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Trustee and advisers 

Trustee:  Cheviot Trustees Limited 

 

Employer Nominated Directors Member Nominated Directors Co-opted 

N Braithwaite Vice Chairman 

(Resigned 30 June 2019) 

J Berry  Sir Derek Morris Chairman  

I Gault Vice Chairman J Dungay  

(Resigned 5 March 2019) 

P Hughes (Finance Committee only) 

(resigned 15 January 2019) 

V Smith  D Elliott-Smith  

(Appointed 1 January 2019) 

E McKinnon Also a member and employee 

(Re-appointed 25 September 2019) 

G Kidd A Hunt  

(Term ended 1 January 2019) 

G Orton  

M Poore  

(Re-appointed 25 September 2019) 

F Longmore  

(Appointed 1 January 2019) 

 

 

  F Purdy  

(Term ended 1 January 2019) 

 

 M Thomas   

  

  

Scheme Actuary 

 

Final Salary Schemes: 

Edward Spencer of Barnett Waddingham LLP, resigned 25 November 20191  

Hilary Salt of First Actuarial, appointed 13 December 20192 

 Cheviot Pension: 

Jonathan Punter (resigned 26 January 2019) of Xafinity Punter Southall 

Peter Black (appointed 26 January 2019) of Xafinity Punter Southall 

Investment Consultant River and Mercantile Solutions part of River and Mercantile Group 

Auditor Crowe U.K. LLP 

Bankers National Westminster Bank Plc 

Investment Managers The Trustee has direct contractual relationships with the managers shown 

below.  All Schemes and Sections invest in blended funds held on the Mobius 

Life Limited investment platform.  This platform invests in the underlying 

managers. Details can be found in the Statements of Investment Principles 

available on the website. 

 BMO Global Asset Management (Final Salary Schemes) 

 Mobius Life Limited (Cheviot Pension and Final Salary Scheme) 

 Phoenix Investment Adviser LLC (Cheviot Pension and Final Salary 

Schemes) 

 PIMCO Europe Limited (Cheviot Pension) 

 Pioneer Investment Management Limited (Cheviot Pension) 

 River and Mercantile Investments Limited (Cheviot Pension) 

 Rothesay Life (Dickinson Dees Pensions Scheme) 

                                                 
1 Mr Spencer was reappointed in respect of Staffurth and Bray Pension Scheme only until 31 January 2020.   
2 Staffurth and Bray Pension Scheme with effect from 28 April 2020. 
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Scottish Widows (Whittles Retirement Benefits Scheme) 

Royal London Asset Management Limited (Cheviot Pension) 

External AVC Providers 

Rowley Ashworth Pension & 

Life Assurance Scheme only 

Utmost Life & Pensions (formerly Equitable Life Assurance Society) 

Legal & General Investment Management Limited 

Custodian Kas Bank N.V. 

Solicitors Norton Rose Fulbright LLP 

ARC Pensions Law LLP 

asb Law LLP 

Pinsent Masons LLP 

Covenant Adviser PricewaterhouseCoopers LLP 
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Chairman’s review 

Sir Derek Morris, Chairman 

My third year as Chair of Cheviot Trustees Limited was initially dominated by our 

application to be authorised as a Master Trust by the Pensions Regulator, together 

with our ongoing work to improve outcomes for members through a proactive 

approach and a new administration system.  More recently it has inevitably been dominated by the Covid-19 

virus, its effects on the economy and on the pension funds which we manage. 

The skills provided by the directors of Cheviot Trustees Limited have ensured that we are able to rise to the 

challenge of new regulations and volatile investment conditions without losing our focus on meeting the needs 

of members and participating employers.  As a result, we were in a strong position to tackle the unprecedented 

challenges arising from the coronavirus pandemic.  The sections below seek to cover all these items.  These 

accounts are necessarily focused on the year end but clearly assets values have all been affected by the significant 

market falls since then. 

Master Trust Application 

We were very pleased to be authorised as a Master Trust by the Pensions Regulator in August 2019.  The 

application process and review were very detailed and granular.  Over half of all Master Trusts have ceased to 

operate as a result of the regulatory regime.  Gaining authorisation demonstrates that our governance is at a 

very high standard, our trustees are knowledgeable and skilled and that our administration systems and 

processes are robust and effective.   

