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Putting your money to work
The amount of money you have in the Cummins UK Pension Plan (the Plan) at
retirement depends on two things:

• how much you pay into your account in contributions
• how your contributions are invested to make them grow.
So, your investment choices play a key part in how much your pension fund will be
worth when you retire – and therefore, how much pension income you can expect.
Even if you are new to investing, this guide gives you an overview of the investment
options available in the Plan, making it easy for you to choose the one that’s right
for you.
Pension saving is a long-term investment, and we understand that when retirement
is a long way into the future, it’s hard to know exactly how you’ll want to take your
savings. The Plan’s investment options are designed to be flexible, giving you choices
at retirement.

Your options at retirement

There are three main ways to take your retirement savings. You can use one or a
combination of the following choices:

• Income drawdown – an arrangement where you leave your savings invested
and withdraw money in retirement as and when you want to.

• Annuity – you buy a product from an insurance company that gives a
guaranteed income for life.

• Cash – the option to take your savings in a lump sum.
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What are my investment options?
You may know lots about pension investments or very little. Depending on your
individual circumstances and needs, the Plan has an investment option to suit you.
You can:

• invest in the flexicycle option, where your investments are managed for you and
tailored to your requirements automatically
or

• use the self-select range of funds, where you manage all your investments yourself.

The flexicycle (default) option

The self-select option

If you prefer not to make detailed
investment decisions, the flexicycle
option is designed for you. It aims
to maximise investment growth
in your younger years and then
automatically and gradually switch
your money into less volatile funds
as you get closer to retirement.

The self-select funds are suitable
for you if you’re comfortable
making your own investment
decisions and have the time
and knowledge to manage your
investments. You choose which
funds to invest in and when to
disinvest.

The flexicycle option is for you if
you don’t want to make your own
investment decisions by using the
Plan’s self-select funds but still
want the flexibility of choosing how
to take your benefits at retirement.

Unlike the flexicycle option,
there’s no automatic switching
of your money as you approach
retirement, and you’ll actively need
to manage your investments.

It’s the Plan’s default option that the
majority of our members use.
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Flexicycle: continued growth
When you join the Plan, your money is automatically invested in the flexicycle
option, unless you choose to use the self-select funds. It targets continued
growth which aims to put you in the right position at retirement so that you can
make a choice that works for you.

What does flexicycle do?

When you’re a long way from retirement, your pension fund is invested in funds to
maximise investment growth (the accelerated growth fund and the moderate growth
fund). Then, in the years as you get closer to your target retirement age, your money
is automatically and gradually switched from growth investments (equities) into less
volatile investments like bonds and cash.
This helps ‘lock in’ any investment gains and protect the value of your pension fund
from any sudden changes in market conditions when you’re close to retirement.

10 years before retirement

If you’re using the flexicycle continued growth option, your investments are managed
for you and you don’t need to make any investment decisions at all.
When you get to within 10 years of your target retirement age, it’s time to:

• start thinking about how you’d like to take your money at retirement: income
drawdown, annuity or cash?

• choose a different flexicycle option, if you know you’d prefer to buy an annuity or
take cash

• carry on investing in the default option, flexicycle continued growth, if you think
you’d like to use income drawdown or you’re not ready to decide and want to
keep your retirement options open.

How does switching work?

Flexicycle starts by investing 100% of your pension fund in the accelerated
growth fund (equities) when you’re more than 20 years from your retirement.
Over the next 10 years, your savings are gradually and automatically moved
until 100% of your pension fund is invested in the moderate growth fund.
Then, in the 10 years leading up to your target retirement age (see the chart
opposite), your savings are gradually moved automatically into more secure
investments, split between the moderate growth fund, the pre-retirement fund
and the cash fund.
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The chart shows how the continued growth option gradually reduces investment risk
in the 10 years to your target retirement age.

