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Trustee details

Venetia Trayhurn MA PGDL - Chair (from July 2019)

Venetia Trayhurn is an Accredited Professional Trustee and joined the Board as Chair of
the Trustees in July 2019. She represents and is a director of Law Debenture Pension
Trust Corporation. Venetia is a pensions lawyer by background, providing advice to
trustees and employers with large occupational pension schemes (including Royal Mail
and its trustee boards). Prior to joining Law Debenture she worked for a number of years
as a Pensions and Investments Ombudsman at the Financial Ombudsman Service. She
is now an independent trustee on ten pension fund boards.

Allan Course BSc AKC

Allan Course provides professional independent trustee services to occupational pension
schemes on behalf of Capital Cranfield Pension Trustees. Capital Cranfield was appointed
as a Trustee in April 2009. Allan Course was an actuary and has worked in pensions for
over 30 years. Prior to joining Capital Cranfield, he was a partner at Watson Wyatt, a
worldwide firm of actuaries and consultants

Jon Millidge MBE BA FCMA FCIPD

Jon Millidge is Director of Pension Reform of Royal Mail Group. He is one of the original
Trustees from the commencement of the Plan in April 2008. He joined the Company
directly from university in 1985, and has held a wide range of senior management
positions across the businesses of the Group. He is a Fellow of the Chartered Institute of
Management Accountants.

George Hiscocks EngTech TMIET

George Hiscocks joined the Trustees as a CWU administered member nominated trustee
in November 2018. He joined Royal Mail from school in 1971 as an engineering
apprentice and has had a range of roles within engineering. George is currently the
Maintenance Team Leader in Birmingham mail centre, supporting the engineering team.
George has also previously taught plumbing and heating at a local night school.

Page 5 of 56




Sarah Draper

Sarah is Assistant General Counsel at Royal Mail and has spent more than 20 years as
an international project lawyer, specialising in technology, corporate and financing
transactions in the logistics, health and technology sectors. Today, Sarah heads up the
Corporate, Finance, Privacy, IP, and Technology legal teams at Royal Mail. Governance
and risk management are also part of her remit as are the Transformation Programmes
currently ongoing in the UK Company and she is part of the Incident Management Team
that is deployed as required. Sarah is a member of the Group Legal Management Team.

Tom Lambert ACMA CGMA

Tom joined the Trustees as a CMA administered member nominated trustee on 1
January 2020. Tom is a qualified accountant currently working as a Financial Planning
& Analysis for Royal Mail Property & Facilities Solutions.

Anthony Woods BSc and Business Administration (MBA)

Anthony joined the Trustees as a CWU administered member nominated trustee on 26
March 2020. Anthony is currently working as a machine operator (OPG) at South
Midlands Mail Centre. He is the independent chair of the Audit and Risk Sub Committee
of Commsave Credit Union, one of the largest Credit Unions in Britain. He has the
background as a research, development and design engineer with degrees in both
Electrical Engineering and in Business Administration.
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Trustees’ Report - year ended 31 March 2020

Introduction

This is the Annual Report of the Royal Mail Defined Contribution Plan (the Plan) for the year ended
31 March 2020. The Plan was established on 1 April 2008.

The Plan provides retirement and death-in-service benefits for eligible employees of Royal Mail
Group Limited (the principal employer) (RMG). The assets of the Plan are held in trust and are
managed independently from the finances of RMG by the Trustees. The Plan is a defined
contribution plan and is administered by Scottish Widows in accordance with the Trust Deed and
Rules, solely for the benefit of its members and other beneficiaries. The Plan is registered with
HMRC as a tax-exempt pension scheme and is the employer’s auto enrolment compliant vehicle.

Key Events during 2019-20

During the year the Trustees:
e Undertook training for environmental, social and governance issues within the investment

strategy, focusing on Trustee beliefs and climate change and scored the Plan’s appointed
investment managers;

¢ Revised investment mandates to improve the possibility of outperformance;

e Concluded a cyber security review and implemented an incident response plan;

e |dentified a cohort of long-term Auto Enrolment members and clearly guided them to
additional contributions from RMG;

e Increased the personnel resources provided from the RMPTL (“Royal Mail Pension Trustees
Limited”) Executive given the growing size of the Plan;

e Enhanced the Trustees” website to better help members; and

e Undertook training on Collective DC schemes and Master Trusts to prepare for future
changes ahead.

Management of the Plan

Four of the Trustees have been nominated by RMG, including the independent Chair, and three
were nominated by members. All Trustees are appointed by RMG. No matter who nominates
them, each Trustee is responsible for protecting the benefits of all members. Each Trustee
contributes his or her own blend of business knowledge and experience when making decisions
relating to the Plan. The Trustees have introduced an annual strategy day to separately assess
and evaluate the strategic and business plans and structure of the Board to ensure the continued
appropriateness of the running of the Plan.

The Trustees are supported by the Secretary to the Trustees, the RMPTL Executive and other

appropriate advisers who advise the Trustees on their responsibilities and ensure the Trustees’
decisions are fully implemented.
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Trustees’ Meetings

Individual Trustees Trustee meetings attended Trustees meetings in the year

Mr M Chatterton, Chair (until July 2019)
Venetia Trayhurn, Chair (from July 2019)
Mr A Course

Mr J Millidge

Ms A Turrell (until September 2019)

Mr G Hiscocks

Ms S Draper

Mr T Lambert

Mr A Woods

[N

RN OO
RPN ;R

The business matters addressed included:

Annual Business Plan and review of the Strategic Plan and Board structure;
Investment Monitoring and review of the fund performance;

Trustee training and review of Trustee effectiveness;

Risk Management including review of the Risk Register and internal controls;
Renewal of the Trustees’ liability insurance;

Regular review of the Administration, Governance and Compliance reports;
Scheme return for the Pensions Regulator;

Review of the Plan against the Regulator’s DC Code of Practice 13;
Assessment of data quality reports;

Assessment of Advisers and Service Providers;

Agreement of the budget for the 2020/21 Plan year;

Audit of the Plan and its financial statements;

Audit, Risk and Administration Sub Group (established 26 March 2020);
Investment Sub Group (established 26 March 2020); and

Communications and CPP (Collective Pension Plan) Sub Group (established 26 March 2020).

Discretions Committee

The Trustees have established a Discretions Committee. It has delegated authority to take
appropriate decisions regarding discretionary benefits, such as death in service lump sum and ill-
health benefits, on behalf of the Trustees in accordance with its Terms of Reference. The
Committee conducts business by email correspondence and by meeting as and when required.
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Communications and CPP Sub Group

The Trustees have established a Communications and CPP Sub Group. It has delegated authority
to take appropriate decisions regarding the Plan’s communication materials and its overall
communications strategy, on behalf of the Trustees in accordance with its Terms of Reference.
The Sub Group will also consider how the new CDC plan which RMG wishes to implement affects
the Plan. The Sub Group conducts its business by meeting, usually quarterly.

Trustee Training

The Trustees follow the Trustee Knowledge and Understanding Code of Practice which was
introduced by the Pensions Act 2004. All Trustees are required to complete the Pensions
Regulator’s training course, the “Trustee Toolkit”. During the year, the Trustees received Plan
specific training on environmental, social and governance issues within investment strategies and
a focus on climate change; setting objectives for their Investment Consultant; Balance of Powers
between trustees and sponsor; retirement advice provision; Value for Members; and industry
updates. There is a formal policy for the training of newly appointed Trustees and on-going
Trustee training requirements and the new Trustees undertook a dedicated training session ran
by the Executive in addition to completing their TKU toolkit.

Plan Administration

The Trustees have delegated member and accounting administration to Scottish Widows under
contractual arrangements. These arrangements specify service levels against which the Trustees
monitor performance. Scottish Widows completed the acquisition of Zurich Workplace Savings
business (Part VII) on 1st July 2019 and the Trustees have been engaging with them to understand
their objectives for large trust based schemes.

Contributions

Contributions to the Plan, received from members and RMG, were in accordance with the Payment
Schedule dated 27™ April 2018 as shown in the Trustees’ Summary of Contributions (on pages
49 and 50) and totalled £161.8m during the year (£135.6m 2019).

Transfer Values

Members leaving service with more than three months’ qualifying service can normally transfer
the value of their benefits under the Plan to another plan. The Trustees have asked Scottish
Widows to be alert to potential scams and either refuse or refer to the Trustees transfers which
look suspicious. The Trustees regularly communicate to members warning on scams noting they
can be identified because members are contacted directly.
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Risk Management and Internal Controls

The Trustees have established a risk management framework which enables them to review on a
regular basis the risks faced by the Plan. Internal controls systems are reviewed as part of every
meeting by the Trustees. The newly formed Audit, Risk and Administration Sub Group are looking
at ways to enhance the risk management and more effectively integrate it into the Board meetings,
presenting heat maps, focussing on the highest risks before and after controls, and specifying the
risks under consideration for each required decision by the Trustees.

Management of the investment strategies also carries significant risk and therefore the Trustees
spend considerable time and resources in monitoring the existing investment strategy and options
and assessing these on a regular basis to ensure they remain appropriate for the members of the
Plan. A newly formed Investment Sub Group has been set up to focus on these issues.

Covid-19

The Covid-19 pandemic has shown how unanticipated risks can have major implications across a
broad range of areas. The Plan has a contingency plan in place to make sure that the
administration of the Plan keeps running and that there is no disruption to processing member
benefits and payments. In addition, as Trustees, we have looked at our governance structures to
ensure that we can continue to meet and conduct the appropriate pension business. At the present
time we have not identified any issues which are putting Plan operations at risk but we are
continuing to monitor the situation.

Voluntary Contributions

There is provision for members to pay additional voluntary contributions in order to increase their
benefits under the Plan. Members can start making voluntary contributions or increase their
contributions at any time. Full details are available on request from the Plan Administrator,
Scottish Widows at the address shown on page 3 or details can be found on the Plan website
www.scottishwidows.co.uk/save/royalmaildcplan

Expression of Wish Forms

Lump sums payable in the event of a member’s death are paid under “discretionary trust” and
generally they will not be liable to Inheritance Tax.

Members can indicate to the Trustees the persons to whom they wish any benefits to be paid in
the event of their death. The Trustees will then be able to take members” wishes into account,
although they are not obliged to follow them if there is good reason. Members are also urged to
review their Expression of Wish Form from time to time, especially if their circumstances change.
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Expression of Wish Forms are available on request from the Plan Administrator, Scottish Widows,
at the address shown on page 3, by phone on 0800 092 8263, or can be downloaded from the
Plan website www.scottishwidows.co.uk/save/royalmaildcplan

Internal Dispute Resolution Procedures

Disputes are dealt with in a two stage process. Initially any matter of dispute should be referred
to the Secretary. If the complainant is not satisfied with the decision made by the Secretary, the
member may ask the Trustees to reconsider the decision.

The procedures described above are in addition to members’ rights to contact the Pensions
Ombudsman if not satisfied with the answer given to the complaint. Further information about the
procedures and contact details are provided in the Plan Guide, which is available on request from
the Plan Administrator, Scottish Widows, at the address shown on page 3 or can be downloaded
from the Plan website www.scottishwidows.co.uk/save/royalmaildcplan

Further Information

Individual benefit statements are provided to active and deferred members annually. They were
redesigned to help members see their key information more clearly. In addition to the information
shown on these statements members can request details of their Member Account by contacting
the Plan Administrator, Scottish Widows, or by logging on to the Member Access website
www.scottishwidows.co.uk/save/royalmaildcplan

If members have any queries or complaints concerning the Plan in general or their own position,
or wish to obtain further information, they should contact the Plan Administrator, Scottish Widows.

Codes of Practice

The regulator issued Code of Practice 13 underpins the previously published quality features to
help deliver good member outcomes and represents the standards expected of trustees to attain
and help demonstrate that the Trustees are complying with the legal requirements.

The Trustees have reviewed and assessed the Plan’s administration on the administration

Platform. The systems, processes and controls across key governance functions are consistent
with those set out in the regulator’s Code of Practice 13 and regulatory guidance for DC schemes.
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Plan Membership

Changes to the membership of the Plan during the year are set out below:

Membership as at 1 April 2019 68,890
New entrants during the year 9,315
Deduct: Refunds 245
Opt Outs 314
Retirements 24
Transfers out 1,135
Deaths 85
(1,803)
Membership as at 31 March 2020 76,402
Active members 53,740
Deferred 22,662
Membership as at 31 March 2020 76,402

An additional 1,953 members were covered for life assurance only benefits under the Plan as at
31 March 2020 (2019: 3,942).

During the year ended 31 March 2020, 22 members of the Plan retired and purchased annuities
with external insurance companies (2019: 13).

