Statement of Investment Policy and Principles

1.

Introduction
Section 59(1)(b) of the Pensions Act requires the Trustee to produce a
statement describing the principles underlying their investment policy. This
statement has been produced after consultation with the Plan’s
actuarial and investment advisors. It will be reviewed at least every 3
years and will be revised whenever there is a change in our investment
principles.
The Trustee’s investment powers are set out within the Plan’s
governing documentation and relevant legislation. The Trustee notes
that, according to the law, it has the ultimate power and responsibility
for the Plan’s investment arrangements.
The Trustee will seek to maintain a good working relationship with the
sponsoring Company, Associated British Foods plc, and will discuss any
proposed changes to this Statement with the Company. However,
the Trustee’s fiduciary obligations to Plan members will take
precedence over the Company’s wishes, should these ever conflict.
The Trustee believes that the investment policies and their
implementation are in keeping with best practice. However, the Plan is
governed by its Trust Deed and Rules which sets out all of the benefits in
detail and specifies the Trustee’s investment powers.
The
investment powers do not conflict with this Statement.

2.

Plan Structure
The Plan has a Defined Benefit and a Defined Contribution
Section. Each Section has a distinct investment policy.

3.

Plan Governance
A brief overview of the various parties involved in the Plan’s
governance structure is set out below.
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The Trustee
The Plan’s assets are held in trust by the Trustee. The Trustee is
responsible for the investment of the Plan’s assets (although members of
the DC Section choose the funds in which to invest from a range of funds
made available by the Trustee).
The Trustee has appointed a firm of professional consultants (the
“Investment Adviser”) to provide relevant advice to the Trustee. The
Trustee also takes advice as appropriate from the Plan Actuary and other
professional advisers.
The Investment Adviser
Willis Towers Watson Limited (“WTW”) has been appointed as the
Investment Adviser to the Trustee. The details of WTW’s appointment, in
terms of both obligations and remuneration, are contained in a signed
agreement between the Trustee and WTW. WTW provides the Trustee
with sufficient information to ensure that they are fully informed as to the
decisions they take and to monitor those that they delegate.
The DB Investment Managers
The Trustee has chosen to entrust the day-to-day management of
the DB Section’s investments to the Investment Managers as listed below:

Global Equities:

Irish Life Investment Managers Limited
Sustainable Growth Advisers LP

Property:

M&G Real Estate Limited

Private Debt:

Hayfin Capital Management LP
MV Credit Partners LP

Fixed Income:

BlackRock Investment Management (UK) Limited

The Trustee has also appointed WTW as a Performance
Measurer, independent of the investment managers to calculate
return and risk measures for each investment manager’s portfolio and
for the assets in aggregate. The Performance Measurer provides
reports to the Trustee and more detailed reports on an annual basis.
The Trustee meets the investment managers on a regular basis and,
if circumstances require, more frequently to review the
managers’ actions together.
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The Plan Actuary
Mr Keith Burns of Willis Towers Watson Limited has
been appointed as the Plan Actuary. The Plan 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 Bundled DC Provider
The Trustee has chosen to entrust the investment administration
and day-to-day management of the DC Section investments to the
DC Provider,
Irish
Life
Investment
Managers
Limited.
All investments for the DC Section are held in collective investment
funds managed by the Bundled DC Provider. The terms are
contained in the documentation provided by the Bundled DC
Provider to the Trustee. Either the investment manager or the
specific funds in which the DC Section invests are regulated by the FCA.
Responsible Investment and Corporate Governance
The Trustee has elected to invest in pooled funds and
cannot therefore directly influence the social, environmental and
ethical policies and practices of the companies in which the pooled funds
invest. The Trustee accepts the investment manager’s policy on the
voting rights attached to investments. The Trustee is satisfied that this
corresponds with its responsibilities to the beneficiaries of the Plan.

4.

Defined Benefit section

4.1

Investment objective
The Trustee believes its prime objective is to invest the Plan assets in
such a manner that it is likely that the Plan liabilities can be met.
The estimated liabilities are a series of projected cash flows
calculated on assumptions contained in the valuation basis. In theory,
the matching asset would be a portfolio of Gilts that provided
these projected cash flows in all future economic scenarios.
Given the discrete number of Gilts available, such a combination is
unlikely to exist in practice. It is nonetheless a valid reference point
against which to assess investment strategies that can be implemented in
practice.
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In agreeing to adopt this investment objective, the Trustee has taken into
account the Company’s view that some risk should be taken in an attempt
to reduce the cost of providing the benefits that which would be expected
from adopting a matched investment strategy.
4.2

4.3

Measuring risk
By risk, we mean the possibility that the Plan will not meet its
funding objectives as a result of our investment policy. We assess
this risk in consultation with our advisors on a regular basis. This involves
re-appraising the appropriateness of our investment policy having regard
to the liability profile of the Plan and changing economic
circumstances.
Managing risk
We manage risk by:
(i)

Adopting an asset allocation strategy which is based on the Plan’s
own liability profile.