Flexicycle: continued growth

50%

75
50

35%

15%

10

9

8

7

6

5

4

3

Years to target retirement age

Moderate growth

Pre-retirement
Cash

5

2

1

0

25
0

% split of assets

100

Flexicycle: other choices
Once you get closer to your target retirement age, you might decide that you’d like
to use your account at retirement to purchase an annuity or take a cash sum. If so,
there’s a flexicycle option that matches your plans. You can choose either:

• Annuity protection option – to reduce the risk that your account changes in value
against annuity prices

• Cash focused option – to reduce risk if you’re looking to take a cash lump sum.
The charts show how your pension fund is invested in the 10 years to retirement if
you chose the annuity protection or cash focused options.

Flexicycle: annuity protection
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Flexicycle: cash focused
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Reviewing your investments

It’s a good idea to review your investments now and again to make
sure you’re still on track with your plans for retirement. You can do this by
logging into your account via Manage my pension on the Plan website at
www.cumminsukpensions.co.uk

Changing your investments

If you want to make changes to your investments, you can do so at any time by
logging into your account via Manage my pension.
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Flexicycle fund charges
The charges associated with the funds used in the flexicycle strategy are shown below:

Annual
management
charge

Additional
expenses

Total expense
ratio

Accelerated growth fund

0.19%

0.01%

0.20%

Moderate growth fund

0.18%

0.01%

0.19%

Pre-retirement fund

0.14%

0.00%

0.14%

Cash fund

0.13%

0.00%

0.13%

Further detail on annual ongoing charges is available in the Chair’s statement.
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Your target retirement age
It’s really important to choose a target retirement age if you’re using the
flexicycle option because the switching process begins based on when you
plan to retire. If you don’t select a target retirement age, we’ll assume that it’s
the same as your State pension age.
You can change your target retirement age at any time by logging into your account
via Manage my pension on the Plan website. You don’t need to tell the Company
when your target retirement age is for the Plan.

!

If you’ve left your target retirement age at 68, but you’re actually hoping to
retire earlier, it could mean that your account is still invested in a growth
fund too close to your retirement. If there’s a sudden downturn in the
financial markets, your retirement savings might not have enough time
to recover.
Similarly, if you’ve chosen age 55 but find you want to continue working
a bit longer, your investments will have started switching into less volatile
funds too soon and you might miss out on some investment growth.

A note about State pension age

Please note that the State pension age is currently age 66. The government is
gradually increasing this to age 67 between 2026 and 2028, with a further increase
to age 68 planned for 2037 to 2039.
You can check your State pension age by going to www.gov.uk/state-pension-age
When you’re considering your target retirement age from the Plan, bear in mind
when you will be able to claim your State pension and whether there will be a gap
between them.
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The self-select funds
As an alternative to the flexicycle option, you may prefer to make your own
investment choices using the Plan’s range of self-select funds.
These are suitable if you have the time and knowledge to manage your own
investments. You can make changes to your investments at any time via
Manage my pension on the Plan website.

The self-select range
UK equity index fund

This fund aims to mirror the performance of the FTSE
All Share index, with income reinvested.

World equity index
fund (unhedged)

This fund aims to capture world equity market returns,
tracking the FTSE All-World (ex-UK) index. It offers
opportunities to maximise growth over the mid to
long term.

World equity index
fund (hedged)

This fund aims to capture world equity market returns,
tracking the FTSE All-World (ex-UK) index, with an added
element of currency hedging. It offers opportunities to
maximise growth over the mid to long term.

World emerging
markets equity
index fund

This fund aims to capture the returns of the world’s
emerging markets. It tracks the S&P/IFC Investable
Composite Global Emerging Markets index. This fund is
likely to be of interest to members with mid to long-term
investment objectives.

Ethical global equity
index fund

This fund tracks the sterling total returns of the
FTSE4Good Global Equity index (including reinvested
income, less withholding tax) to within +/- 0.5% per
annum for two years in three.

Property fund

This fund aims to get the best return from a portfolio of
first-class freehold and leasehold interests in commercial
and industrial property. This includes industrial
warehouse buildings, shopping units and office blocks.
It is also permitted to invest up to 15% in other external
property funds in order to take advantage of investment
opportunities in niche or specialist sections.