HM Revenue & Customs approval
The Plan is a registered pension scheme’ in accordance with the Finance Act 2004. This means

that the contributions paid by both the Company and the members qualify for full tax relief, and
enables income earned from investments by the Trustees to receive preferential tax treatment.
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Other Information

The Trustees are required to provide certain information about the Plan to the Pension Tracing
Service. This has been forwarded to:

The Pension Tracing Service
The Pension Service
Tyneview Park

Whitley Road

Newcastle Upon Tyne

NE98 1BA

The Pensions Ombudsman may investigate and determine any complaint or dispute of fact or law
in relation to an Occupational Pension Scheme. Any such complaints should have gone through
the internal disputes resolution procedure before being referred to the Ombudsman. Enquiries
should be addressed to:

The Pensions Ombudsman
10 South Colonnade
London

E14 4PU

The Pensions Advisory Service Limited is available at any time to assist members and beneficiaries
in making improved decisions. The Pensions Advisory Service Limited may be contacted at:

The Pensions Advisory Service Limited
11 Belgrave Road

London

SW1V 1RB

The Pensions Regulator (TPR) was established with effect from 6 April 2005 to regulate
occupational pension schemes.

TPR’s role is to act to protect the interests of pension plan members and to enforce the law as it
applies to occupational pensions.
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The regulations set out clearly the areas that TPR covers and the powers that are vested in it. For
example, TPR can prohibit or disqualify trustees for acting unlawfully, and can impose fines on
wrongdoers. TPR can be contacted at:

The Pensions Regulator
Napier House

Trafalgar Place
Brighton

BN1 4DW

The Trust Deed and Rules, the Plan details and a copy of the payment schedule are available for
inspection free of charge by contacting the Secretary to the Trustees at the address shown on
page 3.

Any information relating to the members’ own pension position should be requested from the Plan
Administrator, Scottish Widows at the address detailed on page 3 of this report or details can be
found on the Plan website www.scottishwidows.co.uk/save/royalmaildcplan
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Investment Report

Background

The Trustees are responsible for the investment of the Plan’s assets and have prepared a
Statement of Investment Principles (SIP) in accordance with Section 35 of the Pensions Act 1995.
The SIP outlines the investment objectives and strategy for the assets of the Plan and is available
on the Plan website.

The Trustees have delegated the day-to-day investment management to professional external
investment managers. The Trustees set the investment strategy for the Plan after taking advice
from the Plan’s investment consultant. The Trustees have arranged administration and investment
services through an insurance policy with Scottish Widows. Under this arrangement contributions
are invested in a range of pooled pension funds managed by a number of underlying managers.

Charges for administering the Plan and for providing investment and communication services
depend on the fund(s) selected by the member. All charges are calculated on a daily basis as a
percentage of the underlying assets. Further details of the charges are detailed in the Guide to
Fund Charges which can be obtained from the Plan Administrator, Scottish Widows, at the address
shown on page 3 or can be downloaded from the Plan website.
www.scottishwidows.co.uk/save/royalmaildcplan

The Trustees’ 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 Member Account at retirement
with which members can make their retirement choices.

Members can choose from the following investment funds:

Blended Equity
Diversified Assets
Diversified Bond

Cash

Active Global Equity
Active Emerging Market Equity
Inflation Linked Bonds
Annuity Bonds

Ethical

Shariah

Passive Global Equity
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In addition to the range of funds listed above, the Trustees also provide three “Lifecycle” options
to members. The Lifecycle options are described in the SIP.

The Trustees formalised their investment beliefs, including those on ESG (Environmental, Social
and Governance) considerations, and updated the SIP to reflect the September 2018 Regulations
on Responsible investment which came into force on 1 October 2019. The Trustees seek to
appoint investment managers who will manage these risks appropriately on their behalf and
from time to time review how these risks are being managed in practice. In addition, the Trustees
annually assess their managers’ voting and governance reports and are satisfied with them. The
Trustees are supportive of the Financial Reporting Council's UK Stewardship Code and are
mindful that the Plan’s investments are managed in accordance with it.
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Commentary on Investment Markets for the year ended 31 March 2020

Economic overview

The Plan year was characterised by two distinctly different periods in markets. Throughout
much of 2019, most asset classes delivered positive returns, albeit with weaker global growth,
driven by trade tensions (most notably between the US and China). However, at the end of the
Plan year, a lethal virus (SARS-CoV-2 or Covid-19, first discovered in Wuhan, China) quickly
spread across the globe. In an attempt to contain the virus and protect healthcare systems,
many countries imposed strict guarantine measures. With flights grounded, borders closed,
and factories shut, both supply and demand collapsed across multiple industries.

In response to the rapidly escalating crisis, major central banks, including the US Federal
Reserve and the European Central Bank, reverted to attempting to bolster their economies;
reducing interest rates and restarting, or expanding, Quantitative Easing programmes in an
attempt to cushion the effects of the pandemic. Governments also unleashed unprecedented
stimulus packages, totalling around $8tn worldwide.

Within the UK, the Bank of England cut interest rates twice in March 2020, reducing the base
rate to 0.1%, its lowest level in history, and offered unlimited short-term financing for large
companies. Chancellor Rishi Sunak also announced several measures, including paying 80%
of wages for furloughed employees, tax and business rate holidays, as well as £330bn in
business loan guarantees.

Therefore, whilst Prime Minister Boris Johnson’s decisive December general election
Conservative victory appeared to cut the risk of a No-Deal Brexit outcome, the Coronavirus
outbreak has since upstaged the EU-UK negotiations regarding a trade deal. The UK’s
transition period for leaving the EU is currently due to end on 31 December 2020, subject to
an extension to 2022, if both requested and granted.

Equities

Developed market equities performed strongly over most of 2019, reflecting investors’
response to softer monetary conditions and less concerns relating to US - China trade tensions.
However, the first quarter of 2020 saw developed market equities post one of their worst
guarters ever recorded, as many countries put their economies on “deep freeze” in an attempt
to slow the virus spread.

Against this backdrop, over the Plan year, the Plan’s Active Global Equity Fund returned -18.4%
underperforming the benchmark return by 12.6% with a key detractor being the value
investment style which underperformed other investment styles. Over the Plan year, the
Passive Global Equity Fund returned -10.9%, outperforming the benchmark return by 0.3%,
the Ethical Fund returned -1.6%, in line with its benchmark return, whilst the Shariah Fund
returned 6.2%, slightly underperforming the benchmark return by 0.2%. Finally, over the Plan
year the Blended Equity Fund, a component of the default lifestyle, returned -15.1%,
underperforming the benchmark return by 4.7%.
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Like developed markets, emerging market equities performed strongly over most of the Plan
year, although returns were generally more volatile. However, similar to developed markets,
emerging market equities fell sharply in Q1 2020 as Covid-19 quickly spread across the globe.

Over the vyear the Plan’s Active Emerging Markets Equity Fund returmed -16.9%,
underperforming the benchmark return by 3.5%. An allocation to financials and stock positions
in China and India detracted from relative performance over the Plan year.

Bonds

Over most of 2019, the backdrop for bonds was supportive. This, coupled with falling global
growth expectations and continued high demand from risk-averse investors for safe haven
assets caused both fixed and inflation-linked gilt yields to fall and consequently prices to rise.
Corporate bonds also performed strongly overall during 2019, aided by the fall in both
government bond yields and in investment grade credit spreads.

As Covid-19 took hold in the UK in early 2020, the outlook in markets changed dramatically.
In response to the developing economic crisis, the Bank of England cut rates twice in March,
leaving the base rate at 0.1%, pledged unlimited short-term financing for large companies and
expanded its Quantitative Easing programme by an additional £200bn in purchases of gilts
and corporate bonds. As such, the Inflation Linked Bonds Fund returned 6.1% over the Plan
year, slightly outperforming the benchmark return by 0.1%, while the Annuity Bonds Fund
returned 5.7%, slightly underperforming the benchmark return by 0.2%.

It was a different story for corporate bonds, with credit spreads widening even in the face of
this central bank action, leading to poor performance for the asset class over the period.
Against this backdrop, over the Plan year the Diversified Bonds Fund returned -1.4%,
underperforming the benchmark return by 4.1%.

Alternative assets

The Diversified Assets Fund delivered a negative return of -7.2% over the Plan year
underperforming its benchmark of 4.0%. This underperformance is largely as a result of the
broad market sell off, across many of the different classes this fund holds in Q1 2020.

The content of the above investment market commentary was provided by Lane Clark &
Peacock LLP (“LCP”).
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Investment Performance

The table below shows twelve-month performance after fees of each of the Plan’s fund options
to 31 March 2020. Those funds shown in bold are components of the default investment
lifestyle. The Blended Equity Fund has only been available to members of the Plan since 1
October 2018. Performance of this Fund is therefore only shown over a one year time horizon
and not 3 years.

Fund Name

Blended Equity (15.1) (10.4) - -
Diversified Assets* (7.2) 4.0 0.2 3.9
Diversified Bond* (1.4) 2.7 041 2.5
Cash 0.8 0.5 0.6 0.4
Active Global Equity (18.4) (5.8) (5.5) 2.2
Actiye Emerging Market (16.9) (13.4) (3.1) (1.3)
Equity

Passive Global Equity (10.9) (11.2) (0.1) (0.1)
Inflation Linked Bonds 6.1 6.0 4.6 4.2
Annuity Bonds 5.7 5.9 4.0 3.9
Ethical (1.6) (1.6) 3.7 3.6
Shariah 6.2 6.4 8.6 9.0

*these funds are measured against a cash-plus benchmark.
Source: Scottish Widows and LCP.
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Royal Mail Defined Contribution Plan Chair’s Statement

Welcome to the 2020 Chair's Statement. This statement explains how my fellow Trustees
and | met the governance standards that apply to occupational pension schemes that provide
money purchase benefits, such as the Royal Mail Defined Contribution Plan, for the year
ended 31 March 2020. It is produced pursuant to Regulation 23 of the Occupational Pension
Schemes (Administration) Regulations 1996.

Default arrangements

Members who don’t make a choice regarding the investment of their contributions are
invested in the Default strategy arrangement. The objectives of the Default strategy
arrangement are to cater for the majority of members and be a class leading investment
strategy with excellent risk adjusted returns given the constraints of the charge cap.

In October 2018, the Trustees implemented their decision to move towards a three-stage
lifecycle investment strateqy (early stage growth, to stable growth, to bonds). In 2019 further
changes were made. The emerging market equities within the Blended Equity Fund are
managed actively and it was decided to combine the existing ‘growth’ style with a ‘value’ style
of management with the aim of providing more consistent outperformance. We chose
Robeco given the advice from our advisors and its strong ‘ESG’ credentials (environmental,
social and governance). The Trustees also considered the pre-retirement phase against the
objectives set for this part of the strategy and the experience of recent retiree activity. We
know that members continue to take their benefits largely as cash but whilst the Diversified
Bonds Fund had performed above cash, it had struggled to keep up with inflation. Therefore,
M&G Limited were added to help increase the risk and reward profile of the Fund.

The move to a three-stage lifecycle rather than two was the result of detailed guantitative
and qualitative analysis and a new strategy was implemented in October 2018. Members
now invest in a higher-risk strategy when they are younger (equities), then moving to a more
stable growth strategy (diversified growth) and moving to a lower-risk bond strategy as they
approach their selected retirement age.

The previous ‘Growth Fund ceased as part of this review. The Trustees undertook
considerable further work to formulate those sub-components of the Default strategy and
select investment funds appropriate for the appointed mandates. We look forward to
developments in the DWP’s consultation for DC schemes on the HM Treasury's Patient
Capital review which we hope will pave the way to invest in assets with less liquidity but
improving diversification and returns.

A copy of the Trustee’s Statement of Investment Principles (“SIP”) and Investment Policy
Implementation Document (“IPID”) are attached. The SIP is reviewed at least every three
years or as soon as any significant developments in investment policy or member
demographics take place and was last updated in September 2019.
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Processing Financial Transactions

Trustees have a specific duty to secure that core financial transactions (including the
investment of contributions, transfer of member assets into and out of the Plan, transfers
between different investments within the Plan and payments to and in respect of members)
are processed promptly and accurately.

These transactions are undertaken on the Trustees’ behalf by the Plan administrator,
Scottish Widows Ltd. We have reviewed the processes and controls implemented by them
and have concluded that they are suitably designed to achieve these objectives. We have also
agreed service levels including timeliness and accuracy and reporting of performance against
those service levels, which are set out in the Trustees’ services agreement with Scottish
Widows. These include a range of member requests. The Trustees pay attention to tasks
which are time critical, but also monitor non-time critical and manual administration type
requests.

Time critical member processes include transfers in, investment switch requests, retirement
claims and transfer out claims. All service levels are in line with industry requirements and
in many cases, much faster. Our administrator provides the Trustees with quarterly
governance reports which break down: the service delivery activity; movements in
membership such as transfers out; opt outs; payment increases and decreases; and analysis
of the membership with changes over time to help spot changes in the profile of the Plan.

The administrator has started implementing an improved end-to-end process to ensure that
an entire member request is completed in a reasonable timeframe, not just that each step
is completed within a regulatory timeframe. As a Board, we are always keen to look beyond
the sterile service statistics and understand what will help improve the member experience.

We receive reporting on all complaints made and whether or not they were upheld by the
administrator. The complaints are considered in detail to understand if there is a recurring
theme or if part of the operations and processes of the administrator are not in line with the
general expectations of the membership. To date, most complaints have not been upheld
and we are comfortable that there are no underlying issues with the member experience. If
a complaint is upheld, members are routinely compensated as appropriate.

