The HPI Hotels Pension Scheme (the “Scheme”)

TRUSTEE'S GOVERNANCE STATEMENT
for the scheme year ending on 30 June 2021

Background

This statement has been prepared in accordance with the Occupational Pension Schemes
(Scheme Administration) Regulations 1996 and with the Occupational Pension Schemes
(Administration and Disclosure) (Amendment) Regulations 2018 (the “Administration and
Disclosure Regulations”). It relates to the defined contribution section of the Scheme only.

A number of the requirements of the Administration and Disclosure Regulations which are
referred to in this statement relate only to a “default arrangement” (as defined in the
Administration and Disclosure Regulations). During the past scheme year, the Scheme’s default
arrangement (which is indeed the only investment available to members) was as set out in
Appendix One.

Statement of Investment Principles

The Trustee has prepared a statement of investment principles (a “"SoIP”), which is attached to
this statement as Appendix Three, governing decisions about investments for the purposes of
the default arrangement. This is in addition to the main statement of investment principles
relating to the Scheme as a whole. The SoIP covers the following key matters in relation to the
default arrangements:

e the Trustee's aims and objectives in relation to the investments held in the default
arrangement, which are, broadly, to seek capital growth until a member is within 10 years
of Normal Retirement Age by investing in a diversified portfolio of global equities. When a
member attains the age of 55, the strategy incorporates Lifestyling. As recorded in the
table in Appendix One, the closer a member is to Normal Retirement Age during the final
10 years, progressively less of the member’s account is allocated to equities and more is
allocated to gilts and cash. The aim is to maximise the potential for growth in the early
years before seeking to provide a more matched strategy in terms of (a) securing a
member’s Guaranteed Minimum Pension (*GMP”) and (b) a cash component because,
after the GMP has been secured, the balance of a member’s account can usually be
received as a Pension Commencement Lump Sum.

e the Trustee’s policies on issues such as: the kinds of investments to be held; the balance
between different kinds of investments; risks, including the ways in which risks are to be
measured and managed; the expected return on investments; the realisation of
investments; and the extent (if at all) to which social, environmental or ethical
considerations are taken into account when selecting, retaining or realising investments;

e an explanation of how these aims, objectives and policies (which together form the
Trustee’s “default strategy”) are intended to ensure that assets are invested in the best
interests of members whose benefits are invested in the default arrangement.

Review of default strategy and default arrangement

The Trustee reviews the default strategy and performance of the default arrangement regularly
and at least every three years.

Each regular review focusses, in particular, on the extent to which the return on investments
relating to the default arrangement (after deduction of any costs and charges which are
relevant to those investments) is consistent with the Trustee’s aims and objectives in respect of



the default arrangement (as recorded in the SoIP). The Trustee may also at times undertake
reviews of specific aspects of the SolIP and the performance of the default arrangement.

The most recent review of the SoIP was carried out in September 2020. As a result of the
review, the SoIP now includes more detail about the Trustee’s policies on Environmental, Social
and Governance (“"ESG") factors. The last formal review of the performance of the default fund
was undertaken in January 2020. The review was carried out using independent performance
data provided by the Trustee’s investment consultants. The Trustee concluded that the default
strategy continues to be appropriate for the defined contribution benefits and that its
performance had been satisfactory. In this review, the Trustee also considered the requirement
to pay GMPs to members of this section of the Scheme on their retirement.

Following the review, the Trustee concluded that the investment performance of the default
arrangement is consistent with the aims and objectives in the SoIP and that the default
strategy remains broadly appropriate for members. Consequently, the Trustee decided that no
changes to the default investment strategy were needed. The Trustee does not of course know
the precise investment profile of all members and seeks to caution members to take
independent advice to check the suitability of this arrangement for them and to consider taking
a transfer to a more suitable arrangement if desired.

The Trustee receives quarterly reports on the default strategy from its investment consultants.

A copy of the SolP, prepared in accordance with regulation 2A of the Occupational Pension
Schemes (Investment) Regulations 2005, is available on request.

Processing of core financial transactions

The Trustee needs to ensure that certain transactions (known as “core financial transactions”)
relating to the defined contribution section of the Scheme are processed promptly and
accurately.

For these purposes, “core financial transactions” are (broadly):

e investment of contributions made to the Scheme by members and their employer — there
are no contributions to allocate to the members’ accounts;

e Transfers, into and out of the Scheme, of assets relating to members - during the year,
there were no transfers to or from another registered pension plan;

o the bulk of the transactions take place quarterly in order to adjust the proportions in the
three funds which comprise the default strategy, i.e. the switches of members’
investments between the funds for the “Lifestyling” process;

e payments from the Scheme to or in respect of members (e.g. payment of benefits on
death or at retirement) — there were three payments for retiring members and one
payment as a result of the death of a deferred member during the year.

