DC Section Chairman’s Statement regarding DC Governance

1 August 2020 - 31 July 2021

Introduction

The purpose of this statement is for the Trustee of the Paterson Enterprises Pension Scheme (“the Trustee”),
through the Chairman of the Paterson Enterprises Pension Scheme (“the Scheme”), to confirm how the
Scheme is meeting the minimum governance standards as defined in the Occupational Pension Scheme
(Charges and Governance) Regulations 2015 (“the Regulations”). This statement covers the period from
1 August 2020 to 31 July 2021. Summaries of the required standards and details of how the Scheme is
meeting them are given in the sections below.

These governance standards relate to defined contribution ("DC") benefits, also commonly referred to as
money purchase benefits. The Scheme’s DC arrangements comprise the Scheme’s Defined Contribution
Section (“the DC Section”). The DC Section includes additional voluntary contributions (“AVCs") for
members of the Scheme's Defined Benefit Section (“the DB Section”).

This Chair's Statement was drafted by Barnett Waddingham and has been updated to 31 July 2021 by
XPS Pensions Group.

Default arrangement

The Trustee has determined that the lifestyle strategy is the DC Section’s default investment strategy. This
strategy (the aims of which are set out in the Trustee's Statement of Investment Principles):

e Invests in the Global Equity 50:50 Index Fund up to 10 years from retirement;
e Switches gradually to the Over 5 year Index Linked Fund and the Cash Fund as members
approach their retirement age

The default investment strategy has been designed for members looking to take the maximum tax free
cash at retirement (i.e. 25%) and use the balance of their fund to purchase an annuity. A copy of the
Scheme’s latest Statement of Investment Principles, is included with this statement and this provides further
detail about the default investment strategy.

The Trustee regularly reviews the Scheme’s default investment arrangements, their performance, and the
extent to which they have achieved their aims and objectives. No detailed review of the DC Section’s
investments was carried out in the period 1 August 2020 to 31 July 2021, however, this is an area that the
Trustee continues to review on an annual basis and ensures it is discussed at each Trustee meeting.

The Trustee carried out an internal review of the default arrangement as part of discussions during the
October 2018 Trustee meeting. This included considering whether the aims and objectives of the strategy
were consistent with the Scheme’s Statement of Investment Principles. On the basis of the performance of
the manager against the benchmark (allowing for charges), the Trustee is comfortable that this continues
to be the case.

A full review assessing the appropriateness of the default arrangement was last undertaken in
October 2014, however the discussions at the 24 October 2018 meeting were considered to constitute a
final review of the default strategy and the value for money being offered to DC members.

The information relating to the default investment arrangement and the costs and charges applicable to
investment options under the Scheme contained in this statement are published at
https://www.morrislubricants.co.uk/.



https://www.morrislubricants.co.uk/

Core financial transactions

The governance standards require that the Trustee must ensure that core financial transactions are
processed promptly and accurately. Core financial transactions include (but are not limited to):

e Investment of Scheme contributions

e Transfers of assets relating to members into and out of the Scheme

e Transfers of assets relating to members between different investments within the Scheme
e Payments from the Scheme to, or in respect of, members.

The Trustee delegates responsibility for the administration of the Scheme. The Trustee has service level
agreements (SLAs) in place with the administrators. The administrators undertake to ensure that 95% of the
core financial transactions are processed within the SLAs set out below:

Core financial transactions SLA

Contribution files Investment within 5 working days of receipt of the data/payment
Transfer payments (in or out) Transfer in payment invested within 5 working days of receipt and

transfer out payments within 10 working days
Investment switches Within 5 working days of the day of the instruction was received
Payments out of the Scheme 10 working days

To assist in meeting SLAs regarding cash management, the Scheme’s cash is held in a pooled banking
arrangement. This allows the Scheme administrators to ensure cash levels are monitored daily.

Each quarter a summary of all tasks undertaken is provided by the administrator to the Trustee and
reviewed. Steps are then taken to improve the accuracy and timeliness of any transactions if necessary.
There were no statutory disclosure breaches in the Scheme during the period 1 August 2020 to 31 July 2021.