No significant issues have been reported in the year under review. In light of the above, the
Trustees and | consider that the requirements for processing core financial transactions
specified in the Administration Regulations (The Occupational Pension Schemes (Scheme
Administration) Regulations 1996) have been met.

Calculation of Charges and Transaction Costs Requirements

The law requires the Trustees to disclose the charges and transactions costs borne by DC
scheme members and to assess the extent to which those charges and costs represent good
value for money for members. In preparing this statement, the Trustees have considered
statutory guidance, including the guidance published by the Department for Work & Pensions
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entitled "Reporting of costs, charges and other information: guidance for trustees and
managers of relevant occupational schemes'.

Within the Default strategy, the maximum fee occurs around three years before retirement
and peaks at 0.62% pa. The accumulation fund, the RMDCP Blended Equity Fund, which most
members are invested in, has a fee of 0.44% pa. This is below the charge cap of 0.75% pa.
We accept that this is not the cheapest strategy available but have analysed the potential to
add value and improve member outcomes and believe the strategy, which includes the
bundled administration charge, offers members good value.

To help demonstrate this, a table of illustrative examples of the cumulative effect on a
member’s savings of costs and charges incurred over time is provided in Annex A to this
statement on page 27. It provides examples of members at different ages showing what their
savings could have been before those charges and costs are deducted. The first table
highlights the Default lifecycle strategy and shows how the charges change, as the investment
strategy changes, as members approach retirement. Given the use of Absolute Return Bond
strategies before retirement age, the charges increase as they are managed actively, not
passively. However, these bond strategies offer greater protection for members who take
cash at retirement but still provide some potential for growth and help keep pace with
inflation. The second table shows the effect of charges on potential growth for the more
common self-select funds.

Members are also offered a range of funds which may be chosen as an alternative to the
Default arrangement. The details of all the current fund charges are available within the
table in Annex B on page 28 of this document and are split by bundled administration charge;
investment annual management charge; and investment fund additional expenses, showing
a total member borne charge per fund. Members can see the fund charges on factsheets via
the Plan Infosite provided by the administrator.

A fee study from our investment advisors, LCP, was used to help ascertain how the costs for
the Plan’s funds compare with other pension schemes engaged with LCP, which is shown as
the second chart within Annex B. The chart shows the results of the fee study showing
average management charges and ranges for several of LCP’s clients, relative to what the
Plan members pay. We note that most of the funds are in line with the median if not below
it, helping to demonstrate value for the Plan’s members.

The outliers are LGIM Diversified Multi Factor Fund, which is part of the Blended Equity Fund,
and the Dodge & Cox Global Stock Fund, which is the Active Global Equity Fund. The Trustees
understand that the high fee for the LGIM Diversified Multi Factor Fund is due to the
administration charges and believe that when blended to construct the overall Blended Equity
Fund, the charges are competitive for what the Fund is aiming to achieve. After review, we
have decided to replace Dodge & Cox for the Active Global Equity Fund and are in the process
of replacing them. In the table where there is a zero management charge for members, the
management charge is subsidised by the Bundled administration provider.
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In terms of value, we realised that it is hard to determine in isolation and goes beyond
ongoing charges. We engaged with Dean Wetton Advisory to compare the Plan and its
performance to other schemes. We then isolated schemes which had similar objectives to us
and saw how our performance compared. In the Early growth phase, we determined that
the risk taken in emerging market equities had not been rewarded over the period in question
(5 years to 31 March 2020 and so included the fall in markets due to Covid). Also, a higher
UK equity weighting had lagged relative to the US market and a strengthening dollar. The
performance of the Plan’s pre-retirement strategy was behind most schemes. But we know
that this is because of the reduced risk reward investment profile due to most members
taking cash at retirement, which has proven to be defensive for these members. We will be
looking at member activity around retirement later this year to consider if this low risk
portfolio remains appropriate. The other findings from the Dean Wetton Advisory report will
also feed into a strategic investment review which is due to commence in October 2020.

There is a separate table in Annex C to this statement which shows the transaction costs for
each of the Plan’s funds, which is split by implicit and explicit costs, and includes any anti-
dilution levies. This is where a fund manager has made a price adjustment to protect existing
investors in the fund. This analysis gives us a clear idea of the costs of buying and selling in
each of the funds and helps provide information for decision making. This can be used when
changing or implementing any of the Plan’s investment strategies to determine if the
manager has added value for the transaction costs incurred. The Trustees find the
transaction costs (by asset class) of the Plan’s funds to be reasonable. This table is available
on page 29.

The industry body, the Pension and Lifetime Savings Association (“PLSA”) have launched the
cost transparency initiative with a view to helping trustees better understand the costs
incurred by their fund managers in running investment funds. With a view to supporting this,
we have engaged with ClearGlass to analyse our fund managers’ transaction costs. They are
an independent group and provide a standardised framework to help asset owners collect
costs and charges data from their fund managers for analysis.

Following various member research initiatives over several years, we have a good
understanding of the membership demographics of the Plan and as such have a view as to
what good member outcomes should look like for the Plan’'s members in aggregate. Having
assessed the fees disclosed above we are satisfied that the charges for the Plan’s funds
represent good value for money in the context of the outcomes targeted.

In addition to the assessment of investment value and in line with the Administration
Regulations, the Trustees carried out an assessment of the Plan operations and whether, and
to what extent, it offers value for money for members. An external independent consultant
was brought in to carry out this assessment for the Trustees. The assessment took place in
July 2019 and was concluded in September 2019.
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The Trustees decided to go beyond the statutory requirements and look in further detail at
the following areas of assessment for value for members:

Governance

e Design
Administration
Communication
Costs

The full results of the assessment can be obtained from the Plan Secretary (details are on
page 3). The results were that the findings showed that the Plan offers value for money for
members. The Trustees are committed to ensuring that members receive value for money
from the Plan. We monitor key expenditure ratios per member, with a view to improving
efficiencies as the Plan grows in both size of membership and assets and are pleased to see
this bearing out over the years.

Trustees’ Knowledge and Understanding

Sections 247 and 248 of the Pensions Act 2004 set out the requirement for trustees to be
conversant with their scheme’s trust deed and rules and SIP, have appropriate knowledge
and understanding of the law relating to pensions and trusts, the funding of occupational
pension schemes, investment of Plan assets and other matters to enable them to exercise
their functions as trustees properly. This requirement is underpinned by guidance in the
Pension Regulator’s Codes of Practice 07 and 13. In exercising their powers in practice, we
are aided by our Trustee portal which holds key Plan documents and is available to the
Trustees at all times. We use this resource to, for example, confirm the powers by which
decisions can be made, and refer to delegated authorities, specific documents and definitions
within the Trust Deed and Rules. We regularly refer to the Plan’s Risk Register to identify
and manage risks. All the Plan documents are available to the Trustees at the touch of a
button within the portal.

Each Trustee ensures that they take personal responsibility for keeping up-to-date with
relevant developments. The Secretary to the Trustees reviews self-assessments annually
and arranges for training to be made available as appropriate at the quarterly Trustee
meetings or separate training sessions. In addition, we receive support from professional
advisors. Advisors present to the Trustees or provide training as dictated by the agenda, set
according to the Business Matters and Key Developments arising over the Plan year as
proposed by the Plan Secretary and agreed by the Chair.

In addition, we also receive an industry update at each quarterly meeting to keep abreast of
developments and an independent consultant provides a mid-year health check to make sure
we are aware of and can act on any regulatory changes as and when they arise. During the
year, the Trustees received Plan specific training on matters such as ESG and climate change
investment strategies; Balance of Powers; Master Trusts; retirement advice; Value for
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Members and industry updates. A full list of all the professional development items is
attached in a table in Annex D on page 30.

Alongside the Trustee training, a Trustee Effectiveness questionnaire helps assess how we
put our knowledge and understanding into practice and highlights if the Board as a whole
acts effectively, to help identify ways to make the running of the Plan more effective.

All the current Trustees have completed the Pension Regulator’s Trustee Toolkit and new
Trustees are required to complete this within six months of taking up office. Three new
Trustees joined the Board this year and were provided with a familiarisation session run by
the Plan's legal advisor. This is supplemented by sessions run by the Plan Secretary and
other members of the Executive to help onboard new trustees and help make them as
effective as possible from the start.

Taking account of actions taken individually and as a Trustee Board, and the professional
advice available to them, we consider that we are properly enabled to exercise our functions
as Trustees of the Plan.

Other Plan Matters

Coronavirus has affected us all. Given the challenges that Coronavirus brings and despite
business operations being disrupted, all functions and service providers have been operating
effectively whilst working remotely. At the outset of the Coronavirus lockdown the Trustees
met (virtually) and received weekly reports from the Plan Secretary to assess and monitor
the risks until we were happy that the Plan was able to continue without member detriment.
Crucially, we have demonstrated that the Plan administration can be run ‘remotely’ and there
has been no disruption to processing member benefits and payments. Plan members will
not have seen any disruption in the service (other than non-critical tasks were de-prioritised)
as the dedicated phone line remained open.

Coronavirus has caused disruption to economic activity which has been reflected in recent
fluctuations in global stock markets and, in turn, in the valuation of Plan assets. The Plan’s
default investment strategy was designed taking a long-term view. For members taking
benefits at their chosen retirement age, the default strategy de-risks to cash matched
instruments to minimise the risk of market shocks. A communication was quickly added to
the Trustees’ website at the start of the breakout to reassure members that the Plan was
still operating and to caution members to remember their investment time horizon before
making any changes.

The Trustees and the Executive team have identified the risks that could be impacted by
Coronavirus which include administration, investment, and operational risks. The Executive
have increased the monitoring of the Plan’s operations to identify and react to any issues if
they arise. A process of weekly updates from the Plan Secretary with fortnightly investment
performance reviews was implemented at the end of March and continued until early June.
If further disruption arises this process will be resurrected. We were pleased that the existing
risk management controls of the Plan were effective. Whilst Coronavirus wasn't explicitly
foreseen, many of the risks and mitigating actions which took place as a result were already
embedded in the Risk Register and the Plan’s Business Continuity Plan.
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Coronavirus aside, we continue to prioritise communications with the objective of inspiring
members to actively make appropriate choices about their retirement outcomes by
highlighting the value of the Plan. An example is the cohort identified which could be receiving
extra contributions from the sponsor. Long-term Nursery tier members were written to
highlighting the missed money with a direct message of “grab yourself an extra £1,300 each
year”.

Governance statement

As Trustees of the Plan, we have reviewed and assessed our systems, processes and controls
across key governance functions, and we are satisfied that these are consistent with those
set out in The Pensions Regulator’s:

e Code of Practice 13: Governance and administration of occupational defined contribution

trust-based schemes, underpinned by the DC quality features; and
¢ Regulatory guidance for defined contribution schemes.

Based on our assessment we believe that we have adopted the standards of practice set out
in the DC Code and DC Regulatory guidance. This helps demonstrate the presence of DC
quality features, which we believe will help deliver better outcomes for members in
retirement. The Trustees carried out a formal assessment against the Code of Practice in
September 2019 and, following some minor follow up work, were pleased to have been given
a ‘green’ assessment in all areas by their independent governance consultant.

The Trustees would like to thank all those who have helped during this year's Plan operations.

i

V. Trayhurn, Director for .
The L\a’\w Debenture Pension Trust Corporation p.l.c.

For and on behalf of the Trustees,
Venetia Trayhurn, Chair of Trustees:

Date: 2 /O‘( /20
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Royal Mail Defined Contribution Plan Chair's Statement — Annex A Costs and Charges Over Time

Scheme: ROYAL MAIL DEFINED CONTRIBUTION PLAN

Projected pension pot in today's money: Starting Fund £6,000. Starting Contributions £250pm. Invested in the Default Lifestyle strategy.

This table shows the development of the projected pot size over time for a sample of ages assuming the pension pot is invested in the Default Lifestyle Strategy.

For the Default Lifestyle Strategy the development of the projected pension pot depends on the member’s current age because the funds change as the member approaches retirement.
For non-lifestyle investments the projected pension pot does not depend on the starting age and develops as shown in the first table.

Age Now 60 Age Now 55 Age Now 45 Age Now 35 Age Now 20
Years Before After all charges + Before After all charges + Before After all charges + Before After all charges + Before After all charges +
charges costs deducted charges costs deducted charges costs deducted charges costs deducted charges costs deducted
1 8,970 8,910 9,040 9,000 9,100 9,060 9,100 9,070 9,100 9,070
3 14,800 14,600 15,100 14,900 15,400 15,300 15,500 15,300 15,500 15,300
5 20,400 19,900 21,200 20,700 22,000 21,600 22,100 21,800 22,100 21,800
10 35,400 33,900 38,900 37,700 40,000 38,800 40,000 38,800
15 55,400 52,700 59,300 56,700 59,800 57,200
20 69,100 64,100 79,100 74,400 81,700 77,000
25 97,100 89,500 105,000 98,300
30 110,000 99,000 131,000 120,000
35 156,000 140,000

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.

2. Retirement is assumed to be at age 65

3. The starting pot size is assumed to be £6,000.

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

5. Gross contributions of £250 per month are assumed from the start of the projection to retirement and are assumed to

increase in line with inflation at 2.5% per year.