New Administration System 

Having introduced a new administration for the Money Purchase and With Profits Sections early in 2019, we 

continue to work on implementing the system for our Final Salary Schemes.  The new system has already 

delivered benefits in terms of more efficient administration and work continues on developing a new website 

for members including a dashboard which will allow them to see all the key information in one place.   

The new administration system has made the operational challenges of working from home relatively easy to 

manage and members and employers can still contact us by phone or email.   

Audit and Assurance Framework Report 

The Audit and Assurance Framework Report to 31 December were signed in May 2020.  With only one small 

exception against the agreed procedures, these independent reports demonstrate the existence and 

effectiveness of the controls and procedures in operation at a trustee governance level as well as those which 

relate to pensions and financial administration across the organisation.   
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Investment Performance 

Return-seeking assets had a positive 2019 and performance was above target across the board. After the difficult 

conditions at the end of 2018, the exposure to on risk assets was increased gradually during the year as the 

market conditions improved.  Most return-seeking asset classes performed positively.  Sovereign bond prices 

rose sharply with unprecedented high returns on these safe haven assets. The liability hedges remained in place 

for most Final Salary Schemes and the With Profits Section to provide protection from changes in interest rates 

and inflation.   

The Board’s dynamic approach to investment has enabled it to make changes to asset allocation to reduce the 

risk profile during the current crisis so that, while nearly all funds have fallen in value, the Board has so far 

managed to mitigate the impact to some extent. It is too early to predict with any certainty the economic 

impact of this crisis, although  it is likely to be significant and therefore to impact asset values for some time to 

come. 

Final Salary Schemes 

The funding levels of Cheviot’s Final Salary Schemes generally improved during 2019 following positive market 

conditions.  COVID-19 is likely to impact on the ability of scheme sponsors to support the schemes financially 

and will compound the impact of the significant falls in markets.  

Cheviot continues to balance the security of members’ benefits against the financial constraints of sponsoring 

employers.  Quarterly management reports are issued to sponsors and a meeting for employers was held in 

February 2020, following the appointment of a new Scheme Actuary in December 2019. 

With Profits Section 

An update of the funding position of the With Profits Section was undertaken at 31 December 2019.  It showed 

a funding level on an ongoing funding basis of around 101% at the valuation date.  The valuation makes specific 

provision for expenses over a five-year period to the end of 2022. An employers’ meeting was held in February 

2020.   

Since then, the funding position has fallen as a result of the crisis and the Trustee has been considered how best 

to address these additional risks.  The action taken will depend on how far markets have recovered from the 

current crisis, but it seems very likely that it will be necessary to continue to hold assets on risk whilst liabilities 

reduce further.  The Trustee continues to work with its advisers to manage risks within the Section.   The 

Section may also be impacted by COVID-19 in relation to the ability of participating employers to support it 

financially but the number and spread of employers involved makes this less likely.   

The next valuation is due at the end of 2020 and the Trustee will engage with employers in relation to the 

options in the first half of 2021.   

Money Purchase Section 

Returns for the Money Purchase Section were, until the recent crisis, very positive reflecting good market 

conditions during the year.  The value of all options grew during the year.  The performance remained well 

ahead of the long-term targets against Consumer Price Inflation over three years.  

The falls in asset value due to the COVID-19 crisis will now have worsened the position for nearly all members.  

Although the falls to date have been less than the markets, the Trustee recognises the impact on members and 

their retirement plans.  
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Report to Members 

The Report to Members was issued to all members and pensioners in July 2019. The Chair’s Governance 

Statement for 2019, as required by the DC Code of Practice, is included on pages 51 to 67 of these accounts. 

Sir Derek Morris 

Chairman 

Sir D. Morris
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Trustee’s Report 

Scheme constitution 

The Cheviot Trust (Cheviot) has been providing occupational pensions since 1930s.  It is an innovative, not for 

profit organisation committed to providing straightforward and effective pension services to employers and 

members.  It provides defined contribution and cash balance benefits through the Cheviot Pension (Money 

Purchase and With Profits Sections) and defined benefits through a series of individually funded schemes 

(Final Salary Schemes).  The Money Purchase Section is an authorised Master Trust.  All Sections and 

Schemes benefit from shared governance, management, investment strategy and administration.  

