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Mandip REBS (“tha Scheme")

Annual Governance Statament by the Chalr of the Trustea for the Scheme Year Ending on
31 March 2019

Introduction and background

This staternent has been prepared in accordance with regulation 23 the Occupational Pension
Scheme {Schems Administration} Regulations 1996, as amended {the “Administration
Regulations"), and related Pansions Regulator guidance.

It relates to the Mendip RES (the “Schema™)

As you are aware frons the Announcements issuwed to members since its appointment, Dakiada
Trustees Limited {"Daliada™) was appointed as trustes to the Scheme by the Pensions Regulatar
arnid concems that the Scheme was being used as & velidle for pension libaration, This has
presented Dalizda with a number of chatlenges around governance, Neverthelass this ststement is
@ legal requirernent and, as such, can serve as & pseful reminder of the issues faced by Dabiiada
and, where it cannat meet certain govemance obligations, I hawe explained why that it i the case,
Whilst the previcus trustees wers not removed by the Pensions Regulaber, Daliiada Trustees
Lirmited {Daliada} was appointed with exclusive powers so Dalriada is, effectively, the sole brustes
of the Scheme,

The Scheme was used, principally, as a vehide to sliow members under the minknum retirgmant
age of 55 access to theirr pension funds by way of a loan.

The Scheme had & single westment being the inovestment in preferance shares issued by Hadge
LCapital Investment Group ple (Iater Limited) {(HCIGY Loans to memvbers were made by snother
Group company., Hedge Capital Limited, whicl, in turn, was funded by way of a loan from a furtber
Group campany, Hedge Capital Tnvestmants Umited {HCIL), a company wholly owaed by HCE,
These loans were seen as unauthorised payments by HMAG wha, as a resulk, have issued
provisionzaf assessments for significant tax charges against both the Scheme and its members.

As well providing the funds to foan back ko members, HCIL invested further funds in 2 number of
unieewsal and high risk investments,

Default arrangament

A vurnber of requirements of the Administration Regulations, wiidy are referred to in this statament,
rafate only to a “default arrangement” as defined in the Adeinistrabion Bequlstions, The Scheme
dues not have a default fund for ongoing accrual, 1t is net a qualifying stheme within the meardng
given by section 99 of the Fansions Act 2008. It is not wsed bo rmeet vy sutbo-ennolment obligations
and no conbributions ave being patd into the Scheme.

The Scheme did not offer & Default Lifastyle Strategy.

The Scheme did not offer members any cholce 24 o how their funds wers invested, funds being
uzed to secure preference shares in HCIG.

Alongside the loans to mentbers, funds were invested by HCIL {z subsidizey of HEIG) i3 number
of unusual, high risk and largely iliiquid Investrments which are difficult to value,

As such, ins Balriada’s view, there has never been an appropriste default fwvestnient srangerment.,
Therz is na lfe-styling aption available.

The previous trustees made Tnvestment dedsions without seeking apprapriate imrestment advics.
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Statement of Invastment Principles

ordinarily, trustees should prepare a statement of investment principles {"SIF"} governing
decisions sbout investments,

Mo servicazble Staterment of Investmeant Principles exists for the Schems.

Az reported in the Scherme’s Report and Accounts, Daltiada is continuing to werlk with KPMEG to
determine what further assets may be recovered zlongside those funds already transferred to Ehe
Scheme as 3 result of the setternent agreameant,

Where assets have been recavered Dalriada has taken appropriate and prafessional investment
advice and, if and when necassary, will put in place @ suitable Staternent of Ivestmant Principles.
Hewsver, ultimataly, it is Dalriada’s intention to wind up the Scheme a5 sgan as it s able, giving
miembers the oppariunity to transfer any remaining funds te & more suitable arrangement of their
chaice,

Copies of the Scheme's Report and Accounts are published an the mendbers’ website. The
Scheme’s Report and Accounts include the latest Chairmesn's Statament.

