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CUMMINS UK PENSION PLAN 
TRUSTEE’S REPORT 
FOR THE YEAR ENDED 31 DECEMBER 2020 
 

 

INTRODUCTION 
Cummins UK Pension Plan Trustee Limited (the “Trustee”) presents the Trustee’s Report for the year 1 January 2020 to 
31 December 2020. 
 

PLAN CONSTITUTION AND MANAGEMENT 
 

The Plan 
The Cummins UK Pension Plan (the “Plan”) is governed by a definitive Trust Deed and Rules dated 29 April 1999 and 
subsequent amendments. The Plan is provided for all eligible employees of the Cummins Inc Group in the UK. The 
Principal Company of the Plan is Cummins EMEA Holdings Limited (“the holding company”). 
 

The Plan provides a number of different levels of benefits to the different categories of members. The Plan has a Defined 
Benefit Section and a Defined Contribution Section. 
 

The Sponsoring Employer 
The Sponsoring Employer (“The Company”) is Cummins Limited (Registered No. 00573951) as stated on the cover page 
of this Report. 
 

The Trustee and its Role 
The Plan is managed by a corporate Trustee, Cummins UK Pension Plan Trustee Limited (Registered No. 03762337) as 
stated on page 1 of this Report. This company was set up especially for this purpose. 
 

The Trustee holds the assets of the Plan on behalf of the members, pensioners and other beneficiaries in a trust fund 
that is completely separate from the Employer’s assets. Its role is to administer the Plan in accordance with the Trust 
Deed and Rules. The Trustee uses its best endeavours to manage funding and investments in the Defined Benefit Section 
to meet the liabilities of that section. For the Defined Contribution Section the Trustee aims to provide members with 
a range of good quality investment options. 
 

Appointment of Trustee Directors 
The Trustee is appointed and removed in accordance with the Trust Deed. 
 

Individual directors are appointed and removed in accordance with the Memorandum and Articles of Association of the 
Cummins UK Pension Plan Trustee Limited. 
 

The Pensions Acts 1995 and 2004 and the regulations made under them set out requirements regarding the 
appointment and selection of Member Nominated Trustees (“MNTs”). The Trustee has written to Plan members setting 
out details of the process in place in respect of the appointment of member nominated directors. 
 

Trustee Directors during the year were as shown above and on page 1 of this Report. As at 31 December 2020 there 
were 6 member nominated, and 7 employer nominated Trustee Directors. It is a legal requirement that at least one 
third of the Trustee Directors should be member nominated. The arrangements of the Plan are such that there will be 
up to 14 Trustee Directors, with up to 7 being member nominated and up to 7 being employer nominated. Two member 
nominated Trustee Directors were appointed on 10 March 2020. 
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CUMMINS UK PENSION PLAN 
TRUSTEE’S REPORT 
FOR THE YEAR ENDED 31 DECEMBER 2020 
 

 

PLAN CONSTITUTION AND MANAGEMENT (CONTINUED) 
 

Plan Governance 
The Trustee has established a Governance Committee to consider the key risks affecting the Plan and to develop and 
monitor the effectiveness of controls implemented to mitigate these risks. 
 

Regulatory and Legislative Changes 
The Trustee Directors are required to keep up to date with changes in pension regulations and legislation and have 
worked to ensure that the Plan and its administration comply with the Codes of Practice and guidance material issued 
by The Pensions Regulator and the Department for Work and Pensions during the year. 
 

Company Guarantee 
The Company has put in place a PPF guarantee whereby Cummins Limited and/or Cummins Generator Technologies 
Limited have underwritten PPF liabilities for all other participating employers in the event that they are unable to meet 
their liabilities. 
 

Financial Statements 
The financial statements included in this annual report are the accounts required by the Pensions Act 1995. They have 
been prepared and audited in accordance with regulations made under Sections 41 (1) and (6) of that Act.  
 
 
 
 
  



 

6 
 

CUMMINS UK PENSION PLAN 
TRUSTEE’S REPORT 
FOR THE YEAR ENDED 31 DECEMBER 2020 
 

 

MEMBERSHIP AND BENEFITS 
 

Details of the membership of the Plan for the year are given below: 
 

Defined Benefit Section 
  Total 

2020 
 
 

Total 
2019 

     
Active Members     
Active members at the start of the year  685  726 
Adjustments  (52)  5 
New members  12  12 
Members retiring  (39)  (24) 
Members leaving with preserved benefits and deferred retirements  (37)  (34) 
Deaths  (1)  - 
Active members at the end of the year  568  685 
     
Pensioners     
Pensioners at the start of the year  4,429  4,492 
Adjustments  47  2 
Members retiring  145  82 
Spouses and dependents  23  32 
Pensioners who died  (168)  (164) 
Pensioners who commuted their benefits  (1)  (1) 
Pensioners who became ineligible  -  (1) 
Pensioners who have been suspended  -  (13) 
Pensioners at the end of the year  4,475  4,429 
     
Deferred Pensioners     
Deferred pensioners at the start of the year  1,408  1,466 
Adjustments  21  (2) 
Leavers with preserved benefits and deferred retirements  37  34 
Deferred pensioners transferring out  (19)  (27) 
Deferred pensioners retiring  (106)  (58) 
Deferred pensioners who commuted their benefits  (2)  (1) 
Deferred pensioners who died  (5)  (4) 
Members with deferred benefits at the end of the year  1,334  1,408 

Total Membership at the end of the year 
 

6,377  6,522 
       
Adjustments take into account member movements that occurred in the prior year, but were not confirmed until after 
the prior year’s financial statements had been completed. Included within the pensioners above are 917 dependants 
(2019: 981). 3 pensioners’ benefits are provided by income from annuities held in the name of the Trustee (2019: 3).  
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CUMMINS UK PENSION PLAN 
TRUSTEE’S REPORT 
FOR THE YEAR ENDED 31 DECEMBER 2020 
 

 

MEMBERSHIP AND BENEFITS (CONTINUED) 
 

Details of the membership of the Plan for the year are given below: 
 

Defined Contribution Section 
  Total 

2020 
 
 

Total 
2019 

     
Active Members     
Active members at the start of the year  3,846  4,060 
Adjustments  (139)  (11) 
New members  373  565 
Duplicate records created in error  -  (4) 
Deaths in service  (2)  (5) 
Members retiring  (6)  - 
Members leaving with no further benefits  (72)  - 
Active members transferring out  (5)  - 
Members leaving with contribution refunds  -  (112) 
Members leaving with preserved benefits and deferred retirements  (341)  (647) 
Active members at the end of the year  3,654  3,846 

     
Deferred Pensioners     
Deferred pensioners at the start of the year  3,370  2,840 
Adjustments  310  5 
Leavers with preserved benefits and deferred retirements  341  647 
Preserved member re-joining  (11)  - 
Leavers with refunds  -  (45) 
Deferred pensioners transferring out  (117)  (61) 
Deferred pensioners retiring  (58)  (6) 
Deferred pensioners who commuted their benefits  -  (5) 
Deferred pensioners who died  (9)  (5) 
Members with deferred benefits at the end of the year  3,826  3,370 

Total Membership at the end of the Year 
 

7,480  7,216 
       
Upon retirement, the pensioners in the Defined Contribution Section purchase an annuity. They are therefore no longer 
a liability of the Plan. 
 

New entrants include auto enrolment members. All the members who subsequently opted out and received a refund 
are included in members leaving with contribution refunds. 
 

Adjustments take into account retrospective member movements that occurred in the prior year, for which no advice 
was received until after the prior year’s financial statements had been completed. 
 

Financial development of the Plan 
The financial statements on pages 29 to 56 have been prepared and audited in accordance with the Regulations made 
under Sections 41 (1) and (6) of the Pensions Act 1995. They show that the value of the fund has increased from 
£1,762,982,000 at 31 December 2019 to £1,980,563,000 as at 31 December 2020.  



 

8 
 

CUMMINS UK PENSION PLAN 
TRUSTEE’S REPORT 
FOR THE YEAR ENDED 31 DECEMBER 2020 
 

 

MEMBERSHIP AND BENEFITS (CONTINUED) 
 

Pension Increases 
The pensions in payment were increased as follows during the Plan year: 

Newage International Sections 3.0% on the pre 1997 benefit; 1.7% on the post 1997 benefit and 
1.7% on the post 2006 benefit (GMP); 1.7% on the post 1988 GMP. 

Cummins Diesel Section 2.4% on the Blackwood Hodge benefit; 2.4% on the pre 1997 benefit; 
1.7% on the post 1997 benefit and 1.7% on the post 2006 benefit (GMP); 1.7% on 
the post 1988 GMP. 

Cummins Engine Company Section 2.4% on the pre 1997 benefit; 1.7% on the post 1997 benefit and 
1.7% on the post 2006 benefit (GMP); 1.7% on the post 1988 GMP. 

Power Group International Section 2.4% on the pre 2006 benefit in excess of the pre 1988 Guaranteed 
Minimum Pension (GMP); 1.7% on the post 1988 GMP and 1.7% on the post 2006 
benefit. 

None of the above were discretionary increases, all being in accordance with the Plan rules. 
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CUMMINS UK PENSION PLAN 
TRUSTEE’S REPORT 
FOR THE YEAR ENDED 31 DECEMBER 2020 
 

 

REPORT ON ACTUARIAL LIABILITIES 
 

Under Section 222 of the Pensions Act 2004, every scheme is subject to the Statutory Funding Objective, which is to 
have sufficient and appropriate assets to cover its technical provisions. The technical provisions represent the present 
value of the benefits members are entitled to. This is assessed using the assumptions agreed between the Trustee and 
the Employer and set out in the Statement of Funding Principles, which is available to Plan members on request. 
 

A summary of the funding position as at 1 January 2018, the date of the latest Triennial Actuarial Valuation of the Plan, 
shows the following: 
  

 £m 
The Statutory Funding Objective (SFO) in relation to the liabilities: (1,377.0) 
Valuation of assets: 1,450.6 
Surplus relative to the SFO: 73.6 
Funding level: 105.3% 

 

If the Employer goes out of business or decides to stop contributing to the Plan, the Plan may be “wound up” and the 
Employer would be required to pay additional money to buy all members' benefits from an insurance company. The 
comparison of the Plan’s assets to the cost of buying the benefits from an insurance company is known as the “buy-out 
position”. A pension scheme's buy-out position will often show a larger shortfall than the standard actuarial valuation, 
as insurers are obliged to take a very cautious view of the future, and they also seek to make a profit. 
 

The Triennial Actuarial Valuation at 1 January 2018 showed that the Plan’s assets would not have been sufficient to buy 
all members’ benefits from an insurance company, as the “buy-out position” at that date was as shown below: 
 

 £m 
Estimated cost of buying benefits with an insurance company: (1,735.7) 
Value of assets: 1,450.6 
Buy-out position deficit: (285.1) 
Funding level: 83.6% 

 

A valuation is a snapshot of a Plan’s funding position on any one particular day and it will change when, for example, 
there are changes in investment values or gilt yields, or if members live longer than expected. 
 

As a result of the latest valuation that showed the Plan was in a surplus position, there was no need for the Employer 
and the Trustee to agree a Recovery Plan. 
 

The Actuarial Certificates is included on page 64 of this annual report. The next full valuation is due to take place as at 
1 January 2021. 
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CUMMINS UK PENSION PLAN 
TRUSTEE’S REPORT 
FOR THE YEAR ENDED 31 DECEMBER 2020 
 

 

REPORT ON ACTUARIAL LIABILITIES (CONTINUED) 
 

Method 
The actuarial method used in the calculation of the technical provisions is the Projected Unit Credit Method. 
 

Significant Actuarial Assumptions 
The key assumptions used for calculating the technical provisions and future contribution requirement for the Plan were: 
 

Discount interest rate: term-specific discount rates as follows: 
• Non-pensioner and pensioner liabilities not covered by the buy-in policy: derived from the Willis Towers Watson 

Zero Coupon Gilt Nominal Yield curve at 31 December 2017. An addition of 1.5% pa is applied to this curve to 
the end of 2028 thereafter an addition of 0.5% pa is applied. 

• Pensioner liabilities covered by the buy-in policy: derived from the Willis Towers Watson Zero Coupon Gilt 
Nominal Yield curve at 31 December 2017. A reduction of 0.59% pa is applied to this curve, with this margin 
reflecting the latest year-end valuation provided by LGAS. 
 

Future Retail Price inflation: Term-specific assumptions for Retail Prices Index (RPI) inflation are based on the Willis 
Towers Watson Zero-Coupon Gilt-Implied Breakeven Inflation (BEI) curve. 
 

Future Consumer Price inflation: term-specific Consumer Prices Index (CPI) assumptions are based on the RPI 
assumptions less a margin of 1.0% p.a. 
 

Pension increases: derived from the term-specific rates for future Retail and Consumer price inflation allowing for the 
caps and floors on pension increases according to the provisions in the Plan’s rules. 
 

Pay increases: term-specific real pay increases were set at 1.0% p.a. above the assumed rate of RPI price inflation. 
 

Mortality: The following standard tables have been used in relation to mortality: 
• For non-pensioners: 83% for males and 82% for females of the SAPS “S2” tables (S2PMA and S2PFA), projected 

from 2007 in line with the CMI’s core 2017 projection model using a long-term trend for improvements of 1.5% 
p.a. 

• For pensioners not covered by the buy-in: 85% of the SAPS “S2” tables (S2PMA and S2PFA), projected from 2007 
in line with the CMI’s core 2017 projection model using a long-term trend for improvements of 1.5% p.a. 

• For pensioners covered by the buy-in: 91% for males and 93% for females of the SAPS “S2” tables (S2PMA and 
S2PFA), projected from 2007 in line with the CMI’s core 2017 projection model using a long-term trend for 
improvements of 1.5% p.a. 
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CUMMINS UK PENSION PLAN 
TRUSTEE’S REPORT 
FOR THE YEAR ENDED 31 DECEMBER 2020 
 

 

INVESTMENT MANAGEMENT 
 

Overview 
Responsibility for the administration and management of the Plan’s assets is vested in the Trustee, which is responsible 
for the overall investment policy of the Plan. The day-to-day management of the Plan’s investments has been delegated 
by the Trustee to the investment managers. 
 

The value of the Plan’s portfolio (excluding the funds held in the defined contribution section and Additional Voluntary 
Contributions) as at 31 December 2020 is set out in Note 13 of the financial statements. 
 

Investment managers (Defined Benefit) 
All investment managers appointed on behalf of the Trustee to manage funds under section 34(4) of the Pensions Act 
2004 are appropriately authorised under the Financial Services and Markets Act 2000 to manage investments or are 
specifically exempted from the requirements of the Act. All investment managers appointed have the appropriate 
knowledge and experience necessary to manage the particular investments delegated to them. 
 

The manager’s duties include the consideration of social, environmental, or ethical issues in the selection, retention and 
realisation of investments as well as voting and corporate governance in relation to the Plan’s assets. The Trustee 
believes that the policies adopted by the managers are consistent with their own views. 
 

In Q1 2020, the Trustee completed a switch of manager for the Merger Arbitrage allocation, as well as a change to one 
of the Plan’s Diversifying Strategies’ sub-strategies, Momentum, for an Alternative Risk Premia allocation. This expanded 
the Plan’s exposure to multiple alternative beta strategies including Momentum, Value Premium, Volatility Premium 
and Carry Premium, significantly enhancing the risk and return characteristics of the Diversifying Strategies portfolio 
without an increase in governance for the Plan.  
 

In addition, the Trustee committed to invest into two new Private Markets. These investments will help the Plan to fulfil 
its investment pipeline into Private Markets for 2020, enabling the Plan to continue to benefit from a diverse Alpha 
seeking allocation. 
 

During Q2 2020, the Trustee decided to top up the allocation to Reinsurance ahead of the renewal cycle and in response 
to increasingly attractive attributes of the strategy.   
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CUMMINS UK PENSION PLAN 
TRUSTEE’S REPORT 
FOR THE YEAR ENDED 31 DECEMBER 2020 
 

 

INVESTMENT MANAGEMENT (CONTINUED) 
 

Investment Managers (Defined Benefit) (continued) 
The managers’ investment objectives are as follows: 
 

Manager Investment Objective 
Legal & General Investment Management 
Ltd 

To track the total return of the relevant benchmark indices. 

State Street Global Advisors (RAFI Equity) To track the total return of the FTSE RAFI All-World 3000 Index 
 

AMX State Street Global Advisors (Global 
Adaptive Capped ESG Fund) 

To track the total return of the MSCI AC World Adaptive Capped Ex 
Thermal Coal ESG Universal 2.0x Index 

State Street Global Advisors (LDI portfolio) To provide a leveraged return in line with each fund’s individual 
benchmark (either a specified gilt, index-linked gilt, interest rate swap or 
real-rate swap) 

State Street Global Advisors (Emerging 
Markets Currency Fund) 

To achieve 3-month LIBOR USD + 3% per annum over a full business cycle 

CB Richard Ellis Investors Limited To achieve a total return of between 8% - 10% per annum net of all fees 
and expenses by obtaining diversified exposure to Pan-European real 
estate (excluding the UK) through the Investment Funds and/ or Property 
Related Assets 

Alcentra To exceed the FTSE Sterling Corporates AAA Index 
Ancala To generate an absolute return in excess of publicly quoted equity 

markets 
Towers Watson Investment Management To yield the FTSE Actuaries Over 15 year UK Index-Linked Gilts +2-3% 

over 5 year periods 
AMX Systematica, AMX Magnetar, AMX 
GSA 

To achieve 3 month LIBOR USD + 3% 

Credit Suisse To exceed the 3 month UK Treasury Bills benchmark by 3% (net of fees) 
per annum 

Goldman Sachs, Morgan Stanley, Axiom, 
American Securities, Advent International, 
Sun Capital, Energy Capital Partners, 
Francisco Partners, Cabot Square Capital, 
Altas Partners, CDH Investments, Mobeus 
Equity Partners, Waud Capital Partners, 
Gallant Capital Partners 

To generate an absolute return in excess of publicly quoted equity 
markets 
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CUMMINS UK PENSION PLAN 
TRUSTEE’S REPORT 
FOR THE YEAR ENDED 31 DECEMBER 2020 
 

 

INVESTMENT MANAGEMENT (CONTINUED) 
 

Investment Managers (Defined Benefit) (continued) 
The managers’ investment objectives are as follows: 
 

Manager Investment Objective 
Heitman Global Prime Property Fund (part 
of Legal & General holding) 

To exceed the FTSE EPRA/NAREIT Global Developed Real Estate Index 
+0.5% 

SC Management 15% net returns through opportunistic real estate investments in Asia 
Pacific  

TIAA-CREF 6.5-10.5% net after tax returns through a globally diversified farmland 
investment strategy  

Hayfin To generate a meaningful premium over public loan markets 
Brigade Credit Offshore Fund II Ltd To generate 2% per annum (gross) performance ahead of the benchmark 

over a full market cycle 
Franklin Templeton Investors To maximise total return, with a combination of interest income, capital 

appreciation and currency gains 
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CUMMINS UK PENSION PLAN 
TRUSTEE’S REPORT 
FOR THE YEAR ENDED 31 DECEMBER 2020 
 

 

INVESTMENT MANAGEMENT (CONTINUED) 
 

Asset Allocation 

Asset class Manager Benchmark 
Target 

allocation 
(%) 

Return-seeking 
allocation 

- - 43.5 

Passive equities 
  

10.0 
Global equities (Global 
Adaptive Capped ESG 
Fund) 

 State Street 
Global Advisors 

MSCI AC World Adaptive Capped ESG Universal Index 
5.0 

Global equities 
(economically 
weighted) 

State Street 
Global Advisors 

FTSE RAFI AW-3000  
5.0 

Other Alternatives 
  

15.5 
AAA CLO Alcentra FTSE Sterling Corporates AAA Index - 
Diversifying Strategies   8.0 
Emerging Market 
Currency 

State Street 
Global Advisors 

3-month LIBOR USD +3% - 

Market-Neutral Equity Systematica 3-month LIBOR USD +3% - 
Merger Arbitrage ARP 3-month LIBOR USD +3% - 
Alternative Risk Premia Fulcrum 3-month LIBOR USD +3% - 
Reinsurance Credit Suisse 