6. Values shown are estimates and are not guaranteed.

7. For the default lifestyle strategy the projected growth rate varies over time as the funds invested in change.

The table below shows the average projected growth rates for the lifestyle strategy for a sample of terms to retirement:

Lifestyle approaches aim to provide a balance of growth opportunities in the early years and a degree of de-risking as you approach retirement. The actual return will depend on the funds
chosen for each stage and the actual timing of any changes. When comparing possible returns from different funds, it is noted that higher risk funds will provide higher illustrative returns.

Y?ars to Projected Growth Rate (Average)
Retirement

1 1.00% Below inflation
3 0.70% Below inflation
5 0.50% Below inflation
10 0.10% Below inflation
15 0.20% Above Inflation
20 0.50% Above Inflation
25 0.70% Above Inflation
30 0.90% Above Inflation
35 1.00% Above Inflation

8. The charges assumed for each fund are the current charges as shown in the Chair's Statement.

Fund choice
Inflation Linked Bonds Passive Global Equity Cash Active Emerging Market Equity
Years Before After all charges + Before After all charges + Before After all charges + Before After all charges +
charges costs deducted charges costs deducted charges costs deducted charges costs deducted
8,820 8,790 9,100 9,080 8,810 8,790 9,110 9,020
14,300 14,200 15,500 15,400 14,200 14,200 15,500 15,100
5 19,500 19,300 22,100 21,900 19,500 19,300 22,200 21,400
10 31,900 31,300 39,900 39,200 31,800 31,300 40,300 37,500
15 43,100 42,100 59,600 58,100 43,000 42,000 60,300 54,400
20 53,300 51,700 81,300 78,500 53,100 51,600 82,500 72,100
25 62,600 60,300 105,000 100,000 62,200 60,100 107,000 90,600
30 71,100 68,100 131,000 125,000 70,600 67,800 134,000 110,000
35 78,800 75,000 160,000 151,000 78,100 74,600 165,000 130,000

The projected growth rates for each fund are:
Inflation Linked Bonds: 1.9% below inflation
Passive Global Equity: 1.9% above inflation
Cash: 2.0% below inflation
Active Emerging Market Equity: 2.1% above inflation
The charges assumed for each fund are the current charges as shown in the Chair's Statement.
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Royal Mail Defined Contribution Plan Chair’s Statement - Annex B Fund Charges

ROYAL MAIL DEFINED CONTRIBUTION PLAN

Fund based charges

Member Borne Charge
Fund Name Admin Charge% Fund AMC % Fund Expenses % Total Expense Ratio % %
Active Emerging
Market Equity 0.27 0.57 0.18 0.74 1.01
Active Global Equity 0.27 0.60 0.09 0.69 0.96
Annuity Bonds 0.24 0.00 0.00 0.00 0.24
Blended Equity 0.27 0.15 0.02 0.17 0.44
Cash 0.17 0.10 0.00 0.10 0.27
Diversified Assets 0.27 0.22 0.02 0.24 0.51
Diversified Bond 0.26 0.39 0.03 0.42 0.68
Ethical 0.29 0.00 0.00 0.00 0.29
Inflation Linked
Bonds 0.24 0.00 0.00 0.00 0.24
Passive Global
Equity 0.27 0.00 0.00 0.00 0.27
Shariah 0.22 0.30 0.00 0.30 0.52
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Source: LCP Research, Scottish Widows. The analysis compares the RMDCP TERs with TERs (including administration costs) from other DC schemes with assets of between £75m
and £1bn that LCP advises. This analysis does not account for transaction costs. TERs are shown for underlying funds only and therefore, where applicable, the TER should be
considered in the context of the fund's allocation within the blended funds. Please see page 4 for a summary of the white-labelled fund range including the blended funds.
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Royal Mail Defined Contribution Plan Chair's Statement — Annex C Fund Transaction Costs

ROYAL MAIL DEFINED CONTRIBUTION PLAN

Transaction Costs
. . . S Lending & )

Fund Name Total (bps)® Transaction |Fees & Charges | Implicit Costs | Indirect Czosts Anti D||ut|on3 Borrowing Guidance

= ~| Taxes (bps)-_ (bps) (bps) — (bps)” [ Offset (bps) (bps)* |~ Notes
Blended Equity 7.9 0.0 2.7 0.0 4.9 2.1 0.7 2,3,4,6,7,8
Active Emerging Market Equity 16.7 N/A N/A N/A N/A N/A N/A 1,67
Active Global Equity 23.0 4.0 3.0 16.0 0.0 0.0 0.0 6,7
Annuity Bonds 0.2 0.0 7.1 0.0 -0.5 6.5 0.0 2,3,6,7
Cash 1.4 0.0 0.0 1.4 0.0 0.0 0.0 6, 7
Diversified Assets 11.0 0.0 0.0 0.0 12.6 1.9 0.3 2,3,4,6,7
Diversified Bond 21.6 0.0 0.5 9.5 2.0 15 0.2 1,2,3,4,6,7
Ethical 0.4 0.0 25 0.0 -0.3 2.3 0.5 2,3,4,6,7
Passive Global Equity 24 0.0 3.4 0.0 0.4 2.1 0.7 2,3,4,6,7,8
Inflation Linked Bonds 6.5 0.0 0.0 6.2 0.4 0.0 0.0 2,6,7
Shariah 4.7 1.7 1.3 1.8 0.0 0.0 0.0 6, 7

Guidance Notes

For funds with more than one component, transaction cost calculations are based on blended fund-level holdings at the report date given.

Indirect Costs relate to transaction costs incurred within an underlying investment vehicle within the fund manager's fund.

Anti Dilution Offset (where provided) reflects the price adjustments the fund manager has made to protect existing investors from dilution effects resulting from investors
buying or selling units. This reduces the total transaction cost incurred by existing investors and so is deducted from the costs incurred.

Lending & Borrowing (where provided) reflects transaction costs associated with short term loans of securities that the fund manager may undertake to increase
investment returns.

Transaction cost totals represent annualised transaction costs incurred by the fund manager within the underlying fund. Figures do not currently contain impacts of dilution
adjustments incurred at the Zurich fund level when Zurich deals in the underlying funds.

Reporting cycles may differ between fund managers, and so data provided may not align completely with the overall report date. The latest available
annualised information has been used in each case.

Fund managers may use different methodologies to calculate their transaction costs; therefore overall transaction cost figures may not be directly comparable, or may
exclude some elements or breakdowns of the total cost.

Transaction costs have not been provided by the fund manager(s) for some components of the fund. The percentage of assets reported on has been stated above. If no
data on percentage coverage was provided by the fund manager, it is assumed that 100% coverage was achieved for these funds/fund components.
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Royal Mail Defined Contribution Plan Chair's Statement - Annex D Trustee Professional
Development

The Royal Mail

Deﬁned Contribution Plan

Trustee Professional Development

Date Subject
25-Jun-19 Training on CDC schemes

25-Jun-19 Investment Strategy training on Default

01-Mar-19 SIP ESG requirements

01-Mar-19 Cyber security

01-Mar-19 VFM assessment

01-Mar-19 industry updates

23-May-19 industry updates
18-Sep-19 Chairs Statement requirements
18-Sep-19 ESG and Climate change
18-Sep-19 Investment Consultant Objectives
16-Dec-19 Balance of Powers training
16-Dec-19 Active Global Equity

16-Dec-19 Retirement Advice

02-Mar-20 ESG/ Responsible Investment scoring
02-Mar-20 Master Trusts

Total 2020
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Statement of Trustees’ Responsibilities for the Financial Statements

The audited financial statements, which are to be prepared in accordance with UK Generally
Accepted Accounting Practice (UK GAAP), including FRS 102 The Financial Reporting
Standard applicable in the UK and Republic of Ireland, are the responsibility of the trustees.
Pension scheme regulations require the trustees to make available to Plan members,
beneficiaries and certain other parties, audited financial statements for each Plan year which:

(i) 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 the assets
and liabilities, other than liabilities to pay pensions and benefits after the end of
the Plan year; and

(ii) contain the information specified in the Occupational Pension Schemes
(Requirement to obtain Audited Accounts and a Statement from the Auditor)
Regulations 1996, including a statement whether the accounts have been
prepared in accordance with the Statement of Recommended Practice Financial
Reports of Pension Schemes.

The Trustees have supervised the preparation of the financial statements and have agreed
suitable accounting policies, to be applied consistently, making estimates and judgements on
a reasonable and prudent basis. They are also responsible for:

e assessing the Plan’s ability to continue as a going concern, disclosing, as applicable,
matters related to going concern;

e using the going concern basis of accounting unless they either intend to wind up Plan, or
have no realistic alternative but to do so; and

e making available each year, commonly in the form of a trustees’ annual report,
information about the Plan prescribed by pensions legislation, which they should ensure
is consistent with the financial statements it accompanies.

The Trustees also have certain responsibilities in respect of contributions which are set out
in the statement of trustees’ responsibilities accompanying the trustees’ summary of
contributions.

The Trustees are responsible for such internal control as they determine is necessary to
enable the preparation of financial statements that are free from material misstatement,
whether due to fraud or error, and have a general responsibility for ensuring that adequate
accounting records are kept and for taking such steps as are reasonably open to them to
safeguard the assets of the Plan and to prevent and detect fraud and other irregularities.

The Trustees are responsible for the maintenance and integrity of the Plan and financial

information included on the Plan’s website. Legislation in the UK governing the preparation
and dissemination of financial statements may differ from legislation in other jurisdictions.

Page 31 of 56



FINANCIAL STATEMENTS
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Fund account for the year ended 31 March 2020

2020 2019
Notes £'000 £000
Contributions & Benefits
Employer contributions 2 159,911 134,041
Employee contributions 2 1,847 1,579
Total contributions 161,758 135,620
Transfers in from other plans 3 1,830 2,358
Other income 4 8,524 8,869
10,354 11,227
Benefits 5 (17,251) (15,848)
Leavers 6 )] (10)
Transfers out to other plans 7 (5,814) (4,739)
Other Payments 8 (28) (60)
Administration expenses 9 (983) (898)
(24,078) (21,555)
Net additions from dealings with members 148,034 125,292
Returns on investments
Investment income 10 27 22
Change in market value of investments 11 (87,135) 16,699
Investment management expenses 12 (1,885) (1,404)
Net returns on investments (88,993) 15,317
Net increase in fund during the year 59,041 140,609
Net assets of the Plan at 1 April 617,652 477,043
Net assets of the Plan at 31 March 676,693 617,652

The notes on pages 35 to 45 form part of these financial statements.
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Statement of Net Assets (available for benefits) as at 31 March 2020

2020 2019
Notes £'000 £'000
Allocated to members
Pooled investment vehicles 11 668,728 610,322
Current assets 13 10,524 7,508
Current liabilities 14 (5,115) (2,883)
674,137 614,947
Not allocated to members
Current assets 13 2,639 2,780
Current liabilities 14 (83) (75)
2,556 2,705
Net assets available for benefits 676,693 617,652

The financial statements summarise the transactions of the Plan and deal with the net assets at
the disposal of the Trustees. They do not take into account obligations to pay benefits which fall

due after the Plan year end.

The notes on pages 35 to 45 form part of these financial statements.

The financial statements on pages 33 to 34 were approved by the Trustees and were signed on

their behalf by:
I
Trustee: Venetia Trayhurn (Chair) ... M L
¥'h:rfgr\:vugétg:\?§:grg:;sion Trust Corporation p.l.c.
Trustee: ...>arah Draper

Date: 1¢/09 [20
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Notes on the Annual Financial Statements

Accounting policies

11

12

13

1.4

Basis of preparation
The financial statements 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 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). This is the first year the revised SORP has been
adopted.

The Pan is established as a trust under English law. The address for enquiries to the
Plan is included in the Trustees” Report.

The financial statements are prepared on a going concern basis, which the Trustee believes
to be appropriate as they believe that the Plan has adequate resources to realise its assets
and meet benefit obligations in the normal course of affairs (and continue to operate) for
at least the next twelve months. In reaching this conclusion, the Trustees have considered
the impact of the Coronavirus outbreak and have taken into account the impact on the
administrator, portfolio liquidity and cashflow requirements. This assessment gives the
Trustee confidence to prepare the financial statements on a going concern basis.

Valuation of investments
The investment assets of the Plan comprise units allocated to accounts held in members’
names under the insurance policy issued to the Trustees.

These units are included at market value and are stated at the prices provided by the Plan
Administrator.

Change in market value

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 and unrealised changes in market value
of investments held at year end.

Contributions

Normal contributions from employers and employees are made in accordance with the
rates set out in the Payment Schedule in force for the Plan year. Contributions, including
voluntary contributions, are accounted for on an accruals basis when deducted from
payroll.
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15

1.6

1.7

138

1.9

Benefits
Single cash sums on retirement or death are accounted for on an accruals basis based on
the date of retirement or death.

The purchase of annuities is the means by which the Trustees discharge their full liability
to pay the pension of a retiring member of the Plan. The purchase of annuities is accounted
for on an accruals basis.

Pension Funds are exempt from taxation except for certain withholding taxes.

Transfer values

Transfer values represent the capital sums either received in respect of members from
previous pension arrangements or paid to new pension arrangements for members who
have left service or opted out. They take account of transfers where the receiving pension
arrangement has agreed to accept the liabilities in respect of the transferring members.