Management of the Trust 

All schemes are managed by Cheviot Trustees Limited.  The structure of the Board is 

compliant with the governance requirements for Master Trusts.  A detailed Governance 

Policy is in place and reviewed regularly.  The Trustee uses a Committee structure to 

undertake some of the governance requirements. 

The membership of the Cheviot Trustee Board currently comprises four employer 

nominated3, four member nominated representatives4 and three co-opted Directors5.  The 

number of Directors was reduced in 2019 following the resignation of one employer and one 

member nominated director.  All Trustee Directors meet the fit and proper requirements of 

the Master Trust authorisation process.  There are three professional trustees, including the 

Chair. 

Employer and Member representatives are currently appointed by the Trustee, following the 

relevant selection process, for a term of three years unless a representative resigns, ceases 

to be eligible or the other Directors decide that the term of office should end.  Directors 

may put themselves forward for re-appointment.  Co-opted Directors are also appointed for 

a three year period. 

Two new member representatives, Diane Elliott-Smith and Frances Longmore, were appointed to the Board 

with effect from 1 January 2019, following an open and transparent appointment process in 2018.  

An employer representative, Martin Poore was re-appointed in September 2019 following an open and 

transparent process.  Elspeth McKinnon, Chief Executive, was re-appointed as a co-opted director also in 

September 2019. 

The Trustee has obtained a type 2 Combined AAF 02/07 assurance report on Master Trusts and 01/06 internal 

controls assurance report across all Sections and Schemes for the year of reporting6.  These independent 

reports demonstrate the existence and effectiveness of the controls and procedures in operation at a trustee 

governance level as well as those which relate to pensions and financial administration across the organisation.  

3 One employer representative director resigned in June 2019 
4 One member representative director resigned in March 2019 
5 One co-opted director appointed only to the Finance Committee resigned in January 2019. 
6 Two reports were completed, one for the thirteen month period ended 31 January 2019 and one for the eleven month 

period to 31 December 2019. 

Four employer 
representative 

Directors

Four member 
representative 

Directors

Three full co-
opted Directors 
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Trustee meetings in 2019 

Four full Board meetings and nine conference calls were held during the year.   The 

Trustee operates a Committee structure with six Committees.  Each Committee has 

delegated powers from the Board to undertaken certain business on its behalf.  During 

2019: 

• the Finance Committee held four meetings and one conference call

• the Funding Committee held two meetings

• the Investment Committee held five meetings and one conference call

• the Legal Committee held three meetings

• the Strategic Committee held four meetings and

• the Performance Review Committee (previously known as the Remuneration

Committee) held one meeting during the year.

Ad hoc working parties are established for key projects.  A Master Trust Working Party was established in 

2018 to oversee the readiness review and application process for Master Trust Authorisation, which was 

granted in August 2019.  The Master Trust Working Party met nine times during 2019.    

Changes to the Trust Deed 

The latest Trust Deed and Rules is dated 4 April 2017.  The following deeds of amendment have been executed 

since 2017: 

December 2017 – reflected some legislative changes to the auto enrolment requirements, clarified the date on 

which a death benefit for a With Profit member is calculated and removed the temporal limits on benefits for 

same sex couples 

December 2018 – amended the expenses provision, introduced more flexibility over the periodical instalments 

for the payment of pensions, reduced the number of lump sum options available to members at retirement. 

March 2019 – amended the winding up expenses provision for the Cheviot pension to reflect the Master Trust 

requirements and reflected the requirements for a Financial Reserve. 

July 2019 – removed the provision which allowed certain members to make a binding nomination in respect of 

the payment of any death benefits in light of concerns about the potential tax implications of such a provision. 

December 2019 – widened the transfer in provision to enable the assignment of an existing insured benefit or 

policy into the Cheviot pension, clarified that the default option included references to the underlying funds, 

amended the direction of contributions and default fund provisions, introduced a power to enable the Trustee 

to switch a member’s investment option following provision of reasonable notice and amended the definition 

of “spouse” to include a marriage which took place outside England and Wales. 

The Articles of Association were also changed in January 2019 to change the process for the appointment of 

Member Nominated Directors.   

The Trustee 

conducts its 

business 

through regular 

Board meetings 

and six 

Committees. 
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Cost allocation 

All generic costs are incurred by Cheviot Trustees Limited directly and then the appropriate share of those 

costs is invoiced to the relevant Scheme or Section, to provide transparency for both management and 

regulatory purposes.  No change has been made to the underlying allocation basis between the Sections and 

Schemes for 2019.  