In addition, the internal controls of XPS Administration as the administrators of the DC section are subject
to external audit and the latest Assurance Report on Internal controls (AAF 01/06 and ISAE 3402) is available
on the XPS Pensions Group website: https://www.xpsgroup.com/media/1716/xps-administration-psal-aaf-

report.pdf.

In light of the above, the Trustee considers it meets the requirements for processing core financial
transactions as specified in the regulations.

Charges and transaction costs

Members bear charges deducted from the funds in which their DC benefits are invested. The charges differ
between the investment funds available. A charge cap of 0.75% pa is imposed by the Regulations.
Charges in relation to the funds used by the default investment strategy

The charges for each of the funds used by the default investment strategy are set out below.

Fund Provider Member-borne charge
Global Equity 50:50 Index Fund Legal and General 0.22% pa
Over 5 Year Index-Linked Fund Legal and General 0.13% pa

Cash Fund Legal and General 0.17% pa



https://www.xpsgroup.com/media/1716/xps-administration-psal-aaf-report.pdf
https://www.xpsgroup.com/media/1716/xps-administration-psal-aaf-report.pdf

Charges in relation to the additional funds

The Trustee also makes available a range of additional funds, details of which are available on request from
the Scheme's administrators. The charges for each of these funds are set out below.

Fund Provider Member-borne charge

AAA-AA Fixed Interest Over Legal and General 0.18% pa
15 Year Targeted Duration Fund

Asia Pacific Developed Equity Legal and General 0.32% pa
Index Fund

Global Emerging Markets Index Legal and General 0.50% pa
Fund

Ethical UK Equity Index Fund Legal and General 0.24% pa
European Equity Index Fund Legal and General 0.29% pa
Japan Equity Index Fund Legal and General 0.26% pa
North America Equity Index Legal and General 0.26% pa
Fund

Overseas Bond Index Fund Legal and General 0.18% pa
UK Equity Index Fund Legal and General 0.19% pa

In addition to the charges above, members bear transaction costs in relation to the funds in which their DC
benefits are invested. This is a complex area and information about transaction charges is not readily
available across the investment management industry as a whole. The Trustee has however asked for
information on transaction costs applied to the DC Section’s investment options over the reporting period.
The following table provides details of the transaction costs quoted and the overall impact on costs for the
funds used in the DC arrangements.

Fund Name Explicit Transaction Total
Charges Costs Charge

Global Equity 50:50 Index Fund 0.22% pa 0.01% pa 0.23% pa
Over 5 Year Index-Linked Fund 0.13% pa 0.02% pa 0.15% pa
Cash Fund 0.17% pa -0.02% pa 0.15% pa
AAA-AA Fixed Interest Over 15 Year Targeted Duration 0.18% pa -0.05% pa 0.13% pa
Fund

Asia Pacific Developed Equity Index Fund 0.32% pa 0.01% pa 0.33% pa
Global Emerging Markets Index Fund 0.50% pa 0.07% pa 0.57% pa
Ethical UK Equity Index Fund 0.24% pa 0.03% pa 0.27% pa
European Equity Index Fund 0.29% pa -0.01% pa 0.28% pa
Japan Equity Index Fund 0.26% pa 0.01% pa 0.27% pa
North America Equity Index Fund 0.26% pa 0.02% pa 0.28% pa
Overseas Bond Index Fund 0.18% pa -0.04% pa 0.16% pa

UK Equity Index Fund 0.19% pa -0.01% pa 0.18% pa




The method and process for collecting transaction cost data (known as ‘slippage’) can result in ‘negative
costs’. This can happen, for example when buying an asset, if the actual price paid ended up being lower
than the mid-market price at the time of placing the order, for example because something happened in
the market that pushed the price of the asset down.

Cost & Charge lllustrative Examples

The Trustee has produced illustrations in line with February 2018 guidance from the Department for Work
& Pensions entitled “Cost and charge reporting: guidance for trustees and managers of occupational
schemes”. These illustrations are set out below, and are designed to cater for representative cross-sections
of the membership of the Scheme’s DC arrangements. For each individual illustration, each savings pot has
been projected twice; firstly to allow for the assumed investment return gross of the costs and charges of
the fund the member is invested in and then again, but adjusted for the cumulative effect of the costs and
charges of the fund.

