Deeside Cereals Pension Scheme – Annual Implementation Statement
Introduction
This statement sets out how, and the extent to which, the Statement of Investment Principles (‘SIP’) produced by Deeside Cereals I DB Pension Ltd, as Trustee
has been followed during the year to 5 April 2020. This statement has been produced in accordance with The Pension Protection Fund (Pensionable Service)
and Occupational Pension Schemes (Investment and Disclosure) (Amendment and Modification) Regulations 2018 and the guidance published by the
Pensions Regulator. The table later in the document sets out the how, and the extent to which, the policies in the SIP have been followed.
Investment Objectives of the Scheme
The Trustee believes it is important to consider the policies in place in the context of the investment objectives it has set. The objectives of the Scheme
included in the SIP are as follows:
DB Section:
The Trustee’s primary investment objective for the Scheme is to achieve an overall rate of return that is sufficient to ensure that assets are available to meet all
liabilities as and when they fall due.
In doing so, the Trustee also aims to maximise returns at an acceptable level of risk taking into consideration the circumstances of the Scheme.
The Trustee also ensures that their investment objectives and the resultant investment strategy are consistent with the actuarial valuation methodology and
assumptions used in the Statutory Funding Objective.
DC Section:
There is no formal DC section to the Scheme, however it holds money purchase benefits in relation to the historic transfers in to the Scheme for 3 members.
There are also money purchase AVC arrangements provided by the Scheme for members who have historically paid AVCs to the Scheme.
For the avoidance of doubt, the Scheme is not being used as a qualifying scheme for Auto Enrolment purposes.
Review of the SIP
During the year the Trustee reviewed the Scheme’s SIP. A revised SIP was signed on 19 September 2019 in order reflect new legislative requirements relating to
the following:
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•

The Trustee’s policy in relation to financially material considerations over the appropriate time horizon of the investments, including how those
considerations are taken in to account in the selection, retention and realisation of investments. Financially material considerations include (but are not
limited to) environmental, social and governance considerations (including climate change);

•

The Trustee’s policy in relation to the extent (if at all) to which non-financial matters are taken in to account in the selection, retention and realisation of
investments;

•

The Trustee’s policy in relation to:
─ The exercise of the rights (including voting rights) attaching to the investments and
─ Undertaking engagement activities in respect of the investments (including the methods by which, and the circumstances under which, trustees would
monitor and engage with relevant persons about relevant matters).

The SIP was also updated on 11 September 2020 to set out the Trustee’s policies in respect of arrangements with asset managers. In particular:
•

How the arrangement with the investment managers incentivises the investment managers to align their investment strategies with the Trustee’s
investment policies, including in relation to ESG

•

How the arrangement incentivises the investment managers to make decisions based on their assessment of investee companies’ medium to long term
financial and non-financial performance and engage accordingly

•

How the method and time horizon for evaluating the investment manager’s performance, and the basis of their remuneration, are aligned with the
Trustee’s other investment policies;

•

How they define and monitor portfolio turnover (frequency of buying or selling) costs incurred by the investment manager, and how they define and
monitor targeted portfolio turnover or turnover range;

•

The duration of the arrangements with the investment managers

These policies have been included as an Appendix to this Statement.
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The updated SIP also included the Trustees’ policy in respect of the additional Default Funds that were created over the year. More background on these
additional Default Funds is provided in Section 2 of the table below, and a summary of this policy is also set out in the Appendix.

Trustee Governance
The Chair’s Statement for the year ending 5 April 2020 sets out information on the Trustee’s Governance structure and how the Trustee demonstrated
appropriate knowledge and understanding over the Scheme year.
Assessment of how the policies in the SIP have been followed for the year to 5 April 2020
Overall, the Trustee is satisfied that the policies set out in the SIPs which have been in place over the year have been followed.
The information provided in the table below highlights the work undertaken by the Trustee during the year, and longer term where relevant, and sets out how
this work followed the Trustee’s policies in the SIP. The SIP is included in the Trustee Report and Accounts, and is also available online at
http://www.deesidecereals.co.uk/wp-content/uploads/2020/09/Deeside-SIP-September-2020_Approved.pdf and sets out the policies referenced below.
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1

Requirement

Policy

In the year to 5 April 2020

Securing compliance
with the legal
requirements about
choosing investments

The Trustee obtains advice from their investment
adviser on investment vehicles that can fulfil the
Scheme’s investment objectives.

The Scheme made changes to the investment strategy for the DB assets with new
investments into two Multi Asset Credit funds: Ninety One Global Total Return Credit Fund
and Payden Absolute Return Bond fund. These funds were chosen by JLT Investment
Management to implement the Trustees’ revised strategic allocation.