Review of defaalt strategy and default arcangamanis

As nated above, as there is no default arrangement ar default strategy in place for the Schame at
the aunrent time than thers has bean no review of the default arrangement or default strategy in
the year i question and no previcus review far which a date can be given,

Cara Financial Transaciions

Trustzes have a specific duty to ansure that core financial transactions relating to DC schemes ane
processed promptly and 'accur_ately. These inchuds the follewing:

«  investing contiibutions in the Scheme

% transferving assats telated to members: into or out of the Schame

+  transferring the asssts betwesn different investments within the Sdweme
% making payments frem the Scheme to or an behalf of the members.

The Scheme does not cumently accept contributions or transfers in and is unable bo pay any level
of benefit, induding tansfers values, o members at thie present tine,

This is due t» 3 number of factors, not laast uncertainty, to dabe, as to the value of the Scheme’s
inwestmente and the position with regard te the potential tax charges mentionad ahove and the
appartioning of costs to memibers, More infomation on this has been provided in Dalriada’s
Armouncements to members.

The Finanrial Transactions the Scheme does make ane, in the main, in relation o costs, These are
reported it the Scheme’s annual accounts.

Given its inability to carry out mutine administrative actions, unswprisingly, over the reporting
period, there have been no material administration service izsues which need b be reportad hete
by Calvlzda.

Notwithstanding this, Daltiada, as a professional Independent Trustee, has provesses and controls
in place that are sultably designed to ensure any service objedtives can be achiswad ance the
Scheme is i1 a position be aperats in the manner of 2 normal scheme, Dalriada’s adwdnistraticrn
processes are independently audited and accredived under AARF 0106 and ASF 02707,
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Once Dalviads s in a position to process member bensfit requests thess will be managed and
manitored in ling with Dalriada’s standard SLA levels and targets and farmally reparted on, on a
quarterly basis,

Gharges and Transactlon Casts

The new govemante rules require the Tiustes ta make an assessmrant of investment management
charges and transactions costs bome by the Scheme members and the extent ts whiclh those
rharges and ¢osts represent good value for money for members,

The Trustee has caltulated the charges and, 5o far as they were aldz ko do so, the transaction
rosts, borne by fichame mambears for the Schame Year

In this context, “charges” mieanz (subject to some specific exceptions, such as charges relsting o
pension sharing orders) all sdministration charges sther than transadtion cests,

“Transaction casts" are costs incarrad =5 & result of the buying, s<ffing, lending or borrowing of
investments.

Ealhiada haz devisted from the approach set qut in the stabubory guidance for te reasons set out
elov.

Sinca its appointment, thers have been no transactions as Dalriads has not accapted amy payments
into the Scheme, either by way of cantribution ar transfers in so thare haws baen no transsction
ozsks.

However, undar the terms of its appointrent, the fzes of Daliiade and its advizers are met from
Scheme funds, Whilst these costs (or “charges") fall as dabt due from the smployer [or spanzor),
in this caze the sponser was 5 dormant company with no sssets.

e to the mismanagement of the Scheme by its previous brustess and the subsequent actinns
talen by Dalriada since appointment, it is insvitable thak the Scheme has incumed, and will
continue to incur; significantly higher ongoing costs than weald be the case for & simitarly sized but
canventional scheme.

These cagts for the year ending 21 March 2019 are 32t in the Accounts and total
£48,6308.

“Googd value™ assessment of chavges and transactions

Generally, brustees should assess the extant bo which the charges described above represent "goad
value” for members during the scheme year, by considering the lewel of menber bome charges
against the benefits sttributable ko such changes.

Whether something represents “good valua" is not capsble of being precisely defined, but for these
purpaszes, brustess shauld consider that charges may be viewed as representing "oosd vatue” for
members whene an eptimum combination of aost and quality is achieved For the membership as a
whole, velative to athar options available in the mearket.