To determine the parameters used in these illustrations, the Trustee has analysed Scheme membership data
relevant to the reporting period of this statement and ensured that the illustrations take into account the
following:

e Arepresentative range of pot sizes

e A representative range of real terms investment returns, including the lowest, the highestand
the most popular (by number of members).

e Arepresentative range of costs and charges, including the lowest and the highest.

e A representative range of the expected period of Scheme membership, including the
approximate duration that the youngest Scheme member would take to reach Normal
Retirement Age.

The Trustee has determined not to include future contributions in these illustrations as it would be
disproportionately burdensome and the Scheme does not levy charges on contributions.

Lifestyle Strategy

This is the strategy that is used by the largest number of members in the Scheme’s DC arrangements

Years of Age: 20 Starting Age: 35 Starting Age: 50 Starting Age: 50 Starting
membership pot size: pot size: pot size: pot size
£2,000 £25,000 £20,000 £50,000

Before After Before After Before After Before After
charges charges charges charges charges charges charges charges

0 £2,000  £2,000 £25000 £25000 £20,000 £20,000 £50,000 £50,000
1 £2,039  £2,035 £25488 £25432 £20,390 £20,345 £50,976 £50,863
3 £2,119  £2,105 £26,492 £26,318 £21,194 £21,054 £52,984 £52,635
5 £2,203  £2,179 £27,536 £27,234 £22,029 £21,788 £55072 £54,469
10 £2,426  £2,373 £30,329 £29,668 £24,177 £23,652 £60,443 £59,130
15 £2,672  £2,586 £33,406 £32,320 £24,783 £24,012 £61,957 £60,031
20 £2,944  £2,817 £36,795 £35,209 - - - -
25 £3,242  £3,068 £40,383 £38,221 - - - -
30 £3,571 £3,343  £41,395 £38,804 - - - -
40 £4317 £3,953 - - - - - -

48 £4299  £3,880 - - - - - -




LGIM Global Equity Fixed Weights (50:50) Index Fund

This fund has the highest expected real investment return amongst those applicable to the Scheme’s DC
arrangements

Years of Age: 20 Starting Age: 35 Starting Age: 50 Starting Age: 50 Starting
membership pot size: pot size: pot size: pot size
£2,000 £25,000 £20,000 £50,000
Before After Before After Before After Before After

charges charges charges charges charges charges charges charges

0 £2,000  £2,000 £25000 £25000 £20,000 £20,000 £50,000 £50,000
1 £2,039  £2,035 £25488 £25432 £20,390 £20,345 £50,976 £50,863
3 £2,119  £2,105 £26,492 £26,318 £21,194 £21,054 £52,984 £52,635
5 £2,203  £2,179 £27,536 £27,234 £22,029 £21,788 £55072 £54,469
10 £2,426  £2,373 £30,329 £29,668 £24264 £23,735 £60,659 £59,337
15 £2,672  £2,586 £33,406 £32,320 £26,725 £25856 £66,812 £64,640
20 £2,944  £2,817 £36,795 £35,209 - - - -
25 £3242  £3,068 £40,528 £38,356 - - - -
30 £3,571 £3,343  £44,639 £41,784 - - - -
40 £4332  £3,967 = = . = = =
48 £5,057  £4,549 - - - - - -

LGIM Sterling Liquidity Fund

This fund has the lowest expected real investment return amongst those applicable to the Scheme’s DC
arrangements.