Opt Outs
Refunds of contributions in relation to members who opt out are accounted for on an
accruals basis when invoiced by Royal Mail.

Investment Income

Investment income arising from the underlying investments from the pooled investment
vehicles is rolled up and reinvested within the pooled investment vehicles. This is reflected
in the unit price and reported within the change in market values which are provided on a
daily basis.

Expenses
The expenses of the Plan are accounted for on an accruals basis.

2 Contributions

2020 2019
£'000 £'000
Employers
normal 159,911 134,041
Employees
normal 1,474 1,266
additional voluntary contributions 373 313
161,758 135,620

The total employers’ contributions include Pension Salary Exchange contributions.
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3 Transfers in

2020 2019
£'000 £'000
Individual transfers 1,830 2,358
1,830 2,358
4 QOther income
2020 2019
£'000 £'000
Claims on life assurance policies 8,517 8,862
Other income 7 7
8,524 8,869
5 Benefits payable
2020 2019
£'000 £'000
Purchase of annuities 839 334
Lump sum death benefits 8,441 8,832
Commutations and lump sum retirement benefits 7,971 6,682
17,251 15,848

The Trustees have an insurance policy which is held with Zurich Assurance Limited at year end
to cover the Plan against the lump sum payment in the event of a member’s death in service.

6 Leavers

2020 2019
£'000 £'000

Refunds to members leaving service
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7 Transfers to other Pension Schemes

2020 2019

£'000 £'000
Transfers to other schemes 5,814 4,739
5,814 4,739

8 Other payments

2020 2019

£'000 £'000
Opt outs - return of contributions 28 60
28 60

The Trustees paid £nil (2019: £nil) from the Employer Reserves towards the Plan Life Assurance
Premium for the year ended 2020. The remaining balance of the premium is paid by RMG.

As with the Life Assurance premium, some administration expenses below are paid directly by
RMG and some are paid from the Employer Reserve. The Trustees only include expenses paid

from the Employer Reserve in these financial statements.

9 Administration expenses

2020 2019
£'000 £'000
Professional charges 621 478
Other payments 361 419
Levies 1 1
983 898
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10 Investment income

2020 2019
£'000 £'000
Bank Interest 27 22
27 22
11 Investments
2020 2019
£'000 £'000
Insurance policy - pooled investment vehicles:
Market value at 1 April 2019 609,997 470,899
Purchases at cost 193,982 626,917
Disposals (48,663) (504,518)
Change in market value (87,135) 16,699
Market value at 31 March 2020 668,181 609,997
Cash deposits 547 325
668,728 610,322

The companies operating the pooled investment vehicles are all registered in the United
Kingdom. Investments purchased by the Plan are allocated to provide benefits to the individuals
on whose behalf corresponding contributions are paid. The investment managers hold the
investment units on a pooled basis for the Trustees through a policy of insurance with Scottish
Widows Limited. The Plan Administrators allocate investment units to members. The Trustees
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.
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The investments held as at 31 March were split as detailed below:

Value Purchases Sales Change in Value
31/03/2019 at cost Market Value 31/03/2020

£000's £000's £000's £000's £000's
Active Emerging Market Equit 568 400 (175) (135) 658
Active Global Equity 453 289 (186) (99) 457
Annuity Bonds 2,880 298 (392) 165 2,951
Blended Equity 489,656 140,466  (24,693) (80,065) 525,364
Cash 5,513 4,957 (2,647) 50 7,873
Diversified Assets 53,414 22,787  (10,769) (5,327) 60,095
Diversified Bonds 41,486 22,519 (8,139) (1,128) 54,739
Ethical 2,978 493 (330) (69) 3,072
Inflation Linked Bonds 2,591 302 (416) 169 2,646
Passive Global Equity 7,919 791 (756) (880) 7,074
Shariah 2,539 678 (149) 184 3,252
Totals 609,997 193,981  (48,662) (87,135) 668,181

There were no direct or material indirect employer-related investments at the reporting date

31 March 2020 (2019: nil).

Members’ additional voluntary contributions are invested along with normal contributions and

are included in the values shown above.

Transaction Costs

Transaction costs are borne by the members in relation to the transactions in pooled investment
vehicles. Such costs are taken into account in the calculating of the single priced units and are

not separately reported.

Investment Fair Value Hierarchy

The fair value of financial instruments has been disclosed using the following hierarchy.

Level (1): The unadjusted quote price in an active market for identical assets or liabilities which

the entity can access at the measurement date;

Level (2): Inputs other than quoted prices included within Level 1 which are observable (ie
developed using market data) for the asset or liability, either directly or indirectly;

Level (3): Inputs which are unobservable (i.e. for which market data is unavailable) for the asset

or liability.
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A fair value measurement is categorised in its entirety on the basis of the lowest level input
which is significant to the fair value measurement in its entirety.

The Plan’s investment assets and liabilities fall within the above hierarchy levels as follows:

2020 2019

At 31 March £'000 £'000
Pooled investment vehicles- Level 2 668,728 610,322
668,728 610,322

Investment risks

FRS 102 requires the disclosure of information in relation to certain investment risks. These
risks are set out by FRS 102 as follows:

Credit risk: this 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: this comprises currency risk, interest rate risk and other price risk.

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

e [nterest rate risk: this is the risk that the fair value or future cash flows of a financial
asset will fluctuate because of changes in market interest rates.

e Other price risk: this 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 Plan has exposure to these risks because of the investments it makes to implement its
investment strategy described in the Trustees” Report. The Trustees manage investment risks,
including credit risk and market risk, within agreed risk limits which are set taking into account
the Plan’s strategic investment objectives. These investment objectives and risk limits are
implemented through the investment management agreements in place with the Plan’s
investment managers and monitored by the Trustees by regular reviews of the investment
portfolios.

Further information on the Trustees’ approach to risk management and the Plan’s exposures
to credit and market risks are set out below. This does not include annuity insurance policies
as these are registered and purchased by the individual members and not the Plan. The AVC
investments are considered as part of the overall investments of the Plan.
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i. Direct credit risk

The Plan invests in pooled investment vehicles and is therefore exposed to direct credit risk in
relation to the instruments it holds in unit linked insurance funds provided by Scottish Widows
Limited.

Scottish Widows Ltd is regulated by the Financial Conduct Authority and maintains separate
funds for its policy holders. The Trustees monitor the creditworthiness of Scottish Widows Ltd
by reviewing published credit ratings. Scottish Widows Ltd invests all the Plan’s funds in its own
investment unit linked funds and it does not use any other investment funds or reinsurance
arrangements. In the event of default by Scottish Widows Ltd, the Plan is protected by the
Financial Services Compensation Scheme.

ii. Indirect credit and market risks

The Plan is also subject to indirect credit and market risk arising from the underlying
investments held in the Scottish Widows funds.

12 Investment management expenses

2020 2019
£'000 £'000
Member fund based charges 1,885 1,404
1,885 1,404
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13 Current assets

2020 2019
£'000 £'000
Allocated to members
Contributions due from employer
Employer 5,718 4,766
Employee 43 50
AVC 23 9
5,784 4,825
Cash at bank 4,740 2,683
4,740 2,683
10,524 7,508
Not allocated to members
Cash at bank 2,636 2,778
Sundry Debtors 3 2
2,639 2,780

Contributions due from the employers for the Plan year ended 31 March 2020 were received
and invested in accordance with the Plan rules and the payment schedule.

Page 43 of 56



14 Current liabilities

2020 2019
£'000 £'000
Allocated to members
Benefits payable 4,873 2,643
Unclaimed benefits 241 240
Sundry Creditors 1 _
5,115 2.883
Not allocated to members
Tax payable 83 75
83 75

15 Related party transactions

Disclosure is made below of the transactions with related parties who are part of the Royal Mail
Group. In addition to contributions received from employees and payments made to the Plan

members, the Plan undertook the following transactions.

a) All other expenses are borne by the employer.

b) Contributions received and benefits paid in respect of Trustees of the Royal Mail Defined
Contribution Plan who are members of the Plan were in accordance with the Payment

Schedule and Plan rules where appropriate.

c) There are no balances with subsidiary companies of the Royal Mail Group

d) Other than those items disclosed above and elsewhere in the financial statements, there

were no other related party transactions.

e) The Employer remunerates two independent Trustees to ensure the Plan has the right level
of experience to properly exercise its duties. During the year the remuneration in respect of
key management personnel associated with the in-house investment team was £98,896 for

the Plan year (2019: £96,428).
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16 Self Investment

The Plan does not make any investments into Royal Mail Group Plc, other than those made as
part of the index investments with Legal & General. Those investments are not made actively
and do not form more than 5% of the Plan’s assets. There were no direct employer-related
investments at the reporting date 31 March 2020 (2019: nil).

17 Events after the balance sheet date

In early 2020, a new coronavirus, COVID-19, impacted a significant number of countries globally.
COVID-19 has caused disruption to economic activity which has been reflected in recent
fluctuations in global stock markets and, in turn, in the valuation of pension schemes assets. The
emergence and spread of COVID-19 is considered to be a non-adjusting post balance sheet
event. The Plan’s assets include pooled investments which invest in multiple sectors and
locations, and so returns will vary due to these factors and the specific nature of the underlying
investments, as well as the occurrence of credit events on the underling investments which
would determine a write down. Given the inherent uncertainties, it is not possible at this time to
provide a quantitative estimate of the impact of COVID-19 on the Plan.
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Independent auditor’s report to the Trustees, of the Royal Mail Defined Contribution Plan

Opinion
We have audited the financial statements of Royal Mail Contribution Defined Plan (“the Plan”)

for the year ended 31 March 2020 which comprise the Fund Account and the Statement of Net
Assets (available for benefits) and related notes, including the accounting policies in note 1.

In our opinion the financial statements:

e show a true and fair view of the financial transactions of the Plan during the Plan year
ended 31 March 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 Plan
year;

e have been properly prepared in accordance with UK accounting standards, including
FRS 102 The Financial Reporting Standard applicable in the UK and Republic of Ireland;
and

e contain the information specified in Regulation 3 of the Occupational Pension Schemes
(Requirement to obtain Audited Accounts and a Statement from the Auditor)
Regulations 1996, made under the Pensions Act 1995.

Basis for opinion

We conducted our audit in accordance with International Standards on Auditing (UK) (“ISAs (UK)”)
and applicable law. Our responsibilities are described below. We have fulfilled our ethical
responsibilities under, and are independent of the Plan in accordance with, UK ethical
requirements including the FRC Ethical Standard. We believe that the audit evidence we have
obtained is a sufficient and appropriate basis for our opinion.

Going concern

The Trustees have prepared the financial statements on the going concern basis as they do not
intend to wind up the Plan, and as they have concluded that the Plan’s financial position means
that this is realistic. They have also concluded that there are no material uncertainties that could
have cast significant doubt over its ability to continue as a going concern for at least a year from
the date of approval of the financial statements (“the going concern period”).

We are required to report to you if we have concluded that the use of the going concern basis
of accounting is inappropriate or there is an undisclosed material uncertainty that may cast
significant doubt over the use of that basis for a period of at least a year from the date of
approval of the financial statements. In our evaluation of the Trustees conclusions, we
considered the inherent risks to the Plan and analysed how those risks might affect the Plan’s
financial resources or ability to continue operations over the going concern period. We have
nothing to report in these respects.
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However, as we cannot predict all future events or conditions and as subsequent events may
result in outcomes that are inconsistent with judgements that were reasonable at the time they
were made, the absence of reference to a material uncertainty in this auditor's report is not a
guarantee that the Plan will continue in operation.

Other information

The Trustees are responsible for the other information, which comprises the Trustees” report
(including the report on actuarial liabilities and the summary of contributions), and the actuarial
certification of the schedule of contributions. 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 conclusion thereon in this report.

Our responsibility is to read the other information and, in doing so, consider whether, based on
our financial statements audit work, the information therein is materially misstated or
inconsistent with the financial statements or our audit knowledge. Based solely on this work we
have not identified material misstatements in the other information.

Trustees’ responsibilities

As explained more fully in their statement set out on page 31, the Plan’s Trustees are responsible
for: supervising the preparation of financial statements which show a true and fair view; such
internal control as they determine is necessary to enable the preparation of financial statements
that are free from material misstatement, whether due to fraud or error; 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 they either intend to wind up the Plan,
or have no realistic alternative but to do so.

Auditor’s responsibilities

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 our
opinion in an auditor’s report. Reasonable assurance is a high level of assurance, but does not
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 aggregate, they could reasonably be expected to influence the
economic decisions of users taken on the basis of the financial statements.

A fuller description of our responsibilities is provided on the FRCs website at
www.frc.org.uk/auditorsresponsibilities
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The purpose of our audit work and to whom we owe our responsibilities

This report is made solely to the Plan Trustees in accordance with the Pensions Act 1995 and
Regulations made thereunder. Our audit work has been undertaken so that we might state to
the Plan Trustees those matters we are required to state to it in an auditor’s report and for no
other purpose. To the fullest extent permitted by law, we do not accept or assume responsibility
to anyone other than the Plan, for our audit work, for this report, or for the opinions we have
formed.