During the past scheme year, the following arrangements have been made to ensure that core
financial transactions are processed promptly and accurately:

e the Scheme’s administrators have assured the Trustee that they have processes in place
to assist them in processing the core financial transactions;

e the Trustee receives and reviews two administration reports each year from the Scheme’s
administrators which set out the tasks undertaken by the administrators;



e the administration report also reports any errors identified by the administrators in relation
to the processing of core financial transactions, together with the steps taken to rectify
those errors and any changes to the administrators’ processes which have been
implemented to ensure that there is no repetition of such errors.

No issues were identified during the Scheme year.
5. Levels of charges and transaction costs

Each year, the Trustee gathers information on charges and member-borne transaction costs
relating to the defined contribution section of the Scheme. In this context, “charges” means
(subject to some specific exceptions, such as charges relating to pension sharing orders) all
administration charges other than transaction costs. “Transaction costs” are costs incurred as a
result of the buying, selling, lending or borrowing of investments.

The table below sets out details of the levels of charges and transaction costs for the default
fund during the past scheme year.

Default Fund Administration charges Fund Other Total
charge charges * Expense
Ratio *
The Long Term Fund Borne by the Employer 0.15% 0.01% 0.16%
The Over 15 years UK Gilt Borne by the Employer 0.13% 0.01% 0.14%
Index Fund
The Cash Fund Borne by the Employer 0.12% 0.00% 0.12%

*As provided by Fidelity as at 12" August 2021
Members are not given the option of investing their defined contribution benefits in other funds.
6. “Good value” assessment of charges and transaction costs

Each year, the Trustee also assesses the extent to which the charges and transaction costs
described above represent “good value” for members.

Whether something represents “good value” is not capable of being precisely defined, but for
these purposes, the Trustee considers that charges and transaction costs may be viewed as
representing “good value” for members (where the combination of costs and the quality of
what is provided in return for those costs is appropriate for the Scheme membership as a
whole, when compared to other options available in the market).

In particular, “good value” is not necessarily about achieving the lowest possible costs. The
Trustee’s assessment therefore also takes into consideration non-financial and indirect benefits
to members such as: the quality of the customer service and support provided to members; the
extent to which member communications are user-friendly, accessible and clear; the efficiency
of the Scheme’s administration services; the quality of fund management and fund
performance as against the Trustee's investment objectives; and the robustness of the
Scheme’s governance structures and processes.

Against that background, in order to assess whether the charges and transaction costs under
the Scheme represent good value, the Trustee has:

e obtained benchmarking data from Options EBC Limited regarding levels of charges and
transaction costs in other schemes of a broadly equivalent size;



e considered information regarding the range of services provided to members and the
service levels achieved during the past scheme year (see also section 4 of this statement).

Following that review, the Trustee has concluded that overall, the charges and transaction
costs under the Scheme continue to represent reasonable value for members when compared
with the other options available in the market. In reaching this conclusion, the Trustee has
taken into account that these are passive funds with a Lifestyle component and, in the form of
a GMP, a guaranteed underpin. The Trustee is mindful that this is a small arrangement and
that it is unable to secure economies of scale or exercise bargaining powers that might be
available to larger schemes. Nevertheless the member-borne charges are considerably lower
than those of the majority of the larger master trusts.

Illustrative examples of cumulative costs and charges

One important factor considered by the Trustee when assessing whether charges and
transaction costs under the Scheme represent “good value” is the cumulative impact on
members’ benefits from those charges and costs.

Whilst the circumstances of each individual member will vary, to help members understand the
effect of costs and charges on their benefits, the Trustee has produced an illustrative example
of that cumulative impact for the default funds in which members’ benefits have been invested
in the past scheme year.

The table in Appendix Two to this statement sets out these illustrative examples, and
explains the assumptions on which those examples have been based (for example, as to future
levels of inflation and investment growth).

Trustee’s knowledge and understanding

In order to be able properly to exercise their functions, the Trustee of the Scheme needs to
have a working knowledge of the following documents relating to the Scheme:

e the Scheme’s trust deed and rules;
e the SoIP; and

e any other document recording policy for the time being adopted by the Trustee relating to
the administration of the Scheme generally.

The Trustee also needs to have an appropriate level of knowledge and understanding of
matters such as the law relating to pensions and trusts, and the principles relating to
investment of pension scheme assets.

The requirement under Sections 247 and 248 of the Pensions Act 2004 (requirement for
knowledge and understanding) has been met during the scheme year as a result of information
provided to them by their investment consultants and administrators.

The combined knowledge and understanding of the directors of the Trustee, together with the
advice which is available to the directors, enables them to properly exercise their functions as
trustees.