Years of Age: 20 Starting Age: 35 Starting Age: 50 Starting Age: 50 Starting
membership pot size: pot size: pot size: pot size
£2,000 £25,000 £20,000 £50,000
Before After Before After Before After Before After
charges charges charges charges charges charges charges charges
0 £2,000 £2,000 £25000 £25000 £20,000 £20,000 £50,000 £50,000
1 £1,953 £1,950 £24,415 £24,378 £19,532 £19,502 £48,829 £48,756
3 £1,863 £1,854 £23,285 £23,180 £18,628 £18,544 £46,569 £46,360
5 £1,777 £1,763  £22,207 £22,041 £17,766 £17,633 £44,414 £44,082
10 £1578  £1,555 £19,726 £19,433 £15781 £15546 £39,452 £38,865
15 £1,402 £1,371 £17,522 £17,133 £14,018 £13,706 £35,045 £34,265
20 £1245  £1208 £15565 £15,105 - - - 2
25 £1,106 £1,065 £13,826 £13,317 - - . .
30 £983 £939 £12,281 £11,741 - - . .
40 £775 £730 - - - - - -

48 £641 £597 - - - - _ )




LGIM Global Emerging Markets Index Fund

This fund has the largest total member-borne charges amongst the investment options applicable to the
Scheme’s DC arrangements.

Years of Age: 20 Starting Age: 35 Starting Age: 50 Starting Age: 50 Starting
membership pot size: pot size: pot size: pot size
£2,000 £25,000 £20,000 £50,000
Before After Before After Before After Before After

charges charges charges charges charges charges charges charges

0 £2,000  £2,000 £25000 £25000 £20,000 £20,000 £50,000 £50,000
1 £2,039  £2,028 £25488 £25349 £20,390 £20,279 £50,976 £50,698
3 £2,119  £2,085 £26,492 £26,061 £21,194 £20,849 £52,984 £52,122
5 £2,203  £2,143 £27,536 £26,793 £22,029 £21435 £55072 £53,586
10 £2,426  £2,297 £30,329 £28715 £24264 £22972 £60,659 £57,430
15 £2,672  £2,462 £33,406 £30,775 £26,725 £24620 £66,812 £61,550
20 £2,944  £2,639 £36,795 £32,982 - - - -
25 £3,242  £2,828 £40,528 £35,348 - - - -
30 £3,571 £3,031 £44639 £37,884 - - - -
40 £4332  £3,481 . - - - - -
48 £5,057  £3,889 . - - - - -

LGIM AAA-AA Fixed Interest Over 15 Year Targeted Duration Fund

This fund has lowest total member-borne charges amongst the investment options applicable to the
Scheme’s DC arrangements

Years of Age: 20 Starting Age: 35 Starting Age: 50 Starting Age: 50 Starting
membership pot size: pot size: pot size: pot size
£2,000 £25,000 £20,000 £50,000

Before After Before After Before After Before After
charges charges charges charges charges charges charges charges

0 £2,000  £2,000 £25000 £25000 £20,000 £20,000 £50,000 £50,000
1 £1,985  £1,983 £24,817 £24,785 £19,854 £19,828 £49,634 £49,571

3 £1956  £1,949 £24,455 £24362 £19,564 £19,489 £48910 £48,723

5 £1,928  £1,916 £24,099 £23,945 £19279 £19,156 £48,197 £47,890
10 £1,858  £1,835 £23,230 £22,935 £18584 £18348 £46,460 £45,869
15 £1,791 £1,757 £22,392 £21967 £17,914 £17,574 £44,785 £43,934
20 £1,727  £1,683 £21,585 £21,040 - - - .
25 £1665  £1,612 £20,807 £20,152 - - - .
30 £1,605  £1,544 £20,057 £19,302 - - = .
40 £1,491 £1,417 - - - - - .
48 £1,406  £1,322 - - - - - .
Notes

1. Projected pension pot values are shown in today's terms, and do not need to be reduced
further for the effect of future inflation. It is for this reason some funds show negative real
growth.