The choice of the underlying funds for the
Defined Benefit (DB) assets has been delegated
to JLT Investment Management.
In the Trustee’s opinion this is consistent with
the requirements of Section 36 of the Pensions
Act 1995.
2

Kinds of investments to
be held

The Scheme’s DB assets are held in a Trustee
Investment Policy with Mobius Life Limited
which enables investment into a range of
underlying funds.
With the exception of the Equitable Life With
Profits money purchase fund, all the underlying
funds the Scheme invests in are pooled, unitised
and, in normal circumstances, daily dealt.

The Scheme had an AVC policy with the Equitable Life Assurance Society (‘Equitable Life ‘), to
which new contributions can no longer be made.
On 1 January 2020, following High Court approval and a policyholder vote, the business of
Equitable Life was transferred to Utmost Life and Pensions. AVCs that were previously held in
the Equitable Life With Profits Fund were transferred initially to the Utmost Secure Cash Fund.
Over the second half of 2020, the Utmost Secure Cash Fund holding is being closed down by
Utmost and the Trustee decided, based on advice from Mercer, that members’ investments
should be transitioned to the Utmost Money Market Fund, unless members chose to make an
investment choice of their own.
Because the Trustee had chosen to invest members’ former With Profits AVCs in the Utmost
Secure Cash Fund and subsequently the Utmost Money Market Fund in the event that
members do not make their own investment choice, these funds are also classed as a ‘Default’
fund. Both these funds are pooled, unitised, and in normal circumstances, daily dealt.
There were no other changes to the kinds of investments held over the year.

3

Investment Strategy

The Trustee’s primary investment objective for
the Scheme is to achieve an overall rate of return
that is sufficient to ensure that assets are

For the Scheme, the Trustee reviewed the investment strategy over the year. This review was
undertaken in accordance with the principles set out in the SIP in force at the time, after
considering the Scheme’s liability profile and requirements of the Statutory Funding
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available to meet all liabilities as and when they
fall due.
In doing so, the Trustee also aims to maximise
returns at an acceptable level of risk taking into
consideration the circumstances of the Scheme.

Objective, the Trustee’s appetite for risk, the views of the Sponsoring Employer on investment
strategy, the Sponsoring Employer’s appetite for risk, and the strength of the Sponsoring
Employer’s covenant. In determining the revised investment strategy, the Trustee received
written advice from Mercer, the Investment Adviser.
The revision to the investment strategy was made as a further step in the Trustee’s plan to
reduce the Scheme’s funding risk over time. It reflected the Scheme’s improved funding
position, the lower investment return required to meet the Trustee’s long term objectives and
therefore the Trustee’s lower appetite for risk.
Overall the result of the change of strategy was to reduce the expected volatility of the
Scheme’s funding position with a corresponding reduction in the expected return of the
Scheme’s assets.
The Trustees also took the decision to remove the trigger based de-risking framework that
had been in place, as the trigger based plan was superseded by the steps taken to reduce risk
within the change of investment strategy.

4

Risks, including the ways
in which risks are to be
measured and managed

The Trustees recognise risk from a number of
perspectives in relation to the Scheme.

As detailed in the Section 5, the Risk section of the SIP the Trustee considers both quantitative
and qualitative measures for managing these risks.
The Trustee is satisfied that over the Scheme year the risks have been managed in accordance
with its policies, and notes in particular:
•

Solvency risk was managed by monthly monitoring of the Scheme’s funding risk and by
reducing the level of risk in the investment strategy over the year.

•

When Multi Asset Credit Funds were introduced as part of the strategic change, manager
risk was diversified by investing into two funds.

•

The Statement of Investment Principles was updated due to the requirements of updated
legislation.

Page 6

Deeside Cereals Pension Scheme Implementation Statement

5

Manager review and
monitoring

The funds in which the Scheme is invested are
expected to provide a long term investment
return consistent with benchmark,
acknowledging that it is important to consider
the impact of financial market conditions as this
can have a significant impact on short term
performance.

The quarterly investment performance reports and monthly strategy updates are reviewed by
the Trustee as and when received and at each Trustee meeting.
The investment performance report includes how each investment manager is delivering
against their specific mandates, and provides background on general financial market
developments to put the performance into context from both a return and risk perspective.
The Trustee is satisfied that overall the Scheme’s assets were able to deliver their strategic
objective, in particular:
•

The BMO LDI funds provided returns consistent with benchmark to provide significant
protection against liability risk.