APPENDIX ONE

The Default Investment Strategy

Age attained at Equities * Gilts 2 Cash 3
quarter end
55 or younger 100.00% 0.00% 0.00%
55.25 97.50% 2.50% 0.00%
55.5 95.00% 5.00% 0.00%
55.75 92.50% 7.50% 0.00%
56 90.00% 10.00% 0.00%
56.25 87.50% 12.50% 0.00%
56.5 85.00% 15.00% 0.00%
56.75 82.50% 17.50% 0.00%
57 80.00% 20.00% 0.00%
57.25 77.50% 22.50% 0.00%
57.5 75.00% 25.00% 0.00%
57.75 72.50% 27.50% 0.00%
58 70.00% 30.00% 0.00%
58.25 67.50% 32.50% 0.00%
58.5 65.00% 35.00% 0.00%
58.75 62.50% 37.50% 0.00%
59 60.00% 40.00% 0.00%
59.25 57.50% 42.50% 0.00%
59.5 55.00% 45.00% 0.00%
59.75 52.50% 47.50% 0.00%
60 50.00% 50.00% 0.00%
60.25 47.50% 52.50% 0.00%
60.5 45.00% 55.00% 0.00%
60.75 42.50% 57.50% 0.00%
61 40.00% 60.00% 0.00%
61.25 37.50% 62.50% 0.00%
61.5 35.00% 65.00% 0.00%
61.75 32.50% 67.50% 0.00%
62 30.00% 70.00% 0.00%
62.25 27.50% 71.25% 1.25%
62.5 25.00% 72.50% 2.50%
62.75 22.50% 73.75% 3.75%
63 20.00% 75.00% 5.00%
63.25 17.50% 75.00% 7.50%
63.5 15.00% 75.00% 10.00%
63.75 12.50% 75.00% 12.50%
64 10.00% 75.00% 15.00%
64.25 7.50% 75.00% 17.50%
64.5 5.00% 75.00% 20.00%
64.75 2.50% 75.00% 22.50%
65 or older 0.00% 75.00% 25.00%
Notes:

1. The BlackRock Long Term Fund
2. The BlackRock over 15 years UK Gilt Index Fund
3. The BlackRock Cash Fund



APPENDIX TWO

Illustrative examples of the cumulative impact of costs and charges

This table shows in today’s money the projected pot over time for a member invested in the default
strategy. Values shown are estimates only and are not guaranteed.

Scheme Default Strategy

Growth rate Inflation plus 3%
(see notes)
Years invested Before charges After charges

1 £10,013 £10,011
3 £10,134 £10,124
5 £10,384 £10,360
8 £11,009 £10,950
10 £11,621 £11,548
15 £13,472 £13,290
17 £14,293 £14,058

Notes to assist in interpreting the figures

The examples given above have been prepared on the following assumptions:

1. Projected pension pot values are shown in today’s terms. They do not need to be reduced
further for the effect of future inflation.

2. The starting pot size is assumed to be £10,000.

3. Inflation is assumed to be 2.5% each year. The growth assumed is net of this inflation
assumption, i.e. 3% p.a. for the Long term Fund, -1.06% p.a. for the UK Gilt Fund (the yield on
20 year gilts at 30™ June 2019 was 1.44% p.a.) and -1.75% p.a. for the Cash Fund (the Bank
of England base rate is 0.75% at the date of this statement).

The growth rates shown in the table are for illustrative purposes only and are not guaranteed.
No further contributions can be added to the pot.

The youngest member of the Scheme has 16 years until her Normal Retirement Age.

N o v ok

The Trustee has taken into account statutory guidance when preparing this section of the
Statement.



APPENDIX THREE

THE HPI HOTELS PENSION SCHEME

STATEMENT OF INVESTMENT PRINCIPLES

for the Defined Contribution Section

1.1

1.2

1.3

1.4

BACKGROUND

This Statement of Investment Principles ("SoIP”) sets out the principles governing decisions
about investments for the HPI Hotels Pension Scheme (“the Scheme”). It has been
prepared in accordance with the requirements of:
e  Section 35 of the Pensions Act 1995, as amended by the Pensions Act 2004;
e the Occupational Pension Schemes (Investment) Regulations 2005 as amended by the
Occupational Pension Schemes (Investment) (Amendment) Regulations 2010;
the Occupational Pension Schemes (Investment) (Amendment) Regulations 2018; and
the Occupational Pension Schemes (Investment and Disclosure) (Amendment)
Regulations 2019.
It has been agreed by the Directors of HPI Pension Trustees Limited, the trustee of the
Scheme, (“the Trustees”). It replaces the previous edition of the SoIP dated 24™ September
2019.

In the preparation of the SoIP the Trustees have obtained appropriate professional advice
from their investment consultants, Berkeley Burke Employee Benefit Consultants Limited
("Berkeley Burke™), and have consulted the Principal Employer, Hotel Property Investors UK
Limited, about the content of this SoIP. However, the ultimate power and responsibility for
deciding investment policy lies with the Trustees.

This SoIP may require amendment as general investment conditions alter, as pension
regulations change and as the liabilities of the Scheme change over time. It is therefore the
intention of the Trustees to review this SoIP from time to time. This SolP is consistent with
the Scheme’s governing documents.

The Scheme is Registered and has two separate sections. There is a defined contribution, or
money purchase, section, which incorporates a Guaranteed Minimum Pension (“GMP")
underpin, and a Final Salary section. This SoIP relates only to the defined contribution section
of the Scheme.