Feqdti

Fang Fang Zhou

for and on behalf of KPMG LLP, Statutory Auditor
Chartered Accountants

15 Canada Square

London

E14 5GL

Date: ‘8 M S0V
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Statement of Trustees’ Responsibilities in Respect of Contributions

Trustees’ Summary of Contributions payable under the schedule in respect of the Plan year
ended 31 March 2020

The Plan’s Trustees are responsible under pensions legislation for ensuring that there is
prepared, maintained and from time to time revised a Payment Schedule 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
Plan’s Trustees are also responsible for keeping records of contributions received in respect of
any active member of the Plan and for procuring that contributions are made to the Plan in
accordance with the Schedule.

This Summary of Contributions has been prepared by, or on behalf of the Trustees, and is the
responsibility of the Trustees. It sets out the employer and member contributions payable to
the Plan under the Payment Schedule in place for monitoring contributions throughout the
year ended 31 March 2020. The Plan Auditor reports on contributions payable under the
schedule in the Auditor’s Statement about Contributions.

The Trustees operate Pension Salary Exchange so the total employer contributions include, in
essence, employee contributions.

Contributions payable under the Schedule in respect of the Plan year

Employer normal contributions

£159,911,018
Member normal contributions
£1,474,331
Contributions payable under the Schedule
£161,385,349

Reconciliation of Contributions

Reconciliation of contributions payable under the Payment Schedule reported in the financial
statements in respect of the Plan year.

Contributions payable under the Schedule (as above)
£161,385,349
Member additional voluntary contributions
£372,968
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Total contributions reported in the financial statements
£161,758,317

Signed for and on behalf of the Trustees

Trustee: Venetia Trayhurn,  (Chair) ?é/:

V. Trayhurn, Director for )
The Law Debenture Pension Trust Corporation p.l.c.

Trustee: Sarah Draper

Date: [¢/09/20
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Independent Auditor’s Statement about Contributions to the Trustees of the Royal Mail Defined
Contribution Plan

Statement about contributions

We have examined the summary of contributions payable under the payment schedule to the
Royal Mail Defined Contribution Plan in respect of the plan year ended 31 March 2020 which is
set out on page 49 to 50.

In our opinion contributions for the Plan year ended 31 March 2020 as reported in the summary
of contributions and payable under the payment schedule have in all material respects been paid
at least in accordance with the payment schedule dated 27™ April 2018.

Scope of work

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
at least in accordance with the payment schedule. This includes an examination, on a test basis,
of evidence relevant to the amounts of contributions payable to the Plan and the timing of those
payments under the payment schedule.

Respective responsibilities of Trustees and auditor

As explained more fully in the Statement of Trustees Responsibilities set out on page 47, the
Plan’s Trustees are responsible for ensuring that there is prepared, maintained and from time
to time revised a payment schedule showing the rates and due dates of certain contributions
payable towards the Plan by or on behalf of the employer and the active members of the Plan.
The Trustees are also responsible for keeping records in respect of contributions received in
respect of active members of the Plan and for monitoring whether contributions are made to
the Plan by the employer in accordance with the payment schedule.

It is our responsibility to provide a statement about contributions paid under the payment
schedule to the Plan and to report our opinion to you.

The purpose of our work and to whom we owe our responsibilities

This statement is made solely to the plan’s trustees, as a body, in accordance with the Pensions
Act 1995 and Regulations made thereunder. Our work has been undertaken so that we might
state to the plan’s trustees those matters we are required to state to them in an auditor’s
statement about contributions and for no other purpose. To the fullest extent permitted by law,
we do not accept or assume responsibility to anyone other than the plan’s trustees, as a body,
for our work, for this statement, or for the opinions we have formed.

Yoo v

Fang Fang Zhou

for and on behalf of KPMG LLP, Statutory Auditor

Chartered Accountants
15 Canada Square
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Glossary of Terms

Accounting Standards Board (ASB)

The Accounting Standards Board is responsible for producing Financial Reporting Standards.
Active Member:

A member of the Plan who is currently working for Royal Mail Group or Post Office Limited and
is making contributions into the Plan.

Additional Voluntary Contributions:

These are additional contributions made by a member on top of their regular employee
contributions to boost retirement benefits.

Annuity:

This is the regular income that will be paid by an insurance company in return for a lump sum of
money at retirement from the proceeds of a Member Account. The income from the insurance
company is what people usually call their pension and the level of this pension will depend upon
the age at which the member retires, their sex, health, the size of the lump sum being invested
in the annuity and even where they live. There are different types of annuity (and associated
options) available which will also affect the size of income, as will the level of market interest rates
when the annuity is established.

Asset Class:

This is a category of assets, for example equities, bonds, property and cash.

Benchmark:

A benchmark is a point of reference for measurement. With regards to an investment benchmark,
this will often be an index, such as the FTSE All-Share Index, which can be compared against the
performance of a particular fund.

Beneficiary:

This is someone who may benefit from a will, trust, pension fund or a life assurance policy in the
event of another person’s death. A beneficiary under the Plan is a person to whom benefits may
be paid when the member dies.

Bonds:

Bonds are instruments issued by a company, government or other organisations, under which
they borrow money for a fixed amount of time, in return for an agreed rate of interest. UK
Government Bonds are called ‘gilts’. The interest can either be fixed (for example 5% per year)
or index-linked (which means that it varies in line with inflation).

Capital growth:

Capital growth is an increase in the market price of an asset.

Cash:

Cash funds invest in deposits and other cash based investments which earn interest over time
Commodity markets:

A physical or virtual marketplace for buying, selling and trading raw or primary products. For
investors’ purposes there are currently about 50 major commodity markets worldwide that
facilitate investment trade in nearly 100 primary commodities. Commodities are split into two
types: hard and soft commodities. Hard commaodities are typically natural resources that must
be mined or extracted (gold, rubber, oil, etc.), whereas soft commodities are agricultural products
or livestock (corn, wheat, coffee, sugar, soybeans, pork, etc.)
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Corporate bonds:

Corporate bonds are issued by companies as a way of raising money to invest in their business.
They have nominal value, which is the amount that will be returned to the investor on a stated
future date (the redemption date). They also pay a stated interest rate each year - usually fixed.
Corporate bonds are bought and sold on the stock market and their price can go up or down.
CPI:

CPlis the consumer prices index. It is the measure adopted by the Government for its UK inflation
target. The consumer price indices measure the change in the general level of prices charged
for goods and services bought for the purpose of household consumption in the UK.

Default:

The investment option, contribution rate or Selected Retirement Age that is selected for an Active
Member of the Plan when he or she first joins the Plan and remains in place until he or she
makes a choice.

Deferred Member:

A person who has been, but is no longer, an Active Member and in respect of whom the Plan
maintains a Member Account.

Diversification:

Diversification means allocating exposures within a portfolio across asset classes to reduce risk
and potentially enhance expected returns. This results in a reduction of specific risk related to
individual asset classes.

Employer Contribution:

The percentage of pay that Royal Mail Group contributes into its employees’

pension fund. Typically, the employer contribution will match or be proportionate to the employee’s
contribution.

Equities:

Another name for shares held in a company or companies.

Ethical investment:

Ethical funds aim to invest in such a way that doesn’t encourage unethical governance practices
or industries or in such a way as to encourage positive business practices.

FTSE All-Share Index:

An index of the share prices of more than 800 leading companies and investment trusts on the
London Stock Exchange.

Fund Manager:

An individual (or company) who is employed to manage money. Using their skill and experience

a fund manager will buy (and sell) shares or other assets, such as property, equities or bonds,
that they believe will increase in value in order to provide investment growth or to create a
certain level of income.

Government bonds:

Government bonds or Gilts are bonds issued by the government which pay a fixed rate of interest
twice a year. They are considered safe investments as the government is unlikely to go bust or to
default on the interest payments. However, you are not guaranteed to get all your capital back under all
circumstances. Gilts are

bought and sold on the stock market where their price can go up or down.

High yields bonds:

Page 53 of 56



Generally, a high yield bond will be ranked very low by a rating agency, because these are bonds
which have a relatively high chance of default, and therefore have to offer higher returns.
Index:
A device that measures changes in the overall price of a collection of shares. The purpose is to
give investors an easy way to see the general direction and relative movement of shares in the
index. Examples of stock market indices are the FTSE All-Share and Dow Jones.
Inflation:
The increase in the price of commodities and/or services over time. The rate of inflation may be
recorded in an index such as the Retail Prices Index (RPI) or Consumer Prices Index (CPI). Inflation
will affect the buying power of investments or income over time.
Investment risk:
In investment terms, the balance of potential loss versus potential gain as perceived by the investor.
Member:
A person who has been admitted to membership of a pension scheme and who retains a benefit in
the scheme.
Member Account:
This is the individual account in which a member’s contributions (plus any transfers in) and
contributions from their employer are held.
Payment Schedule:
The trustees of most types of scheme must draw up a schedule showing:
e the contributions that should be paid to the scheme; and
e the dates when contributions should be paid.
In a defined contribution scheme this is known as a ‘payment schedule’.
Pension:
A regular income paid to a person after they have retired or have taken their benefits
Pensionable Pay:
If employed on a full time contract, Pensionable Pay means basic salary or wage but does not
include overtime, bonuses or any other items.
If contracted to work less than full time, Pensionable Pay means:

e Basic salary or wage for contractual hours, plus

e Salary or wage for non-contractual hours worked each pay period, so long as the member is

not paid overtime for those hours.

Earnings for hours of work that are in excess of the number of hours normally scheduled for
someone working full time in the role will not be counted for the purpose of Pensionable Pay.
Bonuses and other items will not be counted for the purpose of Pensionable Pay.
Plan:
The Plan is the term used to describe the Royal Mail Defined Contribution Plan.
Pooled Funds:
These are vehicles in which a number of investors pool their assets so that they can be managed
on a collective basis. Holdings in a pooled fund are denominated in units and are re-priced
regularly to reflect changes in the value of the underlying assets.
Qualifying service:
The sum of the period of active membership in the Plan plus every period of service under
another pension arrangement that has been transferred into the Plan.
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Registered Pension Scheme:

a scheme which is a registered pension scheme in accordance with section 153 Finance Act.
Regular Employee Contributions:

Payments deducted from pay currently at levels of 1%, 3%, 4% and 5% and credited to a Member
Account are referred to as regular employee contributions.

Retail Prices Index (RPI):

A monthly indication of the average price changes to a particular ‘basket” of consumer goods,
and used as a general indicator of price inflation.

Return:

The profit or yield from an investment.

Royal Mail Group:

Royal Mail and Parcelforce Worldwide.

Shariah investment:

Shariah investment is a way of investing that complies with Islamic Shariah principles.
Sovereign debt:

This is debt that is issued by a national government. It is theoretically considered to be risk-free,
as the government can employ different measures to guarantee repayment, e.g. increase taxes or
print money.

In practice, there have been multiple cases in which governments could not serve their debt
obligations and had to default. As a consequence, investors ask for different yields across
countries. The more a country’s repayment ability is in question and the riskier sovereign debt
becomes, the higher is its yield.

Terms of Reference:

Terms of reference describe the purpose and structure of a committee.

The Pensions Regulator:

A statutory body which regulates pension schemes.

Transfers:

Refers to the process by which the current value of a pension plan can be transferred from one
registered pension scheme to another. The value (less any applicable charges) is transferred direct
from one employer or pension provider to another. It is important that financial advice is taken
with any kind of pension transfer.

Trust:

An arrangement whereby one or more individuals (trustees) agree to take care of assets and

to use those assets in particular ways (as detailed in a Trust Deed or Rules) for particular
people (beneficiaries).

Trust Deed and Rules:

These are the formal documents that govern the running of the Plan.

Trustee:

A person appointed to manage and safeguard the assets of a trust.

Units:

Contributions are normally used to buy units in an investment fund. The value of these units will
fall or rise in line with the underlying investments. There is often a difference between the buying
and selling price to reflect the charges applicable for investing in the particular fund.
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Royal Mail Defined Contribution Plan 12 September 2019

DC Statement of Investment Principles

1. Introduction

This Statement of Investment Principles (“SIP”) sets out the policy of the Trustees of the Royal Mail
Defined Contribution Plan (the “Trustees”) on various matters governing decisions about the
investments of the Royal Mail Defined Contribution (“DC”) Plan (the “Plan”). This SIP replaces the
previous SIP dated November 2018.

The SIP is designed to meet the requirements of Section 35 (as amended) of the Pensions Act 1995

(“the Act”), the Occupational Pension Schemes (Investment) Regulations 2005, and the Occupational
Pension Schemes (Charges and Governance) Regulations 2015. The SIP also reflects the Trustees’
response to the Myners’ voluntary code of investment principles.

This SIP has been prepared after obtaining and considering written professional advice from LCP, the
Plan’s investment consultant, whom the Trustees believe to be suitably qualified and experienced to
provide such advice. The advice considers the suitability of investments and the need for
diversification, given the circumstances of the Plan and the principles contained in this SIP. The
Trustees have consulted with the relevant employer in producing this SIP.

The Trustees will review this SIP from time to time and, with the help of their advisers, will amend it as
appropriate. These reviews will take place as soon as practicable after any significant change in
investment policy, and at least once every three years.