(ii)

Ensuring that our investments are well diversified.

(iii)

Ensuring that appropriate control procedures are in place.

(iv)

Ensuring that our matching bond investments are of
appropriate duration having regard to the duration of our
pensioner liabilities.

(v)

Regular monitoring of manager performance and strategy.

We review the activities of our investment managers to ensure that they
are meeting the objectives we have established and to ensure that
they are in compliance with their mandates at each Trustee meeting.
We review our strategic asset allocation policy at least every 3 years at
the time of each actuarial valuation.
4.4

Asset allocation
Having regard to the Plan's current liability profile we have adopted the
following strategic allocation between the main asset categories:
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Asset category

% of Assets

Developed global equity

55.0%

Private Debt

10.0%

Property

5.0%

Fixed Income

30.0%

Total

100%

The strategic allocation has been chosen in consultation with our advisors
to meet our investment objectives. It will be reviewed at least every 3
years at the time of each actuarial valuation. The following broad
principles have been adopted in determining the strategic allocation:
•

A global equity structure has been adopted in order to
maximise diversification. Unrewarded currency risk has been
mitigated by hedging exposure to the US dollar.

•

Bonds are currently held to generate absolute returns. The bonds
are mainly denominated in Euro to avoid currency risk. In the
future they may be partially held to match for retired members.

•

The allocation to property has been established to achieve a
meaningful level of diversification between asset classes.

5.

Defined contribution section

5.1

Investment objectives
The Trustee recognises that members have differing investment needs
and that these may change during the course of members’ working lives.
The Trustee believes that most members do not have the time or the
knowledge to manage their pension investments. The Trustee regards it
as its duty to make available (as the default investment option) a fund
which:
•

is likely to be suitable for most members;

•

is dynamically managed; and
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•
5.2

has a risk and reward profile that reflects the period until its
participating members reach retirement age.

Measuring Risk
The following measures of risk have been considered by the
Trustee in determining the fund options currently available:

5.3

(i)

The risk of insufficient long-term capital growth for younger
members.

(ii)

The risk that the value of a member’s investment account may
fall shortly before retirement due to stock market volatility
leading to a permanent loss of retirement income.

(iii)

The risk that bond yields may fall shortly before retirement leading to
an increase in annuity costs and a permanent loss of retirement
income.

(iv)

The risk that members may have insufficient investment knowledge
to make appropriate choices in relation to the investment of their
accounts.

(v)

The risk that the investment manager may underperform leading to
a loss of investment return.

(vi)

The risk of loss due to inadequate diversification and/or investment
in illiquid or unregulated markets.

Managing risk
These risks are managed by the Trustee in the following manner:
(i)

The risk of insufficient long-term capital growth for younger
members is managed by offering members funds with high equity
content.

(ii)

The risk of capital loss shortly prior to retirement is managed by
offering a Cash Fund to which members may transfer as they
approach retirement.

(iii)

The risk of a fall in bond yields resulting in an increase in annuity
costs shortly before retirement is managed by offering a Bond Fund
to which members may transfer as they approach retirement.

(iv)

The risk that members may have insufficient investment knowledge
is managed by offering a Default Investment
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Strategy which is also the default option in the event that a
member does not make a fund choice.
(v)

The risk of manager underperformance is controlled by:
a. Offering a passive Consensus Managed fund
b. Regular monitoring of active manager performance.

(vi)

The risks of inadequate diversification and illiquidity are
managed by only investing in unitised funds which are
themselves broadly diversified and which invest mainly in
regulated stock markets.