The Scheme’s assets are held in trust by the Trustees. The Trustees’ powers of investment
are set out in Clause 5.05 of the Consolidated Trust Deed and Rules dated 26% February 1990
as detailed in Appendix 1. This SolP is consistent with those powers. There is no formal
employer-related investment made by the Trustees, and none is intended. Contributions are
no longer paid into the defined contribution section of the Scheme.

As required by the Pensions Act, the Trustees have appointed a fund manager, BlackRock
Investment Management (UK) Limited (“BlackRock™) (“the Fund Manager”), for the day-to-
day management of the majority of the Scheme’s assets. The Fund Manager employed by the
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1.5

1.6

1.7

1.8.

1.9

Trustees to manage the assets of the Scheme as at the date of this SoIP is set out in
Appendix 2. The Fund Manager is responsible for the day-to-day investment management of
the Scheme’s assets. The Fund Manager is suitably authorised under the Financial Services
and Markets Act 2000.

The custody and safekeeping of the assets is provided by the custodian, J P Morgan Chase.
The investments are administered on a platform by Fidelity International.

The Fund Manager and custodian are required to abide by this SoIP and, where appropriate,
the Letter of Appointment and/or Client Agreement.

The Trustees employ Berkeley Burke as their investment consultant (“the Investment
Consultant”) to help them monitor their fund manager/custodian, to advise them in general
on matters relating to the Scheme’s investments and to maintain this investment statement.

The SoIP must be made available to members but it does not have to be circulated
automatically. The Trustees’ annual report will explain how members may obtain a copy of
the latest SolP.

The Trustees monitor investments on a quarterly basis. Advice is received as required from
professional advisers.

The Principal Employer

In determining the Scheme’s investment strategy the Trustees have consulted the Principal
Employer. The Principal Employer will also be consulted if the SoIP is revised. The
consultations with the Principal Employer are not negotiations and the Trustees’ decision is
final. The Principal Employer does, however, fund the final salary section of the Scheme (the
assets of which underwrite the GMP liabilities of the defined contribution section of the
Scheme) and therefore the Trustees consider it prudent for the Principal Employer to be kept
informed.

All investment decisions for the Scheme are under the Trustees’ control with no constraint
from the Principal Employer.

The Trustees are responsible in respect of investment matters for:

a) Reviewing annually, triennially and following any significant change in investment
policy, the content of this SoIP and modifying it if deemed appropriate.

b) Reviewing the investment policy following the results of each actuarial valuation,
and/or any asset/liability modelling exercise.

c) Based on advice received from the Investment Consultant and the Scheme Actuary,
the Trustees must take into account the GMP liabilities of the Scheme, review the
asset allocation, the suitability of investments and the need for diversification.

d) Appointing (and, when necessary, dismissing) investment managers.

e) appointing (and, when necessary, dismissing) independent advisers.

f) appointing (and, when necessary, dismissing) actuaries.

g) Assessing the quality of the performance and processes of the Fund Manager by

reviewing the performance statistics against agreed benchmarks and by periodic
meetings with the Fund Manager.



2.1

2.2

2.3

OVERALL INVESTMENT STRATEGY AND POLICY FOR MEETING THE STATUTORY
FUNDING OBJECTIVE ("SFO")

Overall investment policy falls into two parts. The strategic management of the assets is
fundamentally the responsibility of the Trustees acting on advice from the Investment
Consultant. The other element of the policy is the day-to-day management of the assets
which is delegated to the Fund Manager. Having considered advice from Berkeley Burke, the
Trustees have set the investment policy, as described in this SoIP, with regard to the
Scheme’s GMP liabilities and to producing a real investment return, i.e. better than inflation,
on the contributions.

The Trustees require the Scheme Actuary to review the funding level of the Scheme
regularly. The Trustees must aim to have sufficient and appropriate assets to cover the
technical provisions, i.e. the GMP liabilities, under the SFO.

Taking these factors into account, together with the expected returns and risks relative to the
liabilities on different types of investment, the Trustees believe that it is appropriate to adopt
the following overall objectives for the Scheme:

a) to acquire suitable assets of appropriate liquidity which will generate income and
capital growth to meet the cost of securing the benefits (i.e. the GMP liabilities) which
the Scheme provides by purchasing annuities at the point when a member retires.

b) to limit the risk of the assets failing to meet the GMP liabilities.

C) to achieve a real return, which is better than inflation, on the contributions which
have been paid into members’ Individual Investment Accounts (“the members’
accounts”).

d) to protect the value of the members’ accounts in the years approaching retirement

against equity market falls and fluctuations in annuity costs.

It is accepted that at different times within the economic cycle, acceptable levels of risk may
change according to market conditions.

To achieve these overall objectives, the Trustees have instructed the Fund Manager to invest
in three asset classes via:

e BlackRock’'s Long Term Fund
e BlackRock’s Over 15 years UK Gilt Index Fund
e BlackRock's cash fund

The proportions invested in each of the funds depend on how far a member is from his or her
Normal Retirement Age (NRA), i.e. the strategy incorporates lifestyling. The further a member
is from NRA, the greater the investment in the Long Term Fund. As NRA approaches,
exposure to the UK Gilt Index and Cash Funds is increased. The aim is to maximize the
potential for investment returns in the early years before seeking to provide a more matched
strategy in terms of (@) purchasing an annuity for the GMP and (b) a cash component
because the balance of a member’s account can usually be received as a Pension
Commencement Lump Sum, as retirement approaches.