AAA-AA-A corporate
bond all-stocks
index fund

This fund aims to capture the returns of the iBoxx
£ Non-Gilt (ex-BBB) index and invests primarily in
sterling-denominated AAA, AA and A-rated corporate
bonds paying a fixed rate of interest.
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Pre-retirement fund

This fund aims to invest in assets that reflect the
investments underlying a typical non-inflation-linked
pension annuity. There is no guarantee of full protection
against changes to annuity prices but investing in a similar
way to annuity providers does offer some protection.
This fund can only help to offset the risk arising from
changes in investment conditions, not life expectancy.

Cash fund

This fund aims to provide capital protection with growth
at short-term interest rates. It invests in short-term money
markets such as bank deposits and Treasury Bills.

HSBC Islamic
titans fund

This fund aims for long-term capital growth through a
diversified portfolio of securities as defined by a relevant
world index, which meets Islamic investment principles
as interpreted by the Shariah Committee.

Accelerated
growth fund

This fund aims to capture the returns of equity markets
through exposure to global equity markets. The allocation
to the underlying stocks is weighted based on different
risk factors to reduce concentration to any particular
company or industry. The fund also has a higher allocation
to companies with positive sustainability scores than
the traditional index strategies. It offers opportunities to
maximise the growth of your pension fund over the mid
to long term. However, as with all investments in equity
markets, the returns can be volatile, especially in times of
market stress e.g. a recession.

Moderate growth fund

This fund invests across a broad range of asset classes
including equities, bonds and alternatives such as
property and commodities. The exposure to a broad
range of asset classes aims to reduce the risk that the
fund value falls significantly. It offers opportunities to
increase the value of your pension fund over the mid to
long term.
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Self-select fund charges
The charges associated with the funds in the self-select range are
shown below.
Annual
management
charge

Additional
expenses

Total expense
ratio

UK equity fund

0.10%

0.00%

0.10%

World equity fund (unhedged)

0.13%

0.00%

0.13%

World equity fund (hedged)

0.15%

0.00%

0.15%

World emerging markets equity fund

0.34%

0.01%

0.35%

Ethical global equity fund

0.30%

0.00%

0.30%

Property fund

0.74%

0.13%

0.87%

AAA-AA-A corporate bond all-stocks
index fund

0.15%

0.00%

0.15%

Pre-retirement fund

0.14%

0.00%

0.14%

Cash fund

0.13%

0.00%

0.13%

HSBC Islamic titans fund

0.35%

0.30%

0.65%

Accelerated growth fund

0.19%

0.01%

0.20%

Moderate growth fund

0.18%

0.01%

0.19%

Further detail on annual ongoing charges is available in the Chair’s statement.
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Jargon buster
Whether you’re using the flexicycle or self-select options, there are various
types of assets which your pension fund could be invested in. These include:

• Equities – these are shares in a company. Owning shares means you own a little

bit of that company and are entitled to a dividend (annual payment). Their value
can rise or fall in the short term but over the long term, they’re generally expected
to outperform other investments. They’re suitable if you’re looking for long-term
growth and are willing to ride out any short-term falls in value.

• Corporate bonds – issued by a company to raise money, a bond is essentially
a loan to a company where it pays interest before repaying the loan when
it matures.

• Gilts – similar to corporate bonds but issued by the UK government. Fixed-

interest gilts pay a specified rate of interest. Index-linked gilts pay a variable rate
of interest linked to inflation. They’re not expected to produce as high a return as
equities over the long term. They’re suitable if you’re a more cautious investor or
are looking to protect the value of your investment against the price of an annuity.

• Property – this is generally an investment in commercial property such as office
buildings, shopping centres and factories. There is little, if any, exposure to
residential property. It can be volatile over short periods but in the longer term,
it’s expected to outperform other asset types, apart from equities.