•

The DGF funds provided reasonable protection against equity market falls, with returns
in Q1 2020 for Nordea (-4.4%) in particular being the most effective, whilst Threadneedle,
which had provided the strongest returns (14.4%) in 2019 returned -10.5% in Q1 2020;
which was significantly lower than the equity market falls of typically 20% to 25%
depending on region.

The MAC funds were first invested in March 2020 and were immediately impacted by the
Covid-19 driven market falls. The Trustee notes that there was not sufficient time to evaluate
their performance in the Scheme over the period to the end of the Scheme year.
In relation to the money purchase funds and AVCs which were held in the Equitable Life With
Profit fund, the Trustee notes that members received an uplift of between 87% and 111%
when the With Profit guarantees were crystallised and the proceeds were invested into
unitised funds with Utmost in January 2020.
6

Financially Material
Considerations

The Trustee recognises that environmental,
social and corporate governance (“ESG”) factors,
such as climate change, can have a financially
material impact over the investment risk and
return outcomes of the Scheme’s portfolio and it
is therefore in members’ and the Scheme’s best

The Trustee received training on ESG issues at their meeting on 14th June 2019, and as part of
that training, Mercer’s ESG scores were provided for the funds in which the Scheme was
invested.
The Trustee notes that these scores will be included in Mercer’s quarterly reports with effect
from 30 September 2020, and it will review the development of the scores for the pooled
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interests that these factors are taken into
account within the investment process.

funds in which the Scheme is invested and provide an update in the next Implementation
Statement.

The Trustee expects the pooled funds in which
they are invested to approach investments in a
responsible way and take account of ESG related
risks as far as appropriate to their particular
mandate.

A review of ESG considerations has been incorporated into the business plan and will be
given consideration during the year ending 5 April 2021.

In setting their investment strategy, the Trustee
has prioritised funds which provide leveraged
protection against movements in the Scheme’s
liability value and also funds which provide
actively managed diversification across a wide
range of investment markets and consider the
financially significant benefits of these factors to
be paramount.

In accordance with the Trustee’s policy, the investment strategy changes which were
implemented over the Scheme year prioritised funds which provide leveraged protection
against movements in the Scheme’s liability value and also funds which provide actively
managed diversification across a range of bond markets.

The Trustee receives ESG scores provided by the
Investment Consultant in relation to the funds in
which the Scheme is invested and will monitor
how these develop over time.
The Trustee has built an ongoing review of ESG
considerations into the annual business plan to
make sure that their policy evolves in line with
emerging trends and developments.
7

The extent (if at all) to
which non-financial
matters are taken into
account in the selection,
retention and realisation
of investments

Non-financial matters, such as member views,
are not taken into consideration.

No comment required.
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8

The exercise of the rights
(including voting rights)
attaching to the
investments

The Trustee only invests in pooled investment
funds via an investment platform, and therefore
have no direct voting rights and no direct ability
to influence the voting of the managers of the
pooled funds in which the Scheme’s assets are
ultimately invested.
The Trustee’s policy is to delegate responsibility
for engaging with, monitoring investee
companies and exercising voting rights to the
pooled fund investment managers and expects
the investment managers to use their discretion
to act in the long term financial interests of
investors.
If the Trustee is specifically invited to vote on a
matter relating to corporate policy, they would
exercise their right in accordance with what they
believe to be the best interests of the majority of
the Scheme’s membership.

Over the Scheme Year, the Trustee voted in favour of the transfer of Equitable Life’s business
to Utmost Life and Pensions.
The Trustee has not been invited to vote on any other matters of corporate policy and have
therefore not cast any other votes.
Over the Scheme year, the Trustee did not consider in detail the voting activity of the pooled
funds in which the Scheme’s assets are ultimately invested, via an investment platform.
The Trustee intends to monitor how market practice develops in this regard and incorporate
this in the approach for the Scheme going forwards and provide an update in next year’s
Implementation Statement.
Over the Scheme Year, the Trustee has not engaged with either Mobius, JLT IM, or the
underlying pooled fund managers on matters relating to ESG, Stewardship or Climate
Change.
The Trustee intends to review and monitor the ESG scores and information provided by
Mercer for the pooled funds in which the Scheme is invested.
This ESG information will help the Trustee to determine whether further action should be
taken in respect of specific funds.
A further update will be provided in next year’s Statement.

9

Compliance with Best
Practice

The Trustee meets the investment adviser on a
regular basis, monitoring developments both in
relation to the Scheme’s circumstances and in
relation to evolving guidance, so that the
investment approach can be revised if
considered appropriate.