Asset 
Management 

3 Month UK Treasury Bills 
- 

Multi-Strategy 
Alternative Credit 

Brigade Credit 
Offshore Fund II 
Ltd 

50% BofA Merril Lynch High Yield Master II 
Constrained Index and 50% Credit Suisse Leveraged 
Loan Index 

4.5 

Sovereign Credit Franklin 
Templeton 
Investors 

JP Morgan Global Government bond Index (hedged) 
3.0 

Secure Income Assets Towers Watson 
Investment 
Management 

FTSE Actuaries Over 15-year UK Index-Linked Gilts 
5.0 

 
  



 

15 
 

CUMMINS UK PENSION PLAN 
TRUSTEE’S REPORT 
FOR THE YEAR ENDED 31 DECEMBER 2020 
 

 

INVESTMENT MANAGEMENT (CONTINUED) 
 

Asset Allocation (continued) 

Asset class Manager Benchmark 
Target 

allocation 
(%) 

Private markets1 
  

13.0 

Private equity   10.0  
Goldman Sachs 
Asset 
Management 

70% FTSE All-Share/30% FTSE World (ex UK) 
- 

Morgan Stanley 
Investment 
Management 

FTSE All-World 
- 

American 
Securities VI and 
VII  

FTSE All-World 
- 

Advent 
International 

FTSE All-World - 

Axiom Asia FTSE All-World Asia Pacific - 
 Sun Capital FTSE All-World - 
 Energy Capital 

Partners 
FTSE All-World - 

 Francisco 
Partners V and VI 

FTSE All-World - 

 SC Management 
(RECAP IV) 

Absolute return - 

 Altas Partners I 
and II 

Absolute return - 

 CDH Investments 
VGC Fund I and II 

Absolute return  - 

 Mobeus Equity 
Partners 

Absolute return  - 

 Cabot Square 
Capital 

Absolute return - 

 Waud Capital 
Partners 

Absolute return - 

 Gallant Capital 
Partners 

Absolute return - 
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CUMMINS UK PENSION PLAN 
TRUSTEE’S REPORT 
FOR THE YEAR ENDED 31 DECEMBER 2020 
 

 

INVESTMENT MANAGEMENT (CONTINUED) 
 

Asset Allocation (continued) 
 

Asset class Manager Benchmark 
Target 

allocation 
(%) 

Property CBREGI Absolute return - 
Private markets   3.0 
Property Legal & General 

Investment 
Management 
Heitman Global 
Prime Property 

FTSE EPRA/NAREIT Global Developed Real Estate 
Index +0.5% 

- 

Agriculture TIAA CREF 
(Global 
Agriculture II) 

Absolute return 
- 

Infrastructure Ancala Partners Absolute Return - 
Illiquid Credit Hayfin Credit Suisse Western European Leveraged Loan Index - 
Liability matching 
allocation1 

- - 55.5 

Liability Driven 
Investment (‘LDI’)2 

State Street 
Global Advisors 

Liability benchmark - 

Deferred buy-in 
insurance policy 

Legal & General 
Assurance Society 

Deferred premium (10 years) - 

Cash - - 1.00 
Total     100.0 

 

Notes: 
 
1. There are undefined individual manager benchmarks for Private Markets, LDI, and the deferred buy-in insurance policy. 
2. The bespoke fund of one liability driven investment portfolio managed by State Street was implemented on 10 April 2017.  
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CUMMINS UK PENSION PLAN 
TRUSTEE’S REPORT 
FOR THE YEAR ENDED 31 DECEMBER 2020 
 

 

INVESTMENT MANAGEMENT (CONTINUED) 
 

Asset Distribution 
 

Manager Value of 
Portfolio 

 

Distribution 
 £’000 % 

Legal & General Investment Management   

Heitman Global Prime Property 14,088 0.9 
   

Total Legal & General Investment Management 14,088 0.9 

State Street Global Advisors 
 

Fundamental Index Equity 91,036 5.3 
Adaptive Capped Equity 86,918 5.1 
Windwise Equity Fund 15,159 0.9 
Liability Driven Investment     564,979   33.1  
 
Total State Street Global Advisors 758,092 44.4 

 
Alcentra 36,302 2.1 
AMX Systematica 12,810 0.8 
AMX ARP 22,956 1.3 
AMX Fulcrum 21,798 1.3 
Towers Watson Investment Management 73,398 4.3 
Goldman Sachs, Axiom, Morgan Stanley, 
American 

  

Securities, Advent International, Sun Capital   
Partners, Energy Capital Partners, Francisco 191,713 11.2 
Partners, TIAA – CREF, Cabot Square, Private    
Equity Cash, Altas Partners, CDH Investments,    
Mobeus Equity Partners, SC Management, 
Gallant Capital Partners  

   

CBREGI 70  0.0 
Hayfin 707  0.0 
Brigade 71,480  4.2 
Franklin Templeton 37,627  2.2 
Credit Suisse 44,009  2.6 
Legal & General Assurance Society 407,600  23.9 
Cash 14,345  0.8 
    
Total DB investment assets   1,706,995  100.0 
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CUMMINS UK PENSION PLAN 
TRUSTEE’S REPORT 
FOR THE YEAR ENDED 31 DECEMBER 2020 
 

 

INVESTMENT MANAGEMENT (CONTINUED) 
 

Review of Investment Performance 
The investment performance of the Plan relative to its benchmark is shown below: 
 

 12 Months 
(%) 

3 Years 
(%) p.a. 

5 Years 
(%) p.a. 

 Fund Benchmark Fund Benchmark Fund Benchmark 
Total Plan 13.69 16.62 7.37 8.97 10.15 11.14 

 

Review of Investment Performance 
Responsibility for monitoring the performance and on-going suitability of the Plan’s investment managers has been 
delegated by the Trustee to the Investment Sub-Committee (the “ISC”). The ISC was set up by the Trustee to provide a 
greater focus and appropriate level of expertise to assist and advise on investment matters for the Plan. 
 

At any given time, the Plan is represented on the ISC by at least three Trustee Directors along with other suitably 
experienced individuals. 
 

DC and AVC Arrangements 
The DC section consists of a range of DC and AVC investments; all the funds open to new contributions are pooled Legal 
& General Funds. Active (Property and Cash) and Passive funds are available to members. AVC arrangements with Aviva 
and Prudential also exist; however, they are not open to further contributions. The DC Plan offers a number of Lifestyle 
strategies including a range of self-select funds and Flexicycle funds. 
 

Changes to the DC and AVC strategy 
The Plan undertook an investment strategy review of the DC Section over Q1 and Q2 2020. Following the review, the 
ISC agreed to replace the existing default annuity focused at-retirement strategy with the new balanced at-retirement 
strategy. The Balanced strategy has also replaced the existing Drawdown focused lifestyle strategy option. The Lump 
Sum and Annuity Focused options will retain their current asset allocation. The ISC are comfortable that the existing AVC 
lifestyle that targets Lump Sum at retirement remains appropriate. Additionally, the Flexicycle has been simplified to 
offer three Lifestyle strategies targeting Balanced, Annuity and Lump Sum. 
 

The Trustee provides members with a choice of three Flexicycle strategies targeting different at-retirement objectives. 
The first of these is designed for members looking to target annuity purchase at retirement, the second for members to 
have a ‘balanced’ and diversified portfolio at retirement for members with a focus on income drawdown whilst 
facilitating sufficient flexibility to keep members’ retirement options open. The final Flexicycle strategy is designed for 
members who are likely to have smaller pots and want to take their full pot as a lump sum.   
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The default Flexicycle targets the balanced drawdown-focused (“Balanced”) option at retirement for DC members and 
lump sum at retirement for AVC members. 
 

The Accelerated Fund invests 50% in FTSE RAFI All World equity, and 50% in All World Adaptive Capped ESG equity. The 
Moderate Fund invests 100% in the LGIM Diversified Fund. The Moderate fund is part of the lifestyle strategies 20 years 
before retirement to reduce the level of volatility in the strategies, as members get closer to retirement. 
 

DC and AVC Performance 
The DC fund range performance, compared to benchmark performance (“BM”), is as shown below: 
 

 One Year Three Years Five Years 
 
Lifecycle funds 

 
(£m) 

 
Fund 

 
BM 

 
Fund 

 
BM 

 
Fund 

 
BM 

Accelerated Growth 165.7 5.2 5.1 5.4 5.4 9.5 9.7 
Moderate Growth 71.4 5.5 12.7 5.5 9.7 - - 
Moderate Growth vs 60:40 
Equity:Bond1 - 5.5 8.6 5.5 5.9 - - 

Pre-Retirement 12.9 11.3 11.4 6.9 7.0 8.0 8.1 
Cash 1.9 0.1 0.1 0.4 0.4 0.3 0.3 
Self-select funds        
UK Equity 0.5 -9.5 -9.5 -0.7 -0.6 5.3 5.2 
Ethical Global Equity 0.6 11.0 11.4 10.3 10.7 14.1 14.5 
World Equity 1.0 12.4 12.5 10.0 10.1 14.3 14.5 
World Equity (GBP Hedged) 0.8 11.7 11.9 8.6   8.7 10.8 11.0 
World EM Equity 0.3 11.3 11.7 5.7 6.1 13.9 14.3 
AAA-AA-A All Stock Bonds 0.1 7.2 7.3 4.6 4.6 5.5 5.5 
HSBC Islamic Titans (DC) 0.0 22.8 23.7 - - - - 
Property 0.3 -1.6 -1.1 1.3 2.3 2.7 3.9 

 
On 23 August 2017, the investments were migrated to a daily midday policy from daily closes prices. Returns shown are chain linked to incorporate 
performance from both the old pricing policy and the new. 

1The Moderate Growth fund is benchmarked against equities by the manager as it is expected that over the long term, the fund will achieve 
similar returns to equity markets. As such, we would expect to see periods of over and underperformance versus this target over the short term. 
For this reason, we have added an additional 60:40 equity-bond split benchmark to provide the Trustee with a more appropriate comparator for 
the fund over shorter-term periods 
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DC and AVC Performance (continued) 
The AVC fund range performance is shown below: 
 
 
AVC funds 

(£m) Fund BM Fund BM Fund BM 

Accelerated Growth 3.8 5.2 5.1 5.4         5.4 9.5 9.7 
Moderate Growth 2.8 5.5 12.7 5.5   9.7 9.1 12.8 
Moderate Growth vs 60:40 
Equity:Bond1 - 5.5 8.6 5.5         5.9 9.1 - 

Pre-retirement 0.1 11.0 11.4 10.3 10.7 - - 
Cash 0.8 11.7 11.9 8.6 8.7 10.8 11.0 
UK Equity 0.1 11.3 11.7 5.7 6.1 - - 
Ethical Global Equity 0.0 22.9 23.7 - - - - 
World Equity 0.7 11.3 11.4 6.9   7.0 8.0 8.1 
World Equity (GBP Hedged) 0.5 0.1 0.1 0.4   0.4 0.3 0.3 
World EM Equity 0.0 -1.6 -1.1 1.3   2.3 2.7 3.9 
AAA-AA-A All Stock Bonds 0.1 -9.5 -9.5 -0.7 -0.6 5.3 5.2 
HSBC Islamic Titans (AVC) 0.0 12.4 12.5 10.0 10.1 14.4 14.5 
Property 0.0 7.2 7.3 4.6 4.6 5.5 5.5 
 
On 23 August 2017, the investments were migrated to a daily midday policy from daily closes prices. Returns shown are chain linked to incorporate 
performance from both the old pricing policy and the new. 

Note: The above AVC performance table excludes legacy AVCs with Prudential, Equitable Life, and Aviva 

1The Moderate Growth fund is benchmarked against equities by the manager as it is expected that over the long term, the fund will achieve similar 
returns to equity markets. As such, we would expect to see periods of over and underperformance versus this target over the short term. For this 
reason, we have added an additional 60:40 equity-bond split benchmark to provide the Trustee with a more appropriate comparator for the fund 
over shorter-term periods 
 
Statement of Investment Principles 
In accordance with Section 35 of the Pensions Act 1995, the Trustee has produced a Statement of Investment Principles. 
A copy is available from the Secretary to the Trustee, and it is also available on the Cummins pension website. 
 

Custodial Arrangements 
Custodial services in respect of the Plan’s pooled fund investments are provided by the respective investment managers. 
For other investments, the Trustee has appointed Northern Trust Company as custodian of the investment assets. 
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COVID-19 
During the first quarter of 2020, global markets have experienced incredibly volatile conditions in response to the COVID-
19 outbreak. In addition to the direct impact of COVID-19, we also experienced an oil price shock caused by the OPEC 
oil states and Russia failing to reach an agreement to cut oil production following the anticipated fall in oil demand due 
to COVID-19, resulting in a c30% fall in the price of Brent crude oil. These events had a severe knock on effect on global 
equity markets, where we saw global equity indices falling by c.16%1 over the quarter. This had been initially 
accompanied by sharp fall in gilt yields as investors undertook a ‘flight to quality’ assets. However, during the middle of 
March we saw extreme volatility in UK gilt yields, quickly reversing the downward trend to 2019 yield levels, before 
falling quickly back down to similar levels seen at the start of the year following the Bank of England’s decision to cut 
the base rate to 0.10%. COVID-19 has the characteristics of a “black swan” event; it is unpredictable and could potentially 
have a very large impact on the global economy. Consequently, the Investment Sub Committee is continually reviewing 
the situation, maintaining operationally flexible and meeting regularly during this time. 
 

With regards to the Plan’s DB Section, whilst the movements in markets have been extreme, the Plan’s high liability 
hedge ratio has helped protect the Plan’s funding level. In December 2019, the Company informed the Trustee that it 
was intending to make an additional contribution to the Plan during Q1 2020. This payment was made in February, 
boosting the funding level. 
 

The Plan’s return seeking assets will have been a drag on the funding level since 31 December 2019, albeit a high level 
of diversification from traditional equities in the portfolio has significantly limited the impact of equity market falls on 
the Plan’s funding level. 
 

Together, this has resulted in the funding level remaining broadly flat2 over the quarter, albeit with increased volatility 
in intra-quarter funding level movements as compared with other quarterly periods. We note that the DB investment 
time horizon and investment strategy is long-term in nature, therefore the Trustee’s intention is not to change the 
investment strategy in light of short-term market events (although the Investment Sub Committee adheres to a 
disciplined rebalancing policy where practical). Throughout this period of high volatility, the Investment Sub Committee 
has met regularly and has implemented appropriate measures to ensure the Plan is able to function operationally as 
well as carry out the investment strategy. 
 

There has been a significant impact on the value of the Plan’s DC Section with pension savings hit by the volatile market 
movements. Most DC investors will be invested in the Plan’s default lifestyle strategy. This automatically adjusts 
member’s exposure to different asset classes over time, reducing risk in the run up to retirement. These strategies have 
generally been successful in reducing the losses for older members, who are less able to tolerate falls in their savings. 
Self-select members invested in global equities will have experienced falls in equity values equivalent to a 1 in 20 
downside shock on markets with higher volatility expected to remain during the short-term. 
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COVID-19 (continued) 
Most diversified growth funds (DGFs) seek to achieve a volatility of between a half and two thirds of equities. Generally, 
we have seen so far that this has been achieved by these funds during the quarter. The increased level of uncertainty 
means it had become increasingly difficult to price property assets. In line with FCA’s guidance, this led many funds that 
invest in physical property to suspend trading as they could not ensure investors are buying or selling at an appropriate 
price. This was the case with the Plan’s Managed Property fund, with LGIM confirming all dealings had been suspended, 
and the Trustee has acted accordingly to ensure members affected are notified and that new contributions to the fund 
are suspended until the situation is resolved. 
 

Funds seeking to mirror movements in annuity prices typically invest in a mixture of Gilts and Corporate Bonds. Falling 
yields have pushed the cost of annuities and the valuations of bond assets up while the increasing spreads on credit has 
driven costs and valuations down. Over the quarter the cost of an annuity rose. Annuity protection funds have offered 
some protection, but lagged annuity price rises which is likely to be due to the impact of the large increase in credit 
spreads. 
 

Over the medium-term, we expect returns from cash and government bonds to fall as a result of the reduction in interest 
rates, but they would continue to help members manage risks of capital loss or annuity conversion. Investors should 
seek compensation for the increased volatility in equity markets meaning we expect only modest falls in longer-term 
equity returns, increasing their premium over bonds. 
 

1Source: FTSE All World Index (GBP). 
2Source: WTW Asset Liability Software (WTW’s proprietary asset liability tracking software. The software uses widely 
available indices to track the approximate funding level changes). 
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ADDITIONAL INFORMATION 
The purpose of this section is to disclose some additional information including that required by law. 
 

GMP Equalisation 
In October 2018, the High Court handed down a judgment, involving the Lloyds Banking Group's defined benefit pension 
schemes. The judgment concluded the schemes should be amended to equalise pension benefits for men and women 
in relation to guaranteed minimum pension benefits. Subsequently, on 20 November 2020, the High Court issued a 
follow-up judgment in respect of the Lloyds Banking Group ruling that any transfers out paid since 17 May 1990 must be 
potentially be increased to reflect additional liabilities arising from the equalisation of GMPs accrued between 17 May 
1990 and 5 April 1997. This could potentially result in top-up payments to members but presents significant challenges 
for the Trustee and Plan Administrator in terms of identifying transfers paid since 1990, equalising the transfer payment 
and tracking the relevant members and the arrangements they transferred to. The Trustee of the Plan is aware that the 
issue will affect the Plan and is considering what actions and decisions be needed as to next steps. Under the ruling 
schemes are required to backdate benefit adjustments in relation to GMP equalisation and provide interest on the 
backdated amounts. Based on an initial assessment of the likely backdated amounts and related interest the Trustee 
does not expect these to be material to the financial statements and therefore has not included a liability in respect of 
these matters in these financial statements. They will be accounted for in the year they are determined. 
 

Transfer Values 
All cash equivalent transfer values and buy outs paid by the Plan on behalf of members who have left this Plan have 
been calculated and verified as prescribed in Section 97 of the Pension Schemes Act 1993. Discretionary benefits are not 
included in the calculation of transfer values. 
 

Related Party Transactions 
The Principal Employer has paid some of the costs of administering the Plan for the year and has invoiced the Plan during 
the year. 
 

Further details of related party transactions are given in Note 25 to the financial statements. 
 

Tax and Contracting-Out Status of the Plan 
The Plan was approved as an "exempt approved Plan" under the terms of the Income and Corporation Taxes Act 1988. 
From 6 April 2006, the Plan became a Registered Scheme with HM Revenue & Customs under Chapter 2 of part 4 of the 
Finance Act 2004. To the Trustee’s knowledge, there is no reason why such status should be prejudiced or withdrawn. 
Dependent upon their membership section, members of the Plan are contracted out of, or into, the State Second 
Pension under a certificate issued by the Contributions Agency. 
 

Internal Disputes Resolution Procedure 
Members who have a complaint with regard to any Plan matter should contact the Pensions Manager in the first instance 
at the address of the Trustee Company given on page 2 of this report. However, if the complaint is not resolved 
informally in this way, members may make a formal complaint under the Trustee’s two stage dispute resolution 
procedure. 
 

Employer related investments 
Further information can be found under note 26, page 56. 
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Pensions Regulator 
The Pensions Regulator is able to intervene in the running of schemes where trustees, Employers or 
Professional Advisers have failed in their duties. 
The Pensions Regulator may be contacted at Napier House, Trafalgar Place, Brighton, BN1 4DW. Telephone: 
0345 600 7060. 
 

Pension Tracing Service 
A pension tracing service is carried out by the Department for Work and Pensions. The Pension Tracing 
Service may be contacted at: 
The Pension Service 9 Mail Handling Unit A Wolverhampton 
WV98 1LU 
Tel: 0800 731 0193 
The information provided includes details of the address at which the trustees of a pension plan may be 
contacted. Information about the Plan has been provided to the Pension Tracing Service. 
 