• Cash – returns on cash investments generally vary in line with bank lending rates.
Other investment terms you might need to know

• Diversification – this is a mixture of different types of assets within a portfolio.

When one type of investment is doing poorly, another might be doing well.
The winners help offset the losers, and the value of the overall portfolio doesn’t
move up and down so much.

• FTSE All Share index – the Financial Times Stock Exchange is a UK index of
around 800 companies trading on the London Stock Exchange.

• FTSE4Good – includes socially responsible companies.
• FTSE All-World (ex-UK) index – a list of thousands of companies around the
world, excluding UK companies.

• Volatility – the amount of uncertainty or risk that the value of an asset will

change. High volatility means that the value could change dramatically, up or
down, in a short period of time.
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Investment risk
All investments involve a certain level of risk and you should think about how
much risk you’re comfortable with. You’ll have seen the warning that appears on
all investment products – ‘the value of your investment can go down as well as
up and you may get back less than you originally invested’.
Putting all your savings into one high-risk investment until the moment you retire
would be considered risky but so too would putting them all ‘safely’ under your
mattress, where they wouldn’t earn you any investment return at all. Investing is
about finding the balance that’s right for you and your circumstances. Here’s a
summary of some of the types of risk you should be aware of.

Poor long-term investment returns

While being cautious with your investment choices could mean steady growth, it
also means that you’re less likely to have an overall higher return that you would have
achieved if you’d been less conservative. This means you’d need to greatly increase
your pension contributions as you approach retirement or have a smaller fund value
at retirement age.

Annuity conversion risk

The cost of buying an annuity rises if long-term interest rates are low. If interest rates
fall as you approach retirement, the price of an annuity will rise, which would give
you a lower income from the annuity. The pre-retirement fund (used by the flexicycle
annuity protection option) aims to remove some of this conversion risk by matching
movements in annuity prices.

Market volatility

Your pension fund is invested in units, and the price per unit depends on how that
particular market is performing. We’ve seen recent examples of how unit prices can
be massively affected overnight (the property crash of 2008, Brexit in 2016 and the
coronavirus in 2020).
You risk losing out if you choose a bad time to switch your investments, either because
you miss out on sudden gains or you experience sudden drops in value. However, the
risks from market volatility can be reduced if you move your investments gradually
over a period of time, which is what happens in the flexicycle options, rather than
switching in one go.

External factors

Your attitude to the risks associated with your pension investment might also depend
on how large the investment is compared with other savings you may have and with
other pension benefits you expect to receive from elsewhere (including State pension
benefits). For example, if you also have a pension from a previous employer or
substantial savings, you may feel more relaxed about your pension fund investment
risks than you might otherwise be.
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Investment switching charges

If you want to switch your investments within the Plan, a charge will be applied.
Charges are also applied when your funds move automatically within the flexicycle
option. The change for switching is deducted from your pension fund and is based
on a number of factors, including the value of your fund and the types of units you
are switching into or out of.
The Trustees have reviewed switching charges and decided that the need to offer
members the opportunity to switch into lower-risk funds as they get closer to
retirement outweighs the charges that are applied.

Further information and help
If you’d like more information about retirement saving and pensions in
general, you may find the government’s Money and Pensions Service
useful. Go to: www.maps.org.uk

Getting advice

Deciding how to invest your money is entirely up to you. Neither the Trustees
nor the Plan’s administration team can give you advice about your investments
– they can only provide factual information.
If you need to speak to an independent financial adviser, you can find one in
your local area at www.unbiased.co.uk
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Contact us
If you would like to review your investments or make any changes to your
investment choices, the best place to do this is via Manage my pension on
the Plan website:
www.cumminsukpensions.co.uk
If you have any other queries about the Plan or your benefits, please contact Premier,
the Plan administrator:
Call us:
0800 122 3266
+44 (0)203 3722 113 (from overseas)
Email us:
cummins.helpdesk@premiercompanies.co.uk
Write to us:
Premier Pensions Management Ltd
PO Box 108
Blyth NE24 9DY
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