Appendix 1 contains brief details of the respective responsibilities of the Trustees, investment advisers
and investment managers. It also contains a description of the basis of remuneration of the investment
adviser and the investment managers. Appendix 2 sets out the Trustees’ policy towards risk appetite,
capacity, measurement and management.

2. Investment objectives

The Trustees’ primary objectives are to provide members with access to:

= an appropriate choice of assets for investment, reflecting the membership profile and the range of
ways that members can draw their benefits in retirement; and

= a default investment option that the Trustees believe to be reasonable for those members that do
not wish to make their own investment decisions. The objective of the default option is to
generate returns significantly above inflation whilst members are some distance from retirement,
but then to switch automatically and gradually to lower risk investments as members near
retirement.



3585591

3. Investment strategy

The Trustees, with the help of their advisers and in consultation with the employer, last undertook a
review of investment strategy in 2017, taking into account the objectives described in Section 2 above.

The Trustees offer members a range of investment funds. Each member is responsible for specifying
one or more funds for the investment of their account, having regard to their attitude to the risks
involved. If a member does not choose an investment option, their account will be invested into the
default option, which is managed as a “lifecycle” strategy (ie it automatically combines investments in
proportions that vary according to the proximity to retirement age).

The default option was designed in the best interests of the majority of the members based on the
demographics of the Plan’s membership, and allocates assets to provide benefits to the individuals on
whose behalf the contributions were paid. The default option targets cash withdrawals at retirement,
since the Trustees believe that most members will wish take their benefits in this form. Therefore, the
default option is initially invested in assets that have a relatively high expected return aiming for growth
(equities), and then in the 10 years before retirement, it gradually switches into less risky assets, with
the asset allocation at retirement being designed to be appropriate for members taking cash withdrawal.

To help manage the volatility that members’ assets experience in the growth phase of the default
strategy, the Trustees have included an allocation to “diversified growth”, which over the long term is
expected to generate equity like returns but with lower volatility than equities.

The objective for the default option is to provide a long term return in excess of inflation in the growth
phase, and reducing volatility for members approaching retirement age.

The Trustees will review the default strategy and investment options at least every three years and as
soon as practicable after any significant change in investment policy, or the demographic profile of
relevant members. The Trustees will also monitor the relevant members’ behaviour to check whether
assumptions made about how members will access their benefits are borne out in practice.

4. Considerations made in determining the investment arrangements

When deciding how to invest the Plan’s assets, the Trustees consider a number of risks, including, but
not limited to, those set out in Appendix 2. Some of these risks are more quantifiable than others, but
the Trustees have tried to allow for the relative importance and magnitude of each risk.

The Trustees considered a wide range of asset classes for investment, and the expected returns and
risks associated with those asset classes as well as how these risks can be mitigated where
appropriate.

In determining the investment arrangements the Trustees also considered:

] the best interests of members and beneficiaries as a whole;

" the profile of the membership and what this implies for the choices members might make upon
reaching retirement;

" the risks and rewards of a number of different lifecycle strategies and whether the return expected
for taking any given investment risk is considered sufficient given the risk being taken;
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the need for appropriate diversification within the default strategy and other lifecycle options to
ensure that, for each such option, both the overall level of investment risk and the balance of
individual asset risks are appropriate;

" the need for appropriate diversification within the other investment options offered to members;

" any other considerations which the Trustees consider financially material over the periods until
members’ retirement, or any other timeframe which the Trustees believe to be appropriate; and

] the Trustees’ investment beliefs about how investment markets work and which factors are most
likely to impact investment outcomes.

The Trustees’ key investment beliefs, which influenced the setting of the investment arrangements, are
as follows:

" asset allocation is the primary driver of long-term returns;

" risk-taking is necessary to achieve return, but not all investment risks are rewarded with a risk
premium;

" equity risk, credit risk and illiquidity are the primary sources of rewarded investment risk and
hence the primary sources of long-term investment returns;

" risks that do not have an expected reward (ie a risk premium) should generally be avoided,
hedged or diversified away;

" investment markets are not always efficient and there may be opportunities for good active
managers to add value;

" the trustees consider environmental, social and governance (ESG) factors when making
investment decisions and the trustees believe that they could be one area of market inefficiency
where managers may be able to improve risk-adjusted returns by taking account of ESG factors;

" however, investment managers who can consistently spot and profitably exploit market
inefficiencies and opportunities are difficult to find and have higher fees and therefore passive
management, where available, is usually better value for Members; and

" investment management costs and trading costs have a significant impact on long-term
performance and therefore obtaining value for money from the investments is important.

The Trustees’ key investment beliefs and understanding of the Plan’s membership are reflected in the
design of the default and other lifecycle options, and in the range of other funds made available to
members.

5. Implementation of the investment arrangements

Before investing in any manner, the Trustees obtain and consider proper written advice from their
investment consultant on the question of whether the investment is satisfactory, having regard to the
need for suitable and appropriately diversified investment.

Details of the investment managers, their objectives, investment guidelines, and custody arrangements
are set out in the separate Investment Policy Implementation Document (“IPID”).

The Trustees have an agreement with an investment platform provider, which sets out in detail the
terms on which the investments are managed. This gives access to a range of funds managed by a
variety of investment managers. The investment managers’ primary role is the day-to-day investment
management of the Plan’s investments.
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The Trustees and investment managers to whom discretion has been delegated exercise their powers
to give effect to the principles in this Statement of Investment Principles, so far as is reasonably
practicable.

The Trustees have limited influence over managers’ investment practices because all the Plan’s assets
are held in pooled funds, but they encourage their managers to improve their practices where possible
and where appropriate.

The Trustees’ view is that the fees paid to the investment managers, and the possibility of their mandate
being terminated, ensure they are incentivised to provide a high-quality service that meets the stated
objectives, guidelines and restrictions of the fund. However, in practice managers cannot fully align
their strategy and decisions to the (potentially conflicting) policies of all their pooled fund investors in
relation to strategy, long-term performance of debt/equity issuers, engagement and portfolio turnover.

It is the Trustees’ responsibility to ensure that the managers’ investment approaches are consistent with
the Trustees’ policies before any new appointment, and to monitor and to consider terminating any
existing arrangements that appear to be investing contrary to those policies. The Trustees expect
investment managers, where appropriate, to make decisions based on assessments of the longer term
financial and non-financial performance of debt/equity issuers, and to engage with issuers to improve
their performance. They assess this when selecting and monitoring managers.

The Trustees evaluate investment manager performance by considering performance over both shorter
and longer-term periods as available. Except in closed-ended funds where the duration of the
investment is determined by the fund’s terms, the duration of a manager’s appointment will depend on
strategic considerations and the outlook for future performance. Generally, the Trustees would be
unlikely to terminate a mandate on short-term performance grounds alone.

The Trustees’ policy is to evaluate each of their investment managers by reference to the manager’s
individual performance as well the role the Trustees play in helping the Plan meet its overall long-term
objectives, taking account of risk, the need for diversification and liquidity. Each manager’s
remuneration, and the value for money it provides, is assessed in light of these considerations.

The Trustees recognise that portfolio turnover and associated transaction costs are a necessary part of
investment management and that the impact of portfolio turnover costs is reflected in performance
figures provided by the investment managers. The Trustees expect their investment consultant to
incorporate portfolio turnover and resulting transaction costs as appropriate in its advice on the Plan’s
investment mandates.

6. Realisation of investments

The investment managers have discretion over the timing of realisation of investments of the Plan within
the portfolios that they manage, and in considerations relating to the liquidity of investments.

The Trustees’ policy is to invest in funds that offer daily dealing to enable members to readily realise
and change their investments.
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7. Financially material considerations and non-financial matters

The Trustees have considered how social, environmental and ethical factors should be taken into

account in the selection, retention and realisation of investments given the time horizon of the Plan and
its members.

The Trustees expect their investment managers to take account of financially material considerations
(including climate change and other ESG considerations). The Trustees seek to appoint managers that
have appropriate skills and processes to do this, and from time to time review how their managers are
taking account of these issues in practice.

The Trustees have limited influence over managers’ investment practices where assets are held in
pooled funds, but they encourage their managers to improve their practices where appropriate.

The Trustees do not take into account any non-financial matters (ie matters relating to the ethical and
other views of members and beneficiaries, rather than considerations of financial risk and return) in the
selection, retention and realisation of investments for the default investment option. However, the
Trustees recognise that some members may wish for ethical matters to be taken into account in their
investments and therefore has made available the Ethical Fund as an investment option to members.

8. Voting and engagement

The Trustees recognise their responsibilities as owners of capital, and believe that good stewardship
practices, including monitoring and engaging with investee companies, and exercising voting rights
attaching to investments, protect and enhance the long-term value of investments. The Trustees have
delegated to their investment managers the exercise of rights attaching to investments, including voting
rights, and engagement with issuers of debt and equity and other relevant persons about relevant
matters such as performance, strategy, capital structure, management of actual or potential conflicts of
interest, risks and ESG considerations.

The Trustees do not monitor or engage directly with issuers or other holders of debt or equity. They
expect the investment managers to exercise ownership rights and undertake monitoring and
engagement in line with the managers’ general policies on stewardship, as provided to the Trustees
from time to time, considering the long-term financial interests of the beneficiaries. The Trustees seek
to appoint managers that have strong stewardship policies and processes, reflecting where relevant the
recommendations of the UK Stewardship Code issued by the Financial Reporting Council, and from
time to time the Trustees review how these are implemented in practice.

For on behalf of the Tru?‘ f S Zf the Royal Mail Defined Contribution Plan:
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Investment governance, responsibilities, decision- ~ Appendix?

making and fees

The Trustees have decided on the following division of responsibilities and decision-making for the
Plan. This division is based upon the Trustees’ understanding of the various legal requirements placed
upon them, and their view that this division allows for efficient operation of the Plan overall, with access
to an appropriate level of expert advice and service. The Trustees’ investment powers are set out
within the Plan’s governing documentation.

1. Trustees

In broad terms, the Trustees are responsible in respect of investment matters for:

" developing a mutual understanding of investment and risk issues with the employer;
" setting the investment strategy, in consultation with the employer;

" formulating a policy in relation to financially material considerations, such as those relating to ESG
considerations (including but not limited to climate change);

" formulating a policy on taking account of non-financial matters in the selection, retention and
realisation of investments;

" reviewing the investment policy as part of any review of the investment strategy;
" setting the policy for rebalancing between asset classes;

" setting a policy on the exercise of rights (including voting rights) and undertaking engagement
activities in respect of the investments;

" putting effective governance arrangements in place and documenting these arrangements in a
suitable form;

" appointing, monitoring, reviewing and dismissing investment managers, custodians, investment
consultants and other advisors;

" monitoring the exercise of the investment powers that they have delegated to the investment
managers and monitoring compliance with Section 36 of the Act;

" communicating with members as appropriate on investment matters, such as the Trustees’
assessment of its effectiveness as a decision-making body, the policies regarding responsible
ownership and how such responsibilities have been discharged;

" reviewing the content of this SIP from time to time and modifying it if deemed appropriate; and

" consulting with the employer when reviewing the SIP.

2. Investment platform provider

The investment platform provider will be responsible for:

" providing access to a range of funds managed by various investment managers;

" providing the Trustees with regular information concerning the management and performance of
the assets; and

" having regard to the provisions of Section 36 of the Act insofar as it is necessary to do so.
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In broad terms, the investment managers will be responsible for:

" managing the portfolios of assets according to their stated objectives, and within the guidelines
and restrictions set out in their respective investment manager agreements and/or other relevant
governing documentation;

" taking account of financially material considerations (including climate change and other ESG
considerations) as appropriate when managing the portfolios of assets;

" exercising rights (including voting rights) attaching to investments and undertaking engagement
activities in respect of investments;

" providing the Trustees and investment platform provider with regular information concerning the
management and performance of their respective portfolios; and

" having regard to the provisions of Section 36 of the Act insofar as it is necessary to do so.

The custodians of the portfolios (whether there is a direct relationship between the custodian and the
Trustees or not) are responsible for safe keeping of the assets and facilitating all transactions within the
portfolios.

4, Investment consultant

In broad terms, the investment consultant will be responsible, in respect of investment matters, as
requested by the Trustees, for:

" advising on a suitable fund range and default strategy for the Plan, and how material changes to
legislation or within the Plan’s benefits and membership may impact this;

" advising on the selection, and review, of the investment managers, incorporating its assessment
of the nature and effectiveness of the managers’ approaches to financially material considerations
(including climate change and other ESG considerations); and

" participating with the Trustees in reviews of this SIP.

5. Fee structures

The Trustees recognise that the provision of investment management and advisory services to the Plan
results in a range of charges to be met, directly or indirectly, by deduction from the Plan’s assets.

The Trustees have agreed Terms of Business with the Plan’s investment advisers, under which work
undertaken is charged for by an agreed fixed fee or on a “time-cost” basis.

The investment managers and platform provider receive fees calculated by reference to the market
value of assets under management. The fee rates are believed to be consistent with the managers’
general terms for institutional clients and are considered by the Trustees to be reasonable when
compared with those of other similar providers. See also Section 5 of the SIP.