The Pensions Advisory Service (“TPAS”) 
TPAS is available to assist members and beneficiaries of the Plan on pension matters. TPAS can be contacted 
at: 
120 Holborn London EC1N 2TD 
Telephone: 0800 011 3797 
 

Pensions Ombudsman 
The Pensions Ombudsman will assist members and beneficiaries of the Plan in connection with difficulties 
which they have failed to resolve with the Trustee or Administrator of the Plan and may investigate and 
determine any complaint or dispute of fact or law in relation to an occupational pension scheme. 
The Pensions Ombudsman may be contacted at: 
The Pensions Ombudsman 1st Floor, 
10 South Colonnade, Canary Wharf London 
E14 4PU 
Telephone: 0800 917 4487 
Early resolution email: helpline@pensions-ombudsman.org.uk  
Email: enquiries@pensions-ombudsman.org.uk 
 
  

mailto:helpline@pensions-ombudsman.org.uk
mailto:enquiries@pensions-ombudsman.org.uk
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STATEMENT OF TRUSTEE’S RESPONSIBILITIES 

The financial statements, which are prepared in accordance with UK Generally Accepted Accounting 
Practice, including the Financial Reporting Standard applicable in the UK and Republic of Ireland (FRS 102), 
are the responsibility of the Trustee.  Pension scheme regulations require, and the Trustee is responsible 
for ensuring, that those financial statements: 
 

• show a true and fair view of the financial transactions of the Plan during the Plan year and of the 
amount and disposition at the end of the Plan year of its assets and liabilities, other than liabilities to 
pay pensions and benefits after the end of the Plan year, and 
 

• contain the information specified in Regulation 3A of The Occupational Pension Schemes (Requirement 
to obtain Audited Accounts and a Statement from the Auditor) Regulations 1996, including a statement 
whether the financial statements have been prepared in accordance with the relevant financial 
reporting framework applicable to occupational pension schemes. 

 

In discharging the above responsibilities, the Trustee is responsible for selecting suitable accounting 
policies, to be applied consistently, making any estimates and judgements on a prudent and reasonable 
basis, and for the preparation of the financial statements on a going concern basis unless it is inappropriate 
to presume that the Plan will not be wound up. 
 

The Trustee is also responsible for making available certain other information about the Plan in the form of 
an annual report. 
 

The Trustee also has a general responsibility for ensuring that adequate accounting records are kept and 
for taking such steps as are reasonably open to it to safeguard the assets of the Plan and to prevent and 
detect fraud and other irregularities including the maintenance of an appropriate system of internal control. 
 

The Trustee is also responsible for the maintenance and integrity of the annual report on Cummins UK 
Pension Plan website. Legislation in the United Kingdom governing the preparation and dissemination of 
financial statements may differ from legislation in other jurisdictions. 
 

Trustee’s Responsibilities in respect of Contributions 

The Trustee is responsible under pensions legislation for preparing, maintaining and from time to time 
reviewing and if necessary revising a Schedule of Contributions showing the rates of contributions payable 
towards the Plan by or on behalf of the employer and the active members of the Plan and the dates on or 
before which such contributions are to be paid. 
 

The Trustee is also responsible for keeping records in respect of contributions received in respect of any 
active member of the Plan and for adopting risk-based processes to monitor whether contributions are 
made to the Plan by the employer in accordance with the Schedule of Contributions. 
 

Where breaches of the Schedule occur, the Trustee is required by the Pensions Acts 1995 and 2004 to 
consider making reports to The Pensions Regulator and the members. 
 

Approval of the Trustee’s Report 
The Trustee’s Report, The DC Governance Statement on Appendix 1 and the Implementation statement 
on Appendix 2 form part of this annual report was approved by the Trustee and signed on its behalf by: 
 
 
____________________________ Date: 
Trustee Director 
 
____________________________ Date: 
Trustee Director 
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Report on the audit of the financial statements 
 

Opinion 
In our opinion, Cummins UK Pension Plan’s financial statements: 

• show a true and fair view of the financial transactions of the Plan during the year ended 31 
December 2020, and of the amount and disposition at that date of its assets and liabilities, other 
than liabilities to pay pensions and benefits after the end of the year; 

• have been properly prepared in accordance with United Kingdom Generally Accepted Accounting 
Practice (United Kingdom Accounting Standards comprising FRS 102 “The Financial Reporting 
Standard applicable in the UK and Republic of Ireland”, and applicable law); and 

• contain the information specified in Regulation 3A of the Occupational Pension Schemes 
(Requirement to obtain Audited Accounts and a Statement from the Auditor) Regulations 1996. 

 

We have audited the financial statements, included in the annual report, which comprise: the statement of 
net assets (available for benefits) as at 31 December 2020; the fund account for the year then ended; and 
the notes to the financial statements, which include a description of the significant accounting policies. 
 

Basis for opinion 
We conducted our audit in accordance with International Standards on Auditing (UK) (“ISAs (UK)”) and 
applicable law. Our responsibilities under ISAs (UK) are further described in the Auditors’ responsibilities 
for the audit of the financial statements section of our report. We believe that the audit evidence we have 
obtained is sufficient and appropriate to provide a basis for our opinion. 
 

Independence 
We remained independent of the Plan in accordance with the ethical requirements that are relevant to our 
audit of the financial statements in the UK, which includes the FRC’s Ethical Standard, and we have fulfilled 
our other ethical responsibilities in accordance with these requirements. 
 

Conclusions relating to going concern 
Based on the work we have performed, we have not identified any material uncertainties relating to events 
or conditions that, individually or collectively, may cast significant doubt on the Plan’s ability to continue as 
a going concern for a period of at least twelve months from when the financial statements are authorised 
for issue. 
 

In auditing the financial statements, we have concluded that the Trustee’s use of the going concern basis 
of accounting in the preparation of the financial statements is appropriate. 
 

However, because not all future events or conditions can be predicted, this conclusion is not a guarantee 
as to the Plan’s ability to continue as a going concern. 
 

Our responsibilities and the responsibilities of the Trustee with respect to going concern are described in 
the relevant sections of this report. 
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Reporting on other information 
The other information comprises all the information in the annual report other than the financial 
statements, our auditors’ report thereon and our auditors’ statement about contributions. The Trustee is 
responsible for the other information. Our opinion on the financial statements does not cover the other 
information and, accordingly, we do not express an audit opinion or any form of assurance thereon. 
 

In connection with our audit of the financial statements, our responsibility is to read the other information 
and, in doing so, consider whether the other information is materially inconsistent with the financial 
statements or our knowledge obtained in the audit, or otherwise appears to be materially misstated. If we 
identify an apparent material inconsistency or material misstatement, we are required to perform 
procedures to conclude whether there is a material misstatement of the financial statements or a material 
misstatement of the other information. If, based on the work we have performed, we conclude that there 
is a material misstatement of this other information, we are required to report that fact. We have nothing 
to report based on these responsibilities. 
 

Responsibilities for the financial statements and the audit 
 

Responsibilities of the Trustee for the financial statements 
As explained more fully in the statement of Trustee’s responsibilities, the Trustee is responsible for ensuring 
that the financial statements are prepared in accordance with the applicable framework and for being 
satisfied that they show a true and fair view. The Trustee is also responsible for such internal control as it 
determines is necessary to enable the preparation of financial statements that are free from material 
misstatement, whether due to fraud or error. 
 

In the preparation of the financial statements, the Trustee is responsible for assessing the Plan’s ability to 
continue as a going concern, disclosing, as applicable, matters related to going concern and using the going 
concern basis of accounting unless the Trustee either intends to wind up the Plan, or has no realistic 
alternative but to do so. 
 

Auditors’ responsibilities for the audit of the financial statements 
Our objectives are to obtain reasonable assurance about whether the financial statements as a whole are 
free from material misstatement, whether due to fraud or error, and to issue an auditors’ report that 
includes our opinion. Reasonable assurance is a high level of assurance, but is not a guarantee that an audit 
conducted in accordance with ISAs (UK) will always detect a material misstatement when it exists. 
Misstatements can arise from fraud or error and are considered material if, individually or in the aggregate, 
they could reasonably be expected to influence the economic decisions of users taken on the basis of these 
financial statements. 
 
Irregularities, including fraud, are instances of non-compliance with laws and regulations. We design 
procedures in line with our responsibilities, outlined above, to detect material misstatements in respect of 
irregularities, including fraud. The extent to which our procedures are capable of detecting irregularities, 
including fraud, is detailed below. 
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Based on our understanding of the Plan and its environment, we identified that the principal risks of non-
compliance with laws and regulations related to the administration of the Plan in accordance with the 
Pensions Acts 1995 and 2004 and regulations made under them, and codes of practice issued by the 
Pensions Regulator; and we considered the extent to which non-compliance might have a material effect 
on the financial statements. We also considered the direct impact of these laws and regulations on the 
financial statements. We evaluated incentives and opportunities for fraudulent manipulation of the 
financial statements, including the risk of override of controls, by the Trustee and those responsible for, or 
involved in, the preparation of the underlying accounting records and financial statements, and determined 
that the principal risks were related to posting inappropriate journals to conceal misappropriation of assets 
and inappropriate adjustments of asset valuations. Audit procedures performed included: 

• Testing of journals where we identified particular risk criteria. 
• Obtaining independent confirmations of material investment valuations and cash balances at the 

year end. 
• Reviewing estimates and judgements made in the preparation of the financial statements. 
• Reviewing meeting minutes, any correspondence with the Pensions Regulator, contracts and 

agreements, and holding discussions with the Trustee to identify significant or unusual transactions 
and known or suspected instances of fraud or non-compliance with laws and regulations. 
 

There are inherent limitations in the audit procedures described above. We are less likely to become aware 
of instances of non-compliance with laws and regulations that are not closely related to events and 
transactions reflected in the financial statements. Also, the risk of not detecting a material misstatement 
due to fraud is higher than the risk of not detecting one resulting from error, as fraud may involve deliberate 
concealment by, for example, forgery or intentional misrepresentations, or through collusion. 
 

A further description of our responsibilities for the audit of the financial statements is located on the FRC’s 
website at: www.frc.org.uk/auditorsresponsibilities. This description forms part of our auditors’ report. 
 

Use of this report 
This report, including the opinion, has been prepared for and only for the Trustee as a body in accordance 
with section 41 of the Pensions Act 1995 and for no other purpose. We do not, in giving this opinion, accept 
or assume responsibility for any other purpose or to any other person to whom this report is shown or into 
whose hands it may come save where expressly agreed by our prior consent in writing. 
  
 
 
  
PricewaterhouseCoopers LLP 
Chartered Accountants and Statutory Auditors 
Leeds 
 
Date: 
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Note 

Defined 
Benefit 
Section 

2020 
£’000 

 Defined 
Contribution 

Section 
2020 

£’000 

  
 

Total 
2020 

£’000 

  
 

Total 
2019 

£’000 
Contributions and benefits         
Employer contributions  38,430  21,035  59,465  46,636 
Employee contributions  153  -  153  181 
Total contributions 5 38,583  21,035  59,618  46,817 
         
Transfers in 6 85  422  507  1,118 
Other income 7 918  132  1,050  307 
   

39,586 
  

21,589 
  

61,175 
  

48,242 
         
Benefits paid or payable 8 (45,327)  (3,018)  (48,345)  (39,052) 
Payments to and on account of 
leavers  

 
9 

 
(7,170) 

  
(6,735) 

  
(13,905) 

  
(10,352) 

Administrative expenses  10 (2,602)  (99)  (2,701)  (3,050) 
   

(55,099) 
  

(9,852) 
  

(64,951) 
  

(52,454) 
         
Net (withdrawals)/additions 
from dealings with members 

  
(15,513) 

  
11,737 

  
(3,776) 

  
(4,212) 

         
Returns on investments         
Investment management 
expenses 

 
11 

 
(609) 

  
(47) 

  
(656) 

  
(807) 

Investment income 12 7,607  -  7,607  4,644 
Change in market value of 
investments 

 
13 

 
200,301 

  
14,105 

  
214,406 

  
181,378 

         
Net returns on investments  207,299  14,058  221,357  185,215 
         
Net increase in the fund during 
the year 

  
191,786 

  
25,795 

  
217,581 

  
181,003 

         
Transfers between Sections 27 (141)  141  -  - 
         
Net assets at 1 January  1,530,952  232,030  1,762,982  1,581,979 
         
Net assets at 31 December  1,722,597  257,966  1,980,563  1,762,982 

 
 
The notes on pages 31 to 56 form part of these financial statements. 
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CUMMINS UK PENSION PLAN 
STATEMENT OF NET ASSETS (AVAILABLE FOR BENEFITS) 
AS AT 31 DECEMBER 2020 
 

 
 
 

 
 
 
 

Note 

 Defined 
Benefit 
Section 

2020 
£’000 

 Defined 
Contribution 

Section 
2020 

£’000 

  
 

Total 
2020 

£’000 

  
 

Total 
2019 

£’000 
Investment assets          
Qualifying investment fund 13/14  564,979  -  564,979  450,533 
Pooled investment vehicles 13/15  720,071  255,550  975,621  914,055 
Insurance policies 13/17  407,600  -  407,600  360,300 
AVC investments 13/18  9,380  -  9,380  9,363 
Cash 13/19  14,345  -  14,345  23,711 
   1,716,375  255,550  1,971,925  1,757,962 
Investment liabilities          
Other investment balances 13/19  -  -  -  (7) 
          
Total net investments   1,716,375  255,550  1,971,925  1,757,955 
          
Current assets 24  7,206  2,713  9,919  7,146 
Current liabilities 25  (984)  (297)  (1,281)  (2,119) 
          
Total net assets available for 
benefits 

   
1,722,597 

  
257,966 

  
1,980,563 

  
1,762,982 

 
The financial statements summarise the transactions of the Plan and deal with the net assets at the disposal 
of the Trustee. They do not take account of obligations to pay pensions and benefits, which fall due after 
the end of the Plan year. The actuarial position of the Plan, which does take account of such obligations, is 
dealt with in the Report on Actuarial Liabilities on pages 9 and 10 and the Actuarial Statements and 
Certificate on page 57 of the annual report, and these financial statements should be read in conjunction 
with these sections. 
 

The notes on pages 31 to 56 form part of these financial statements.  

The financial statements were approved for and on behalf of the Trustee by: 

 
 
 
____________________________ Date: 
Trustee Director 
 
 
 
____________________________ Date: 
Trustee Director 
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CUMMINS UK PENSION PLAN 
NOTES TO THE FINANCIAL STATEMENTS 
FOR THE YEAR ENDED 31 DECEMBER 2020 
 

 

1. BASIS OF PREPARATION 
The individual financial statements of Cummins UK Pension Plan have been prepared in accordance 
with the Occupational Pension Schemes (Requirement to obtain Audited Accounts and a Statement 
from the Auditor) Regulations 1996, Financial Reporting Standard (FRS) 102 – The Financial 
Reporting Standard applicable in the UK and Republic of Ireland and the guidance set out in the 
Statement of Recommended Practice (revised 2018). 
 

2. IDENTIFICATION OF THE FINANCIAL STATEMENTS 
The Cummins UK Pension Plan is a hybrid scheme established as a trust under English law. The 
Trustee’s registered office is c/o Cummins Limited, Yarm Road, Darlington, Co. Durham DL1 4PW. 

 

3. ACCOUNTING POLICIES 
The principal accounting policies of the Plan are as follows and have been applied consistently 
unless otherwise stated: 

3.1 Contributions 
a) Normal and additional voluntary contributions, both from employees and employers are 

generally accounted for on an accrual’s basis in the payroll period to which they relate. For 
employees, this is when contributions are deducted from pay. 

b) Contributions in respect of employees in the first 30 days following auto-enrolment are 
accounted for when their right to opt-out has expired, unless remitted to the Plan earlier. 
Contributions payable under salary sacrifice arrangements are classified as employer 
contributions. 

c) Employers’ augmentation contributions are accounted for in accordance with the 
agreement under which they are paid, or in absence of such agreement, when received. 

d) Other contributions made by the employer to reimburse costs and levies payable by the 
Trustee are accounted for on the same basis as the corresponding expense. 

 

3.2 Payments to Members 
a) Benefits payable represent all valid benefit claims in respect of the Plan year. 
b) Benefits are accounted for in the period in which the member notifies the Trustee of his 

decision on the type or amount of benefit to be taken, or if there is no member choice, on 
the date of retiring or leaving. 

c) Pensions in payment are accounted for in the period to which they relate. 
d) Transfer values represent the capital sums either receivable in respect of members from 

other pension plans of previous employers or payable to the pension plans of new 
employers for members who have left the Plan. They are accounted for on an accrual’s 
basis on the date the trustees of the receiving scheme accept the liability. In the case of 
individual transfers, this is normally when the payment of the transfer value is made. 

e) Where the Trustee agrees, or is required, to settle tax liabilities on behalf of a member 
(such as where lifetime or annual allowances are exceeded) with a consequent reduction 
in that member’s benefits receivable from the Plan, any taxation due is accounted for on 
the same basis as the event giving rise to the tax liability and is shown separately within 
benefits. 

 

3.3 Expenses  
Administrative expenses and premiums on term insurance policies are accounted for on an 
accruals basis. 
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CUMMINS UK PENSION PLAN 
NOTES TO THE FINANCIAL STATEMENTS 
FOR THE YEAR ENDED 31 DECEMBER 2020 
 

 

3. ACCOUNTING POLICIES (CONTINUED) 
 

3.4 Investment Income 
a) Income from pooled investment vehicles is accounted for on an accruals basis. 
b) Interest on cash deposits is accrued on a daily basis. 
c) Income arising from annuity policies is included in investment income, and the pensions 

paid are included in pension payments. 
 

3.5 Foreign Currency 
 

a) The Plan’s functional and presentation currency is Pounds Sterling. 
b) Assets and liabilities in foreign currencies are expressed in Sterling at the rates of exchange 

ruling at the year-end. 
c) Foreign currency transactions are recorded in Sterling at the exchange rate at the date of 

the transaction. Unrealised surpluses and deficits arising on conversion or translation are 
shown within change in market value. Realised surpluses and deficits are disclosed in 
investment income.  