Expected return on investments

The investments are expected to produce a return over the medium term at least equal to
the investment return assumed in the valuation of the liabilities in the actuarial valuation.



3.1

3.2

3.3

3.4

3.5

3.6

3.7

3.8

THE TRUSTEES’ POLICY TOWARDS RISK

The following measures have been implemented to reduce the risks associated with making
investments:

Number of managers

The Trustees have delegated the management of the assets to a single investment manager,
BlackRock, after a careful selection process. Having taken into account BlackRock’s
reputation, past performance and the size of assets under management, the Trustees believe
a single investment manager to be appropriate.

Risk versus the Liabilities

The GMPs are revalued at fixed rates which are dependent on the date of leaving, but some
of the Scheme’s liabilities are linked to inflation. GMPs in respect of service between 6 April
1988 and 5% April 1997 are linked to inflation up to 3% each year.

Range of assets

In order to achieve the objectives set out in section 2.1, the Trustees consider that it is
appropriate to invest in the three asset classes recorded in section 2.2.

Manager restrictions

In their agreement with the Fund Manager, the Trustees may set restrictions on the way the
portfolio is managed which may be amended from time to time. The purpose of restrictions
would be to limit the risks from each individual investment and prevent unsuitable investment
activity.

Employer-related investment

The Trustees’ policy is not to hold any employer-related investments.

Manager controls

Powers of investment delegated to the Fund Manager must be exercised with a view to giving
effect to the principles contained in this SoIP so far as is reasonably practicable. The Fund
Manager will also ensure that suitable internal operating procedures are in place to control
individuals making investments for the Scheme.

Trustees’ policy towards risk

There are various risks to which any pension scheme is exposed. The Trustees have
considered the following risks:

e The risk of a deterioration in the Scheme’s funding level over the long term.

e The risk that the day-to-day management of the assets will not achieve the rate of
investment return expected by the Trustees. The selection of an index-tracking funds
reduces such a risk.

e The risk that growth on the contributions will not exceed inflation.

Risk from lack of diversification

The Trustees recognize the need for a diversified asset allocation to avoid the risk of
overexposure to any one particular sector. The funds which have been selected are viewed as
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3.9

3.10

3.11

3.12

3.13

appropriate investment vehicles for an investment strategy which changes over the lifetime of
an individual’'s membership and has regard for the GMP liabilities.

Risk from inappropriate investment activity

The Fund Manager is not permitted to gear the portfolio or to engage in speculative activity.
Environmental, Social and Governance (“"ESG") risks

The Fund Manager is expected to undertake good stewardship and positive engagement in
relation to the Scheme’s investments. The Trustees monitor this and will report on the Fund
Manager’s records in their annual Implementation Statement. The Trustees consider that the
long-term financial risks to the Scheme and ESG factors, including climate risk, are potentially
financially material. They will evolve their policy in the light of these and other factors in
developing the investment strategy with a view to reducing the chances of unexpected
losses.

Realisation of investments
The Trustees’ policy is to ensure that the assets invested are sufficiently realisable to enable

the Trustees to meet their obligation to provide benefits as they fall due. The Trustees are
satisfied that the arrangements in place conform to this policy.

Criteria for fund manager selection

The Trustees have identified the criteria by reference to which managers should be selected.
These include:

Administration
Team proposed
The quality of the individual fund managers

e Past performance

e Quality of the investment process
e Level of fees

e Reputation of the manager

e Familiarity with such mandates

e Service

e Reporting

]

L]

]

Criteria for Dismissal
Investment managers may be replaced if:
a) they fail to meet the performance targets;

b) the Trustees believe that the manager is not capable of achieving these performance
objectives in the future; and/or

C) they fail to maintain satisfactory standards in respect of the other criteria.

ENVIRONMENTAL, SOCIAL AND GOVERNANCE CONSIDERATIONS
Financially material considerations

The Trustees have assessed how financially material considerations (including ESG factors such
as climate change) should be taken into account in the selection, retention and realisation of
investments over the length of time over which benefits will be provided by the Scheme. The
Trustees consider these and other factors when selecting and reviewing the Scheme’s
investments.

11



ESG issues may, along with other issues, be financially material to the Scheme’s investment
portfolio. The Trustees consider the long-term financial interests of the Scheme to be
paramount and, where appropriate and practical, expect the Fund Manager to:

o consider financially material ESG issues in investment decision making; and
e practice good stewardship.

Non-financially material considerations

Non-financial matters, including the ethical views of members, are not ordinarily taken into
account in the selection, retention and realisation of investments and the Trustees do not
therefore consult members on such issues. In reaching this decision, the Trustees have
considered both the challenges of engaging a properly representative sample of members and
the probability that there would be no consensus amongst members who might respond.

