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CBI Retirement Benefits Plan
Statement of Investment Principles – September 2019
1.

Introduction
The Trustee of the Confederation of British Industry (“CBI”) Retirement Benefits
Plan (“the Plan”) has drawn up this Statement of Investment Principles (“the
Statement”) to comply with the requirements of the Pensions Act 1995 and
subsequent legislation. The Statement is intended to affirm the investment principles
that govern decisions about the Plan’s investments.
The Plan’s investment arrangements, based on the principles set out in this
Statement, are detailed in the Investment Policy Implementation Document
(“IPID”).

2.

Process for Choosing Investments
In preparing this Statement the Trustee has consulted the CBI, to ascertain whether
there are any material issues of which the Trustee should be aware in agreeing the
Plan’s investment arrangements.
The process for choosing investments is as follows:
Identify appropriate investment objectives;
Agree the level of risk consistent with meeting the objectives set;
Construct a portfolio of investments that is expected to maximise the return (net
of all costs) given the targeted level of risk.
In considering the appropriate investments for the Plan the Trustee has obtained and
considered the written advice of KPMG UK LLP, the Trustee’s investment consultant,
whom the Trustee believes to be suitably qualified to provide such advice. The
advice received and arrangements implemented are, in the Trustee’s opinion,
consistent with the requirements of Section 36 of the Pensions Act 1995 (as amended).

3.

Investment Objectives
The Trustee’s objective is to invest the Plan’s assets in the best interest of the
members and beneficiaries, and in the case of a potential conflict of interest in the
sole interest of the members and beneficiaries. Within this framework the Trustee
has agreed a number of objectives to help guide the strategic management of the
assets and control of the various risks to which the Plan is exposed. The Trustee’s
primary objectives are as follows:
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To maintain the funding position of the Plan on an ongoing basis to at least
100%;
To ensure that it can meet its obligation to the beneficiaries of the Plan;
To achieve a return on the total Plan which is compatible with the level of risk
considered appropriate;
To pay due regard to the CBI’s interest in the size and incidence of contribution
payments;
▪
4.

To ensure that sources of cash such as income and dividends are used in the first
instance to meet benefit payments before assets are disinvested.

Fund Governance
The Trustee has appointed a firm of investment consultants to provide relevant
advice. Advice is also taken as appropriate from the Scheme Actuary and other
professional advisers.
The Trustee retains direct responsibility for setting investment objectives,
establishing risk and return targets and setting the Plan’s strategic benchmark and
investment manager structure. The Trustee also monitors the investment managers
and other service providers.
The investment managers are responsible for day-to-day management of the Plan’s
assets in accordance with guidelines agreed with the Trustee. The investment
managers have discretion to buy, sell or retain individual securities in accordance
with these guidelines. The investment managers report to the Trustee regularly
regarding performance.
The Scheme Actuary performs a valuation of the Plan at least every three years, in
accordance with regulatory requirements. The main purpose of the actuarial
valuation is to assess the extent to which the assets cover the accrued liabilities and
agree an appropriate funding strategy for the Plan.
The investment consultant and Scheme Actuary’s fees are determined in line with
agreed hourly rates, with agreed fees for particular projects. The investment
managers’ fees are related to the value of assets invested with them and, in some
instances, linked to the performance achieved by the investment manager.

5.