 

3.6 Valuation of Investments 
a) Investment management fees are accounted for on an accruals basis and are separately 

disclosed in the notes to the financial statements. These fees and other acquisition costs 
are included in the purchase cost of investments. 

b) Where separate bid and offer prices are available, the bid price is used for investment 
assets and the offer price for investment liabilities. Otherwise the closing single price, 
single dealing price or most recent transaction price is used. Investments are included at 
fair value as described below: 

c) Unitised pooled investment vehicles have been valued at the latest available bid price or 
single price provided by the pooled investment manager. 

d) Private equity pooled funds are valued at fair value as calculated by the investment 
manager at the latest valuation date of December in accordance with generally accepted 
guidelines. 

e) Insurance policies are included in the financial statements based on a valuation provided 
by the insurers. This valuation, which is updated annually, represents the actuarial 
valuation of the corresponding liabilities on a net premium basis based on relevant 
pensioner data and market conditions at the year-end date. 

f) The additional voluntary contribution investments include policies of assurance 
underwritten by the AVC providers. The market value of these investments has been taken 
as the surrender values of the policies at the year-end, as advised by the provider. 

g) The foreign exchange exposure of the Plan relates to the investment in overseas assets or 
liabilities as determined in the strategic asset allocation of the Plan. 

h) The changes in investment market values are accounted for in the period in which they 
arise and include profits and losses on investments sold as well as unrealised gains and 
losses in the value of investments held at the year-end. In the case of pooled investment 
vehicles that are accumulation funds, where income is reinvested within the fund without 
issue of further units, change in market value also includes such income. 
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CUMMINS UK PENSION PLAN 
NOTES TO THE FINANCIAL STATEMENTS 
FOR THE YEAR ENDED 31 DECEMBER 2020 
 

 

4. COMPARATIVE DISCLOSURES FOR THE FUND ACCOUNT AND STATEMENT OF NET ASSETS 
 

FUND ACCOUNT 
   

Defined 
Benefit 
Section 

2019 
£’000 

  
Defined 

Contribution 
Section 

2019 
£’000 

  
 
 

Total 
2019 

£’000 

 

Contributions and benefits        
Employer contributions  24,123  22,513  46,636  
Employee contributions  151  30  181  
Total contributions  24,274  22,543  46,817  
        
Transfers in  409  709  1,118  
Other income  1  306  307  
   

24,684 
  

23,558 
  

48,242 
 

        
Benefits paid or payable  (37,067)  (1,985)  (39,052)  
Payments to and on account of leavers   (8,386)  (1,966)  (10,352)  
Administrative expenses   (2,750)  (300)  (3,050)  
   

(48,203) 
  

(4,251) 
  

(52,454) 
 

        
Net (withdrawals)/additions from dealings 
with members 

  
(23,519) 

  
19,307 

  
(4,212) 

 

        
Returns on investments        
Investment management expenses  (732)  (75)  (807)  
Investment income  4,572  72  4,644  
Change in market value of investments  147,494  33,884  181,378  
        
Net returns on investments  151,334  33,881  185,215  
        
Net increase in the fund during the year  127,815  53,188  181,003  
        
Transfers between Sections  (372)  372  -  
        
Net assets at 1 January  1,403,509  178,470  1,581,979  
        
Net assets at 31 December  1,530,952  232,030  1,762,982  
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CUMMINS UK PENSION PLAN 
NOTES TO THE FINANCIAL STATEMENTS 
FOR THE YEAR ENDED 31 DECEMBER 2020 
 

 

4. COMPARATIVE DISCLOSURES FOR THE FUND ACCOUNT AND STATEMENT OF NET ASSETS (CONTINUED) 
 

STATEMENT OF NET ASSETS (available for benefits) 
 

 
 

  Defined 
Benefit 
Section 

2019 
£’000 

 Defined 
Contribution 

Section 
2019 

£’000 

  
 

Total 
2019 

£’000 

 

Investment assets         
Qualifying investment fund   450,533  -  450,533  
Pooled investment vehicles   684,222  229,833  914,055  
Insurance policies   360,300  -  360,300  
AVC investments   9,363  -  9,363  
Cash   23,711  -  23,711  
   1,528,129  229,833  1,757,962  
Investment liabilities         
Other investment balances   (7)  -  (7)  
         
Total net investments   1,528,122  229,833  1,757,955  
         
Current assets   4,779  2,367  7,146  
Current liabilities   (1,949)  (170)  (2,119)  
         
Total net assets available for benefits   1,530,952  232,030  1,762,982  

 
 

Critical accounting judgements and estimation uncertainty  
Estimates and judgements are continually evaluated and are based on historical experience and other 
factors, including expectations of future events that are believed to be reasonable under the 
circumstances.  
 

No critical accounting judgements have been made in the financial statements.  
 

The Trustee makes estimate and assumptions concerning the future. The resulting accounting estimates 
will, by definition, seldom equal the related actual results. For the Plan, the Trustee believes the only 
estimates and assumptions that have a significant risk of causing a material adjustment to the carrying 
amount of assets and liabilities within the next financial year are related to the valuation of the Plan 
investments and, in particular, those classified in Level 3 of the fair-value hierarchy which including 
insurance policies held by the Plan. 
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CUMMINS UK PENSION PLAN 
NOTES TO THE FINANCIAL STATEMENTS 
FOR THE YEAR ENDED 31 DECEMBER 2020 
 

 

5. CONTRIBUTIONS 

  

Defined 
Benefit 
Section  

2020 

 Defined 
Contribution 

Section  
2020  

2020 
Total 

  £’000  £’000  £’000 
 Employer Contributions      
 Normal 17,688  10,663  28,351 
 Salary Sacrifice 2,323  8,288  10,611 
 Salary Sacrifice (AVC) 1,049  2,083  2,132 
 Special Contribution 17,350  -  17,350 
 Other 20  1  21 
  38,430  21,035  59,465 
 Employee Contributions      
 Normal 85  -  85 
 Additional Voluntary Contributions 68  -  68 
  153  -  153 
       

  38,583  21,035  59,618 
 

  

Defined 
Benefit 
Section 

 2019 

 Defined 
Contribution 

Section 
 2019  

2019 
Total 

  £’000  £’000  £’000 
 Employer Contributions      
 Normal 20,114  11,658  31,772 
 Salary Sacrifice 2,654  8,648  11,302 
 Salary Sacrifice (AVC) 1,031  2,039  3,070 
 Augmentations 279  139  418 
 Other 45  29  74 
  24,123  22,513  46,636 
 Employee Contributions      
 Normal 118  12  130 
 Additional Voluntary Contributions 33  18  51 
  151  30  181 
       

  24,274  22,543  46,817 
 

At the beginning of 2020, Cummins payroll system was updated and a new category was 
implemented to help with the autoenrollment process. The Schedule of Contributions dated 9 
December 2018 has no requirement for deficit contributions as the Plan is in surplus. Other Special 
Contributions of £17,350,000 in the year under review are additional contribution from the 
Employer. Other contributions of £21,000 relate to pensioner Trustee stipend payments and other 
sundry employer contributions. The employer augmentation contributions are in respect of 
payments made by the employer in respect of certain members’ retirement benefits. 
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CUMMINS UK PENSION PLAN 
NOTES TO THE FINANCIAL STATEMENTS 
FOR THE YEAR ENDED 31 DECEMBER 2020 
 

 

6. TRANSFERS IN 

  

Defined 
Benefit 
Section  

2020 

 Defined 
Contribution 

Section 
 2020  

2020 
Total 

  £’000  £’000  £’000 
 Individual transfers in from other schemes  85  422  507 

 

  

Defined 
Benefit 
Section  

2019 

 Defined 
Contribution 

Section 
2019  

2019 
Total 

  £’000  £’000  £’000 
 Individual transfers in from other schemes  409  709  1,118 

 
7. OTHER INCOME 

 

  

Defined 
Benefit 
Section 

2020 

 Defined 
Contribution 

Section  
2020  

2020 
Total 

  £’000  £’000  £’000 
 Claims on term insurance policies 915  132  1,047 
 Other income 3 - -  3 

  918 - 132  1,050 
 
 

  

Defined 
Benefit 
Section 

2019 

 Defined 
Contribution 

Section  
2019  

2019 
Total 

  £’000  £’000  £’000 
 Claims on term insurance policies -  306  306 
 Other income 1  -  1 

  1  306  307 
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CUMMINS UK PENSION PLAN 
NOTES TO THE FINANCIAL STATEMENTS 
FOR THE YEAR ENDED 31 DECEMBER 2020 
 

 

8. BENEFITS PAID OR PAYABLE 

  

Defined 
Benefit 
Section  

2020 

 Defined 
Contribution 

Section  
2020  

2020 
Total 

  £’000  £’000  £’000 
 Pensions 32,746  -  32,746 

 
Commutations of pensions and lump sum 
retirement benefits 11,173 

 
2,101  13,274 

 Taxation 242  -  242 
 Lump sum death benefits 1,018  917  1,935 
 Purchase of annuities 148  -  148 
  45,327  3,018  48,345 

 

  

Defined 
Benefit 
Section 

 2019 

 Defined 
Contribution 

Section 
 2019  

2019 
Total 

  £’000  £’000  £’000 
 Pensions 30,711  -  30,711 

 
Commutations of pensions and lump sum 
retirement benefits 5,922 

 
1,367  7,289 

 Taxation 380  109  489 
 Lump sum death benefits 54  381  435 
 Purchase of annuities -  128  128 

  37,067  1,985  39,052 
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CUMMINS UK PENSION PLAN 
NOTES TO THE FINANCIAL STATEMENTS 
FOR THE YEAR ENDED 31 DECEMBER 2020 
 

 

9. PAYMENTS TO AND ON ACCOUNT OF LEAVERS 

  

Defined 
Benefit 
Section  

2020 

 Defined 
Contribution 

Section  
2020  

2020 
Total 

  £’000  £’000  £’000 
 Individual transfers out to other schemes 7,170  6,735  13,905 

 

  

Defined 
Benefit 
Section 

 2019 

 Defined 
Contribution 

Section 
 2019  

2019 
Total 

  £’000  £’000  £’000 
 Individual transfers out to other schemes 8,322  1,947  10,269 
 Pension sharing on divorce 47  -  47 

 
Refunds of contributions in respect of 
opt-outs 17 

 
19  36 

  8,386  1,966  10,352 
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CUMMINS UK PENSION PLAN 
NOTES TO THE FINANCIAL STATEMENTS 
FOR THE YEAR ENDED 31 DECEMBER 2020 
 

 

10. ADMINISTRATIVE EXPENSES 

  

Defined 
Benefit 
Section  

2020 

 Defined 
Contribution 

Section  
2020  

2020 
Total 

  £’000  £’000  £’000 
 Investment consultancy fees 1,367  97  1,464 
 Administration and processing 456  2  458 

 
Other fees and expenses (including Trustee 
expenses) 263 

 
-  263 

 Actuarial fees 221  -  221 
 Legal and other professional fees 197  -  197 
 Pension Plan levies payable 56  -  56 
 Audit fees 42  -  42 

  2,602  99  2,701 
 

  

Defined 
Benefit 
Section 

 2019 

 Defined 
Contribution 

Section 
 2019  

2019 
Total 

  £’000  £’000  £’000 
 Investment consultancy fees 1,282  44  1,326 
 Administration and processing 663  256  919 

 
Other fees and expenses (including Trustee 
expenses) 406 

 
-  406 

 Actuarial fees 168  -  168 
 Legal and other professional fees 141  -  141 
 Pension Plan levies payable 54  -  54 
 Audit fees 36  -  36 

  2,750  300  3,050 
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CUMMINS UK PENSION PLAN 
NOTES TO THE FINANCIAL STATEMENTS 
FOR THE YEAR ENDED 31 DECEMBER 2020 
 

 
 
 

11. INVESTMENT MANAGEMENT EXPENSES 

  

Defined 
Benefit 
Section  

2020 

 Defined 
Contribution 

Section 
 2020  

2020 
Total 

  £’000  £’000  £’000 
 Administration, management and custody 609  47  656 

 

  

Defined 
Benefit 
Section  

2019 

 Defined 
Contribution 

Section 
2019  

2019 
Total 

  £’000  £’000  £’000 

 Administration, management and custody 
 

732 
 

75  807 
 
12. INVESTMENT INCOME 

  

Defined 
Benefit 
Section  

2020 

 Defined 
Contribution 

Section  
2020  

2020 
Total 

  £’000  £’000  £’000 
 Income from pooled investment vehicles 7,602  -  7,602 
 Annuity income 5  -  5 

  7,607  -  7,607 
 

  

Defined 
Benefit 
Section 

 2019 

 Defined 
Contribution 

Section 
 2019  

2019 
Total 

  £’000  £’000  £’000 
 Income from pooled investment vehicles 4,770  71  4,841 
 Annuity income 11  -  11 
 Income on cash deposits 3  1  4 
 Other investment income (16)  -  (16) 
 Loss on currency translation (196)  -  (196) 

  4,572  72  4,644 
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CUMMINS UK PENSION PLAN 
NOTES TO THE FINANCIAL STATEMENTS 
FOR THE YEAR ENDED 31 DECEMBER 2020 
 

 

13. INVESTMENT RECONCILIATION 
 

  
 

Value at 
1    

January 
2020 

£’000 

 Cost of 
investments 

purchased 
and 

derivative 
payment 

£’000 

 Proceeds of 
sales of 

investments 
and 

derivative 
receipts 

£’000 

  
 
 

Change in 
market 

value 
£’000 

  
 

Value at 
31 

December 
2020 

£’000 
Defined Benefit Section         
Pooled investment 
vehicles 

 
684,222 

  
219,001 

  
(175,765) 

  
(7,387) 

  
720,071 

Qualifying investment 
fund 

 
450,533 

  
- 

  
(40,000) 

  
154,446 

  
564,979 

Derivatives (net) -  18,177  (23,235)  5,058  - 
Insurance policies 360,300  -  -  47,300  407,600 
AVC investments 9,363  1,503  (2,370)  884  9,380 
 1,504,418  238,681  (241,370)  200,301  1,702,030 
          
Cash deposits 23,711        14,345 
Other investment 
balances 

 
(7) 

        
- 

 1,528,122        1,716,375 
          
Defined Contribution Section         
Pooled investment 
vehicles 

 
229,833 

  
21,316 

  
(9,704) 

  
14,105 

  
255,550 

 

The change in market value of investments during the year comprises all increases and decreases in 
the market value of investments held at any time during the year, including profits and losses realised 
on sales of investments during the year. 
 

Where the investments are held in a unitised fund, the change in market value also includes 
expenses, both implicit and explicit, for the year and any reinvested income, where income is not 
distributed. 
 

 
 
 
 
 
 
 
 
 
 
 



 

42 
 

CUMMINS UK PENSION PLAN 
NOTES TO THE FINANCIAL STATEMENTS 
FOR THE YEAR ENDED 31 DECEMBER 2020 
 

 
 

Defined Contribution Section 
For the Defined Contribution section, investments purchased by the Plan are allocated to provide 
benefits to the individuals on whose behalf corresponding contributions are paid. The investment 
manager holds the investment units on a pooled basis for the Trustee. The Plan administrator 
allocates investment units to members. The Trustee may hold investment units representing the 
value of employer contributions that have been retained by the Plan that relate to members leaving 
the Plan prior to vesting. 
 

Defined contribution assets are split as allocated to members and not allocated to members and 
therefore available to the Trustee to apply as specified in the Plan rules, as follows: 
 

  2020  2019 
  £’000  £’000 
 Allocated to members 255,479  229,771 
 Not allocated to members 71  62 

  255,550  229,833 
 
 

14. QUALIFYING INVESTMENT FUND 
The Plan’s investments in the qualifying investment fund at the year-end comprised: 

 

  2020  2019 
  £’000  £’000 
     
 Defined Benefit Section    
 Bonds 479,112  400,009 
 Derivatives 36,308  31,891 
 Cash 48,346  18,743 
 Valuation variance 1,213  (110) 

  564,979  450,533 
 

The asset manager and custodian have small differences in the way they value the underlying 
investments. This difference is shown above and is reasonable for assets of this type and results from 
a very small variation in methodology. 
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CUMMINS UK PENSION PLAN 
NOTES TO THE FINANCIAL STATEMENTS 
FOR THE YEAR ENDED 31 DECEMBER 2020 
 

 
 

15. POOLED INVESTMENT VEHICLES 
The Plan’s investments in pooled investment vehicles at the year-end comprised: 

 

  2020  2019 
  £’000  £’000 
 Defined Benefit Section    
 Equities 178,024  229,388 
 Private equity 191,713  168,860 
 Bonds 145,410  165,406 
 Equity hedge 190,129  93,020 
 Property 14,088  26,661 
 Direct lending 707  887 

  720,071  684,222 
 

 

  2020  2019 
  £’000  £’000 
 Defined Contribution Section    
 Equities 168,913  151,754 
 Moderate fund 71,376  60,073 
 Pre-retirement fund 12,895  15,356 
 Cash fund 1,878  2,091 
 Amanah fund 19  6 
 Property 331  361 
 Bonds 138  192 

  255,550  229,833 
 

16. DERIVATIVES 
Objectives and policies 
The Trustee has authorised the use of derivatives by their investment managers as part of their 
investment strategy for the Plan as follows: 
 

Currency hedging – in order to maintain appropriate diversification of investments within the 
portfolio and take advantage of overseas investment returns, a proportion of the underlying 
investment portfolio is invested overseas. To balance the risk of investing in foreign currencies whilst 
having an obligation to settle benefits in GBP, where appropriate GBP hedged share classes have 
been used. These share classes may use forward FX contracts to hedge foreign currency exposure. 
 

Leveraged Liability Driven Investment (‘LDI’) portfolio – in order to efficiently hedge the liabilities 
exposure to changes in interest rates and inflation, the pooled investment vehicles that form part of 
the Plan’s LDI portfolio may invest in over the counter (“OTC”) derivatives. 
 

The Plan had no direct derivative exposure at the year-end (2019: none). 
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CUMMINS UK PENSION PLAN 
NOTES TO THE FINANCIAL STATEMENTS 
FOR THE YEAR ENDED 31 DECEMBER 2020 
 

 

17. INSURANCE POLICIES 
During 2012, the Trustee purchased a deferred premium buy-in insurance policy with Legal & General 
Assurance Society (“LGAS”) in order to address the interest rate, inflation and mortality risk 
associated with the pensioner liabilities in the Plan as at 31 December 2011. These liabilities will be 
assumed by the buy-in provider, LGAS, after a ten-year deferment period ending in 2022. 
 

The insurance policy is included as an asset of the Defined Benefit Section at a valuation provided to 
the Trustee by the Plan’s insurers. 
 

The custodian for the assets held under the insurance policy is HSBC Bank plc. The Plan held insurance 
policies at the year-end as follows: 

 

  2020  2019 
  £’000  £’000 

 Deferred Premium Buy-In – LGAS 407,600  360,300 
 

18. AVC INVESTMENTS 
AVC investments held by members of the Defined Contribution Section are invested with the main 
Defined Contribution Section assets and are not separately distinguishable. 
 

The Trustee holds assets invested separately from the main Defined Benefit Section investments to 
secure additional benefits on a money purchase basis for those Defined Benefit Section members 
electing to pay Additional Voluntary Contributions. Members participating in this arrangement each 
receive an annual statement confirming the amounts held in their account and the movements in 
the year. 
 

The aggregate amounts of Defined Benefit Section AVC investments are as follows: 
 

  2020  2019 
  £’000  £’000 
 Legal & General 8,715  8,387 
 Prudential Assurance Company Limited 659  931 
 Utmost -  40 
 Aviva 6  5 

  9,380  9,363 
 

 

19. CASH AND OTHER INVESTMENT BALANCES 
 

  2020  2019 
  £’000  £’000 
 Defined Benefit Section    
 Investment manager cash and cash instruments 14,345  23,711 
 Accrued income -  (7) 

  14,345  23,704 
 

 
 

 
 
 

  



 

45 
 

CUMMINS UK PENSION PLAN 
NOTES TO THE FINANCIAL STATEMENTS 
FOR THE YEAR ENDED 31 DECEMBER 2020 
 

 

20. INVESTMENT FAIR VALUE HIERARCHY 
The fair value of financial instruments has been determined using the following fair value hierarchy: 
 
Level 1 The unadjusted quoted price in an active market for identical assets or liabilities 

that the entity can access at the measurement date 
 
Level 2 Inputs other than quoted prices included within Level 1 that are observable (i.e. 

developed using market data) for the asset or liability, either directly or indirectly 
 
Level 3 Inputs are unobservable (i.e. for which market data is unavailable) for the asset or 

liability 
 

Pooled investment vehicles that are traded regularly are generally included in level 2. Where the 
absence of regular trading or the unsuitability of recent transaction prices as a proxy for fair value 
applies, valuation techniques are adopted and the vehicles are included in level 3 as appropriate. 
 

The value of other pooled investment vehicles that are unquoted or not actively traded on a quoted 
market is estimated by the Trustee. Where the value of the pooled investment vehicle is primarily 
driven by fair value of its underlying assets, the net asset value advised by the fund manager is 
normally considered a suitable approximation to fair value unless there are restrictions or other 
factors that prevent realisation at that value, in which case adjustments are made. No such 
adjustments have been made to the valuations at 31 December 2020 or 31 December 2019. 
 