Costs incurred in respect of a specific Scheme or Section are charged directly to the relevant entity.   Minimum 

fees are in place in respect of some professional services to ensure fairness between schemes.  

Financial statements 

These financial statements have been prepared and audited in accordance with regulations made under sections 

41(1) and (6) of the Pensions Act 1995.   The financial statements summarise the net assets of the Trust. They 

do not take account of future obligations to pay pensions and benefits which fall due after the end of the Trust 

year.  

Financial statements are produced separately for the Cheviot Pension and each Final Salary Scheme, which 

include a report on actuarial liabilities where appropriate. 

Financial developments in the year 

The value of the net assets of the Trust as at 31 December 2019 is shown below.  The 2018 numbers are 

shown in brackets.  Further details can be found in the Fund Account. 

Combined Final 

Salary Schemes 

Cheviot Pension Total 

Assets at 31 December 2019 £221.2m (£207.7m) £230.3m (£208.2m) £451.5m (£415.9m) 

The spit of the Cheviot Pension assets for 2019 is: Money Purchase Section £130.2m and With Profits Section 

£100.1m (2018: £110.9m and £97.3m respectively). Please refer to the Cheviot Pension annual report and 

accounts for more details on the Cheviot Pension financial developments.  

Investment matters 

Market Overview 

Over the year to 31 December 2019 most return-seeking asset classes performed positively. Sovereign bond 

prices rose sharply with unprecedented high returns on these safe haven assets.  

The twelve month period saw a reversal in monetary policy by central banks, resulting in a global trend of rate 

cuts. The US/China trade talks oscillated between escalating and easing tensions. UK extended the Brexit 

deadline from March, to the end of October and then into 2020.   
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Corporate bond and other return-seeking credit markets performed well over the period and Government 

bond yields continued to fall as markets anticipated central bank rate cuts. 

The global trend of interest rate cuts and the flight by investors to safe haven assets resulted in an extreme 

decrease in gilt yields in September. This would mean higher liability values for the typical UK pension scheme, 

although this would have been offset to the extent they have liability hedging. However, UK gilts yields rose 

over October, bouncing back from their sharp falls. 

Sterling appreciated against the euro but weakened against the US dollar over the course of the twelve month 

period.  

The year was a challenging period for emerging market equities with trade tensions between US and China 

weighing down on performance. 

Covid-19 

At the time of approval of the financial statements, the Trustee considered the impact of the Covid-19 virus on 

the assessment of the Employer’s ability to support the Scheme as a going concern.  Based on the covenant 

advice received from its advisers and the funding position as at 31 March 2020, the Trustee concluded that it 

remains appropriate to prepare the financial statements on an ongoing concern basis 

Strategy 

The investment strategy is set out in the Statement of Investment Principles for each Scheme 

or Section.  All Final Salary Scheme Statements were reviewed and updated in January and 

September 2019.  The With Profits Section Statement was updated in September 2019.  The 

Money Purchase Section Statement was updated in January and December 2019. 

All the funds are held on an investment platform hosted by Mobius Life to facilitate the 

Trustee’s dynamic asset allocation strategy.   Asset allocation information is available on the 

website.  The overall strategy is considered by the Investment Committee at least quarterly 

and then implemented appropriately for each Section or Scheme. 

The investment strategy for the Final Salary Schemes is based on the covenant of each sponsoring employer; 

the employer's attitude to risk; and takes account of each scheme's estimated future cash flows.  The investment 

strategy is reviewed at least triennially during the valuation process.  All schemes are either hedged against 

interest rate movements and inflation risk or hold solely gilts. The holdings were rebalanced in 2019 to reflect 

updated cash flows for each scheme. 

The investment strategy approach for the With Profits Section of the Cheviot Pension is based on the 

combined covenant of the participating employers and includes a hedge against interest rate movements and 

inflation risk.  

The strategy for the Money Purchase Section of the Cheviot Pension is to target above inflation returns 

and, utilising a number of investment options, provide a stable journey for members as they progress through 

their lifetime of employment up to retirement. This is achieved through dynamic management of the underlying 

assets and by regularly reviewing investment manager performance. 