Risk and Return Targets
The Trustee acknowledges that there is a link between the investment strategy, the
expected return and the risk taken. The Trustee formally reviewed the Plan’s
investment strategy in the first half of 2018 with a view to reduce overall risk and
agreed to pursue a bespoke Cashflow Driven Investment strategy where the portfolio
is allowed to evolve over time in line with the maturity of holdings. The portfolio that
has been implemented at the beginning of 2019, is outlined in Appendix A and has a
target return of gilts + 1.5% (p.a.). After allowing for the evolution of the portfolio
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over time, this equates to gilts + 1.0% (p.a.) over the lifetime of the Plan. The
investment strategy is kept under review.
Whilst setting the investment strategy the Trustee has considered carefully the
following possible consequences:
The assets might not achieve the excess return relative to the liabilities
anticipated over the longer term. This would result in t h e deterioration of
the Plan’s financial position and consequently higher contributions from the
CBI than are currently expected.
The relative value of the assets and liabilities will be more volatile over the short
term than if investment risk had not been taken. This will increase the likelihood
of there being a shortfall of assets relative to the liabilities in the event of
discontinuance of the Plan. This consequence is particularly serious if it coincides
with the CBI being unable to make good the shortfall.
The remaining volatility in the relative value of assets and liabilities may also
increase the short-term volatility of the CBI’s contribution rate set at successive
actuarial valuations, depending on the approach to funding adopted.
The Trustee’s willingness to take investment risk is dependent on the continuing
financial strength of the CBI and its willingness to contribute appropriately to the
Plan. The financial strength of the CBI and its perceived commitment to the Plan is
monitored on an ongoing basis.
The degree of investment risk the Trustee is willing to take also depends on the
financial health of the Plan and the Plan’s liability profile. The Trustee will monitor
these with a view to altering the investment objectives, risk tolerance and/or return
target should there be a significant change in either.
The Trustee recognises that, with the development of modern financial instruments,
it is possible to select investments that are similar to the estimated liability cashflows.
The Trustee has aimed to do this as far as practically possible via constructing a
Cashflow Driven Investment strategy, which includes a credit-driven portfolio
combined with a Liability Driven Investment mandate designed to hedge interest rate
and inflation risk inherent in the Plan’s liabilities. The Trustee is also taking steps to
more closely align the Plan’s funding basis to the investment strategy.
6.

Diversification of Risks
In addition to targeting an appropriate overall level of investment risk, the Trustee
seeks to spread risks across a range of different sources. The Trustee aims to take
on those risks for which they expect to be rewarded over time, in the form of excess
returns. The Trustee believes that diversification limits the impact of any single risk.
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The Trustee adopts an integrated risk management approach. The three key risks
associated within this framework and how they are managed are stated below:
Investment – the risk that the Plan’s position deteriorates due to the assets
underperforming. The Trustee’s policy is to select an investment objective that is
achievable and is consistent with the Plan’s funding basis and the sponsor’s covenant
strength. The Trustee also aims to mitigate this risk by investing in a diversified
portfolio of assets.
Funding – the extent to which there are insufficient Plan assets available to cover
ongoing and future liability cashflows. Funding risk is considered as part of the
investment strategy review and the actuarial valuation. The Trustee will agree an
appropriate basis in conjunction with the investment strategy to ensure an appropriate
journey plan is agreed to manage funding risk over time.
Covenant – The risk that CBI becomes unable to continue providing the required
financial support to the Plan. When developing the Plan’s investment and funding
objective, the Trustee takes account of the strength of the covenant ensuring the level
of risk the Plan is exposed to is at an appropriate level for the covenant to support.
The Trustee has considered carefully the following possible risks:
Manager risk – The Trustee monitors the performance of each manager on a biannual basis, and compares the investment returns with the appropriate
performance objectives to ensure continuing acceptable performance. The
investment managers are invited, in person, to present to the Trustee on their
performance. Circumstances for additional monitoring and engagement with
investment managers include changes in strategy, underperformance and risk levels
increasing beyond an acceptable level. Th e Trustee employs active management.
The Trustee recognises that the use of active investment may involve additional risk
(relative to index-tracking) but believes active management skills exist and can be
identified.
Examples of such risk are:
▪ Active management within an asset category, defined as holding a combination of
securities that differs from the asset class benchmark.
▪

Active management across asset categories, which arises when the combination of
asset categories held differs from that of the benchmark.

▪

Manager selection risk, which arises due to the potential for selecting an active
manager that underperforms its benchmark net of management and transaction fees.

Some of the investment managers employ derivatives for the purposes of efficient
portfolio management and subject to agreed restrictions. To a large extent, the risks
of using derivatives are the same as those of investing in the underlying asset
categories.
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Additionally:
Administrative risk may also be present depending on the terms of the contract
governing the derivative.
Concentration risk – The Trustee has adopted a strategy that ensures that the risk of
an adverse influence on investment values from the poor performance of a small
number of individual investments is reduced by diversification of the assets:
▪

by asset class (property, bonds, etc.);

▪

region (UK, overseas, etc.);

▪

within each asset class.