Insurance policies are included in the financial statements based on a valuation provided by the 
insurers.  
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CUMMINS UK PENSION PLAN 
NOTES TO THE FINANCIAL STATEMENTS 
FOR THE YEAR ENDED 31 DECEMBER 2020 
 

 

20. INVESTMENT FAIR VALUE HIERARCHY (CONTINUED) 
The Plan’s investment assets have been fair valued using the above hierarchy categories as follows: 

 

31 DECEMBER 2020 
 Level 1 Level 2 Level 3 Total 

 £’000 £’000 £’000 £’000 
Pooled investment vehicles - 528,898 191,173 720,071 
Qualifying investment fund - 564,979 - 564,979 
Insurance policies - - 407,600 407,600 
AVC investments - 8,715 665 9,380 
Cash 14,345 - - 14,345 
TOTAL 14,345 1,102,592 599,438 1,716,375 
     
Defined Contribution Section     
Pooled investment vehicles - 255,550 - 255,550 

 
 

31 DECEMBER 2019 
 Level 1 Level 2 Level 3 Total 

 £’000 £’000 £’000 £’000 
Pooled investment vehicles* - 504,200 180,022 684,222 
Qualifying investment fund - 450,533 - 450,533 
Insurance policies - - 360,300 360,300 
AVC investments - 8,386 977 9,363 
Cash 23,711 - - 23,711 
Other investment balances - - (7) (7) 
TOTAL 23,711 963,119 541,292 1,528,122 
     
Defined Contribution Section     
Pooled investment vehicles - 229,833 - 229,833 

 
*Pooled investment vehicles totalling £166,896k, previously disclosed as Level 3 investments, have 
been reclassified to Level 2. 
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21. INVESTMENT RISKS 

FRS 102 requires the disclosure of information in relation to certain investment risks. FRS 102 sets out 
these risks as follows: 
 

Credit risk is the risk that one party to a financial instrument will cause a financial loss for the other 
party by failing to discharge an obligation.  
 

Market risk comprises currency risk, interest rate risk and other price risk, defined as follows:  
 

• Currency risk is the risk that the fair value or future cash flows of a financial asset will 
fluctuate because of changes in foreign exchange rates.  

• Interest rate risk is the risk that the fair value or future cash flows of a financial asset 
will fluctuate because of changes in market interest rates.  

• Other price risk is the risk that the fair value or future cash flows of a financial asset will 
fluctuate because of changes in market prices (other than those arising from interest 
rate risk or currency risk), whether those changes are caused by factors specific to the 
individual financial instrument or its issuer, or factors affecting all similar financial 
instruments traded in the market.  

 

The Trustee determines their investment strategy after taking advice from a professional investment 
adviser. The Plan has exposure to these risks because of the investments it makes in different asset 
classes. The Trustee manages investment risks, including credit risk and market risk, through 
balancing a diversified portfolio with the Plan’s strategic investment objectives. 
 

Further information on the Trustee’s approach to risk management, credit and market risk is set out 
below. The detailed statements following the illustrative table below do not include the AVC 
investments, as these are not considered significant in relation to the overall investments of the Plan. 
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21. INVESTMENT RISKS (CONTINUED) 
 

Defined Benefit Section 
The following table summarises the extent to which the various classes of investments, excluding the 
Prudential insurance policies and AVCs, are affected by financial risk. Further explanation of these 
risks and the Trustee’s approach to risk management, credit and market risk is set out below: 
 

Fund Credit 
Risk 

Market risk  
2020 
Value 
£’000 

 
2019 
Value 
£’000 

Currency Interest 
rate 

Other 
price 

Pooled Investment Vehicles  
Equities N Y N Y 178,024 229,388 

Bonds Y N Y Y 145,410 165,406 

Property N N N Y 14,088 26,661 

Private Equity N Y N Y 191,713 168,860 

Other PIVs Y Y Y Y 190,836 93,907 

Qualifying Investment Fund Y N Y Y 564,979 450,533 

Insurance Policies Y N Y N 407,600 360,300 

AVC Investments Y Y Y Y 9,380 9,363 
Cash and Other Investment 
Balances Y N Y N 14,345 23,704 

Total Investments     1,716,375 1,528,122 
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21. INVESTMENT RISKS (CONTINUED) 
 

Credit Risk 
The Plan is subject to credit risk because the Plan invests in bonds/loans, a buy-in, over the counter 
(“OTC”) derivatives, collateralised loan obligations (CLOs), has cash balances, has exposure to stock 
lending (through State Street’s pooled equity funds) and the State Street pooled LDI funds may enter 
into repurchase agreements. The Plan invests in pooled investment vehicles and is therefore directly 
exposed to credit risk in relation to the instruments it holds in the pooled investment vehicles. The 
Plan is indirectly exposed to credit risks arising on the financial instruments held by the pooled 
investment vehicles. 
 

OTC derivative contracts are not guaranteed by any regulated exchange and therefore the Plan is 
subject to risk of failure of the counterparty. The credit risk for OTC swaps is reduced by collateral 
arrangements in the funds used by State Street to back the LDI portfolio. 
 

Credit risk arising from stock lending is managed through strict conditions on the credit rating of 
counterparties and the quality and extent of collateral. 
 

The Plan is exposed to direct credit risk arising from investing in pooled investment vehicles. This is 
mitigated by the regulatory environments in which the pooled managers operate and diversification 
of investments amongst a number of pooled arrangements. The Trustee carries out due diligence 
checks on the appointment of new pooled investment managers and on an ongoing basis monitors 
any changes to the regulatory and operating environment of the pooled manager. 

 

  

Value of assets 
exposed to risk 

2020  

Value of assets 
exposed to risk 

2019 
 Plan Risk Exposures £’000  £’000 

 
Credit Risk (LDI, MSAC, CLOs, Direct Lending Fund and 
Cash) 1,206,435  1,093,860 
 
 

Currency Risk 
The Plan is subject to currency risk because some of the Plan’s investments are held in overseas 
markets that are denominated in non-sterling currency (via pooled investment vehicles). The Trustee 
reduces overseas currency exposure through a currency hedging policy that sees some of the foreign 
exposure hedged within some of the Plan’s pooled funds. 

 

  

Value of assets 
exposed to risk 

2020  

Value of assets 
exposed to risk 

2019 
 Plan Risk Exposures £’000  £’000 

 
Currency Risk (Unhedged overseas equities, property and 
private equity) 351,358  161,645 
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21. INVESTMENT RISKS (CONTINUED) 
 

Interest Rate Risk 
The Plan is subject to interest rate risk because some of the Plan’s investments are held in bonds, 
Collateralised Loan Obligations (CLOs), alternative credit, a buy-in, interest rate derivatives (through 
pooled investment vehicles) and cash. These types of instruments are used in the Plan’s liability 
matching portfolio held at State Street. Under this strategy, if interest rates fall, the value of liability 
matching assets will rise to help match the increase in actuarial liabilities from a fall in the discount 
rate. Similarly, if interest rates rise the investments will fall in value, as will actuarial liabilities, 
because of an increase in the discount rate. 

 

  

Value of assets 
exposed to risk 

2020  

Value of assets 
exposed to risk 

2019 
 Plan Risk Exposures £’000  £’000 

 Interest Rate Risk (LDI, MSAC, CLOs, Bonds and Buy-In) 1,206,345  976,239 
 

 
Other Price Risk 
Other price risk arises principally in relation to the Plan’s return seeking portfolio that includes 
equities credit, private equity, direct-lending, momentum, reinsurance, and infrastructure and 
investment property. The Plan manages this exposure to overall price movements by constructing a 
diverse portfolio of investments across various markets. 

 

  

Value of assets 
exposed to risk 

2020  

Value of assets 
exposed to risk 

2019 
 Plan Risk Exposures £’000  £’000 

 

Other price Risk (Equities, Private Equity, Property, 
Reinsurance Direct Lending Fund and Listed 
Infrastructure) 1,285,144  453,517 
 

A summary of DB pooled investment vehicles by type of arrangement is as follows: 
  2020  2019 

  £’000  £’000 
 Pooled Investment Vehicles by Type    
 Open-Ended Investment Companies 564,979  450,533 
 Shares of Limited Liability Partnerships 354,989  327,852 

 
Undertakings for Collective Investment in Transferable 
Securities 124,546  119,597 

 Qualifying Investor Alternative Investment Fund 73,397  72,617 
 Irish Collective Asset-Management Vehicle 57,563  70,256 
 Collective Investment Scheme 80,311  60,201 
 Segregated Portfolio Company 15,159  17,167 
 Unit-Linked Insurance Contracts 14,100  16,386 
 Authorised Unit Trusts 70  146 

  1,285,114  1,134,755 
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21. INVESTMENT RISKS (CONTINUED) 
 

Defined Contribution Section 
Investment Strategy 
The Trustee’s objective is to make available to members of the Plan an appropriate range of 
investment options designed to generate income and capital growth, which together with new 
contributions from members and their employer, will provide a retirement amount with which the 
member can purchase a pension annuity (or other type of retirement product). The Statement of 
Investment Principles outlines the investment objectives and strategy for the Defined Contribution 
assets of the Plan. 
 

The investment funds offered to members are funds provided by Legal & General as follows: 
 

- Legal & General Accelerated fund 
- Legal & General Moderate fund 
- Legal & General UK Equity Index fund 
- Legal & General World Equity Index fund (unhedged) 
- Legal & General World Equity Index fund (hedged) 
- Legal & General World Emerging Markets Equity Index fund 
- Legal & General Ethical Global Equity Index fund 
- Legal & General Property fund 
- Legal & General AAA-AA-A Corporate Bond All-Stocks Index fund 
- Legal & General Pre-retirement fund 
- Legal & General Cash fund 
- Legal & General Amanah fund 
 

The day-to-day management of the underlying investments of the funds is the responsibility of Legal 
& General Insurance Company, including the direct management of credit and market risks. 
 

The Trustee monitors the underlying risks through regular investment reviews with Legal & General 
Insurance Company. 
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21. INVESTMENT RISKS (CONTINUED) 
 

Credit Risk 
The Defined Contribution Section (DC section) is subject to direct credit risk in relation to its holding 
in unit linked funds provided by Legal & General. 
 

The funds held by the Plan are held under the PMC Group of Legal & General Group; PMC is a separate 
legal entity within Legal & General Group. As a result, the assets contained within the PMC Group are 
ring fenced from the rest of the Legal & General Group, including the funds of Legal & General 
Assurance Society Limited and Legal & General Insurance Limited. 
 

In the event of insolvency, PMC pooled fund policyholders are further protected by a floating charge. 
This results in all policyholders having priority over the pooled assets for the value of their units. 
 

As a UK insurance company Legal & General is required to maintain a minimum level of capital to 
protect against risks that the insurance company is subject to, and to comply with strict investment 
policies. 
 

The DC section is also subject to indirect credit and market risk arising from the underlying 
investments held in the funds. The funds that have significant exposure to these risks are set out 
below for 2020 and 2019: 
 

Fund Credit 
Risk 

Market risk 

Currency Interest 
rate 

Other 
price 

L&G Accelerated Fund N Y N Y 

L&G Moderate Fund Y Y Y Y 

L&G UK Equity Index Fund N N N Y 

L&G World Equity Index Fund (unhedged) N Y N Y 

L&G World Equity Index Fund (hedged) N N N Y 

L&G World Emerging Markets Equity Index Fund N Y N Y 

L&G Ethical Global Equity Index Fund N Y N Y 

L&G Property Fund N N N Y 

L&G 6A Corporate Bond All-Stocks Index Fund Y N Y N 

L&G Pre-Retirement Fund Y N Y N 

L&G Cash Fund N N N N 

HSBC Islamic Global Equity Fund Index N Y N Y 
 
The analysis of these risks set out above is at Plan level. Member level risk exposures will be 
dependent on the funds invested in by members. 
 

The Trustee has selected the above funds and has considered the indirect risks in the context of the 
investment strategy described in the Trustee’s Report. 
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22. SELF-INVESTMENT 

There were no direct employer-related investments at 31 December 2020 (2019: nil). The Trustee 
recognises that indirect investment in the sponsoring employer’s parent company, is possible 
through holdings in pooled investment vehicles. Based on information provided by the investment 
managers, the Trustee estimates that, at 31 December 2020, any indirect exposure to shares in 
companies related to the sponsoring employer was <0.1% (2019: 0.3%) of the net assets of the Plan. 
 

23. CONCENTRATION OF INVESTMENTS 
The following investments account for more than 5% of the Plan’s net assets as at 31 December: 
 

       2020  2019 
  £’000 %  £’000 % 
SSgA Qualified Tru LDI Leveraged UK Exposure I 
(Qualifying Investment Fund) 

  
564,979 

 
28.5 

  
450,533 

 
25.6 

Legal & General Buy-In Insurance Policy  407,600 20.6  360,300 20.4 
Legal & General DBKR Cummins Accelerated  165,693 8.4  148,880 8.4 

 
24. CURRENT ASSETS 

  

Defined 
Benefit 
Section  

2020 

 Defined 
Contribution 

Section  
2020  

2020 
Total 

  £’000  £’000  £’000 
 Contributions due from Employer in respect of:     
 Employer 9  2  11 
 Employee 1  3  4 
 Prepaid pensions 2,364  -  2,364 
 Cash and bank balances 4,688  2,384  7,072 
 Cash in transit -  198  198 
 Due from DB Section -  126  126 
 Due from DC Section 144  -  144 

  7,206  2,713  9,919 
 

 

Defined 
Benefit 
Section  

2019 

 Defined 
Contribution 

Section  
2019  

2019 
Total 

 £’000  £’000  £’000 
Contributions due from Employer in respect of:     

Employer 23  2  25 
Employee 3  2  5 

Prepaid pensions 2,107  -  2,107 
Cash and bank balances 2,646  2,363  5,009 

 4,779  2,367  7,146 
 

Contributions due under the Schedule and noted above were received on time, after the year-end, on 8 
January 2021.  Of the DC Section cash balances, £731,503 was allocated to members (2019: £507,000). 
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25. CURRENT LIABILITIES 

  

Defined 
Benefit 
Section  

2020 

 Defined 
Contribution 

Section  
2020 

 

 
2020 
Total 

  £’000  £’000   £’000 
 Unpaid Benefits 293  85   378 
 Accrued Expenses 436  23   459 
 Other Creditors 129  45   174 
 Due to DB Section -  144   144 
 Due to DC Section 126  -   126 

  984  297   1,281 
 

 

Defined 
Benefit 
Section  

2019 

 Defined 
Contribution 

Section  
2019  

2019 
Total 

 £’000  £’000  £’000 
Unpaid Benefits 524  109  633 
Accrued Expenses 842  19  861 
Other Creditors 583  42  625 

 1,949  170  2,119 
 

 
26. RELATED PARTY TRANSACTIONS 

Employer      
During the year the company has recharged costs of £97,859 (2019: £96,020) to the Plan representing 
a charge for administration services supplied by the company and carried out on behalf of the 
Trustee. 
 

During the year contributions of £18,735 (2019: £41,100) were received from the company in respect 
of remuneration made to pensioner Directors. 
 

Key management personnel of the Plan 
Some Directors of the Trustee Company are members of the Plan and receive benefits in accordance 
with the Plan’s rules on the same basis as other members. As at 31 December 2020 9 Trustee 
Directors were active members and 2 Directors were pensioner members. Comparative figures for 
Directors as at 31 December 2019 were 10 active members and 2 pensioner members. 
 

Other fees and expenses of £3,320 (2019: £21,178) were paid to Trustee Directors. 
 
27. TRANSFERS BETWEEN SECTIONS 

During the year, following a Trustee decision, DC assets that were not designated to members were 
utilised in settling administrative expenses for the DC section of the Plan. In addition, some DB section 
assets were transferred to the DC section in order to settle other DC section expenses, and also 
included are items received into or paid from the DB bank account that related to the DC section. 
 

Net transfers from the DB to the DC Section during the year amounted to £141,000 (2019: £372,000). 
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28. CAPITAL COMMITMENTS 

As at 31 December 2020 the Plan had undrawn capital commitments as shown below: 
  2020  2019 

  £’000  £’000 
 Fund    
 Advent GPE VII 782  747 
 Atlas Partners Fund I 1,421  1,619 
 Atlas Partners Fund II 8,875  11,739 
 American Securities VI 1,666  1,888 
 American Securities VII 1,530  3,787 
 Ancala Partners Infrastructure Fund II 9,761  9,278 
 Axiom Asia II 731  757 
 Cabot Square V 4,086  4,690 
 CDH Growth VGC Fund II 13,660  17,108 
 CDH Growth Fund II 2,281  3,080 
 Energy Capital III 2,706  2,121 
 Francisco Partners V 4,948  11,991 
 Francisco Partners VI 17,700  - 
 Gallant Capital Partners I 15,619  - 
 GSAM PEP 2002 90  100 
 Mobeus Equity Partners IV 6,104  6,074 
 Morgan Stanley PMF V* 1,625  2,103 
 SC Capital Partners RECAP IV 1,982  2,828 
 Sun Capital VI 3,517  2,504 
 TIAA-CREF GAF II 1,664  2,316 
 Waud Capital Partners FIF V 12,925  16,856 

 Total undrawn commitment 113,673  101,586 
 
 

*As at 30 September 2020 
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29. CONTINGENT LIABILITIES 

GMP Equalisation 
On 26 October 2018, the High Court handed down a judgment, involving the Lloyds Banking Group's 
defined benefit pension schemes. The judgment concluded the schemes should be amended to 
equalise pension benefits for men and women in relation to guaranteed minimum pension benefits. 
The Trustee of the Plan is aware that the issue will affect the Plan and is considering what actions 
and decisions be needed as to next steps. Under the ruling schemes are required to backdate benefit 
adjustments in relation to GMP equalisation and provide interest on the backdated amounts. Based 
on an initial assessment of the likely backdated amounts and related interest, the Trustee does not 
expect these to be material to the financial statements and therefore has not included a liability in 
respect of these matters in these financial statements. They will be accounted for in the year they 
are determined. 
 

Subsequently, on 20 November 2020, the High Court issued a follow up judgment in respect of the 
Lloyds Banking Group ruling that any transfers out paid since 17 May 1990 must be potentially be 
increased to reflect additional liabilities arising from the equalisation of GMPs accrued between 17 
May 1990 and 5 April 1997. This could potentially result in top-up payments to members but presents 
significant challenges for the Trustee and Plan Administrator in terms of: 
 

• Identifying transfers paid since 1990. 
• Equalising the transfer payment. 
• Tracking the relevant members and the arrangements they transferred to. 
 

The Trustee is currently reviewing all options with its Plan Advisers. 
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Actuary’s Certification of Schedule of Contributions 
 

Adequacy of Rates of Contributions 
I hereby certify that, in my opinion, the rates of contributions shown in this Schedule of Contributions are 
such that the statutory funding objective could have been expected on 1 January 2018 to be met at that 
date. 
 

Adherence to Statement of Funding Principles 
I hereby certify that, in my opinion, this Schedule of Contributions is consistent with the Statement of 
Funding Principles dated 11 December 2018. 
 

The certification of the adequacy of the rates of contributions for the purpose of securing that the statutory 
funding objective can be expected to be met is not a certification of their adequacy for the purpose of 
securing the Plan’s liabilities by the purchase of annuities, if the Plan were wound up. 
 
 

Signature Andrew Mandley 
  
Name Andrew Mandley 
  
Date of signing 27 December 2018 
  
Address Willis Towers Watson 

5 Wellington Place 
Leeds 
LS1 4AP 

  
Qualification Fellow of the Institute and Faculty of Actuaries 
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Statement about contributions 
 

Opinion 
In our opinion, the contributions payable to the Plan by the employer under the Schedule of Contributions 
for the Plan year ended 31 December 2020 as reported in Cummins UK Pension Plan’s summary of 
contributions have, in all material respects, been paid in accordance with the schedule of contributions 
certified by the Plan actuary on 27 December 2018 and the Rules of the Money Purchase Section dated 1 
January 2019. 
 

We have examined Cummins UK Pension Plan’s summary of contributions for the Plan year ended 31 
December 2020 which is set out on the following page. 
 

Basis for opinion 
Our examination involves obtaining evidence sufficient to give reasonable assurance that contributions 
reported in the summary of contributions have, in all material respects, been paid in accordance with the 
relevant requirements. This includes an examination, on a test basis, of evidence relevant to the amounts 
of contributions payable to the Plan under the schedule of contributions, and the timing of those payments. 
 