Stewardship and Voting Rights

The Trustees have elected to invest the Scheme’s assets via pooled funds. The direct control of
the process of engaging with the companies which issue the debt and equities which are held
within these funds and for the exercise of rights (including voting rights) is delegated to the
managers of the funds. The Trustees acknowledge that they cannot directly control the
investments held within pooled funds but they encourage the Fund Manager to engage with
the companies in which it invests and to vote when it is practical to do so. The Trustees expect
that the Fund Manager will use its influence as a substantial investor to exercise its rights and
duties as a shareholder and where appropriate to promote good corporate governance and
accountability and to assess how the companies take into account ESG factors in running their
businesses.

Incentivising fund managers to align with the Trustees’ policies

Before appointing a fund manager, the Trustees consider its approach to the management of
ESG and climate-related risks with their investment consultant to assess how that approach
compares with their policies. If any aspects of the fund manager’s approach varies markedly
from their policies, they will consider appointing another manager for the mandate. The
Trustees monitor the approaches of the fund managers on an annual basis. If a fund
manager’s approach varies from the Trustees’ policies, its appointment will be reviewed and it
may ultimately result in the termination of its mandate.

The fees paid to the Fund Manager which are based on the size of the assets it manages, and
the possibility of its mandate being terminated, ensure that it is incentivised to align its
approaches with the Trustees’ policies. The better the performance of the Fund Manager, the
greater its remuneration.

Before selecting a fund manager, the Trustees obtain confirmation from the Investment
Consultant that the fee is in line with the market and the level of fees is then periodically
reviewed.

Incentivising decisions based on assessments of medium to long-term financial and
non-financial considerations

The Trustees appreciate that the wider impacts of ESG factors and climate change are likely to
be most apparent over the long-term but note that changes in the value of investments as a
result of these factors can materialise over a much shorter period of time. The Trustees
consider that the use of rolling 3 and 5 year timeframes is consistent with incentivising fund
managers to make decisions which are based on an appropriate period.
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5.1

5.2

Monitoring portfolio turnover and costs

The Trustees recognise that portfolio turnover, i.e. the frequency with which assets are bought
and sold, and the associated transaction costs are a necessary part of investment
management. They accept too that turnover costs can have a detrimental impact on
performance which is why net performance figures are considered as part of the quarterly
monitoring process. When new fund managers are under consideration, the Trustees will
assess past and anticipated portfolio turnover levels. If underperformance is subsequently
identified, deviations from anticipated turnover levels may be investigated if it is felt that they
may have been a significant contributor to that underperformance.

The Trustees expect the Fund Manager to divulge portfolio turnover on an annual basis.
Duration of fund manager agreement

The duration of the Trustees’ agreement with the Fund Manager is not pre-determined but the
Trustees anticipate that all appointments will be long-term unless fund managers underperform
or the Scheme’s investment strategy is changed.

COMPLIANCE WITH THIS STATEMENT

The Fund Manager will supply the Trustees with sufficient information each quarter to facilitate
a review of its activity, including:

(a) A review of recent performance and of the Fund Manager’s proposed stance for the
future, including a summary of how closely the fund has tracked its index and
explanations of any tracking errors.

(b) Any changes at either the Fund Manager or the custodian which might affect the
suitability of the fund manager to manage the Scheme'’s assets.

(©) A full valuation of the assets, a transaction report and a cash reconciliation.

In addition, the Fund Manager will inform the Trustees as soon as practicable about any
serious breach of internal operating procedures which may affect the Scheme.

The Trustees will:
(a) Review this SoIP each year in conjunction with the Investment Consultant.

(b) Review this SoIP in response to any material change to any aspect of the investment
arrangements detailed above in conjunction with the Investment Consultant.

(0 Review the investment performance of the Fund Manager on a quarterly basis using an
independent performance measurement benchmark as detailed in section 2.2.

(d) Keep under review the suitability of the Fund Manager.
(e) Keep under review the fees levied by the Fund Manager.

(f) Note compliance with this SoIP at a Trustees’ meeting, no less frequently than
annually.

(9) Make a copy of this SoIP available for inspection by Scheme members on request.
COMPLIANCE WITH THE MYNERS REPORT RECOMMENDATIONS

The extent to which the Scheme complies with the ten investment principles which were set
out in the Myners Report on Institutional Investment is laid out in appendix 3.
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Copies of this SoIP and the investment powers contained in the Scheme’s Trust Deed will be
supplied to the Scheme Auditor, Scheme Actuary and the Fund Manager, so that they are
aware of any constraints it imposes on them.