Currency risk – Some of the Plan’s investments are exposed to foreign currency
fluctuations as part of the investment strategy. The majority of the Plan’s holdings
are denominated or hedged to GBP.
The Trustee recognises custodian risk, which is measured by assessing the creditworthiness of the custodian bank and the ability of organisations to settle trades on
time and provide secure safekeeping of assets under custody. This is managed by
monitoring the custodian’s activities and reviewing the performance of the custodian.
Default risk – The Trustee has considered the risk that the issuers of the corporate
bonds are unable to meet their obligations.
Environmental, Social and Governance (“ESG”) risks – This is the risk that ESG
factors, including but not limited to climate change, can impact the performance of
the Plan’s investments. The Trustee mitigates this risk by appointing managers who
satisfy the following criteria, unless there is a good reason why the manager does not
satisfy:
▪ The existence of a clear responsible Investment (“RI”) Policy / Framework;
▪

This Policy/Framework is implemented via a defined investment process;

▪

The manager has a track record of using engagement and any voting rights to
manage ESG factors;

▪

The manager provides ESG specific reporting; and

▪

The manager is a signatory of UN Principles of Responsible Investment (“PRI”).

The Trustees monitor the managers on an ongoing basis against the above criteria.
Hedge mismatch risk – The Trustee has considered the risk that overtime as the shape
of the liability cashflows for the Plan evolves, a level of mismatch could develop
between the LDI mandate and the liabilities being hedged. The mismatch can be
reduced through a review of the LDI mandate once a valuation takes place.
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Leverage may be introduced if the economic exposure arising from investing in a
derivative is greater than the capital committed to the investment.
Liquidity risk – The pooled funds through which the Trustee invests, make due
allowance for the need for liquidity of the Plan’s assets. The Trustee has invested a
small amount of assets in long-term illiquid investments in order to take advantage of
the illiquidity premium. The Trustee has considered the benefit of the additional return
offered over comparable liquid investments, and sized the allocation appropriately to
ensure that it should not impact the Plan’s ability to meet its liquidity requirements.
Reinvestment risk – The Plan invests in a portfolio of bonds that are held until
maturity. The return that can be gained when reinvesting in new bonds varies
dependent on market conditions. The Trustee has considered the risk that
reinvestment proceeds can achieve a lower yield and realised yield may be
insufficient to meet the cost of liability cashflows as they fall due.
Sponsor risk – The Trustee has considered the risk that the CBI may be unwilling or
unable to maintain the necessary level of contributions in future, and has concluded
that this risk is acceptable and that no further action is necessary to mitigate this
risk.
Across all of the Plan’s investments, the Trustee is aware of the potential for
regulatory and political risks. Regulatory risk arises from investing in a market
environment where the regulatory regime may change. This may be compounded
by political risk in those environments subject to unstable regimes.
The Trustee acknowledges that it is not possible to monitor all the risks listed above
at all times. However, the objective is to seek to take on those risks that are
expected to be rewarded for over time, in the form of excess returns, in a diversified
manner. The resulting combination of assets and investment management
approaches has been selected to be consistent with the investment objective, risk
tolerance and return target detailed above.
7.

Strategic Investment Benchmark and Investment Manager Structure
The Trustee has established a target strategic investment benchmark for the Plan
taking into account the risks and potential returns identified above. Full details of
the Plan’s target benchmark are set out in the IPID.

8.

Investment Managers
Day-to-day management of the assets is delegated to professional investment
managers. The investment managers have full discretion to buy and sell
investments on behalf of the Plan, subject to agreed constraints. The IPID gives
details of the investment managers’ mandates.
When choosing investments, the Trustee and the investment managers (to the extent
delegated) are required to have regard to the criteria for investment set out in the
Occupational Pension Schemes (Investment) Regulations 2005 (Regulation 4).
6

CBI - Internal

The Trustee has selected the investment managers based on the managers’ ability to
implement the investment strategy outlined in Appendix A to within the prescribed
targets and ranges.
The Trustee has taken steps to satisfy itself that the managers have the appropriate
knowledge and experience for managing the Plan’s investments and that they are
carrying out their work competently.
The Trustee will review the appointment of the investment managers for any reason
considered appropriate.
Further details on the Trustee’s policy regarding investment manager arrangements is
detailed in Appendix B.
9.

Responsible Investment and Corporate Governance
The Trustee believes that good stewardship and E S G i s s u e s may have a
material impact on investment returns.
The Trustee has given the investment managers full discretion when evaluating ESG
issues and in exercising rights and stewardship obligations attached to the Plan’s
investments. All decisions about the day-to-day management of the assets have been
delegated to the investment managers via a written agreement. The delegation
includes decisions about:
▪

Selection, retention and realisation of investments including taking into account all
financially material considerations in making these decisions;

▪

The exercise of rights (including voting rights) attached to the investments;

▪

Undertaking engagement activities with investee companies and other
stakeholders, where appropriate.

