to non-financial factors. 

Stewardship & Engagement 

4.17 The Scheme Trustee believes good management of companies should lead to more 

sustainable and predictable returns. The Scheme Trustee has delegated the exercise of 

voting rights to the investment managers on the basis that voting power will be exercised by 

them with the objective of preserving and enhancing long term shareholder value. The 

investment managers are encouraged to vote in line with their guidelines in respect of all 

resolutions at annual and extraordinary general meetings of companies.  
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4.18  The Scheme Trustee has reviewed the voting policies of their investment managers and 

determined that these policies are appropriate.  The Scheme Trustee will monitor voting and 

engagement activity, and will periodically review amendments to managers’ policies.  When 

appointing new managers, the Scheme Trustee will consider the managers’ approach to 

voting and engagement. 

4.19 The Scheme Trustee does not engage directly but believes it is appropriate for its 

investment managers to engage with key stakeholders, which may including corporate 

management, regulators and governance bodies, relating to their investments in order to 

consider the management of conflicts of interest and improve corporate behaviours, improve 

performance and mitigate financial risks. The Trustee will review engagement activity 

undertaken by their investment managers as part of its broader monitoring activity. 

4.20 Responsibility for day-to-day investment decisions and their execution has been delegated 

to the investment managers which includes consideration of the capital structure of 

investments and the appropriateness of any investment made.  Where managers are 

responsible for investing in new issuance, the Scheme Trustee expects the manager to 

engage with the issuer about the terms on which capital is issued and the potential impact 

on the rights of new and existing investors. 

4.21 The Scheme Trustee separately considers any conflicts of interest arising in the 

management of the Scheme and its investments and will ensure that each manager has an 

appropriate conflicts of interest policy in place.   

4.22 The Scheme Trustee supports the principles set out in the UK Stewardship Code.  The 

Scheme’s listed equity Investment Managers adhere to the UK Stewardship Code.  In 

accordance with the Code, the Managers’ policies on voting and engagement are disclosed 

on their websites.  The Scheme Trustee has reviewed and is satisfied with the Managers’ 

corporate governance policies and will monitor the Managers’ compliance with the UK 

Stewardship Code. 

     

 Diversification 

4.23 The choice of mandate benchmark and the investment management structure set out in 

Schedule B of the IPD are designed to ensure that the assets of the Scheme are adequately 

diversified.  Within the portfolio for which each Investment Manager is responsible and 

within each asset category in that portfolio, the Investment Manager is responsible for 

appropriate diversification, subject to any limitation on investment contained in the relevant 

Investment Management Agreement.  

 Suitability 

4.24 The Scheme Trustee has taken advice from the Scheme’s Investment Adviser who has 

confirmed appropriate knowledge and experience of the management of an investment of 

trust schemes, to ensure that the benchmark specified is suitable for the Scheme, given the 

liability profile of the Scheme and the Scheme’s financial position.  Within the portfolio for 

which each Investment Manager is responsible, and within each asset category in that 

portfolio, the Investment Manager is responsible for the suitability of investments. 

4.25 The Scheme Trustee recognises the long term nature of its liability profile and appoints its 

collective managers to invest in a manner commensurate with generating long term 
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sustainable returns. The Trustee will carry out necessary due diligence on the underlying 

investment decision making process, to ensure the manager makes investment decisions 

over an appropriate time horizon aligned with the asset class in which they invest and the 

Scheme objective.  

 Duration 

4.26 The duration of each mandate is determined by the Scheme Trustee at the inception of each 

mandate.  For open-ended investments, the Scheme Trustee generally engages managers 

on an ongoing basis with no pre-determined term of appointment.  For such mandates, the 

Scheme Trustee expects the minimum duration of the appointment will be three years, this 

being the minimum period over which the Scheme Trustee considers performance of the 

mandate can be appropriately evaluated, although all mandates are subject to ongoing 

review against various financial and non-financial metrics in addition to their continued 

appropriateness within the investment strategy.  For close-ended investments, the Trustees 

expect the term of the appointment to be the lifetime of the investment.   

Portfolio turnover 

4.27 The Scheme Trustee has expectations of the level of turnover within each mandate, based 

on the Scheme Trustee’s knowledge of the manager, investment process and the nature of 

the portfolio.  Whilst the Scheme Trustee expects performance to be delivered net of costs, 

including the costs of trading within the portfolio, The Scheme Trustee expects managers to 

report at least annually on the underlying assets held within the portfolio and details of 

transactions over the period.   

The Scheme Trustee will challenge its managers if there is a sudden change in portfolio 

turnover or if the level of turnover seems excessive.  

The Scheme Trustee will request turnover costs incurred by the asset manager over the 

Scheme reporting year.  