Signed for and on behalf of HPI Pension Trustees Limited

Date: 23" September 2020

Note: Appendices 1, 2, 3 and 4 form part of this document
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5.05

Appendix 1

THE HPI HOTELS PENSION SCHEME
INVESTMENT POWERS OF THE TRUSTEES
(Clause 5.05 of the Consolidated Trust Deed and Rules)

Investment Powers

The whole or any part or parts of any moneys or other assets of the Fund (other than any such

moneys or other assets as the Trustee shall from time to time determine to be required under the

Scheme for the payment of benefits and for making provision therefor by means of any such policies

or arrangements as are referred to in Article 5.06) may at the absolute discretion of the Trustee:-

0)

(ii)

(iif)

(v)

be deposited anywhere in the world with any bank or banks on current or deposit account or
be deposited at interest with any building society local authority joint stock company or
mutual or other society or body of repute and standing which carries on the business of
banking or insurance or bill discounting or

be applied by way of participation in any scheme of deposit administration or any managed
funds administered by any Insurance Company or any such institution as is specified in (i)
above or

be applied or invested anywhere in the world in the acquisition by purchase subscription or
otherwise of such stocks funds shares securities mortgages or other investments or property
rights and interests (real or personal) of whatsoever nature and wheresoever situate
(including shares or units of any investment trust unit trust or common investment fund or
other company association or body designed to provide a spread of investments) whether or
not authorized for the investment of trust funds whether producing income or not and
whether involving liability or not and whether in possession or reversion and with or without
security as the Trustee shall in its absolute discretion think fit to the intent that the Trustee
shall have the same full and unrestricted powers of applying or investing any moneys or other
assets of the Fund in all respects as if it were absolutely entitled thereto beneficially and in
particular (and without prejudice to the generality of the foregoing) the Trustee shall have
power to enter into transactions relating to underwriting sub-underwriting or guaranteeing
the subscription of any stocks funds shares securities or other investments or

be applied or invested by entering into contracts in the course of dealing in financial futures
quoted on any recognized futures exchange (as defined in Section 155(3A) of the Capital
Gains tax Act 1979) or trade options For this purpose traded option means an option which
is for the time being quoted on a recognized stock exchange within the meaning of Section
841 of the Taxes Act

The Trustee shall have power at its discretion to vary or transpose any moneys or other assets

applied or invested as aforesaid for or into any other or others of a nature hereby authorised and to

realise any investments or other assets or call in any moneys so placed on deposit
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Without prejudice to the generality of this Article 5.05 the Trustee shall have power to apply the
moneys or other assets of the Fund by way of participation in any investment (whether income
producing or not) or in the acquisition and/or development of any interest in land or property jointly
with any party or parties whether the interest of the Trustee so acquired is that of partner or of
trustee holding the same upon trust for sale or otherwise and notwithstanding that the interest so
acquired in any such investment or venture may be a minority interest PROVIDED ALWAYS that the

Trustee shall make no investments of the Fund in stocks funds shares debentures or other securities

of or in loans to or in property occupied by the Employers and Group Companies or any one or more

of them (whether in exercise of its foregoing powers or otherwise) This proviso shall not apply in
respect of:-

(a) any such applications or investments as aforesaid which are made by an investment company
or trust or unit trust or common investment fund or other company association or body
designed to provide a spread of investments and which is not one of the Employers nor a
Group Company nor otherwise under the control of the Employers and the Group Companies
or any one or more of them

(b) all moneys payable by the Employers or any one or more of them to the Trustee in the

ordinary course of administration of the Scheme

16



Manager

BlackRock Investment
Management (UK) Limited
12 Throgmorton Avenue
London

EC2N 2DL

THE HPI HOTELS PENSION SCHEME

Appendix 2

STATEMENT OF INVESTMENT PRINCIPLES

Fund

BlackRock over 15
years UK Gilt Index

BlackRock
Long Term

BlackRock cash

FUND MANAGER

Benchmark

FTA Brit. Govt. over 15
years Gilt — total return
index

Composite benchmark is
60% FTSE AllShare
13.34% FTSE AW USA
13.33% FTSE Dev Europe
ex UK

6.665% FTSE AW Japan
6.665% FTSE AW Asia
Pacific ex Japan

GBP
LIBID 7 day

Objective
To produce
returns in line
with the
benchmark
To produce
returns in line
with the
benchmark

Outperform the
benchmark

Annual
Management
Charge

0.13%

0.15%

0.16%
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Appendix 3

Compliance with Myners Report Principles

Recommendation

Principle Comments
Principle 1: Trustees are asked to consider | Full Compliance.
Effective decision- | critically their collective | Decisions are taken by the
making capacity to take decisions and | Trustees on the strategic
what skills, information and | investment strategy based on
resources they need to | advice from the Investment
support them in their tasks. Adviser and Actuary. Each
Trustee has received formal
training on their responsibilities.
Principle 2: The scheme should | Full Compliance.
Clear Objectives demonstrate it has set | Based on an assessment of the

investment objectives related
to its liabilities and future
expected contributions and its
maturity profile.

Scheme against its liabilities and
market conditions.

Principle 3: Myners encourages schemes | Full Compliance.
Focus on Asset | “to consider all asset classes”. | All classes have been considered
Allocation All asset classes permitted | in line with the SoIP.
within the regulations are
considered and should be
compatible with liabilities and
the need for diversification.
Principle 4: The scheme should consider | Full Compliance.