Summary of Fund Options Available
In compliance with these principles the current fund options are as
follows:
Type of Fund

Managed by

Active Managed Fund
Consensus Managed
Fund Bond Fund
Cash Fund

Irish Life Investment Managers
Irish Life Investment Managers
Irish Life Investment Managers
Irish Life Investment Managers

In addition there is a Default Investment Strategy under which a
member’s account is automatically invested in the Consensus Managed
Fund until 5 years prior to a member’s anticipated retirement date. The
member’s account is then transferred automatically to a combination of
the Bond and Cash funds during the last 5 years prior to the anticipated
retirement date.
Investment restrictions
As the assets of the DC Section are invested in pooled fund vehicles the
investment restrictions applying to these funds are determined by the
investment manager. The Trustee is satisfied that the investment
manager’s policy on investing in individual securities held in each vehicle
provides adequate diversification of investments.

October 2020

6. Additional Voluntary Contributions
Historic AVC payers - legacy AVC funds are held with State Street Global
Advisers. Members do not have an option to continue investing DB AVCs
with this legacy provider.
Ongoing AVC payers - The Trustee makes available a separate AVC
investment fund range provided by Irish Life Investment Managers.
7. Other assets
The only other Plan assets relate to un-invested cash, maintained for
the day-to-day management of the Plan.
This is managed
by Associated British Foods Pensions Department, liaising with
the Company’s Treasury Management division to ensure a market
rate of interest is obtained.
8. Realisation of Investments
In general, the Investment Managers have discretion in the timing
of realisations of investments and in considerations relating to the
liquidity of those investments, subject to not exceeding the Trustee’s
powers as set out in the Trust Deed and Rules. The Investment Managers
are responsible for generating any cash required for benefits and other
expenditure on the instructions of the Trustee.
9. Liquidity
With the Plan being mature, the Trustee understands liquidity planning is
becoming an important consideration, especially where the annual cash
flow requirements can represent a significant proportion of the Plan
assets. The monthly cash inflows from contributions are currently more
than the monthly cash outflows for paying benefits, subject to
capital calls from the Plan’s two Private Debt managers. The
Trustee understands liquidity may become an increasing issue,
particularly with the currency hedge programme and recognise that
this will change over time and will address when required.
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10.

Compliance with this Statement
The Trustee will monitor compliance with this Statement
periodically. The investment managers are provided with copies of this
Statement periodically.
The Trustee will review this Statement
in response to any material changes to any aspects of the Plan,
its liabilities, finances and the attitude to risk of the Trustee and
the Principal Employer which they judge to have a bearing on
the stated investment policy. This review will occur no less frequently
than triennially to coincide with the Actuarial Valuation. Any such
review will again be based on written expert advice and will
be in consultation with the Principal Employer.

11. Disclosures in relation to investment manager arrangements in
respect of Shareholders Rights Directive II
The following disclosures are being made in relation to the
Plan’s arrangements
with
Irish
Life
Investment
Managers
Limited
and Sustainable Growth Advisors LP:
•

The asset managers are incentivised to meet their investment
objective and investment policy as detailed in their prospectuses.
The trustee has determined that the investment objectives are
aligned with the profile and duration of the scheme liabilities, to the
extent of its investment in the funds and for so long as it is
invested in the funds. The primary investment objective of the
funds is to achieve long term capital appreciation.

•

The funds’ investment objective is long term capital appreciation,
and therefore the asset managers are so incentivised in overall
terms. The asset managers’ investment decisions are designed to
implement the investment objective and investment policy of the
funds.

•

The asset managers meet with investor relations teams and/or
management bodies of investee companies, and take a range of
factors into consideration during such meetings.

•

The managers are remunerated on a normal percentage of assets
basis i.e. a normal AUM basis. This is not specifically aligned with the
profile and duration of the scheme liabilities, but the
investment in the funds are liquid investments that can be
liquidated at any time and therefore it is not appropriate to seek to
apply a particular longer term timeframe to the investment
managers’ remuneration.

•

The managers’ objective is to achieve long term capital
appreciation, and if they do so they will earn more fees. The
managers’ remuneration is on a percentage of assets basis, rather
than on a ratchet linked to performance. In the Trustee’s view, a
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performance based remuneration structure would not be
appropriate to these investments.
•

The managers cannot engage in excessive portfolio turnover, as
this would not be consistent with their investment objective. The
trustee has assessed whether the managers or an affiliate act as
broker and earns transaction costs on portfolio turnover, and the
managers use a third party transaction cost analysis to ensure that
brokerage and transaction costs remain competitive. To the extent
that third party brokers are used, the managers have no incentive
to engage in excessive portfolio turnover, as this will reduce the
net assets under management, and therefore the managers’
charges.

•

Finally, in relation to the duration of the arrangement, there is no
defined duration. The investments can be liquidated at any time.
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