The Trustee decided to make the following changes during 2019 following a detailed review of the Cheviot 

Lifeplan and self-select options available: 

Statements of 

Investment 

Principles and 

asset 

allocation  

information 

are available 

on the website 
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▪ The introduction of two new funds for members to select:  Shariah and Ethical.  After some consideration, 

the Board concluded that it was not appropriate to introduce an ESG fund, as the principles of ESG were 

applied across all manager and fund selection.  Three additional self-select funds are being introduced in 

2020: Global Equities, UK Equities and Emerging Markets. 

▪ To make two changes to the underlying asset allocation of the Cheviot Lifeplan: to extend the period in 

the Growth option by a further five years and to change the underlying asset allocation of the Retirement 

Planning option to reduce the cash exposure. 

▪ To move members who had not reviewed their self-select investment options within the last three years 

to the Cheviot Lifeplan.  All affected members were sent a series of communications before the assets were 

transitioned  

Detailed investment performance information is shown in Appendix 1 – Investment  on page 47. 

Environmental, social and governance factors  

When selecting and monitoring an investment the Trustee will consider financially material factors.  These are 

factors that can affect the long-term financial performance of investments and can (but do not have to) include 

the financial implications of environmental, social and governance factors (otherwise known as ESG) where 

relevant.  All references to ESG also include climate change.   

The Trustee has been considering the nature of its investments in the context of long-term financial 

performance and the extent to which the existing investments implicitly include consideration of ESG factors.  

It is working to provide more information about how it includes consideration of these factors in its decision 

making.  The Trustee is also considering those elements of the investment strategy where the fundamental 

investment objective is short term in nature and where taking account of ESG factors is unlikely to influence 

investment performance.   

The Trustee is working with the Investment Adviser to understand the new information and assessment tools 

which are being developed to assist the Trustee to assess the commitment and performance of managers in 

relation to long term financial factors deriving from ESG.  This will help the Trustee when making decisions 

where ESG factors are relevant and monitor performance to encourage change where appropriate.  

Since the underlying investment funds used are pooled products (i.e. funds that are used for investment 

purposes by different clients), the Trustee is not able to require the managers concerned to make changes to 

their investment approach to take account of  ESG factors or give directions on stewardship such as how voting 

rights are used.    

The primary way the Trustee considers long term financial performance including ESG factors and stewardship 

is through advice from the Investment Adviser and its engagement with investment managers. This enables the 

Trustee to understand the managers’ investment approach in relation to such matters (where appropriate).    

Long term financial performance including ESG factors and stewardship is considered at the point of initial 

investment as a part of the manager selection criteria.  Such factors may also be important criteria for 

considering the replacement of a manager.  Once a manger is appointed, the Trustee can monitor ongoing 
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compliance with ESG and other factors like stewardship as a part of overall performance and use its Investment 

Consultant’s engagement with the managers on the Trustee’s behalf in its decision making (where appropriate). 

Non-financially material factors 

The Trustee does not at present take into account non-financially material factors (such as members’ ethical 

considerations, social and environmental impact matters or quality of life considerations) when making 

investment decisions on behalf of members as there is not likely to be a common view on any ethical matters 

amongst members; but makes available two funds, one consistent with Shariah principles and one reflecting a 

particular ethical approach, which aim to satisfy certain sets of beliefs.  These are available to all members. 

Given this, the Trustee has no plans to seek the views of the membership on ethical considerations at the 

current time. 

Changes in Actuaries 

Edward Spencer of Barnett Waddingham LLP resigned as the Final Salary Scheme Actuary on 25 November 

20197. As required by Regulations made under the Pensions Act 1995 Edward Spencer confirmed in his notice 

of resignation that he knew of no circumstances connected with his resignation that significantly affected the 

interests of the members, prospective members or beneficiaries of the Plan. Hilary Salt of First Actuarial was 

appointed as Final Salary Scheme Actuary on 13 December 20198. 

Jonathan Punter of Xafinity Punter Southall resigned as Cheviot Pension Scheme Actuary on 26 January 2019. 

As required by Regulations made under the Pensions Act 1995 Jonathan Punter confirmed in his notice of 

resignation that he knew of no circumstances connected with his resignation that significantly affected the 

interests of the members, prospective members or beneficiaries of the Plan. Peter Black of Xafinity Punter 

Southall was appointed as Scheme Actuary on 26 January 2019. 