Responsibilities for the statement about contributions 
 

Responsibilities of the Trustee in respect of contributions 
As explained more fully in the statement of Trustee’s responsibilities, the Plan’s Trustee is responsible for 
preparing, and from time to time reviewing and if necessary revising, a schedule of contributions and for 
monitoring whether contributions are made to the Plan by employers in accordance with relevant 
requirements. 
 

Auditors’ responsibilities in respect of the statement about contributions 
It is our responsibility to provide a statement about contributions and to report our opinion to you. 
 

Use of this report 
This report, including the opinion, has been prepared for and only for the Trustee as a body in accordance 
with section 41 of the Pensions Act 1995 and for no other purpose. We do not, in giving this opinion, accept 
or assume responsibility for any other purpose or to any other person to whom this report is shown or into 
whose hands it may come save where expressly agreed by our prior consent in writing. 
  
  
 
 
 
PricewaterhouseCoopers LLP 
Statutory Accountants and Statutory Auditors 
Leeds 
 
Date: 
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During the year ended 31 December 2020 the contributions payable to the Plan by the employer under the 
Schedule of Contributions were as follows: 
 

Contributions payable under the Schedules in respect of the Plan year 
  2020 

£’000 

Contributions payable under the Schedule of Contributions   
Employers   
Normal – Defined Benefit  17,688 
Normal – Salary Sacrifice – Defined Benefit  2,323 
Normal – Defined Contribution  10,663 
Normal – Salary Sacrifice – Defined Contribution  8,288 
Employees   
Normal – Defined Benefit  85 

Total contributions payable under the Schedule (as reported on by the Plan 
Auditors) 

  
39,047 

In addition, further contributions were payable as follows:   
Other Employer contributions  21 
Special contributions  17,350 
Employer additional voluntary contributions – salary sacrifice  2,132 
Employees’ additional voluntary contributions  68 

 
Total contributions included in the financial statements (note 5) 

  
59,618 

   
Signed on behalf of the Trustee: 
 
 
 
 
____________________________ Date: 
Trustee Director 
 
 
 
____________________________ Date: 
Trustee Director 
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Chair’s Governance Statement for the Plan Year to 31 December 2020  

Introduction 

The Chair’s statement is designed to provide members with key information and assurances regarding the 
proper running of the Plan and the value it provides.  The Plan is used as a qualifying scheme for auto-
enrolment purposes. 

This statement has been prepared by the Plan Trustee in accordance with regulation 23 of the Occupational 
Pension Schemes (Scheme Administration) Regulations 1996.  It describes how the Trustee has met the 
statutory governance standards in relation to the Defined Contribution (‘DC’) arrangements during the Plan 
year ending 31 December 2020 in the following areas: 

■ the default investment arrangements; 

■ requirements for processing core financial transactions; 

■ assessment of charges and transaction costs; 

■ assessment of value for members; and 

■ the requirement for Trustee Knowledge and Understanding. 

The Trustee has agreed that the ‘charges year’ for the purposes of the Occupational Pension Schemes 
(Charges and Governance) Regulations 2015 shall be the same as the Plan year (the year to 31 December). 

The statement also includes information relating to charges and transaction costs and includes ‘pounds and 
pence’ illustrations demonstrating the potential impact of costs and charges on a member’s DC savings over 
the course of their Plan membership. 
 
COVID-19 
 
During 2020, the Trustee Directors worked closely with their advisors and service providers to monitor the 
impact of COVID-19 on the Plan.  This work included close monitoring of the administration service and 
investment performance and considering the pandemic’s long-term implications on the Plan’s DB and DC 
Sections. 
 
Default investment arrangements 
 
Appended to this statement is a copy of the Trustee’s latest Statement of Investment Principles (‘SIP’).  This 
document governs the Trustee’s investment decisions, including its aims, objectives and policies for the Plan’s 
default investment arrangement.  This document is prepared in accordance with regulation 2A of the 
Occupational Pension Schemes (Investment) Regulations 2005.  In particular, the SIP covers how the default 
investment arrangements are intended to ensure that assets are invested in the best interests of members 
and their beneficiaries.   
 
The Plan’s default investment arrangement is one of the Plan’s ‘Flexicycle options’.  The Flexicycle options 
work in a similar way and provide members with a ‘hands-off’ way of investing their Personal Account (the 
individual savings account that each DC Section member has). 
 
The main aim of the Flexicycle options is to invest in funds which have the potential to increase in value over 
time for an appropriate level of risk.  In principle, investing in higher-risk funds (like equities) while members 
are a long way from retirement means that Personal Accounts have time to grow, but also have time to 
recover if these funds fall in value.  As members approach retirement, their investments are gradually moved 
from higher-risk funds into more stable funds (like bonds and cash), while also targeting a specific form of 
retirement benefit.     
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The Trustee is responsible for the Plan’s investment governance, which includes setting and monitoring the 
investment strategy for the Plan’s default arrangement(s). The Trustee monitors the performance of all 
investment options on a quarterly basis.  The Trustee will periodically, and on no less than a three-yearly 
cycle, review the appropriateness of the default arrangement for the Plan membership, and if necessary, 
make changes to the design.  It will undertake an earlier review if there are any significant changes in 
investment policy or member demographics. 
 
The Trustee carried out its triennial investment strategy review during 2020, discussing and agreeing the 
strategy at various meetings throughout the year, including ISC meetings on 19 February, 6 May and 7 
August and the Trustee meeting on 9 June.  The review was carried out with the help of the Trustee’s 
investment advisor.  It considered the Plan’s member demographics, including member risk tolerance and 
expected retirement decisions based on past choices made by Plan members and wider industry experience.   
 
The Trustee agreed the following changes to the default investment option which came into effect from 1 
December 2020: 

■ Replace the existing annuity focussed at-retirement strategy with a ‘continued growth’ at-retirement 
strategy as the default investment option.  All members except those within three years of their 
selected retirement date were moved to this ‘continued growth’ Flexicycle.  The ‘continued growth’ 
Flexicycle does not target a specific retirement option, rather invests in a way that would be suitable 
for a member taking any retirement option.  Employees who are automatically enrolled into the Plan 
are automatically invested in the ‘Continued growth’ Flexicycle, this is known as a default investment 
arrangement. 

■ Members within three years of their selected retirement date remained in the Flexicycle that targets 
taking a guaranteed income (by purchasing an annuity from an insurance provider at retirement) to 
avoid incurring transaction costs, and because moving to the ‘continued growth’ at-retirement strategy 
would have resulted in an increased exposure to higher risk assets close to retirement.  This also 
classes as a default investment arrangement. 

Details of all the Plan’s investment options, including the Flexicycle options and the self-select fund range, are 
explained in the Investment Guide which was reviewed and updated in October 2020.  This can be found on 
the Plan website: https://www.cumminsukpensions.co.uk/. 
 
Processing of core financial transactions 
 
With the help of the Plan administrator, Premier Pensions, the Trustee regularly monitors the Plan’s core 
financial transactions.  These include the investment of contributions, transfers of assets into and out of the 
Plan, fund switches, and payments out of the Plan to and in respect of members.   
 
Premier Pensions has provided the Trustee with assurances that there were adequate internal controls in 
place to ensure core financial transactions were processed promptly and accurately during the Plan year.  
With the help of Premier, the Trustee regularly monitors the Plan’s core financial transactions.  Premier 
Pensions passed its latest AAF audit without any issues or exceptions.  Disaster recovery plans are in place 
and no issues relating to financial transactions are outstanding at the year end. 
 
Premier Pensions has various controls in place to ensure core financial transactions are completed in a timely 
and accurate fashion.  These include a payment authorisation process, with payments below £75,000 being 
authorised by one person, and payments greater than this amount being authorised by two people.  There are 
maximum limits on who can authorise payments by employee seniority.  Suitable documentary evidence must 
be obtained and appended to all transactions, both payments and receipts.  This is reviewed by all parties 
authorising the payment to ensure that the payment is genuine and processed correctly. 
 
All payments, receipts and cash flow notices are raised, tracked and authorised through Premier Pensions’ 
electronic workflow management system.  The system enforces mandatory processes and protocols to ensure 
authorisations are carried out by the correct individuals.  The work management system is only accessible by 
Premier Pensions’ administration team. 
 
 

https://www.cumminsukpensions.co.uk/
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During the review period, the Trustee considered the controls the administrator had in place to monitor and 
process core financial transactions and was satisfied that reporting from the Plan administrator evidenced that 
such financial transactions were processed promptly and accurately.  Quarterly reporting demonstrated that 
the administrator was operating within the agreed service levels and within the statutory disclosure limits.  
There were no issues or breaches raised in the quarterly reports during the Plan year. 
 
The Trustee, having considered these reports alongside the reports received from the Plan’s appointed 
auditor, has concluded that the Plan’s core financial transactions have been processed promptly and 
accurately during the Plan year. 
 
Assessment of charges and transaction costs 
 
The Trustee is required to set out the on-going charges borne by members in this statement, which are the 
annual fund management charges plus any additional fund expenses (such as custody costs, but excluding 
transaction costs), which in total is known as the total expense ratio (“TER”).  The TER is paid by the 
members and is reflected in the unit price of the funds.  In accordance with regulation 25(1)(a) of the 
Occupational Pension Schemes (Scheme Administration) Regulations 1996, the Trustee is also required to 
separately disclose the transactions costs borne by members over the period.   
 
The Trustee has calculated the ‘charges’ and the ‘transaction costs’, borne by members during the Plan year 
based on information provided to the Trustee by the Plan’s investment manager taking account of the 
statutory guidance for the calculations and provision of information relating to charges and transaction costs.   
 
For these purposes ‘charges’ means Plan administration charges excluding transaction costs, costs relating to 
certain court orders, charges relating to pension sharing under the Welfare Reform and Pensions Act 1999, 
winding up costs, or costs solely associated with the provision of death benefits.  ‘Transaction costs’ are those 
incurred as a result of buying, selling, lending or borrowing investments. 
 
The table below lists the charges and transaction costs applying to all the Plan’s DC investment funds.  The 
charges paid by members relate solely to accessing the investments.  Costs associated with the provision of 
administration and communications services is met by the Trustee.  Further details are provided in the Value 
for Members section below.   
 
All charges and transaction cost information has been provided by LGIM, the Plan’s investment platform 
provider.  None of the charges or transaction cost information is missing for the year to 31 December 2020.   
 
It should be noted that, due to the universal method used to calculate transaction costs, transaction costs 
reported by the investment platform provider can be negative, meaning the price of a trade when transacted 
was lower than when the instruction to make the trade took place. 
  



 

4 
 

 

Fund Name Charges Transaction 
Costs 

Total 
Annual 
Charge 

Default 
Arrangements Annual 

Management 
Charge 

Additional 
Expenses 

Total 
Expense 
Ratio 

Flexicycle 
options Funds 

      

Accelerated 
Growth Fund 

0.19% 0.01% 0.20% 0.03% 0.23% Yes 

Moderate Growth 
Fund 

0.18% 0.01% 0.19% 0.00% 0.19% Yes 

Pre-retirement 
Fund 

0.14% 0.00% 0.14% 0.02% 0.16% Yes 

Cash Fund 0.12% 0.00% 0.12% 0.00% 0.12% Yes 

Self-Select 
Funds 

      

UK Equity Fund 0.10% 0.03% 0.13% -0.03% 0.10% No 

Ethical Global 
Equity Fund 

0.30% 0.00% 
 

0.30% 0.00% 0.30% No 

World Equity Fund 0.13% 0.00% 0.13% 0.00% 0.13% No 

World Equity 
(GBP Hedged) 
Fund 

0.15% 0.00% 0.15% 0.08% 0.23% No 

World Emerging 
Market Equity 

0.34% 0.01% 0.35% 0.02% 0.37% No 

AAA-AA-A All 
Stocks Bonds 
Fund 

0.15% 0.00% 0.15% -0.03% 0.12% No 

Property Fund 0.74% 0.12% 0.86% -0.20% 0.66% No 

HSBC Islamic 
Titans 

0.36% 0.00% 0.36% 0.03% 0.39% No 

Cash Fund 0.12% 0.00% 0.12% 0.00% 0.12% No 

 
 
For the Plan’s default arrangements, the ‘continued growth’ Flexicycle and the annuity protection Flexicycle, 
member’s investments change automatically as they approach their selected retirement age.  Depending on a 
member’s term to retirement, and therefore the asset allocation, the charges and transaction costs applied to 
a member’s investments on an annual basis will differ. 
 
In addition to the default arrangements, members also have the option to invest in a Flexicycle targeting cash 
withdrawal at retirement, and a variety of self-select investments listed above. 
 
Charges for the Plan's default arrangements are below the ‘charge cap’ of 0.75% per annum (this cap applies 
to pension schemes where members are automatically enrolled in line with legislation) during the Plan year. 
 
Pounds and pence illustration 
 
The Occupational Pension Schemes (Administration and Disclosure) (Amendment) Regulations 2018 require 
the Trustee to produce a ‘£ and pence illustration’ showing the compounded effect of charges and transaction 
costs on a member’s retirement savings.  Over a period of time, the charges and transactions costs that are 
taken out of a member’s retirement savings can reduce the amount available to the member at retirement. 
 
The following table gives a summary of the projected fund and the impact of charges and transaction costs 
from current date up to a target retirement age of 65.  The figures are presented against three member 
examples: 

■ The Plan’s youngest member; 

■ an average member; and 
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■ a member approaching retirement.  

Additionally, the table includes the performance of the funds over different time periods depending on the age 
of the member.  The Trustee has decided to show the impact of investing in four of the available investment 
options.  Whilst these funds may not be the most expensive or have the highest expected return, the Trustee 
has selected these as they have a significant amount of assets invested or are used by a significant 
proportion of the membership.  These investments and funds combined represent 98.5% of the Plan’s total 
DC assets.  These are the: 

■ Continued growth Flexicycle – the default investment option for all new members; 

■ Guaranteed income focused Flexicycle – the existing default investment option for members within 
3 years of their selected retirement date; 

■ Pre-Retirement Fund – fund with a significant amount of assets invested; and 

■ Cash Fund – fund with the lowest expected return before costs. 

The Trustee has taken account of the DWP’s statutory guidance on ‘Reporting costs, charges and other 
information: guidance for trustees and managers of occupational pension schemes’ when preparing these 
illustrations.  The assumptions used to calculate the illustrations are included at the end of this statement.  It 
is important to note that the projected fund values are shown in today’s terms.  The figures are 
produced for illustrative purposes only and are in no way guaranteed.  
 

Example 
Member 

Years 

Flexicycle – Continued 
growth option 

Flexicycle - 
Guaranteed income 

focussed option 
Pre-Retirement Fund Cash Fund 

Before 
charges 

After 
charges 

Before 
charges 

After 
charges 

Before 
charges 

After 
charges 

Before 
charges 

After 
charges 

Youngest 
member 

1 £2,300 £2,300 £2,300 £2,300 £2,300 £2,300 £2,300 £2,300 

3 £7,300 £7,200 £7,300 £7,200 £6,800 £6,800 £6,800 £6,800 

5 £12,600 £12,500 £12,600 £12,500 £11,300 £11,200 £11,200 £11,200 

10 £27,500 £27,100 £27,500 £27,100 £22,100 £22,000 £22,000 £21,900 

15 £45,200 £44,300 £45,200 £44,300 £32,600 £32,200 £32,300 £32,000 

20 £66,200 £64,600 £66,200 £64,600 £42,600 £42,000 £42,200 £41,700 

25 £91,300 £88,300 £91,300 £88,300 £52,300 £51,300 £51,600 £50,800 

30 £120,800 £116,000 £120,800 £116,000 £61,600 £60,200 £60,600 £59,600 

35 £152,100 £145,100 £152,100 £145,100 £70,500 £68,700 £69,200 £67,900 

40 £182,100 £173,000 £181,900 £172,800 £79,100 £76,900 £77,500 £75,800 

45 £208,400 £197,100 £204,200 £193,100 £87,400 £84,600 £85,400 £83,300 

49 £225,200 £212,200 £213,500 £201,200 £93,800 £90,600 £91,500 £89,000 

Average 
member 

1 £52,600 £52,500 £52,600 £52,500 £50,500 £50,500 £50,500 £50,400 

3 £67,300 £66,900 £67,300 £66,900 £60,300 £60,000 £60,100 £59,900 

5 £83,000 £82,200 £83,000 £82,200 £69,900 £69,400 £69,600 £69,200 

10 £124,400 £122,400 £124,400 £122,400 £93,200 £92,200 £92,500 £91,700 

15 £167,000 £163,600 £166,900 £163,400 £115,700 £113,900 £114,400 £113,000 

20 £207,700 £202,500 £203,600 £198,500 £137,300 £134,600 £135,400 £133,300 

24 £236,600 £229,900 £224,900 £218,500 £154,000 £150,500 £151,500 £148,800 

Member 
approaching 
retirement 

1 £69,200 £69,100 £68,800 £68,700 £67,900 £67,800 £67,800 £67,700 

3 £81,400 £81,000 £79,800 £79,500 £77,400 £77,000 £77,100 £76,900 

5 £93,200 £92,600 £90,000 £89,400 £86,700 £86,100 £86,300 £85,900 

 

Before charges – represent the savings projection assuming an investment return with no deduction of 
member borne fees or transaction costs.  
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After charges – represent the savings projection using the same assumed investment return but after 
deducting member borne fees and an allowance for transaction costs. 
 
Assessment of Value for Members (‘VFM’) 
 
The Trustee is committed to ensuring that members receive value from their Plan membership (i.e. the 
contributions invested, and the charges deducted from their Personal Accounts provide good value in 
relation to the benefits and services provided by or on behalf of the Plan).  The Trustee has undertaken a 
VFM assessment, with support from Willis Towers Watson.  In line with the requirements of the Pensions 
Regulator’s DC Code of Practice, this assessment considers the extent to which services paid for by 
members offer good value relative to those costs.  It also considers more generally the range and quality 
of services and benefits associated with Plan membership.   
 
Whilst it is difficult to give a precise legal definition of “good value”, in forming its conclusions, the Trustee 
considered matters including the Plan’s management and governance, administration, investment governance 
and communications and the general characteristics of the Plan’s membership.   
 
The table below provides the high-level results of this year’s assessment carried out on 7 April 2021.  The 
assessment was undertaken taking account of the Pensions Regulator’s Code of Practice No.13 (Governance 
and administration of occupational trust-based schemes providing money purchase benefits).  Whilst the legal 
requirements of VFM assessments only focus on the benefits and services that are paid for by members, the 
Trustee has also considered the broader value provided to members which is not paid for by the member).   
 
 

 
 
The ratings are unchanged from last year’s assessment.  Only the highest two rating categories have been 
applied to the Plan in this year’s assessment: 
 

 Benefit service category and description Paid for 
by 

Value for 
Members 

Broader 
Value 

1. Charges 
The competitiveness of the charges through benchmarking against 
both legislative and market comparators and research. 

Members   

2. Scheme governance and management 
Oversight and governance of the Trustee, ensuring the Scheme is 
compliant with relevant legislation, such as the charge cap, holding 
regular meetings to address issues that may impact members. 

Trustee/ 
Company 

  

3. Investment 
The range and appropriateness of the investment options and 
strategies, as well as the objectives of the funds and performance 
against these objectives. 

Members   

4. Administration 
Oversight of the efficiency of the administration processes and the 
performance of the administrator, not only in terms of cases 
completed but also considering any complaints received, how these 
were dealt with and interactions with members. 

Trustee/ 
Company 

  

5. Communications 
The quality and range of communications provided and available to 
members in written form, face to face and online, as well as support 
services available to members. 

Trustee/ 
Company 

  

 
Key: 

Excellent value  Good Value  Sufficient Value  Poor Value  Not Relevant  
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‘Excellent value’ – A scheme offers excellent value for members if the scheme demonstrates it offers 
services that are of good / excellent quality and meet the specific needs of the membership.  This would 
typically mean that the VFM assessment demonstrates several areas of strength and has no areas of 
weakness. 
  