The characteristics of the Scheme are urmsust and thers are no readily available comparators ko
determine whether the costs incurred repressnt goad value.

Howewver, the actions undertaken by Daliada, boysnd those nonsidered necessary for the
apprapriate managemeant of the Schame, are centred on legal action around recovery of funds.
Buch adions are considered o a cost benelt anabrsis snd, where necessary, Cownt zpproval is
sought For the use of Scherme fureds to pay far such bega) action.

Dalifada was appointed folfowing a tender exercise by the Fensions Reguiator (TRR) and Dalriada is
subject te ongoing wversight by TPR.
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Dabviada’s costs (both for angoing management and with regard to actian avound recovery of
funds) are calculated using a blended charging rate that sits well belaw its standand market rates.
Its legal advisers operate similarly.

As commented above, Dalriada, as a professional Indepandent Trustes, has proossses and controls
in place that are suitably designed to ensunz any service objectives can be achieved once the
Seheme is in a position ta eperate in tha manner of a normal scheme. Dalriada’s sdministration
processas are independently sudited and sccredited under AAF 01506 and AAF D107,

Onee Dalrizda is in a position to process member benshit requesks these will be managed and
manikored in line with Daliada’s standard SLA lewels and targets and formally reparted an, an a
quarterly basis.

In relation te the cumulative effect over time of the application of charges and costs on the value
of 3 member's acerued rights to money purchase benafits, due to the nature of Dalriada’s
appointmant, both Dalriada and its adviser's fess are met using Scheme funds. As commented
above, there is uncertainty around determining: the valie of the Schemea's investments and how
thesa should then be attributable to the members and, further, the allacation of costs ko members
which may require fegal direction. For this reason, te date, Daldada has had to take a geners!
approach when apphying costs.

As soon as Balriada is in a position to identify each individual merber’s fund smd iz able ta
determine a specific approach with regard to the allecation of costs, it will be in 3 pasition to report
on the cusnilative effect aver Bme of the application of charges and costs on the valuz of a
member's accrued rights,

Trustes knowledye and understanding

The Trustee has conddered the latest guidance i relation to Chairman's Statements from The
Pensions Regulator and has ensured that its practices reflect the requirements set out. T have set
aut hefow haw the Trustes ensures it murrently meets the knowledge and undarstanding
requiraments of trushess. . . ‘

Dalizda is an independernt professional trustes, established in 2003, whick has been appointed by
The Pensions Regulakar [TPR} under sedion 7 of the Pensions Act 1995 to 3 rumber of schemes as
a result of TPR having concerms about the nabare and operation of those schemes and the extent ko
which the then current trustees understood their statubory and fiduciary duties and responsibilities,
Balriada refers to such schemes as "Regulatory Appointments”, The Schane is a Regulabory
Appointrsnt.

Bialviada has established a specialist taam drawn firom various relevant disciplines within Dafriada
to manage the governance of these Regulatory Appoinbments which wea have called the Irregular
Sehemeas Team.

A dedicated committee (the Irreguiar Schemes Commitbes - “the Commithes"} bas besn
established by the Board of Direckars of Dalriada be overses the activitizs of the Irregular Schemes
Team in its governance of this scheme and cther Regulatory Appointrents, Care lias been Eaken to
ensure that the membership of the Committee is such thak there is sulfident lmowledge and
understanding within Bhe Committes to maet the requiremeants sek out in sections 247 and 248 of
the: Pensions Act 2004 and The Pensions Regulatar's Code of Practice 7 on Trustes Knowledge and
Understanding.

