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Papnines RAS (Mthe Scheme®)

Annual Governance Statamant by the Chalr of the Trusten for the Sehame Yauar Ending on
31 March 2019

Introduction and background

This statement has been preparad in accordance with regulation 23 the Occupational Pension
Seheme {Schema Administration) Reguiations 1996, as ameandsd (the "Administration
Regulations”), and related Pensions Reguiator guidance,

It relates to the Pennines RBS {the "Schemea").

As you are aware from the Anncuncements issusd ta mambers sinea its appointment, Dalriada
Trustees Limited {"Daliada"} was asppointed 53 trustes to the Scherme by the Pansions Reguiator
amid concerns that the Scheme was being used as 3 vehiele forr pension fberation, This has
prasented Caliizda with a number of challenges around governance. Nevertheless this statement is
& legal requirement and, as such, can serve as a useful reminder of the issues faged by Daliiada
and, where it cannot meet ceitain gavernance abdigations, I have explained why that it is the case.

Whilst the previous brustess were not removed by the Pensions Regulator, Daliizda Trustees
Limited {Dalviada) wes appointed with exclusive powers sa Dalriada is, effectively, the sofe thastee
of the Scherne,

The Scheme was used, principally, as a vehicle to allow members under the minimum retirement
age of 53 access ta their pausian funds by way of a loan,

The Scheme had a single investment being the investment in preference shares issued by Hedge
Capital Tnvestment Group plc {later Limited) (HCIG). Loans ko mambers were made by ancther
Group company, Hedge Capital Limited, which, in turn, was funded by way of a loan from a fuither
Group company, Hedge Capital Invesiments Limited {HCIL), a company whaolly owned by HCIG,

Thase leans were sesn as unauthorised paymants by HMAL who, as a result, have issuad
provisianal assessments For significant tax charges against both the Scheme and its members.

As well moviding the funds to loan back ta members, HZIL invested further funds in 2 number of
unusual and high risk investments.

Befault arvangement

A number of requirements of the Administration Regulations, which are referred te in thiz statement,
velate only to & “default arrangement” as defined in the Administration Regulations. The Scheme
does not have a default fund for angoing acaual. It iz not a gualifying scheme within the meaning
given by section 99 of the Fensicns Act 2008, It is not used to meet any auto-enrabment obligations
and no contributions are being paid into the Scheme,

The Scheme did not offer a Default Lifestyle Strategy,

The Schame did not offer members any chaite as ta how thelr fiends were inveskted, funds being
used o secure preference shares in HOIG,

Alungside the loans to members, funds were invested by HCIL (& subsidiary of HTIG) in a nomber
of unusual, high risk and largely illiquid investments which ane difficult to value,

As such, in Daliada’s view, there haz never been an apprapidate default investment arrangemeant,
Thera is no fife-styiing option availabla,

The pravieus brustees made investment decisions without saeking appropifate investment advice.
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Statement of Investrmant Principles

Ordinarily, trustees should prepare a statement of investment principles (“S1P") gavaming
decisions abouk investments.

No serviceable Statement of Investment Principles exists for the Schame.

Az reported in the Scheme's Report and Accounts, Dalriada is continuing to work with KPMG to
determine what funther assets may be recovered alongside those funds already transferred to the
Scheme as a result of the settlement agresment.

Where assets have been recovered Daliiada has taken appropriate and professional investment
advice and, if and when necessary, will put in place a suitabla Stakement of Investmant Mrinciples.
Howeawver, ultimately, it is Daliada’s intention to wind up the Scheme as soom as it is able, giving
members the oppartunity to transfer any remaining funds to a mere suitable arrangenmenk of their
choica,

Capies af the Scheme's Report and Accaunts are published on the members’ website, The:
Scheme’s Report and Accounts include the latest Chairman's Statemant.

Reviaw of default stiategy and defauit arrangements

As noted above, as there is no default arrangement or default strategy in place for the Sicheme at
the awrent time2 then there has been no veview of the default srrangement or default strategy in
the yearin question and no previcus review for which a dake can be given.

Cora Financial Transactians

Trustees have a spacific duty to ensure that core financial bransactions relating to DC schames are
processed promptly and accurately. These includa the following:

+ investing contributions in the Scheme

+ firansfering assets related to mambers into or out of the Scheme

+  transferring the assets bebween different investments within the Scheme
+ making payments from the Scheme to or on behalf of the members.

The Scheme does not curvently accepk conbributions o transfers in and is unable to pay any level
of benefit, indluding transfers values, to members at the present time.