The Trustee takes investment managers’ policies into account when selecting and
monitoring managers. The Trustee also takes into account the performance targets the
investment managers are evaluated on. The investment managers are expected to
exercise powers of investment delegated to them, with a view to following the
principles contained within this statement, so far as is reasonably practicable.
Similarly, the Plan’s voting rights are exercised by its investment managers in
accordance with their own corporate governance policies, and taking account of
current best practice including the UK Corporate Governance Code and the UK
Stewardship Code.
Below is a summary of how the Trustee seeks to engage on these matters with
investment managers:
▪

The Trustee’s investment managers provide periodic reports on how they have
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engaged with issuers regarding social, environmental and corporate governance
issues.
▪

The Trustee receives information from their investment advisers on the investment
managers’ approaches to engagement.

Circumstances for additional monitoring and engagement include but are not limited
to the following:
▪

The manager has not acted in accordance with their policies and frameworks.

▪

The manager’s policies are not in line with the Trustee’s policies in this area.

Through the engagement described above, the Trustee will work with the investment
managers to improve their alignment with the above policies. Where sufficient
improvement is not observed, the Trustee will review the relevant investment
manager’s appointment and will consider terminating the arrangement.
10.

Funds
Under the terms of the Trust Deed the Trustee is responsible for the investment of
Additional Voluntary Contributions (‘AVCs’) paid by members. The Trustee
reviews the investment performance of the chosen providers on a regular basis and
takes advice as to the providers’ continued suitability

11.

Review of this Statement
This Statement has been prepared in compliance with the Pensions Act 1995, the
Pensions Act 2004, and the Occupational Pension Schemes (Investment)
Regulations 2005. The Trustee will review this Statement at least once every three
years and without delay after any significant change in investment policy. Any
change to this Statement will only be made after having obtained and considered the
written advice of someone who the Trustee reasonably believes to be qualified by
their ability and practical experience of financial matters and to have the appropriate
knowledge and experience of the management of pension scheme investments.

Signed by CBI Pension Trustee Limited as Trustee of the CBI Retirement Benefits
Plan
September 20
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Investment Management Arrangement Policies
The Trustee has the following policies in relation to the investment management arrangements for
the Plan:

How the investment
managers are incentivised
to align their investment
strategy and decisions with
the Trustee’s policies.

How the investment
managers are incentivised
to make decisions based on
assessments of medium to
long-term financial and nonfinancial performance of an
issuer of debt or equity and
to engage with them to
improve performance in the
medium to long-term.

How the method (and time
horizon) of the evaluation of
investment managers’
performance and the
remuneration for their
services are in line with the
Trustee’s policies.

The method for monitoring
portfolio turnover costs
incurred by investment
managers and how they
define and monitor targeted
portfolio turnover or
turnover range.

▪

As the Plan is invested in pooled funds, there
is not scope for these funds to tailor their
strategy and decisions in line with the
Trustee’s policies. However, the Trustee
invests in a portfolio of pooled funds that is
aligned to the strategic objective.

▪

The Trustee reviews the investment
managers’ performance relative to medium
and long-term objectives as documented in
the investment management agreements.

▪

The Trustee monitors the investment
managers’ engagement and voting activity on
as part of their ESG monitoring process.

▪

The Trustee does not incentivise the
investment managers to make decisions
based on non-financial performance.

▪

The Trustee reviews the performance of all of
the Plan’s investments on a net of cost basis
to ensure a true measurement of
performance versus investment objectives.

▪

The Trustee evaluates performance over the
time period stated in the investment
managers’ performance objective, which is
typically 3 to 5 years.

▪

The Trustee does not directly monitor
turnover costs. However, the investment
managers are incentivised to minimise costs
as they are measured on a net of cost basis.
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▪

The duration of the arrangements is
considered in the context of the type of fund
the Plan invests in.

▪

For closed ended funds or funds with a lockin period the Trustee ensures the timeframe
of the investment or lock-in is in line with the
Trustee’s objectives and Plan’s liquidity
requirements.

▪

For open ended funds, the duration is flexible
and the Trustee will from time-to-time
consider the appropriateness of these
investments and whether they should
continue to be held.

The duration of the Plan’s
arrangements with the
investment managers
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