1 have sat out below the mambership of the Committes, along with a shot nobe on their skill set
and experience. In addition, it is worth noting that three mambers of the Commitbes are direcbors
of Dalriada Trustees Limited. Dalriada operates a team based approach which gives the Regulatory
Appointments Team access to gver 120 pensions and support persannal with a bread skilt set
suited to identifying and implementing the variety of tasks required b successfully manage the
Scherme, including pension adminiztiation expets, an in house fegal beam, fund acoountants and
investment experts. Whilst the core Bregular Schames Tean deaks with the mnajority of mathers
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arising on the Scheme on a day to day basis, in conjunction with its appeinted advisers, it can
access the specialist expertise of the wider Daliiada team as and when required.

As far as we are aware, na ather professianal independent trustes firm has established and
developed & spavialist team in this difficudt and challenging area of krusteaship. The relevant
experience developed by the Irregular Schermes Team on such cases is unmatehed and unrivalled.

The Commiitae

Swan Browes

Bean has bean working in the pensions industey sinee he graduated in £988, He worked for two
major benefit consultandies in both administration management and consultancy rales, before
joining Dalrdada in 2003, Sean has 2 broad range of skills and experience suited to all areas of
pension scheme managamant,

Fean leads the hreqular Scliemes Team, dealing with Daliiads’s appointments by The Pensions
Regulator (TPR} to ¢chemes suspecied of being invohved in pension liberation or thought ta be
scams. He now has a wealth of experience and knowledge with regard to the unique characteristics
assockated with the administration and management of these types of scheme and the thallenges
they presant.

Sean is & member of the Asseeiation of Professions] Pension Trustess, has completed the Pensions
Regulators Trustee Toolkit ard holds the Pensions Management Institute's Certificate in DC
Sovemance and Award in Pension Trusteeship {DC and DB). Sean has met sl reguired CPD
requirerrsnks,

Nedll Capeiand

Neil iz & co-faunder and director of Dalriadz Trustees Limited. He acts &5 2 tnustes representative
BN some of our most complex snd challenging cases, induding cur vequlatery appointmants, Neil
spedalizes in schemes with techmically challonging govemance and covenant issues, as well as
having over 25 vears of exparience in relation be defined benafit, lybid, defined sentribution,
rruti-employer and sectionalised amangements.

Neil is the Dalizds Beard representative for the Iregular Schermes Tesm and spends a significant
prapartion of hiz time working on Regulatory Appoirtrments. Like Sean, Meil has developed
considerable experience of the complex and non-standard issuszs faced by the Dalviada team in
raanaging the Regulatory Appointments. This as inceded acting 25 a witness in high piafile
litigation in ralation to Regulstary Appointments i suppadt of TPR and representing Dalriada in ol
learings before the Determinations Panel wiere Dabiada's appointment by TPR fas been
challenged by the incumbent frusteas o othar directly affectad paties,

Meil is 5 member of the Association of Professional Penslon Trustees, has completed the Pensions
Begulators Trustes Teolkit and halds the Pensions Manegersent Institube’s Award in Pension
Trusteaship (D€ and DB). Meil has met all required CPD reqliirerssents.

To Lukfe

Tom is also a direchor of Daliada Trustees Limited 2nd leads the Dalriada ssiness aooss the
Midlamdz. He has broad peasions experienoes with particular expettise in emphoayer covenant and
corparate transactions. He has wked with a vange of tnustee boards managing schense assets
fram c£5 million to mare than £1 billion, Sinilarly, he is experianced inoworking with 2 broad
spectrurn of sponsoring emplayers foan small, awner managed busineszes through to mueh larger
and complax groups baing either privately owned or fully listed.
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Tom's experience, both as an adviser and as a trustee reprasentative, provides particular insight
into corporate structures and insolvencies. The Scheme's investiments include shares and/ar bonds
in. or issued by, torporate entitiez whare understanding the accounting and finanda! structures of
these entities is essential,

Tom is a member of the Association of Professional Pension Trustees, has completed the Pensions
Regulatars Trustese Toolkit srd holds the Pensions Management Institube’s Award in Pension
Trusteeship (DC and DB). Tom has met afl required CPD requirements.