This iz due to a number of factars, nat leaszt uncertainty, to date, as to the value of the Schene's
investments and the pasition with regard to the potential tax charges mentioned shove and the
appostioning of costs to members. More information on this has been provided in Dalriada’s
Announcemants to mambers.,

The Financial Transactions the Scheme does make are, in the main, in relation by coshs, These are
reported in the Scheme's annual accounts.

Given its inzbility to caty out routine administrative actions, unsurprisingly, over the reporting
periad, there have been no material administration service issues which need to be reported here
by Dahiada

Notwithstanding this, Delriadz, a5 a professional Independent Trustee, has processes and controls
in place that are suitably deslgned to ensure any service ohjectives can be achieved cnce the
Scheme s in a position to operate in the manner of a normal schamae, Dalviada’s adminéskration
pracesses are independently audited and acoredited under AAF D1,/05 and AAF OZ707.
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Once Dalriada is in a position to process member benefit requests these will be managed and
monitored in fine with Daliada’s standard SLA lavels and targets and frmally reported an, on a
quarterly basis,

Chargas and Transaction Costs

The new governance rules require tie Trustee to make an assessment of investment management
charges and transactions costs bome by the Schame members and the extent tx which those
charges and costs represent good value far money for members.

‘The Trustee has calculated the charges snd, so far as they were able to do sa, the transaction
costs, barne by Scheme members for the Scheme Year

In this context, "charges” means (subject to some specific exceptions, such as charges relating to
pension sharing orders) afl adminiztration charges other than transaction costs.

"Transaction casts” are costs incurred as a result of the buying, sefling, Isnding or borrowing of
investments.

Ear!riacfa has deviated from the approach set aut in the statutory guidance for the reasons sek out
alow.

$ince its appaintment, there have been no bransactions as Daldada has not accepted any payments
inte the Scheme, either by way of conbiibution or transfers in so thers have been no bansaction
cost. ’

Howsver, under the terms of its appainkment, the fees of Dalriada and s advisers are met from
Scherne funds. Whilst these casts {ar "charges”) fall s debt due from the employer {or sponsor).
in khis case the sponsor was a dormant company with no assats,

D te the mismanagenent of the Schene by its previous brustees and the subseguent actions
taken by Dabiiada since appointment, it is inevitable that the Scheme has incurred, and will
continue to incur, significantly higher ongoing: costs than would e the case for a sinilarly sized but
conventional scheme,

Thase costs for the yesr ending 31 March 2015 are set: in the Accounts and total
£76,945,

“Good walue™ sseessment of charges and transactions

Generally, trustees should assess the extent to which the charges described above represent “good
walue® for members during the scheme year, by cansidering the level of member bome chargas
against the banefits athributsble to such changes.

Whether something represents “good value" is not capable of being precisely defined, but for these
purpases, brustees should consider that charges may be viewed as representing "goed wabus" for
membars where an optimum. conibination of cost and guality is achisved far the membership as a
whiole, relative bo other eptions available in the niarket,

The characteriskics of the Scheme are unusua! and Eyere are no readily avalizble comparatars to
debermine whather the costs incurred represent good value,

Howeaver, the actions undertsken by Dalriada, beyond those considered necessary for the
appropriate mansgerneant of the Scheme, are cantred on legal ackion around reconery of Funds.
Buch actions are considered on 3 cost benefit analysiz and, where necsssary, Cowt approval is
sought for the use of Scheme funds to pay for such fegal action.

Dalriada was appointed following a tender exercise by the Pensions Regulator (TPR} and Dalriada is
subject to angoing oversight by TPR.
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Dafriada’s costs [both for ongoing managament and with regard to action around recovery of
funds) are calculated using a blended tharging rate that sits well below its standard market rates.
Its legal advisers operate similarly.

Az commented above, Daldada, 25 a professional Independent Trustes, has processes and contrals
in place that sre suitably designed to ensure any service objectives can be achizved once the
Schema is in a pesition to operata in the manner of a nermal scheme. Dalviada’s administration
processes are independently audited and accredited under AAF 01/06 and AAF D2/07,

Cnce Dalriada is in 2 position ta process member benefit requests these will be managed and
monitorad in fine with Dalrizada’s standard SLA levels and targets and formally reported an, on
quarterty basis,

In redation to the cumulative effect gver time of the application of charges and costs on the value
of a member's accrued rights to money purchase benefits, due te the nature of Dalriada’s
appointment, bath Dalrfada and its adviser's faes are met using Scheme funds. As commanted
abave, there is uncertainty around determining the value of the Scheme's investmants and how
these should then be attributable bo the members and, further, the allocation of cost=s to members
which may require legal direction, For this reason, ta date, Dalriada has had to kake a general
approach when applying oosts.