Membership 

The membership of the Trust is shown below.  More detail is provided in the individual financial statements. 

31 December 2019 

Active Deferred Pensioner LAO9 Total 

The Final Salary Schemes - 659 768 - 1,427

The Cheviot Pension10 1,876 4,199 823 525 7,423

Scope of accounts 

These financial statements show the overall position of the Trust and the breakdown between the Cheviot 

Pension and the Final Salary Schemes.   Separate financial statements are prepared for the individual Final 

Salary Schemes and the Cheviot Pension. The Cheviot Pension financial statements include the Chair’s 

Governance Statement.  The Trust’s auditors, Crowe U.K LLP, are also the auditors to the individual schemes 

and the Cheviot Pension. The Trust's financial statements are made available to all participating members and 

employers through the website.  

7 Mr Spencer was reappointed in respect of Staffurth and Bray Pension Scheme only until 31 January 2020.   
8 Staffurth and Bray Pension Scheme with effect from 28 April 2020. 
9 LAO = Life Assurance Only members included in Cheviot Pension solely for lump sum death in service benefits. 
10 Members are only shown once even if they have benefits in more than one section. 
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Collection of contributions 

Procedures are in place to monitor the collection of contributions to ensure they are paid to the Trust on an 

accurate and timely basis for both the Cheviot Pension and each Final Salary Scheme.  No contributions 

are currently required to be paid to the With Profits Section. 

 

A summary of contributions payable during 2019 is shown on page 44. 

Statement of Trustee’s responsibilities 

The financial statements, which are prepared in accordance with UK Generally Accepted Accounting Practice, 

including the Financial Reporting Standard applicable in the UK (FRS 102) are the responsibility of the Trustee.  

Pension scheme regulations require, and the Trustee is responsible for ensuring, that those financial statements: 

• show a true and fair view of the financial transactions of the Trust during the Scheme year and of the 

amount and disposition at the end of the Scheme year of its assets and liabilities, other than liabilities 

to pay pensions and benefits after the end of the Scheme year; 

• contain the information specified in Regulation 3A of the Occupational Pension Schemes (Requirement 

to obtain Audited Accounts and a Statement from the Auditor) Regulations 1996, including making a 

statement whether the financial statements have been prepared in accordance with the relevant financial 

reporting framework applicable to occupational pension schemes; and 

• are prepared on a going concern basis unless it is inappropriate to presume that the Scheme will not 

be wound up 

 

In discharging the above responsibilities, the Trustee is responsible for selecting suitable accounting policies, to 

be applied consistently, making any estimates and judgements on a prudent and reasonable basis. 

The Trustee is also responsible for making available certain other information about the Trust in the form of 

an Annual Report. 

The Trustee also has a general responsibility for ensuring that adequate accounting records are kept and for 

taking such steps as are reasonably open to them to safeguard the assets of the Trust and to prevent and detect 

fraud and other irregularities, including the maintenance of an appropriate system of internal controls. 

The Trustee is responsible under pensions legislation for preparing, maintaining and from time to time reviewing 

and if necessary revising schedules of contributions and payment schedules showing the rates of contributions 

payable towards the Trust by or on behalf of the employer and the active members of the Trust and the dates 

on or before which such contributions are to be paid.  

The Trustee is also responsible for keeping records in respect of contributions received in respect of any active 

member of the Trust and for adopting risk-based processes to monitor whether contributions are made to the 

Trust by the employer in accordance with the schedules of contributions and payment schedules. Where 

breaches of the schedules occur, the Trustee is required by the Pensions Acts 1995 and 2004 to consider 

making reports to the Pensions Regulator and the members. 

This Trustee’s Report was approved by the Trustee on 21 July 2020 and signed on behalf of the Trustee by: 

 

Sir Derek Morris 

Chairman 
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Independent Auditor’s Report 

Opinion 

We have audited the financial statements of the Cheviot Trust (“the Scheme”) for the year ended 31 December 

2019 which comprise the Fund Account, the Statement of Net Assets and the related notes to the financial 

statements, including a summary of significant accounting policies. The financial reporting framework that has 

been applied in their preparation is applicable law and United Kingdom Accounting Standards, including Financial 

Reporting Standard 102, the Financial Reporting Standard applicable in the UK and Republic of Ireland (United 

Kingdom Generally Accepted Accounting Practice). 