‘Good value’ – A scheme offers good value for members if the scheme demonstrates it offers services that 
are of reasonable or good quality and broadly meet the specific needs of the membership.  This would 
typically mean that the VFM assessment demonstrates some areas of strength with few areas of weakness. 
 
It should be noted that when assessing value, this does not necessarily mean the lowest cost or fee, the 
Trustee considers the overall quality of the services members receive and considers whether the cost of this 
provides value for money.  The Trustee’s assessment included a review of the performance of the Plan’s 
investment funds (after all charges) in the context of their investment objectives.  This is carried out by the 
investment sub-committee at quarterly intervals.  The investment returns on the funds, which are largely 
passive investments, were in line with their stated objectives over the Plan year. 
 
The Trustee has concluded that overall, the Plan provides ‘Excellent value’ for its members because the 
charges borne by members are competitive, both in absolute terms (i.e. when compared to typical levels of 
charges in the pensions market) and in relative terms (i.e. when considered in the context of the range and 
quality of services and benefits associated with Plan membership for which the member does not bear the 
cost).    
 
There are many other factors that contribute to the Trustee’s rating of ‘Excellent value’, in particular: 

■ Charges for the Plan's default arrangements are below the ‘charge cap’ of 0.75% per annum (this cap 
applies to pension schemes where members are automatically enrolled in line with legislation).  The 
transaction costs incurred by the investments are reasonable and are a necessary result of investing 
members contributions. 

■ Members have access to various investment options, all of which have competitive fund management 
charges, and have been designed based on the Plan’s membership demographics. These include 
Flexicycles that target different retirement options and provide members with a range of self-select 
investment options.  All investment options have performed in line with the Trustee’s expectations and 
the objectives stated in the SIP. 

■ Members do not currently pay for the Plan’s administration costs, professional adviser costs or any 
costs (other than fund management) associated with the operation of the Plan. 

■ The Trustee’s advisors have confirmed that the fund charges are competitive for the types of fund 
available to members.  The default charges have been benchmarked against Willis Towers Watson’s 
2020 FTSE 350 DC survey results. 

■ The Trustee is pleased with the quality and efficiency of the administration processes and 
performance over the year.  In particular, given the challenges raised by the pandemic and the forced 
transition to home working.  

■ Members are provided with high quality communications. 

■ The high level of oversight and governance provided by the Trustee and its sub-committees 
(investment, governance and communications sub-committees). 

■ The availability of salary sacrifice arrangements. 

■ Members have access to flexible retirement options and support on a basis which is in-keeping with 
similar schemes. 

 

 



 

8 
 

Trustee Knowledge and Understanding (‘TKU’) 

The Trustee Directors are required to maintain appropriate levels of knowledge and understanding to run the 
Plan effectively and are committed to completing training either at relevant meetings or by personal study.  
Taking into account the knowledge and experience of the Trustee Directors with the specialist advice (both in 
writing and whilst attending meetings) received from the appointed professional advisors (e.g. investment 
consultants, legal advisors), the Trustee Directors believe they are well placed to exercise their functions as 
Trustee Directors of the Plan properly and effectively. 
 
All Plan documents are reviewed by the Trustee and are available on a dedicated and secure Trustee 
website.  At Trustee meetings, key Plan documents are referred to and reviewed if required to ensure these 
are being adhered to correctly when making decisions, including when deciding individual member cases.  
The Trustee Directors are conversant with the Plan’s SIP, Trust Deed and Rules and various documents 
setting out the Trustee’s policies and procedures.  The Trustee understands when these documents require 
review, when and how to make changes to these documents and policies.  The Trustee also believes that it 
has sufficient knowledge of the legal and regulatory requirements relating to pensions and trusts and of the 
relevant principles relating to the funding and investment of occupational pension schemes to fulfil their duties. 
 
There is a training log in place which is set up to meet the needs of the Trustee to ensure its knowledge is up 
to date.  The training log is monitored regularly in line with best practice to ensure that gaps in knowledge are 
identified and external specialist training can be arranged as necessary.  All the Trustee Directors are 
committed to completing training, either at relevant meetings or by personal study. 

Evidence of conversance and knowledge of the key Plan documents over the reporting period included:  

■ reviewing and updating the SIP to ensure this accurately reflected the Trustee’s aims and objectives 

and to make sure that the full details of the DC investment structure and strategy continued to be 

accurately documented following the changes to the investment strategy (the SIP is formally reviewed 

at least every three years, or earlier where there is any changes to the investment strategy or 

legislation); 

■ reviewing the conflicts of interest and cyber security policies. 

During the Plan year, the Trustee’s approach to meeting the TKU requirements included: 

■ receiving training sessions from its advisers during quarterly meetings to ensure the Trustee maintains 
an appropriate level of knowledge and understanding of current and general issues affecting pensions 
(2020 training topics included: 21st century trusteeship, flexible retirement option and advised /non-
advised annuities, conflicts of interest and discretionary cases);  

■ ‘hot topics’ and general updates being presented to the Trustee Board during regular meetings, as 
well as details of forthcoming training events; 

■ recently appointed Trustee Directors completed or are in the process of completing the Pensions 
Regulator’s Toolkit (two Trustees appointed in March 2020 and one in March 2021) and are given a 
due date of six months to complete this.  New Trustee Directors are also provided training on pensions 
by the pensions team.  All other Trustee Directors have completed the relevant modules of the Toolkit;  

■ the Trustee Directors attend external events and webinars and provide feedback to the wider group at 
quarterly meetings; and 

■ training needs were regularly discussed during the Plan year.  The Trustee’s advisers continue to 
recommend potential training topics for the Trustee to consider.  A training plan for topics has been 
agreed with its advisers for 2021. 

Taking account of actions taken individually and as a Trustee body, and the professional advice available to 
them, the Trustee is satisfied that it has met the relevant legislative requirements in this area. 
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The Governance Sub-committee reviews on an annual basis what training is deemed necessary, taking into 
account training that has been done over recent years, market developments and forthcoming Plan activity. 
 
The Trustee has worked with Willis Towers Watson to review the Plan’s compliance with the Pensions 
Regulator’s DC Code of Practice in February 2021.  Based on the findings of the review, the Trustee 
determined that the Plan was compliant with all legal requirements and the Plan met 147 of the Pensions 
Regulator’s 148 expectations.   
 
The Trustee also determined that it had exceeded the expectations of the Pensions Regulator in two areas, 
firstly because of the effective way the Trustee operates sub-committees to assist with decision making and 
the governance of the Plan, and secondly because the Trustee continues to provide members with engaging 
communications and support. 
 
The Trustee Directors use their combined knowledge and understanding to: 

■ Manage the Plan effectively, in line with its governing documents. 

■ Ensure that Plan specific policies and procedures continue to be appropriate. 

■ Operate a communications approach which positively supports member education and retirement 
planning.  

The Trustee Directors have also taken advice from specialist pensions (Willis Towers Watson), investment 
(Willis Towers Watson) and legal (CMS Cameron McKenna and Hogan Lovells) advisors, to help them to 
achieve their goals effectively for the year.  Relevant advisors are present at Trustee and sub-committee 
meetings.  The Trustee reviews its advisors on an annual basis.  The professional advisors proactively raise any 
changes in governance requirements and other relevant matters as they become aware of them and will 
typically deliver training on such matters at Trustee meetings or specific training sessions.   

The Trustee Board is made up of a diverse group of Trustee Directors.  There is representation from all parts of 
the business and the Member Nominated Director appointment process is designed to promote diversity on the 
Board. 

Additional Voluntary Contributions (AVCs) 
 
There are a number of AVC arrangements linked to the Plan’s DB Section.  Most AVCs are now invested in 
the same funds available to the Plan’s DC Section.  The exceptions to this are with-profits funds with Aviva 
and Prudential, and a Prudential Deposit fund.  This is due to the complexity of these products and the 
potential disadvantages to members of exiting these funds prior to retirement.   
 
The Trustee moved assets from Utmost Life and Pensions (formerly held with Equitable Life) to the AVC 
arrangement linked to the funds available to the Plan’s DC Section in Q1 2020.  
 
The Trustee has concluded that the AVC arrangements represent ‘good value’ for money for members.  
 
 
The Statement regarding DC Governance was approved by the Trustee and signed on its behalf by: 
 
Chair of the Trustee Company 
Cummins UK Pension Plan  
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Pounds and Pence Illustration – Assumptions  

1. Each member has a different amount of savings within the Plan and the amount of any future 
investment returns and future costs and charges cannot be known in advance, the Trustee has had to 
make a number of assumptions about what these might be. 

2. Projected retirement account values are shown in today’s terms and do not need to be adjusted for 
future inflation. 

3. The illustrations are estimates and are not guaranteed.  They should not be relied upon to make 
investment decisions.  They do not indicate the likely variances and volatility in the possible outcome 
from each fund.  The illustrations are only for the purpose of understanding the long-term effect of 
charges on pension saving in the different investment fund available in the Plan fund range. 

4. Contributions and costs/charges that are shown as a monetary amount reduction are paid halfway 
through the year. 

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

6. Charges and costs are deducted before the application of investment returns. 

7. Charges and transaction cost information has been provided by Legal and General Investment 
Management, the Plan’s platform provider. 

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

9. Contributions are assumed from age 16 to 65 and increase in line with assumed earnings inflation of 
0% per year in real terms. 

10. The real projected annual growth rates for each fund are as follow: 

• Flexicycle – continued growth option – from 0.65% to 3.51% (adjusted depending on term 
to retirement) 

• Flexicycle – Guaranteed income focused option – from -0.37% to 3.51% (adjusted 
depending on term to retirement). 

• Pre-Retirement Fund – -0.77%. 

• Cash Fund – -0.88%. 

11. Transactions costs have been provided by Legal and General Investment Management and cover the 
period 1 January 2018 to 31 December 2020. Transaction costs have been averaged by WTW using 
a time-based approach.  

12. Illustrations are rounded to the nearest £100 for simplicity. 

13. The Plan’s normal retirement age is 65. 

14. Example members: 

• Youngest member: age 16, total contribution: £2,300, starting fund value: nil, contribution 
rate: core + 4% matched. 

• Average member: age 41, total contribution: £5,300, starting fund value: £45,600, 
contribution rate: core + 3% matched. 

• Member approaching retirement: age 60, total contribution: £5,300, starting fund value: 
£63,100, contribution rate: core + 3% matched. 
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Section 1: Introduction 
This document is the Annual Implementation Statement (“the Statement”) prepared by the Trustee of 

the Cummins UK Pension Plan (“the Plan”) covering the Plan year to 31 December 2020 (“the year”) 

for all of the Defined Benefit (“DB”), Defined Contribution (“DC”) and Additional Voluntary Contribution 

(“AVC”) sections.  

The purpose of this Statement is to: 

■ Detail any reviews of the Statement of Investment Principles (“SIP”) the Trustee has undertaken 
and any changes made to the SIP over the year as a result of the review. 

■ Set out the extent to which, in the opinion of the Trustee, the Plan’s SIP, required under section 35 
of the Pensions Act 1995 (as amended by the Pensions Act 2004 and regulations made under it), 
has been followed during the year. 

■ Describe the voting behaviour by, or on behalf of, the Trustee over the year (including most 
significant votes) and state any use of services of a proxy voter during that year. 

A copy of this Statement will be made available on the following website alongside the Plan’s SIP and 

the SIP Appendix documents: 

https://www.cumminsukpensions.co.uk/ 

In summary, the Trustee considers that all SIP policies and principles were adhered to over the 

year. 

  

https://www.cumminsukpensions.co.uk/
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Section 2: SIP reviews/changes over the 
year 
The SIP was reviewed and updated during the year, with the following versions being signed off by the 

Trustee over the year: 

1. August 2019 - The SIP in place at the start of the year. 

2. February 2020 - An updated SIP as part of the annual review conducted by the Trustee. 

3. October 2020 - The most recent version of the SIP which was updated to be more succinct and 

easier to read. This was formally adopted by the Trustee in December 2020 and published on 

Cummins’ website.  

Updates to the Plan’s SIP over the year were mainly carried out in response to the Shareholders 

Directive II legislative requirements to set out the Trustee’s policies on: 

■ How the arrangement with the Investment Managers incentivises the Investment Managers:  

■ To align its investment strategy and decisions with the Trustee’s policies 

■ To make decisions based on assessments about medium to long-term financial and non-
financial performance and engage with issuers of relevant securities to improve medium to 
long-term performance 

■ How the method (and time horizon) of the evaluation of the Investment Managers’ performance 
and the remuneration for asset management services are in line with the Trustee’s policies. 

■ How the Trustee monitors portfolio turnover costs incurred by the Investment Managers, and how 
they define and monitor targeted portfolio turnover or turnover range. 

■ The duration of the arrangement with the Investment Managers. 

In addition, the Trustee took the opportunity to undertake a wider review of the SIP with the aim of 
simplifying the document, making it more reader friendly for members.  

SIP Appendix 

As part of the review to simplify the SIP over the year, the Trustee decided to remove detail in relation 
to the DB arrangements in the SIP Appendix with regards to specific holdings and allocations.  

Following the triennial investment strategy review of the DC Section over early 2020 and updated DC 

strategy, the Trustee updated the SIP Appendix accordingly to reflect the new arrangements for the 

October 2020 iteration. 

The SIP Appendix document was subsequently split into two new documents: the SIP Appendix, 
covering the DC and AVC sections, and the SIP DB Appendix for the DB section.
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Section 3: Adherence to the SIP 
Overall, the Trustee believes the policies outlined in the SIP have been adhered to during the year. In 

this section we set out how this has been achieved. To this end, the remainder of this Statement 

specifically focuses on the SIP agreed in October 2020 as all of the fundamental elements that were 

included in the August 2019 and February 2020 iterations are also included in the October 2020 SIP.  

Introduction and third-party service providers 

This section provides the relevant introductory and background rather than setting out any Trustee 

policies. 

Objectives 

DB Section 

The Trustee’s long-term objective, as outlined in the SIP, is to reach 103% funding on a self-

sufficiency basis by the end of 2028. The current investment strategy and risk management policies in 

place are structured to support this objective. As such, evidence of adherence to the policies relating 

to the investment strategy and risk management policies in the SIP will act to also evidence support 

the Trustee’s long-term objective. 

DC Section 

The Trustee’s Objective, as outlined in the SIP, is to facilitate members in accumulating enough capital 

to meet their retirement objectives. The current investment strategy and risk management policies in 

place are structured to support this objective. As such, evidence of adherence to the policies relating 

to the investment strategy and risk management policies in the SIP will act to also evidence support 

the Trustee’s long-term objective. 

Investment strategy 

Below we set out the Trustee’s approach and actions taken over 2020 with regards to the DB and DC 

investment strategy outlined in the SIP. 

SIP Policy 

Area 
Approach r Actions over 2020 

Investment 

strategy 

• To manage and monitor its 

investments efficiently, the Trustee 

has delegated responsibility for 

investment decisions to the 

Investment Sub-Committee (“ISC”). 

• The ISC meets at least on a quarterly 

basis to review the portfolio and any 

relevant investment matters. 

• The ISC met 21 times to review and monitor the 

performance of the portfolio including the 

progression towards the long-term funding level 

objective. This is inclusive of a period of fortnightly 

meetings held between March and May 2020 

following the COVID 19 outbreak, where additional 

operational and liquidity factors were monitored 

closely. 
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• The ISC conducts investment strategy 

reviews at least triennially and 

receives investment advice on an 

ongoing basis to assess the suitability 

of the Plan’s portfolio from the 

perspective of member suitability (for 

the DC Section), risk, return and 

liquidity. The last full investment 

strategy review was conducted in 

2018 for the DB Section, and 2020 for 

the DC Section. 

• On the DB Section, the ISC has 

implemented a well-diversified 

portfolio that is expected to deliver an 

annual return above gilts of 1.9%. As 

part of this, the ISC makes use of 

liability driven investments to 

maximise the liability hedge ratio on 

interest rate and inflation risk, 

protecting the Plan’s funding level 

from large liability present value 

moves and allowing the return-

seeking assets to close the funding 

level gap. A portion of the longevity 

risk is hedged through the purchase of 

a deferred buy-in starting in 2022. 

• The ISC receives quarterly manager 

monitoring reports as well as ongoing 

manager research updates on 

significant manager or investment 

fund developments.  

• The ISC works with its Investment 

Advisor on an ongoing basis to ensure 

there is enough cash available at any 

point in time to meet benefit 

payments.  

• The ISC is provided with live 

monitoring of the Plan’s estimated 

funding level position and portfolio risk 

and return characteristics via the 

WTW Asset Liability Suite (“ALS”) 

which the Trustee can access on a 

daily basis. 

• The Trustee has an Integrated Risk 

Management (“IRM”) framework in 

place which it refers to on an ongoing 

basis and looks to address covenant, 

investment and funding level risks 

present. 

• In early 2020, the Plan’s DB Section hit a downside 

trigger as determined by the established Dynamic 

Risk Management framework in place. The Trustee 

convened and agreed not to go ahead with any 

action given the nature of the market fall which had 

led to the trigger. Over the coming months, the 

funding level recovered in line with the central 

funding level journey plan.  

• The ISC conducted a review of the competencies 

required by the ISC collectively to help highlight any 

current and future governance constraints.  

• The ISC conducted a review of its investment beliefs 

across the DB and DC Sections.  

• In February 2020, the ISC conducted a scenario 

stress test centred on an adverse market crash to 

run through the decision-making processes and 

procedures which the ISC would follow should such 

an event unfold, resulting in an updated dynamic risk 

management framework process being put in place 

which included an updated member communication 

protocol, ultimately aiding the ISC with its decision-

making during the market volatility experienced over 

Q1 2020 as a result of the COVID-19 pandemic. 

• The ISC implemented a leveraged equity facility with 

its LDI manager to provide the Plan with access to 

more flexible sources of liquidity in a scenario where 

a capital call is made on the LDI and liquidity 

elsewhere in the portfolio is scarce.   

• The ISC conducted a review of the quarterly 

monitoring it receives to consolidate monitoring 

items and implement more enhanced monitoring.  

• The ISC received training on the Integrated Risk 

Management (“IRM”) framework over the year and 

developed and refined the associated risk register 

for the Plan.  

• The ISC received training and reviewed the 

allocations in the portfolio to Diversifying Strategies 

and Credit following the COVID 19 outbreak. At the 

time of writing, the ISC is still in the process of 

concluding the outcome of these reviews. 

• Following the completion of the triennial investment 

strategy review, the Trustee agreed to replace the 

existing default annuity focused at-retirement 

strategy with the new default balanced drawdown-

focused (“Balanced”) at-retirement strategy. The 

Balanced strategy has also replaced the existing 

Drawdown focused lifestyle strategy option. This 

new Balanced strategy is expected to better match 

employees likely at-retirement choices and it is a 

closer match to the trend among DC schemes to 
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Investment managers 

Below we set out the Trustee’s approach and actions taken over 2020 with regards to the Investment 

Manager arrangements outlined in the SIP. Investment Manager stewardship practices are discussed 

in the next section of this Statement. 

SIP Policy Area Approach Actions over 2020 

Investment Manager 

arrangements 

• Each Investment Manager is chosen 

for a targeted asset class or market 

exposure within the Plan’s investment 

strategy. 

• The Trustee focuses on longer-term 

outcomes when assessing 

Investment Manager performance. 

The Trustee would not expect to 

terminate a manager’s appointment 

based purely on short term 

performance. 

• Investment Managers’ investment 

and risk guidelines, including 

prescribed benchmarks, help govern 

their investment mandates, thereby 

limiting the deviation from the Plan’s 

investment policy objectives in 

relation to the kinds of investments 

held, the balance between different 

kinds of investments, risks, including 

the ways in which risks are measured 

and managed, the expected return on 

• The ISC reviewed manager performance 

against the objectives of the fund, the 

benchmark and wider asset class universe 

throughout the year as part of its quarterly 

monitoring process in addition to the 

Investment Advisor’s ongoing monitoring 

activities. 