As saon as Dahiada is in a position to identify each individusf member's fund and is able to
determine a specific approach with regard be the allocation of casts, it will be in a position to report
an the cumulative =ffect over time of the application of charges and costs on the value of a
member's accrued rights.

Trustas knowladge antd urderstanding

The Trustes has considered the latest guidance in relation bx Chairman's Statements frani The
Pensions Regulator and has ensured that its practices reflect the requirements sek out. E hawe set
out below how the Trustee snsures & cumently meets the knowledge and understanding
requiremsnts. of brustees.,

Balriada is #n independent professional brustes, established in 2003, which has been appointed by
The Pensions Requlator {TPRY under seckicn 7 of the Pensions Act 1995 to a number of schemes as
= result of TPR having concems about the nature and aparation of those schemes and the axtent o
which tha then current tristees understaod their statutory and fiductary duties and respansibilities.
Dadriads refars to such schemes as *Regulatory Appointnients”, The Scheme is a Reguistory
Appointment,

Dalriada has establishad a specialist teans dravwn from variqus relevant disciplines within Dalriada
to manage the governance of these fegulstory Appointments which we have called the Iregular
Schemes Team,

A dedicated committes {the bregular Schames Commitbes — "the Committee™) Ivas beam
established by the Board of Directors of Dalriada to oversee the ackivities of the Imegular Schemes
Team in its gevemance of this scheme and other Regulatory Appaintments. Care has been taken to
ensunz that the membership of the Committes is such that there is sufficent knowledge and
understarding within the Committes by meet the requirements set aut in sections 247 and 248 of
the Pansiens Act 2004 and The Pensions Regulator's Code of Practics 7 en Trustes Knowledge and
Understarding.

I have set aut below the membership of the Commithes, along with & short note on their skill set
and experierice, In additicn, it is worth noting that three members of the Conmittes are directors
of Dialviada Trustees Limited. Dalriada operates a team based apprvach which gives the Regulatory
Appointrmerts Team access to over 120 pensions and suppart personns! with a beoad skill set
suited to identifying and implementing the variety of kasks reguired ko successfully manage the
Schema, induding pension administration experts, an in house legal team, fund accountants and
inwestment expaits. Whilst the core Imzgular Schemes Team deals with the majarity of matters
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arising on the Scheme an a day ts day basis, in conjunctfor: with its appointed advisers, it can
access the specialist expertise of the wider Draliiada team as and when required.

As far a5 we are aware, no other professional independant trustee firm has established and
developed a specialist team in this difficalt and challenging area of trustzeship, The relavant
experienca developed by the Iregutar Schemas Team on such cases is unmatched and untivalied,

The Cammittoe

Saan Browes

Zean has been working in the pensions industry since he greduated in 1388, He waorked far two
major benefit consultancies in botl administration management and consulkancy roles, before
juining Dalrada in 2003, Sean has a broad range of skills and experience suited to all areas of
pension scheme management.

Gean leads the Iimegular Schemes Team, dealing with Daliiada’s appointments by The Pensions
Regulator {TPR) to schemes suspected of beirg imvolved in pension fberation or thought to be
scams He now has 3 wealth of experience and krowledge with regard to the unique charactaristics
azsociated with the administrstion and managamert of these types of scheme and the challangas
they present.

Sean is 3 member of the Assocdation of Professional Peosion Trustess, has completed the Pensions
Regilators Trustee Toolkit and holds the Pensions Management InstEube’s Certificate in OO
Govemance and Award lix Pension Trusteeship {DC and DBY. Sean has met all required CPD
requirenienks.

Nell Copoland

Weil is & co-founder and diractor of Daliiada Trustess Limited. He acts as a trustes representative
on some of owr mast complex and challenging cases, induding sur regulatory appointments, Neif
speciglises in schemes with technically challenging govemance and covenant issues, as well as
having over 25 years of experience in relation by defined benzfit, hybrid, definad cantribution,
multi-employer and ssctionalised arangements.

Neil is the Dslrisds Board representative for the Ineguler Schemes Team and spends a significant
proportion of hiz time warking on Regulstoy Appoinkments. Like Sean, Neil has developed
considerable experience of the complex and non-standard issues faced by the Dalviada teant in
managing the Regulatory Appointments. This has included acting as 2 wiktmess in high profils
litigation in refation to Regulatory Appoiniments in support of TPR snd representing Daliada in oral
hiearings befars the Determinabions Pansl where Dalriada’s appointment by TPR has been
challenged by the incumbent trustees or other dinectly affected parties.