Inflation is assumed to be 2.5% each year

No further contributions are assumed to be paid

Values shown are estimates and are not guaranteed

Charges for each fund used in the illustrations are those outlined in this statement

A e

The projected growth rates for each fund or arrangement are in line with those produced for
the Scheme's 2020 Statutory Money Purchase lllustrations (SMPI), and are as follows:



Fund Assumed Investment Return

LGIM Global Equity Fixed Weights (50:50) Index Fund 4.50% pa
LGIM Over 5yr Index-Linked Gilts Index Fund 1.00% pa
LGIM Sterling Liquidity Fund 0.10% pa
LGIM North American Equity Index Fund 4.50% pa
LGIM AAA-AA Fixed Interest Over 15 Year Targeted Duration Fund 1.75% pa

Value for members

Regulations require the Trustee to assess the extent to which the charges and transactions costs borne by
the members represent good value for the services provided by the members.

The only charges and transaction costs borne by members relate to Legal and General's investment services.
All other costs associated with the operation of the DC Section are met by the Company.

The Trustee's opinion is that Legal and General offer good value for members for their DC investments. This
is because compared to other providers the Trustee believes Legal and General charge a competitive annual
management charge on their investments. The Trustee has periodically tracked their performance against
the benchmarks of the individual funds at Trustee meetings, including during the October 2018 Trustee
meeting. The Trustee also periodically reviews Legal and General's internal controls and governance policies
that are in place.

The Trustee's review of the value being offered to members only considered the services for which the
members bear or share the costs. Other factors that the Trustee considers appropriate in terms of assessing
value include:

e  Services paid by the Company, e.g. the DC Section’s administration services, and services of legal
advisers, consultants and auditors.

e  The Trustee is considering whether to assist members in understanding their options by providing
access to an Independent Financial Adviser. Although the Company may bear the costs associated
with this, the Trustee considers it an important aspect of the value being offered to members.
Discussions in this area progressed at the February 2019 meeting. The Trustee intends to organise
sessions to help members to better understand their pension benefits.

e  Operation of the Trustee board.



Trustee knowledge and understanding

The Scheme has a corporate Trustee comprising of 6 trustee directors. The Trustee has delegated the day
to day management of the Scheme to professional organisations, details of which are summarised in the
Scheme Accounts.

Knowledge and expertise

The Trustee regularly reviews its skills and competencies to ensure it understands its duties and has
sufficient time and resources to govern the Scheme and the individual trustee directors take responsibility
for keeping themselves up to date with the relevant legislation and guidance relating to occupational
pension schemes, including a working knowledge of the current Statement of Investment Principles and
any documents that set out the Trustee’s current policies.

The Trustee has a standing agenda item at every meeting to discuss any training needs and request any
training for future meetings as the Trustee self-evaluates its needs over the year. Any requests for training
that have arisen are implemented at the next meeting and the Trustee receives updates from its advisers
regarding any current pension issues at each meeting. This includes regular training regarding the Scheme's
Rules, the Statement of Investment Principles (discussed with the Scheme's investment advisers) and
general Scheme documentation as appropriate for the running of the Scheme.

All new Scheme trustee directors attend an introductory training course when they first become a trustee
director and progress against the Pensions Regulator’s toolkit is discussed at each Trustee meeting. Any
training undertaken by the Trustee is recorded in the Trustee meeting minutes.

To ensure legislative requirements are met, the Trustee consults the Scheme’s Trust Deed & Rules (and
other associated documents) and seeks professional guidance and advice. In addition, the Trustee regularly
reviews the Statement of Investment Principles and this has been discussed at length during the period.

The Trustee consults externally with professional advisors as and when required, for example on investment
advice, consultancy, governance and legal matters. Their professional advisors alert the Trustee to relevant
changes to pension legislation.

The Trustee considers that the trustee directors’ combined knowledge, skills and understanding together
with the advice available to them enables them to properly exercise their functions relating to the Scheme's
DC arrangements.

Statement of compliance

On behalf of the Trustee of the Paterson Enterprises Pension Scheme | confirm that the Trustee is
comfortable that the DC Section has met the minimum governance standards as defined in the
Occupational Pension Scheme (Charges and Governance) Regulations during the period 1 August 2020 to
31 July 2021.

The Trustee also believes it has considered the DC quality features as they relate to the Scheme and will
continue to monitor adherence on an ongoing basis.

Mr D G Jones
Chairman on behalf of the Trustee of the Paterson Enterprises Pension Scheme