• The ISC concluded the switch of two 

Diversifying Strategies funds in the DB 

Section following a revised view from the 

Investment Advisor on the best-in-class 

Merger Arbitrage manager and a switch from 

Momentum to a more diversified Alternative 

Risk Premia strategy in the context of the 

Plan’s overall strategy and objectives.  

• The Plan’s Private Markets portfolio is 

reviewed by the Trustee on at least an 

annual basis due to the illiquidity of this 

layer. The review of this mandate concluded 

the current managers in this layer remained 

appropriate, and in order to maintain the 

offer drawdown-oriented strategies as the default 

option for members. Additionally, the Flexicycle has 

been simplified to offer three Lifestyle strategies 

targeting Balanced, Annuity and Lump Sum.  The 

Trustee communicated these changes to the 

membership prior to the changes formally taking 

place on 1 December 2020.  

• The existing AVC default lifestyle which targets 

Lump Sum at retirement was retained as it continues 

to be the most appropriate default strategy for AVC 

members.  

• The ISC received training on Master Trusts and 

drawdown options available to DC members for the 

ISC to consider in order to aid members once they 

reach retirement. 
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investments, the realisation of 

investments, and financially material 

considerations. 

• The DB Section invests with multiple 

Investment Managers for the 

implementation of the DB Section’s 

investment strategy, which provides 

additional mitigation of any single 

manager being misaligned. 

• The DC Section only invests in 

pooled investment funds through a 

platform provider (LGIM), and these 

are predominantly passive funds 

• The Trustee receives MiFID II 

compliant costs and charges 

reporting on an annual basis that 

covers all costs incurred by 

Investment Managers and 

Investment Advisor, including costs 

associated with portfolio turnover.  

 

target allocation to this layer the ISC agreed 

to commit to two additional funds over 2020. 

• Following a period of negative performance 

in the Diversifying Strategies layer in the DB 

Section, the ISC conducted a thorough 

review of each of the underlying strategies to 

this mandate with assistance from the 

Investment Advisor to re-affirm the suitability 

of these strategies and managers on a 

forward looking basis. As part of this review, 

the ISC decided to increase the allocation to 

its Reinsurance manager in July 2020 

following an increased positive outlook for 

the strategy. 

• The ISC reviewed the main DC funds 

against the universe for 2020 and 3 years in 

terms of absolute and risk adjusted return, 

concluding that the current fund selection 

remains appropriate for the Plan’s members. 

A similar exercise was carried out on the DB 

Section, also concluding the current 

manager line up remained appropriate 

ahead of the 2021 investment strategy 

review. 

• In March 2020 the Trustee received and 

reviewed the annual MiFID II cost and 

charges report for 2018.  

 

Social, environmental and ethical issues 

Below we set out the Trustee’s approach and actions taken over 2020 with regards to social, 

environmental and ethical issues outlined in the SIP. Further information on manager voting and 

engagement practices is provided in Section 4 of this Statement. 

SIP Policy Area Approach r Actions over 2020 

Stewardship and 

Environmental, Social 

and Governance 

(“ESG”) considerations 

• The ISC conducts Sustainable 

Investment (“SI”) reviews of 

Investment Managers on an annual 

basis, including meeting with relevant 

Investment Managers to ensure their 

stewardship policies and activities 

align well with the Trustee’s. The 

review includes the Investment 

Advisor’s SI assessment of each 

manager in the portfolio. 

• The ISC undertook its’ annual corporate 

governance review of its Investment 

Managers in February 2020 and concluded 

it was comfortable with the current position 

of its Investment Managers with no weak 

areas identified, and neutral rated funds 

being engaged with by the Investment 

Advisor on the Trustee’s behalf. The 

Trustee also reviewed its own ESG policy 

and concluded it remained suitable.  
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• If, following engagement with the 

Investment Manager, it is the view of 

the Trustee that the degree of 

alignment between the policies of 

the Trustee and an Investment 

Manager remain unsatisfactory, the 

manager will be terminated and 

replaced. 

• The ISC looks to implement explicit 

ESG considerations into its 

investments as much as is 

practicable. Current strategies with 

explicit ESG tilts include the 

Adaptive Capped Equity funds in 

both the DB and DC sections and 

the Market Neutral Equity fund in the 

DB Section. Self-select funds in the 

DC Section also include options to 

invest in an ethical focussed equity 

fund and an Islamic focussed equity 

fund. 

• The Trustee accesses the services 

of Hermes EOS, a stewardship 

services provider which works to 

engage with the underlying security 

issuers in the Adaptive Capped 

Equity fund in the DB Section of the 

Plan and public institutions, as well 

as offering voting advice to the 

manager on relevant issues. The 

Trustee believes services provided 

by Hermes EOS enhance the Plan’s 

voice on ESG matters which align 

closely with the Trustee’s policies 

through the scale and resources of 

Hermes EOS. 

• The ISC received training on SI 

developments in relation to the broader 

market, as well as the engagement policies 

and activities carried out by the Investment 

Managers and Hermes EOS. The ISC also 

reviewed the Investment Advisor’s 

approach to SI in the way it reviews 

Investment Managers and engages with 

them and the wider industry.  

• The ISC conducted a review of the 2019 

manager voting record and engagement 

plans, concluding it was satisfied that it 

was broadly in line with the Trustee’s 

policies and expectations. 

• As part of the review conducted on the 

Investment Advisor’s objectives, the ISC 

included an explicit objective on ESG 

considerations weighted at 5% of the 

overall objectives.  

 

Other matters 

Derivatives 

The Plan does not invest directly in any derivative instruments. 

AVCs 

The AVC fund range was reviewed in conjunction with the DC fund range as part of the 2020 

investment strategy review. 

Risk Management 



8 Cummins UK Pension Plan 

 Willis Towers Watson Confidential 

The Trustee recognises several risks involved in the investment of the Plan’s assets in the SIP. The 

risks are mitigated and considered when setting investment policies and the associated investment 

strategy. The Trustee’s IRM framework aims to capture and codify the key risks which the Plan is 

exposed to, aiding the Trustee in its monitoring of these risks on an ongoing basis. This encompasses 

risk capacity and appetite, strategies and processes to manage and monitor these risks and drawing 

out procedures involved in enacting any contingency plans in the event of adverse scenarios. These 

risks are monitored and reported on periodically. The Trustee received further training on developing 

the IRM framework further in February 2020 which led to a review conducted by the ISC.  

The ISC has implemented the following tools and procedures to help manage the risks identified in the 

SIP: 

■ The ALS portal provides daily updated estimated funding level, risk and return metrics for the DB 
Section. 

■ The Trustee receives regular Sponsor updates, with a representative of the Sponsor serving on 
the ISC on a permanent basis. 

■ The ISC reviews the liquidity of the DB Section portfolio at least on an annual basis. Cashflow 
movements and requirements are monitored by the Trustee on an ongoing basis and cash 
disinvestments managed by the Trustee with assistance from the Investment Advisor. 

■ A well-diversified range of investments in terms of asset class, geography, return drivers and risks. 

■ Quarterly investment performance monitoring reports. 

■ A process whereby manager research updates are shared with the Trustee in a timely manner, 
where these signal significant updates to the status of the Investment Managers by the Investment 
Advisor which could lead to Trustee action. 

■ A liability driven investment portfolio is utilised to match the majority of the Plan’s liability interest 
rate and inflation sensitivities; a deferred pensioner buy-in to hedge a portion of the Plan’s 
longevity risk.  

■ Investments are largely hedged against foreign currency movements, although an appropriate 
level of foreign currency exposure is maintained in both Sections given the costs, risks and time 
horizon associated with hedging foreign currency exposure. 

■ An appropriate default lifecycle strategy for DC members’ needs and an associated member 
communications strategy to maximise member engagement. 

■ Annual costs and charges reviews of fees incurred from Investment Managers and the Investment 
Advisor.  
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Section 4: Engagement and voting  
The Trustee’s stewardship policy is set out in the SIP and was reviewed as part of the review of the 

SIP in February 2020.  

The Trustee has delegated the day-to-day ESG integration and stewardship activities (including voting 

and engagement) to its Investment Managers.  

The tables below set out the voting activities of the Plan’s Investment Managers over 2020 on behalf 

of the Plan which invest in securities with associated voting rights (i.e. listed equity). Furthermore, 

information is provided on the Investment Manager’s use of proxy voting services, as well as some 

examples of votes cast that both the Investment Manager and the Trustee deems to be significant.  

Voting statistics - DB Section SSGA RAFI Equity* 
AMX SSGA Adaptive 
Capped ESG Equity** 

LGIM Heitman Global 
Prime Property 

Number of meetings eligible to vote 3,088 1,653 123 

Number of resolutions eligible to vote on 37,782 21,985 1,213 

Proportion of eligible resolutions voted on 99.4% 100.0% 100.0% 

Proportion of resolutions voted with management 88.5% 88.2% 85.2% 

Proportion of resolutions voted against 
management 

9.0% 11.8% 14.7% 

Proportion of eligible resolutions abstained from 0.8% N/A 0.2% 

Proportion of eligible to attend meetings where 
voted at least once against management 

 N/A 52.3% 5.8% 

Proportion of resolutions voted contrary to the 
proxy advisor (if applicable) 

 N/A N/A 0.4% 

 

Voting statistics - DC 
Section 

Accelerated 
Growth 

Moderate 
Growth 

UK Equity 
Ethical 
Global 

Equity Index 

World 
Equity 

Index*** 

World 
Emerging 
Markets 

Equity Index 

HSBC 
Islamic 
Titans 

Number of meetings 
eligible to vote 

4,879 10,973 1,027 1,248 3,659 4,346 108 

Number of resolutions 
eligible to vote on 

55,819 112,453 13,941 17,763 42,494 37,948 1,605 

Proportion of eligible 
resolutions voted on 

99.7% 98.8% 99.9% 99.8% 99.1% 99.8% 97.0% 

Proportion of 
resolutions voted with 
management 

81.4% 82.0% 93.1% 83.7% 81.8% 85.6% 87.4% 

Proportion of 
resolutions voted 
against management 

18.0% 17.5% 7.0% 16.2% 17.7% 12.9% 12.6% 

Proportion of eligible 
resolutions abstained 
from 

0.5% 0.6% 0.0% 0.1% 0.5% 1.5% 0.0% 

Proportion of eligible to 
attend meetings where 
voted at least once 
against management 

6.0% 6.3% 3.3% 5.2% 6.0% 5.0% 57.4% 

Proportion of 
resolutions voted 
contrary to the proxy 
advisor 

0.3% 0.2% 0.8% 0.6% 0.3% 0.0% 9.0% 
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*Proportion of resolution statistics will do not sum to 100 due to the Manager reporting on eligible (not voted) resolutions and 
Say on Pay resolutions being classified as a separate category to the For/Against/Abstain options.  

**Voting and engagement activities undertaken by Hermes EOS on behalf of SSgA on the Asset Managers Exchange (“AMX”) 
platform. 

***Includes both GBP hedged and unhedged share classes. 

Notes: Data sourced from investment managers. The totals of ‘Proportion of resolutions voted with management’, ‘Proportion of 
resolutions voted against management and ‘Proportion of eligible resolutions abstained from’ may not sum due to rounding. 

Investment Manager Use of Proxy Voting 

Legal & General 
Investment 
Management (LGIM) 

LGIM’s Investment Stewardship team uses Institutional Shareholder 
Services’ (“ISS”) ‘ProxyExchange’ electronic voting platform to 
electronically vote clients’ shares. All voting decisions are made by LGIM 
and LGIM do not outsource any part of the strategic decisions. To ensure 
LGIM’s proxy provider votes in accordance with LGIM’s position on ESG, 
LGIM have put in place a custom voting policy with specific voting 
instructions. LGIM retain the ability in all markets to override any vote 
decisions, which are based on their custom voting policy. The Investment 
Stewardship team also uses the research reports of Institutional Voting 
Information Services (IVIS) to supplement the research reports that we 
receive from ISS for UK companies when making specific voting 
decisions. 

State Street Global 
Advisors (SSGA) 

SSGA has contracted the services of a third-party provider - ISS - to assist 
SSGA with the management of the voting process and provide inputs into 
our research of shareholder meetings. SSGA use ISS as: 

• a proxy voting agent providing SSGA with vote execution and 
administration services; 

• SSGA’s trusted resource for applying Proxy Voting Guidelines; and  

• SSGA’s provider of research and analysis relating to general 
corporate governance issues and specific proxy items. 

In addition to ISS, State Street Global Advisors has access to proxy 
research from a number of global and regional providers including Glass 
Lewis & Co. and the Institutional Voting Information Service.  
Research and data provided by these third parties complement our in-
house analysis of companies and individual ballot items. All final voting 
decisions are based on State Street Global Advisor’s proxy voting policies 
and in-house operational guidelines. 

Hermes EOS (on 
behalf of SSgA on 
AMX) 

Hermes EOS is a stewardship services provider that provides company 
voting, engagement and public policy voting activity on behalf of the AMX 
SSGA Adaptive Cap ESG Fund. Hermes EOS provide engagement-led 
voting recommendations where possible, tailored to individual company 
circumstances and utilising a three-tier framework to guide voting policy 
which considers country specific policies, regional EOS corporate 
governance principles and overarching global voting guidelines. Hermes 
executive voting recommendations directly for the Fund, and both SSgA 
and AMX have the ability to override voting recommendations, although 
this option has not yet been exercised.  

HSBC 

HSBC use the voting research and platform provider Institutional 
Shareholder Services (ISS) to assist with the global application of our own 
bespoke voting guidelines. ISS reviews company meeting resolutions and 
provides recommendations highlighting resolutions which contravene 
HSBC’s guidelines.  
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Investment Manager Significant votes 

LGIM 

Qantas Airways Limited. 23/10/2020, support management - Approve 
Remuneration Report. 
LGIM wanted to ensure the impact of the COVID crisis on the company's 
stakeholders was appropriately reflected in the executive pay package. LGIM 
supported the remuneration report given the executive salary cuts, short-term 
incentive cancellations and the CEO's voluntary decision to defer the vesting of 
the long-term incentive plan (LTIP), in light of the pandemic.  

International Consolidated Airlines Group. 07-Sep-20, against management - 
Approve Remuneration Report. 
The COVID-19 crisis has negatively impacted this airline company's financial 
performance and business model. At its 2020 AGM the remuneration report for the 
financial year to 31 December 2019 was submitted to a shareholder vote. LGIM 
were concerned about the level of bonus payments, which are 80% to 90% of their 
salary for current executives and 100% of their salary for the departing CEO. LGIM 
noted that the executive directors took a 20% reduction to their basic salary from 1 
April 2020. However, whilst the bonuses were determined at the end of February 
2020 and paid in respect of the financial year end to December 2019, LGIM would 
have expected the remuneration committee to exercise greater discretion in light 
of the financial situation of the company, and also to reflect the stakeholder 
experience (employees and shareholders).  

Barclays. 07/05/2020, supported management - Approve Barclays' 
Commitment in Tackling Climate Change. 
The resolution proposed by Barclays sets out its long-term plans and has the 
backing of ShareAction and co-filers. 

Olympus Corporation. 30/07/2020, against management - Elect Director 
Takeuchi, Yasuo' at the company's AGM. 
LGIM expressed concern about the lack of gender diversity on the company’s 
board. The lack of gender diversity is also a concern for below board level. 

The Procter & Gamble Company (P&G). 13/10/2020, supported management - 
Report on effort to eliminate deforestation. 
P&G uses both forest pulp and palm oil as raw materials within its household 
goods products. The company has only obtained certification from the Roundtable 
on Sustainable Palm Oil for one third of its palm oil supply, despite setting a goal 
for 100% certification by 2020. Two of their Tier 1 suppliers of palm oil were linked 
to illegal deforestation. Finally, the company uses mainly Programme for the 
Endorsement of Forest Certification (PEFC) wood pulp rather than Forestry 
Stewardship Council (FSC) certified wood pulp. Only FSC certification offers 
guidance on land tenure, workers', communities and indigenous people's rights 
and the maintenance of high conservation value forests. Palm oil and Forest Pulp 
are both considered leading drivers of deforestation and forest degradation, which 
is responsible for approximately 12.5% of greenhouse gas emissions that 
contribute to climate change. The fact that Tier 1 suppliers have been found to 
have links with deforestation calls into question due diligence and supplier audits. 
Following a round of extensive engagement on the issue, LGIM decided to support 
the resolution. 

SSGA 

Exxon Mobil Corp Common Stock USD. 27/05/2020, support management - 
Community Environment Impact. 
This proposal merits support as the company's environmental disclosure and/or 
practices can be improved. 

AT&T Inc Common Stock USD 1.0. 24/04/2020, Abstain - Advisory Vote to 
Ratify Named Executive Officers' Compensation. 
This proposal merits qualified support as SSGA has some concerns with the 
remuneration structure for senior executives at the company. 

JPMorgan Chase & Co Common Stock USD 1.0. 19/05/2020, against 
management - Report on Climate Change. 
This proposal does not merit support as the company's disclosure and/or practices 
related to climate change are reasonable. 

Chevron Corp Common Stock USD 0.75. 27/05/2020, against management - 
Establish Environmental / Social Issue Board Committee. 
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This item does not merit support due to concerns with the terms of the proposal. 

Royal Dutch Shell PLC Ordinary GBP 0.07. 19/05/2020, against management - 
GHG Emissions. 
This proposal does not merit support as the company's disclosure and/or practices 
related to GHG emissions are reasonable. 

HSBC 

Alphabet Inc. 03/06/2020, supported management - Approve Recapitalization 
Plan for all Stock to Have One-vote per Share. 
HSBC support the principle of one share-one vote as HSBC believe that this is the 
best means of ensuring accountability to all shareholders, in the long-term interest 
of the company. 

Exxon Mobil Corporation. 27/05/2020, Supported Management - Require 
Independent Board Chairman. 
HSBC regard the role of Chairman of the board as extremely important; it is time-
consuming and requires a particular perspective. Whilst HSBC recognise that the 
role is often combined with that of CEO in some markets, HSBC believe that the 
roles should normally be distinct and separate. 

At the time of producing this statement, the Trustee was unable to source significant vote data from 
Hermes EOS specifically for the AMX SSGA Adaptive Cap ESG Fund. The Trustee understands that 
Hermes and AMX are currently working on a process to provide this data at a fund level on an ongoing 
basis as soon as possible.    

As part of the ISC’s annual SI review in February 2020, the ISC reviewed the implementation of 
stewardship considerations in the Investment Advisor’s: 

■ Manager research; 

■ Asset research and portfolio construction advice; 

■ Public policy and investment industry initiatives and collaborations. 

The ISC deemed the Investment Advisor’s current policies to be in line with the Trustees. The ISC also 
reviewed the manager SI assessments, noting LGIM’s strong rating in both ESG integration and 
engagement activities. SSgA was rated strongly on ESG engagement but neutral on ESG integration 
which both the ISC and Investment Advisor agreed to monitor and engage with the manager on over 
the next year. The ISC also reviewed Hermes EOS public policy engagement activities, which over 
2020 included the following: 

■ Providing feedback on a new investor engagement guide on plastic usage designed by the PRI 
working group in order to help investors focus their engagements particularly with fast moving 
consumer goods companies and plastic usage in their supply chains 

■ Became a signatory to the Carbon Disclosure Project’s initiative to encourage companies to adopt 
science-based climate and de-carbonization targets in line with the Paris agreement targets.  

■ Contributed to a Research report by the Asian Corporate Governance Association on Chinese 
voting disclosure improvements to include board gender metrics on all A-Share companies as well 
as publication of subsidiary and broader mainland company ownership structures. 

■ Co-hosted a training event to US pharmaceutical companies on increasing access to medicines for 
socioeconomically deprived regions and countries, focussing on the ‘Access to Medicine’ index 
which is a public tool investors can use to gauge pharmaceutical companies efforts to improve 
access.  

The Trustee considers its managers to have appropriate corporate engagement policies in place 
covering an array of areas such as environmental factors including climate change, social and 
inclusion factors, governance factors and strategy/risk factors. The performance of the managers 
engagement activities against these policies is monitored by the Investment Advisor and captured in 
the annual SI review manager ratings.  
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