Mell is & manther of the Association of Professions! Pension Trustees, has completed the Pensions
Regulators Trustes Toatkit and holds the Penstons bianagement Institube’s Award in Pensian
Trusteeship (DC and DB). Neil has mst 3l reguired CED requinements.

Tesrr Lukhc

Tomt is alse & director of Dalriada Trusbees Limited and loads the Daltiada business across the
Midlands. He has broad pensions expeiizncs with particular expertise in employer covenant and
corporate transactions. He has worked with = renge of brustes hoards managing scheme assets
From ¢£5 raillian to move than £1 billion. Similady, he is axpedenced in working with a broad
spectrum of spansoring employers from small, owater managed businesses. thieugh te much larger
zrd complex graups being either privately ewred or fully listed,
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Tom's experience, both as an adviser and as a trustee representative, provides particular insight
inba corporate structures and insolvencies. The Schema's investments include shares and/for bonds
in, or issued by, corparate entities where understanding the accounting and financial structures of
these entities is essential.

Tom is a member of the Association of Professional Penslion Trustees, has completed the Pensions
Regulators Frustes Toolkit and holds the Pensions Management Institube’s Award in Pension
Trusteeship {OC and DE). Tom has met all requived CPD requirements.

Briant Spenca

Brian is a co-founder and divector of Dalriada Trustees Limited. He is row invalved in the provision
of  wide range of advice to pension schema sponsors and trustees. Brian is well-known in the
pensions industry for taking a strategic view In desling with pension scheme matters and uses his
expariance to deliver practical solutions which satisfy the needs of the Trustess, the employers and
other stakehalders. Brian is recognized by TP and the pensions industry @35 an expert in dealing
with contentious andfor complex issues. He is a lead contact and "key person” for 2 muimber of high
profile trastee appointments.

In addikian, Brian has practical experience of warking as 3 brustes in afl three magor legal
surisdictions of the UK and as a trustes and advisor in Ireland, Brian has held & UK Scheme Actuany
Practising Certificate since Inception of the role in 1957,

Brian has an in depth knowledge of legal processes, particularly around testing points of legal
principle related ko the operation of pension schemes, often as a result of deficlendes in scheme
documentation {a comman issue with Regulatory Appeintments) and, also, Bgation - where it is
cost effective to da so. Daliiada will ladk to take legal action agairzt the perpetrators of 3 scam
with the sim te recover misapprepriated assets,

Brian is 2 member of the Association of Prafessional Pansion Trusiees, has corpleted the Pensicns
Regulaters Trustee Toolkit and holds the Pensions Management Inskitute's Asvard in Pension
Trusteaship (DT and 0B). Biian has met all required CPD requirements.

GinY ROCos

Gino performs the role of Trustee focusing on all aspects of pension law focusing on defined benafit
and defined conbibution pension schemes that range in size frona the small to the very lange.

& sobicitor admitted to practice in England and Wales and a Member of the Association of Pension
Lawyars, Gino has over 15 years® experience gained at City and National Fiss as well a5 a leading
pension consultancy practice.

Gino's experience indudes complex benefit interpratation issues, scheme equalisation and benefit
rectifications. He has detailed expeiience of pensions issuss arising under TUPE transfers and the
Fair Dieal protections whene employees are transferved from the public {in particular LGPS and
NHEPS) bo the private sactor.

Sy is & member of the Association of Professional Pansion Trustees, has completed the Penzions
Regulators Trustee Tovtkit and holds the Pensions Management Institute’s Award in Pension
Trusteeship (DC and DB}, Gina has met all required CPD requirerments,
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Knowledie of the trugt deed and rufes and all decuments sefting out the trustee’s
current policles

The Scheme has a dedicated dient manager who has an in depth knowledge of the Scheme and its
governing documentation, At the point of bacoming an Independent Trustes to the Scheme, a
prescribed take on process was followed. This included an assimilation and review of all the
relevant scheme documentation, including the trust deed and rules. The Committes is made aware
of any izsues or risks in relation ko the Scheme’s trust deed and rules as and when they arise and
appropriste action agreed in relation to the issue or risk identified, In addition to the knowledge
held by the elient manager and Lead Trustee Representative, tha trustees obtain legal advice in
relation to the Scheme’s documentation, whare necessary.