Over the Scheme year, the Investment Adviser attended the Trustee meetings in June 2019,
October 2019 and February 2020.
This enabled the SIP to be updated to meet the new legislative requirements and also the
investment strategy to be updated to reflect the developments in the Scheme’s funding
position and the Trustee’s risk appetite.
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10

Cash Flow and ReBalancing and LDI
Recapitalisation Policy

The Trustee have put in place an appropriate
cashflow, re-balancing and LDI Recapitalisation
policy with JLT Investment Management.

The Trustee is satisfied that the policy in place with JLT Investment Management has been
followed over the Scheme Year.
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Appendix – Policies in respect of arrangements with asset managers and additional default funds
The policies below are included within the 11 September 2020 SIP.
•

How the arrangement with the investment managers incentivises the investment managers to align their investment strategies with the Trustee’s investment policies,
including in relation to ESG

The Scheme only invests in pooled funds via an investment platform.
The Trustee therefore cannot specify the risk profile and return targets of the manager, but pooled funds are chosen with appropriate characteristics to align
with the overall investment strategy.
The Trustee also cannot influence the charging structure of the pooled funds in which the Scheme is invested, but is satisfied that the ad-valorem charges for
the different underlying funds are clear and are consistent with each fund’s stated characteristics.
•

How the arrangement incentivises the investment managers to make decisions based on their assessment of investee companies’ medium to long term financial and nonfinancial performance and engage accordingly

The underlying investment managers are remunerated by ad valorem charges based on the value of the assets that they manage on behalf of the Scheme.
Neither JLT IM, nor any of the underlying managers in which the Scheme’s assets are invested have performance based fees which could encourage the
manager to make short term investment decisions to hit their profit targets.
The Trustee therefore considers that the method of remunerating fund managers is consistent with incentivising them to make decisions based on
assessments of medium to long-term financial and non-financial performance of an issuer of debt or equity. By encouraging a medium to long-term view, it
will in turn encourage the investment managers to engage with issuers of debt or equity in order to improve their performance in the medium to long-term.
•

How the method and time horizon for evaluating the investment manager’s performance, and the basis of their remuneration, are aligned with the Trustee’s other
investment policies;

The Trustee receives quarterly monitoring reports on the performance of the underlying investment managers from Mercer, which present performance
information over 3 months, 1 year and 3 years. The reports show the absolute performance, performance against the manager’s stated target performance
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(over the relevant time period) on a net of fees basis. The reports also provide returns of market indices so that these can be used to help inform the assessment
of the underlying managers’ performance.
The reporting also reviews the performance of the Scheme’s assets in aggregate against the Scheme’s strategic benchmark and compared to expected
changes in the value of its liabilities.
JLT IM, as Investment Manager has the role of replacing the underlying investment managers where appropriate. It takes a long-term view when assessing
whether to replace the underlying investment managers and such decisions would not be made based solely on short-term performance concerns. Instead,
changes would be driven by a significant downgrade of the investment manager by Mercer. This in turn would be due to a significant reduction in Mercer’s
confidence that the investment manager will be able to perform in line with their fund’s mandate over the long term.
Changes will also be made to the underlying managers if there is a strategic change to the overall strategy that no longer requires exposure to that asset class
or manager.
•

How they define and monitor portfolio turnover (frequency of buying or selling) costs incurred by the investment manager, and how they define and monitor targeted
portfolio turnover or turnover range;

The Trustee does not currently monitor portfolio turnover costs for the funds in which the Scheme is invested, although notes that the performance monitoring
report which it receives is net of all charges, including such costs. Portfolio turnover cost means the cost incurred as a result of the buying, selling, lending or
borrowing of investments.
The Trustee is also aware of the requirement to define and monitor targeted portfolio turnover and turnover range.
Given that the Scheme invests in a range of pooled funds, many of which invest across a wide range of asset classes, the Trustee does not have an overall
portfolio turnover target for the Scheme.
• The duration of the arrangements with the investment managers
The Trustee is a long term investors and does not look to change the investment arrangements on a frequent basis.
The Trustee has appointed JLT IM as investment manager. JLT IM was first appointed in March 2015.
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• Additional Default Funds: Utmost Secure Cash and Money Market Fund
The Trustee has determined that with the potential for elevated levels of volatility in investment markets due to Covid 19 the funds of these members which
received a 75% uplift in compensation for the removal of the investment guarantees in the Equitable With Profits Fund should be invested in low risk money
market funds where capital preservation is the key objective rather than maximising investment return or providing protection against inflation.
The Trustee notes that the Money Market Fund is unlikely to keep pace with inflation.
The Secure Cash Fund and the Money Market Fund have the lowest expected volatility of the funds available with Utmost.
The Trustee will review this periodically.