Expert Advice

whether separate tenders for
actuarial and investment
consultant services should be
obtained.

Separate Tenders are in place.

Principle 5:
Explicit Mandates

The principle requires schemes
to set explicit  written
mandates for  investment
managers against which they
should be judged.

The principle also requests
schemes to understand the
cost of transactions. Schemes
should not allow “soft”
commissions.

Full Compliance.

An agreed objective, benchmark,
risk profile and asset classes
have been agreed with the
Investment Manager.

Full Compliance.

No soft commission is received
or paid by the Investment
Manager.

Principle 6:
Activism

The Government is considering
legislation to impose an
express statutory duty to use
shareholder activism in line
with the US Department of
Labor Interpretative Bulletin.

Compliance with this objective
has been delegated to the
Investment Manager.
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Principle 7:
Appropriate Benchmarks

Explicitly consider, in
consultation with their
investment manager(s),

whether the benchmarks they
have selected are appropriate.

Consider explicitly for each
asset class invested, whether
active or passive management
would be more appropriate
given the efficiency, liquidity
and level of transaction costs
in the market concerned.

Where they believe active
management has the potential
to achieve higher return, set
both targets and risk controls
that reflect this, giving the

managers the freedom to
pursue genuinely active
strategies.

Full Compliance.

A benchmark has been set in
agreement with the Investment
Manager.

Full compliance. The Trustees
have agreed on active
management to achieve the
scheme benchmark return.

Principle 8:
Performance
Measurement

Trustees should arrange for
measurement of the
performance of the Scheme
and make formal assessment
of their own procedures and
decisions as Trustees. They
should also arrange for a
formal assessment of
performance and decision-
making delegated to advisers
and managers.

Full compliance. The Trustees
meet on a regular basis (at
Trustees’ meetings) with the
Investment Manager to review
the performance of the Scheme
and to discuss future objectives
in the light of the liabilities of
the Scheme. Based upon this the
asset allocation and benchmarks
may be modified as appropriate.

Principle 9:
Transparency

The statement of investment
principles looks at decision-
making, the investment
objective, asset allocation
including projected investment
returns on each asset class
and how the strategy has
been arrived at. This should
also include the fee structure
for advisers and managers.

Full Compliance. The Trustees
have signed fee agreements with
the Investment Manager. An
agreement has been reached on
whether or not to settle fees via
an encashment of units from the
funds.

Principle 10:
Regular Reporting

Trustees should publish their
Statement of Investment
Principles and the results of
their monitoring of advisers
and managers. They should
send key information from
these annually to members of
the scheme, including an
explanation of why the
Scheme has chosen to depart
from any of these Principles.

Full Compliance.

The Annual Trustees’ Report and
Accounts contain information
about the SolIP.

These are available to all scheme
members and pensioners on
request.
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Appendix 4

Extract — Occupational Pension Scheme (Investment) Regulations 2005

Section 4: Investment by trustees!

(1) The trustees of a trust scheme must exercise their powers of investment, and any fund
manager to whom any discretion has been delegated under section 34 of the 1995 Act (power of
investment and delegation) must exercise the discretion, in accordance with the following provisions
of this regulation.

(2) The assets must be invested—
(a) in the best interests of members and beneficiaries; and
(b) in the case of a potential conflict of interest, in the sole interest of members and beneficiaries.

3) The powers of investment, or the discretion, must be exercised in a manner calculated to
ensure the security, quality, liquidity and profitability of the portfolio as a whole.

4) Assets held to cover the scheme's technical provisions must also be invested in a manner
appropriate to the nature and duration of the expected future retirement benefits payable under the
scheme.

(5) The assets of the scheme must consist predominantly of investments admitted to trading on
regulated markets.

(6) Investment in assets which are not admitted to trading on such markets must in any event be
kept to a prudent level.

(7) The assets of the scheme must be properly diversified in such a way as to avoid excessive
reliance on any particular asset, issuer or group of undertakings and so as to avoid accumulations of
risk in the portfolio as a whole. Investments in assets issued by the same issuer or by issuers
belonging to the same group must not expose the scheme to excessive risk concentration.

(8) Investment in derivative instruments may be made only in so far as they—

(a) contribute to a reduction of risks; or

(b) facilitate efficient portfolio management (including the reduction of cost or the generation of
additional capital or income with an acceptable level of risk),

and any such investment must be made and managed so as to avoid excessive risk exposure to a
single counterparty and to other derivative operations.

(9) For the purposes of paragraph (5)—

(a) an investment in a collective investment scheme shall be treated as an investment on a regulated
market to the extent that the investments held by that scheme are themselves so invested; and

(b) a qualifying insurance policy shall be treated as an investment on a regulated market.

(10) To the extent that the assets of a scheme consist of qualifying insurance policies, those
policies shall be treated as satisfying the requirement for proper diversification when considering the
diversification of assets as a whole in accordance with paragraph (7).

1 Extract — full regulations can be found at http://www.opsi.gov.uk/si/si2005/20053378.htm
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