There have been no new trustees introduced in this reporting period, However, there is an
appropriate induction process in place to support the addition of new trustess,

A working knowledge of the current Statement of investment Principles [$IP)

Az I set out earfier; the Schama doas not hawve & SIP at this time due to particular direumsktances
of the Scheme.

Sufficlent knowledge and understasding of the law rolating te penslong gnd teugte and
undarstanding of g principles velating to the fuading and Investment of sccapatienal
schernas

Thoze Dalriada staff working on the Scheame, induding the lead brustes representative, are obliged
to self evaluate their learning and development requirements on an anmual badls as part of
Dahizda’s intemnal appraisal process, The process identifies bow staff can develop their knowledge
and undearstanding, as well as where they can share their expertise in order ko best support the
Schenie. Dalriada staff are alss vequired bo comply with their respective training requirements in
order to maintain 2 required level of costinuing professional education [CPE) and to provide
evidance of courses, seminars and other btypes of professional development to sakisfy their
respective professional bodies” CPE requiremsants. :

Evety trustes representative is required to undertake a minkmum rumber of Bours training i a
year, This iz recorded contrally by Dalriada’s HR Team and, where appropriate, forms part of staff
personal development plans. This training cen indude interral and external courses and sttendance
at industry events, as well as 3 degree of =2if leaming by way of subsceiptions to professional
publications and alectronic information chanmeals.

Furthar, every brustee representative is required to comiplets The Bensions Requlator's Trustee
Toolkit and subscribes to the updates issued by The Pansions Regufator.

Truskes representatives belong to Dalkzda’s knovledge management nebaord which keeps them
up to dabe with industry thinking, They also have acoess to s beam of b house penslons experts
wher inform the team abont changes to pensions legisfation and pradices.

The trustees have sccess to Pendragan Perspective and Aries - both industry leading kools, giving
access ko pension legislatian,

Dalrizda has its own in house legal spedialists be provide support and guidanos to buskess around
legistation and inkerpretation of scheme dacumentation. This is fusther aided by advice from
external legal advisers, which is obtained when the tiustees feel the reinforcement s nacessary to
suppart thelr ower undarskanding,
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Combined knowledge snd understanding, togethar with available advice wnablos the
trustess o properly exercise thair function

Dalviada has infarmally assessad the skill set and experience of 2ach member of the Committes
and the client beam. It has taken inko account the development activities already mentioned, along
with the internal resaurces made availables ta staff, supplemented, where required, by professional
external advice.

The Committes understands the neead to more formally assess the skills of it members. This is
done using a skills matriz developed for thiz purpese. Any areas for development flagged during
this process will be addresssd as part of the individual’s persanal devalopment plan and reviewed
throughout the year.

An evaluation of the effectiveness of the Committee as a whele is also carried out.

I consider that the combined knowtedge and understanding of the Committes and the client tearn
enables them to exercise properly thelr function as trustee of the Scherne, In particular:

»  Members of the Committee have the relevant financial knowledge and experience to enable
the trustes to comply with its duties in relation to imvestrment of the Scheme's assets. Tom
Eukics experience (see abova) in particular is advantag=ous in this ares.

« There is a vast range of pensians experience and knowledge within the Committee and the
client keam. ‘This is appropiiake to deal with the govermance of the Schemes in line with the
trust deed and rules, along with other scheme documentation. There is also a great deal of
experience refevant to dealing with issuss which might be threwn up by the Scheme which
vequire the amendment of schems decumentation.

*  Sean Browes, Neil Copeland and Brian Spence ltave a great deal of knowledge and
experience in relation to schemes of complex nature, such as this Scheme, where
investments made by previous trustess are deened bo be highly inappropriate, their
administration has bean poor and f o the trustees have not had the sufficient knowledga
and understanding o be brustess of an occupational pension scheme.

« Hean Browes and Meil Copeland have many yesrs of exparfence in the administration of
pension schemes, allowing a keen oversight of the adminisbabion of the Scheme.

Memdrar Rapreseatation

Dakiada is aware that mambers of the Scheme are potential victines of a scam. As such, we look to
keap members informed and o facilitate direct access for membaers to Dalviada be means of a:

»  Bedicated member website
v Dedicated contact e-miail addiess
v Dedicated phone line.

Where required for legs action, menbers hawe besn represented by a representative beneficiary
with their own legal advice provided for.

Signed for and vn behalf of Daliiada Trestess Limited {the trustee}
1T

el
- s
-

Chairman L R

Diate 24 QOctober 2019
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