The fee structure used in each case has been selected with regard to existing custom and practice, and
the Trustees’ view as to the most appropriate arrangements for the Plan. However, the Trustees will
consider revising any given structure if and when it is considered appropriate to do so.
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6. Performance assessment Appendix 1 (cont)

The Trustees are satisfied, taking into account the external expertise available, that there are
sufficient resources to support their investment responsibilities. The Trustees believe that they have
sufficient expertise and appropriate training to carry out their role effectively.

It is the Trustees’ policy to assess the performance of the Plan’s investments, investment providers and
professional advisers from time to time. See Section 5 of the SIP. The Trustees will also carry out
periodically an assessment of their own effectiveness as a decision-making body and will decide how
this may then be reported to members.

7.  Working with the Plan’s employer

When reviewing matters regarding the Plan’s investment arrangements, such as the SIP, the Trustees
seek to give due consideration to the employers’ perspective. While the requirement to consult does
not mean that the Trustees need to reach agreement with the employer, the Trustees believe that better
outcomes will generally be achieved if the Trustees and employer work together collaboratively.
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Policy towards risk appetite, capacity, measurement
and management

The Trustees consider that there are a number of different types of investment risk that are important for
the Plan. These include, but are not limited to:

1. Risk of inadequate returns

As members’ benefits are dependent on the investment returns achieved, it is important that
investment options are available which can be expected to produce adequate real returns over the
longer term. Accordingly, equity funds and equity-based funds, which are expected to provide positive
returns above inflation over the long term, have been made available to members and feature in the
growth phase of the default strategy. To reduce the chance of a sharp deterioration in members’
benefits close to retirement, the Trustees have made the default option a “lifecycle” strategy.

2. Risk from lack of diversification

This is the risk that failure of a particular investment, or the general poor performance of a given
investment type, could materially adversely affect the Plan’s assets. The Trustees believe that the
Plan’s default strategy is adequately diversified between different asset classes and within each asset
class, and the investment options provide a suitably diversified range for members to choose from. This
was a key consideration when determining the Plan’s investment arrangements and is monitored by the
Trustees on a regular basis.

3. Investment manager risk

This is the risk that an investment manager fails to meet its investment objectives. Prior to appointing
an investment manager, the Trustees receive written advice from a suitably qualified individual, and will
typically undertake an investment manager selection exercise. The Trustees monitor the investment
managers on a regular basis to ensure they remain appropriate for their selected mandate.

4. llliquidity/marketability risk

This is the risk that core financial transactions, such as investing members’ contributions, are not
processed promptly due to lack of liquidity in the investments. The Trustees manage this risk by only
using pooled funds with daily dealing within the default strategy and diversifying the default strategy
across different types of investment.

5. Environmental, social and governance (ESG) risks

Environmental, social and corporate governance (ESG) factors are sources of risk to the Plan’s
investments, some of which could be financially material, over both the short and longer term. These
potentially include risks relating to factors such as climate change, unsustainable business practices,
and unsound corporate governance. The Trustees seek to appoint investment managers who will
manage these risks appropriately on their behalf and from time to time review how these risks are being
managed in practice.
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If the investment management charges together with other charges levied on, for example,
transfers or early retirement are excessive, then the value of a member’'s account will be reduced
unnecessarily. The Trustees are comfortable that the charges applicable to the Plan are in line with
market practice and they regularly assess whether these represent good value for members.

7. Credit risk

This 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. The Plan is subject to credit risk because it invests in bonds via
pooled funds. The Trustees manage their exposure to credit risk by only investing in pooled funds that
have a diversified exposure to different credit issuers. The Plan invests in some funds which invest in
bonds that are classified as both “investment grade” and “non-investment grade” which carry greater
credit risk.

8.  Currency risk
Whilst the maijority of the currency exposure of the Plan’s assets is to Sterling, the Plan is subject to

currency risk because some of the Plan’s investments are held in overseas markets.

The Trustees consider the overseas currency exposure in the context of the overall investment strategy
and believe that the currency exposure that exists acts to increase the diversification of the strategy.

9. Interest rate and inflation risk

The Plan’s assets are subject to interest rate and inflation risk because some of the Plan’s assets are
held in money market instruments and bonds invested via pooled funds.

10. Other non-investment risks

The Trustees recognise that there are other, non-investment, risks faced by the Plan, and takes these
into consideration as far as practical in setting the Plan’s investment arrangements.

18 September 2019
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3702237 Royal Mail Defined Contribution Plan

Investment Policy Implementation Document

1. Introduction

This Investment Policy Implementation Document (“IPID”) for the Royal Mail Defined Contribution Plan
(the “Plan”) sets out details of the Plan’s investment arrangements, based on the principles set out in its
Statement of Investment Principles (“SIP”) dated September 2019.

The IPID should be read in conjunction with the SIP.

The IPID has been prepared by the Trustees of the Plan, and the Trustees are responsible for ensuring
it reflects the current investment arrangements.

2. Investment strategy

The Trustees make available a range of passively and actively managed self-select funds and three
lifecycle strategies, details of which are set out below. The default option is a lifecycle strategy. The
members are provided with clear information on the investment options and their characteristics that will
allow the members to make an informed choice.

The fund options are provided to members via an investment platform with Scottish Widows, which also
provides member administration. The funds are open-ended and priced daily.
3.  White-labelled fund options

The Trustees make available the following white-labelled funds as self-select options but also as
components of the lifecycle strategies.

Blended Equity To achieve long term growth by 45% LGIM 30:70 Global Equity Index
Fund investing in a range of equity Fund 75% Hedged
funds providing exposure to
shares from UK, overseas and 45% LGIM Diversified Multi-Factor
emerging market companies. The Equity Fund

fund aims to perform in line with,

or exceed, the stated benchmark 5% Lazard Developing Markets Fund

return.
5% Robeco Emerging Stars Equities
Diversified Bond To achieve positive returns 50% BNY Mellon Global Dynamic Bond
Fund irrespective of market conditions. Fund

25% Kames Absolute Return Bond
Fund
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4.

Diversified
Assets Fund

Annuity Bonds
Fund

Passive Global
Equity Fund

Cash Fund

Inflation-Linked
Bond Fund

Ethical Fund

Shariah Fund

Active Global
Equity Fund

Active Emerging
Market Equity
Fund

To provide a return at least 3.5%
pa above 3-month LIBOR.

To broadly match the cost of
buying a flat rate pension.

To match the return on a
composite index comprising a
30/70 distribution between UK
and overseas equities, with 75%
of overseas currency exposure
hedged.

To protect value and return
broadly in line with 7-day LIBID

To track the performance of the
FTSE A Index-Linked (Over 5
Year) Index to within +/-0.25% pa
for two years out of three.

To track the performance of the
FTSE4Good Global Equity Index
to within +/-0.5% pa for two years
out of three.

To track the performance of the
Dow Jones Islamic Titans 100
Index (Total Return)

To outperform the MSCI World
Index on a net of fees basis.

To outperform the MSCI
Emerging Market Index on a net
of fees basis.

The default strategy

25% M&G Total Return Credit
Investment Fund

100% BlackRock Aquila Life Market
Advantage

100% LGIM Pre-Retirement Fund

100% LGIM 30:70 Global Equity Index
Fund 75% Hedged

100% BlackRock Sterling Liquidity
Fund

LGIM Over 5 Year Index-Linked Gilt
Index Fund

100% LGIM Ethical Global Equity Index
Fund

100% HSBC Islamic Index Fund

100% Dodge & Cox Global Stock Fund

50% Lazard Developing Markets Fund

50% Robeco Emerging Stars Equities

The Trustees have set the default option for members that do not make an active choice regarding

investment of their contributions to be the 10 Year Royal Mail Lifecycle Strategy. The lifecycle strategy
provides an automated investment switching facility, following a pre-selected investment strategy, which
will move the funds from higher risk/return investments into lower risk/return investments as retirement
approaches. The default option targets cash withdrawal at retirement and the table below outlines the
asset allocation of the default lifecycle strategy.
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Years to Blended Diversified Diversified Cash Fund

selected Equity Fund  Assets Fund Bond Fund

retirement

age

20+ 100.0% 0.0% 0.0% 0.0% 100.0%
19 96.0% 4.0% 0.0% 0.0% 100.0%
18 92.0% 8.0% 0.0% 0.0% 100.0%
17 88.0% 12.0% 0.0% 0.0% 100.0%
16 84.0% 16.0% 0.0% 0.0% 100.0%
15 80.0% 20.0% 0.0% 0.0% 100.0%
14 76.0% 24.0% 0.0% 0.0% 100.0%
13 72.0% 28.0% 0.0% 0.0% 100.0%
12 68.0% 32.0% 0.0% 0.0% 100.0%
11 64.0% 36.0% 0.0% 0.0% 100.0%
10 60.0% 40.0% 0.0% 0.0% 100.0%
9 54.0% 36.0% 10.0% 0.0% 100.0%
8 48.0% 32.0% 20.0% 0.0% 100.0%
7 42.0% 28.0% 30.0% 0.0% 100.0%
6 36.0% 24.0% 40.0% 0.0% 100.0%
5 30.0% 20.0% 50.0% 0.0% 100.0%
4 24.0% 16.0% 60.0% 0.0% 100.0%
3 18.0% 12.0% 70.0% 0.0% 100.0%
2 12.0% 8.0% 72.0% 8.0% 100.0%
1 6.0% 4.0% 74.0% 16.0% 100.0%
0 0.0% 0.0% 75.0% 25.0% 100.0%

5. Alternative lifecycle strategies

In addition to the default strategy, the Plan offers two additional lifecycle strategies targeting drawdown
and the purchase of an annuity at retirement.

The 5 Year Royal Mail Lifecycle Strategy is designed for members targeting income drawdown at
retirement. Due to the shorter switching period (into cash and diversified bonds) of 5 years rather than
10, this is a higher risk option than the default. For those members who expect to purchase an annuity
at retirement, the 10 Year Royal Mail Annuity Lifecycle Strategy is available. The tables on the following
pages outline the asset allocation for the alternative lifecycle strategies.
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Years to Blended Diversified Diversified Cash Fund

selected Equity Fund Assets Fund Bond Fund

retirement

age

20+ 100.0% 0.0% 0.0% 0.0% 100.0%
19 97.0% 3.0% 0.0% 0.0% 100.0%
18 94.0% 6.0% 0.0% 0.0% 100.0%
17 91.0% 9.0% 0.0% 0.0% 100.0%
16 88.0% 12.0% 0.0% 0.0% 100.0%
15 85.0% 15.0% 0.0% 0.0% 100.0%
14 82.0% 18.0% 0.0% 0.0% 100.0%
13 79.0% 21.0% 0.0% 0.0% 100.0%
12 76.0% 24.0% 0.0% 0.0% 100.0%
11 73.0% 27.0% 0.0% 0.0% 100.0%
10 70.0% 30.0% 0.0% 0.0% 100.0%
9 68.0% 32.0% 0.0% 0.0% 100.0%
8 66.0% 34.0% 0.0% 0.0% 100.0%
7 64.0% 36.0% 0.0% 0.0% 100.0%
6 62.0% 38.0% 0.0% 0.0% 100.0%
5 60.0% 40.0% 0.0% 0.0% 100.0%
4 48.0% 32.0% 20.0% 0.0% 100.0%
3 36.0% 24.0% 40.0% 0.0% 100.0%
2 24.0% 16.0% 52.0% 8.0% 100.0%
1 12.0% 8.0% 64.0% 16.0% 100.0%
0 0.0% 0.0% 75.0% 25.0% 100.0%
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Years to

selected Blended Diversified Annuity Cash Fund

retirement Equity Fund  Assets Fund Bonds

age

20+ 100.0% 0.0% 0.0% 0.0% 100.0%
19 ” 9%.0% 4.0% 0.0% 0.0% 100.0%
18 920%  80%  00%  00%  1000%
17 88.0% 12.0%  0.0% 0.0% 100.0%
P 84.0% 16.0%  00%  00% 100.0%
45 800%  200%  00%  00%  1000%
14 76.0% 24.0% 0.0% 0.0% 100.0%
43 720%  280%  00%  00%  1000%
12 68.0% 32.0% 0.0% 0.0% 100.0%
1  Ba% 36.0% 0.0% 0.0% 100.0%

10 60.0% 40.0% 0.0% 0.0% 100.0%

9 54.0% 36.0% 10.0% 00% 100.0%

8 48.0% 32.0% 20.0% 0.0% 100.0%

7 420%  28.0% 30.0% 0.0% 100.0%

s 36.0%  240%  40.0% 0.0% 1000%
& 30.0% 200%  50.0% 0.0% 100.0%

4 240%  16.0% 60.0% 0.0% 100.0%

3 18.0% 12.0% 70.0% 0.0% 100.0%

2 12.0% 8.0% 72.0% . 8.0% 100.0%

1 6.0% 4.0% 740%  16.0% 100.0%
0 0.0% 0.0% 75.0% 25.0% 100.0%

IPID signed for and o%ehalilpf the Trustees of the Plan:
A

L

V. Trayhurn] Director for -
The Law Débenture Pension Trust Corporation p.l.c.

Date: &/7/20

Signed:

8 July 2020
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