Brian Spance

Brian is a wo-founder and director of Dalviada Trustess Lirnited, He is now invabied in the provision
of @ wide range of advica to perngion scheme sponsas and trustees, Brian is well-known in the
pensions Indushy for taking a strategic view in dealing with pension schems matters and uses his
aexperience to delivar practical solutions which satisfy the neads of the Trustess, the employers and
other stakeholders. Brian is recogrised by TPR and the pensions industey as an expest in dealing
with cortantious ardfor complex issuss. He is a lead contact and "key person” far a number of high
profile Bustee appointrents.

In addition, Biian has practical expesience of working as a brustes in all Hwee major legal
jurisdictions of the UK and as a trustee and advisor in Ireland. Brian has hald 2 UK Scheme Actuary
Practising Certificate since inception of the role in 1937,

Brian has an in depth knowledge of legal proceszes, patioularly around besting paints of legal
principle related to the operation of pansion schemes, often as a3 result of deficiencies in scheme
documentation (a commaen issue with Regulatery Appointrents} and, alsa, litigation - where itis
cosk effective to do so, Dabiada will laok to take legal action against the perpetrators of 3 scam
with the aim to recoser misappropriated assets.

Brian is a member of the Assotiation of Professional Pensiort Trustses, has completed bthe Pensions
Regulators Trustes Toolkit and holds the Pensions Management Institube"s Aawvard in Pension.
© Trusteeship {DC and DBY. Brian has mek all required CPEF requirensents.

6o Roces

Gino perfarms the rale of Trastes fomusing on all aspecks of pension [aw focusing on defined benefit
and defined contribution pensien schemes that range in size fron the eonall to the very lage.

A zalicitor admitted Yo practice in England and Wales and a Member of the Associaticn of Pension
Lawyers, Gino has over 15 years’ experience gained at Ciky and National Firns as well as & leading
pension consultancy practice.

Ging's experience mncludes complex benefit inkerpretation ssues, scheme equalisaticn and benefit
rectificatians, He has detailed experience of pensions issues arising wrder TURE transfors and the
Fair Dazal protections where employees are transferred from the public (i paticular LSPS and
NHSPSY to the private sector.

Gine is a mamber of the Association of Professional Pension Trustees, has completed the Pensions
Regulators Trustee Toolkit and holds the Pensions Managenisnt Instibube’s Ravard in Pension
Trusteeship (D znd OB). Gino has met all required CPD requirenents,
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Knowladge of the irgst deod and rudes and all documants setting out the trustee’s
current policlos

The Schema has a dedicated client manager whao has an in depth knowledge of the Scheme and its
governing documentation. At the point of becoming an Independent Trust=e to the Schemse, a
presaribed take on process was followed. Thiz indudad an assimiation and review of all the
refavant stheme documentation, including the bust deed and rules, The Committee is made aware
of any issues or risks in relation to the Scheme’s trust deed and rules as and when they arise and
sppropriate action agread in relation to the iseue or risk identified. In addition ta the knowladge
held by the client manager and Lead Trustee Representative, the trustees obtain legal adwice in
relation to the Schems’s decumentation, where necessary.

Thers have bean na new trustess inbroducad in this reporting period. Howaver, there is an
appropriate industion process in place to support the addition of new trustees,

A worklng knowladge of the cyrrent Statement of Investment Principles (SIF}

As is set out eardier, the Scheme does not have a SIP at this time due to particular droumstances
of the Schamea.