 Investment restrictions 

4.28 Restrictions have been agreed with each Investment Manager appropriate to its own 

portfolio and which the Scheme Trustee believes to be appropriate for the investment of the 

assets of the Scheme.  The detailed restrictions are recorded in the Investment 

Management Agreements entered into between the Scheme Trustee and each Investment 

manager. 
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5 Monitoring and implementation of investment 
policy 

5.1 The Scheme Trustee has delegated responsibility for monitoring and implementation of the 

investment policy to the IC. The IC will meet on a regular basis with the Investment 

Managers to review and discuss the operation of each Investment Manager’s portfolio, 

including past and future policy decisions.  The IC will thus monitor the competence with 

which the Investment Managers are carrying out the responsibilities delegated to them and 

their compliance with the Investment Management Agreements which are consistent with 

this statement. 

5.2 The appointment of the Investment Managers will be reviewed by the IC from time to time, 

based on the results of the monitoring of performance and process. 

 Criteria for selection 

5.3 The Scheme Trustee had identified the criteria by reference to which the Investment 

Managers should be selected (or dismissed).  These include: 

a. Past performance 

b. Quality of the investment process 

c. Role suitability 

• Level of fees 

• Reputation of the Investment Manager 

• Familiarity with such mandates 

d. Service 

• Reporting 

• Administration 

e. Team proposed 

• The quality of the individual managers working for the Scheme 

Criteria for dismissal 

5.4 It will be the policy of the Scheme Trustee to replace an Investment Manager, without 

prejudice to the ability of the Scheme Trustee to dismiss an Investment Manager without 

notice and without giving reasons, if: 

a. The Scheme Trustee believes that the Investment Manager is not capable of achieving 

these performance objectives in the future 

b. The Investment Manager fails to maintain satisfactory standards in respect of the criteria 

listed in 5.1 and 5.3 above. 

c. The Scheme Trustee wish to remove the asset class from the strategic asset allocation. 
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6 Risk management 

6.1 The Scheme Trustee recognises a number of risks, including those described below, 

involved in the investment of the assets of the Scheme.  Their policy for dealing with those 

risks is described below: 

 Funding risk, Solvency risk and mismatching risk 

• Are addressed through the asset allocation strategy (see section 3) and through 

ongoing triennial actuarial valuations. 

• Are measured by assessing the progress of the actual growth of the liabilities relative 

to the selected investment policy and through the expected variability in funding, as 

measured using value at risk metrics and scenario analysis. 

Manager risk 

• Is addressed through the appropriate diversification of the Scheme’s assets across a 

range of Investment Managers with different styles, and through the ongoing 

monitoring of the Investment Managers. 

• Is measured by monitoring the actual deviation of each Investment Manager’s returns 

relative to the objective (as set out in Schedule B of the IPD) and factors supporting 

each Investment Manager’s investment process. 

• The Scheme Trustee does not expect managers to take excess short term risk and 

will regularly monitor the manager’s performance against the benchmarks and 

objectives over the short, medium and long term. 

Liquidity risk 

• Is managed by the Scheme Trustee who ensures that within the Scheme Trustee’s 

bank account, the cash pool managed by the Scheme’s custodian and the Trustee’s 

cash buffer, sufficient cash balances are available to meet monthly outgoings. 

• Is measured by the level of cashflow required by the Scheme over a specified period. 

• The Scheme Trustee also monitors the sufficiency of available capital to meet 

collateral requirements.   

Inappropriate investments risk 

• Is addressed through constraints on the use of derivatives, gearing, specific asset 

limits and other restrictions. 

Currency risk 

• Is managed to a large extent by a proportion of the Scheme’s currency exposure 

being currency hedged. 

• Is measured by the level of concentration in any one country/region leading to an 

adverse influence on investment values arising from unfavourable currency 

movements. 
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Political risk 

• The risk of an adverse influence on investment values from political intervention is 

reduced by diversification of the assets across many countries. 

• Is measured by the level of concentration of any one market leading to the risk of an 

adverse influence on investment values arising from political intervention. 

• Is managed by regular reviews of the actual investments relative to policy and through 

regular assessment of the levels of diversification within the existing policy. 

Custodian risk 

• Is addressed through the agreements with the custodians and ongoing monitoring of 

the custodian arrangements.  Restrictions are applied to who can authorise transfer of 

cash and the accounts to which transfers can be made. 

Counterparty risk 

• Is the possibility of default of a counterparty in meeting its obligations. 

• Management is delegated to the Scheme’s investment managers who have policies in 

place to manage counterparty risk. It is further addressed by collateralising positions.     

• The Scheme also has agreed restrictions with respect to cash management. 

Corporate governance risk 

• Is the risk that market values of companies are eroded due to corporate failure. 

• Management is delegated to the Scheme’s investment managers who will act in line 

with their corporate governance policies. 

6.2 The IC continues to monitor these risks. 

6.3 The Scheme Trustee accepts that some degree of risk is inevitable in the effective 

management of investments.  The general principle is that the investments should be 

managed to maximise the return while containing the risk to a level which is consistent with 

the Scheme Trustee’s long-term requirement to pay benefits as they fall due. 
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