Sufficiont knowledge and understanding of the faw relaling to pensiong and trusts amf
undarstanding of the prinefples refating to the funding aod Investment ef beeupaticnad
echemnes

Thase Dalriada staff warking on the Scheme, induding the [ead trustee vepresentative, ans obliged
to seff evaluste their leaming and development requirements on an annual basis as pat of
Daliada’s intemal appraisal process. The process identifies how staff can develop their knowledge
and understanding, a5 well as where they can share their expertise inorder b best suppart the
Scheme, Dahiada staff are slso required £0 comply with their respective training requirerents in
order ta maintain a required level of continuing professional education (CPE) and to provide
evidence of courses, seminars and other types of prefessional developrent te satisfy their
respective professiona] bodies’ CPE pequiremsnts,

Ewery trustes representative is required 1o undertake a minimum nuraber of hours training e a
year. This is recarded centrally by Dalriada’s HR Tearmn and, where appropriate, forms pat of staff
persenal deveopmant plans, Thiz teaining can include inbeims] and exterma] courses and attendanca
at industey events, as well as 2 degree of self lezrning by way of subscriptions b professional
publications and slectronic infarmation channelz.

Furkher, ewary bustes seprasentative is requived bo complabe The Pensions Regulsbor's Teustes
Toolkit and subscribes to the updatss izguad by The Panstons Regulator.

Trustee representativas befong to Dalifada’s knowladge managenwent nebwork which keeps tham
up b dabe with industry thinking. They also bhave accezs to 2 beam of In house pensiong expaits
wha informn the team about changes to penzions fegislation and practices.

The trustees have atcess to Pendragen Perspeactive and Mries ~ both industry leading toaks. giving
accass to penstan legislation.

Dalvads has ks own in house legal spacialists to pravide support and guidance o trustees anawnd
legiskation and inkerpretation of scherme documentation. This is Ruther aided by advice from
external lagal advisers, which iz obtained when the brustees feel the reinforcement is necessary to
support their pwn understanding,
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Combined knowlodge ond understanding, togather with avallable advice enables the
trosteos to properly exercise thelr Forrction

Daliiada has informslly assessed the skill set and experience of each member of the Conyvittee
and the client team, It has taken into account the development activities already meantioned, along
with the intemal resources made available to staff, supplementad, where required, by professional
external advice,

The Committes understands the need $e more formally assess the skills of s rsmbers, This is
dons using a skilks matrix developed for this purpose. Any areas for developmant flagged during
this process will be addressed as part of the individual's personal davelopment plan and reviewed
throughaout the year.

An evaluation of the effectivencss of the Committes as a2 whale is also cavied out.

I consider that the combined knowledgs and understanding of the Committes and the client beam
enables therm to exerdise property their function ag trustee of the Scheme. In particulars

»  Membars of the Cammittes have the relevant finandgal knowledge and pxperience to enable
the brustze ko camply with its duties in refation to investment of the Scheme's assets. Tem
Lukic's exparience (see sbove} in particular is advantageous in this area.

s Thera is a vast range of pensions experience and knowledge within the Committee and the
client team. This is appropriabs o deal with the governance of the Scheme in line with the
trust deed and nales, along with ether scheme docementation. Thens is alse a great deal of
experience relevant to desling with issues which might be thrown up by the Schems which
require the amendment of scheme dotumentatian,

+  Sean Browes, Nell Copelard and Brian Spence have a great deal of knawledge and
experience in relation bo schemes of complex nature, suth as this Scheme, whers
investments made by previous tnstess are deemed to be highly inappropriate, their
administration has been poor and [ or the trustees have not had the sufficient knowledge
and understanding to ba trustees of an oocupational pension scherme,

+  Sean Browes and Neil Copeland have vsary vears of experience in the adminisiration of
pension schemas, allowing a keen owersight of the administration of the Schame,

Member Reprasentation

baliizda is aware that members of the Scheme are potential victiniz of a scam. As such, we lock to
keep members informed and b facilitate direct acoess for members to Balviada be means of a:

+ Dedicated member website
+  Dedicated conkact s-mgil address
+ Dadicsted phone line.

Whata reguired for legal action, members have been represented by a represenkative beneficiary
with el own legal advice provided far.

Signed for and on behalf af_?ah'i"ada Trustees Limited [the trustee)

Chairman

Data 23 Ockober 2019
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