In our opinion, the financial statements: 

• show a true and fair view of the financial transactions of the Scheme during the year ended 31 December

2019, and of the amount and disposition at that date of its assets and liabilities, other than liabilities to

pay pensions and benefits after the end of the year;

• have been properly prepared in accordance with United Kingdom Generally Accepted Accounting

Practice; and

• contain the information specified in Regulation 3A of the Occupational Pension Schemes (Requirement

to obtain Audited Accounts and a Statement from the Auditor) Regulations 1996, made under the

Pensions Act 1995.

Basis for opinion 

We conducted our audit in accordance with International Standards on Auditing (UK) (ISAs (UK)) and applicable 

law. Our responsibilities under those standards are further described in the Auditor’s responsibilities for the 

audit of the financial statements section of our report. We are independent of the Scheme in accordance with 

the ethical requirements that are relevant to our audit of the financial statements in the UK, including the FRC’s 

Ethical Standard, and we have fulfilled our other ethical responsibilities in accordance with these requirements. 

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our 

opinion. 

Conclusions relating to going concern 

We have nothing to report in respect of the following matters in relation to which the ISAs (UK) require us to 

report to you where: 

• the Trustee’s use of the going concern basis of accounting in the preparation of the financial statements

is not appropriate; or

• the Trustee has not disclosed in the financial statements any identified material uncertainties that may

cast significant doubt about the Scheme’s ability to continue to adopt the going concern basis of

accounting for a period of at least twelve months from the date when the financial statements are

authorised for issue.
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Other information 

The Trustee is responsible for the other information. The other information comprises the information included 

in the annual report, other than the financial statements and our auditor’s report thereon. Our opinion on the 

financial statements does not cover the other information and, except to the extent otherwise explicitly stated 

in our report, we do not express any form of assurance conclusion thereon. 

In connection with our audit of the financial statements, our responsibility is to read the other information and, 

in doing so, consider whether the other information is materially inconsistent with the financial statements or 

our knowledge obtained in the audit or otherwise appears to be materially misstated. If we identify such material 

inconsistencies or apparent material misstatements, we are required to determine whether there is a material 

misstatement in the financial statements or a material misstatement of the other information. If, based on the 

work we have performed, we conclude that there is a material misstatement of this other information, we are 

required to report that fact.  

We have nothing to report in this regard. 

Responsibilities of the Trustee 

As explained more fully in the Statement of Trustee’s responsibilities, the Trustee is responsible for the 

preparation of the financial statements, for being satisfied that they give a true and fair view, and for such internal 

control as the Trustee determines is necessary to enable the preparation of financial statements that are free 

from material misstatement, whether due to fraud or error. 

In preparing the financial statements, the Trustee is responsible for assessing the Scheme’s ability to continue 

as a going concern, disclosing, as applicable, matters related to going concern and using the going concern basis 

of accounting unless the Trustee either intends to wind up the Scheme or has no realistic alternative but to do 

so.  

Auditor’s responsibilities for the audit of the financial statements 

Our objectives are to obtain reasonable assurance about whether the financial statements as a whole are free 

from material misstatement, whether due to fraud or error, and to issue an auditor’s report that includes our 

opinion. Reasonable assurance is a high level of assurance, but is not a guarantee that an audit conducted in 

accordance with ISAs (UK) will always detect a material misstatement when it exists. 

Misstatements can arise from fraud or error and are considered material if, individually or in aggregate, they 

could reasonably be expected to influence the economic decisions of users taken on the basis of these financial 

statements. 

A further description of our responsibilities for the audit of the financial statements is located on the Financial 

Reporting Council’s website at: www.frc.org.uk/auditorsresponsibilities. This description forms part of our 

auditor’s report. 

https://www.frc.org.uk/auditorsresponsibilities
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Use of our report 

This report is made solely to the Trustee, as a body, in accordance with The Occupational Pension Schemes 

(Requirement to obtain Audited Accounts and a Statement from the Auditor) Regulations 1996 made under 

the Pensions Act 1995. Our audit work has been undertaken so that we might state to the Trustee those 

matters we are required to state to them in an auditor’s report and for no other purpose. To the fullest extent 

permitted by law, we do not accept or assume responsibility to anyone other than the Scheme and the Trustee 

as a body, for our audit work, for this report, or for the opinion we have formed. 

Crowe U.K. LLP 

Statutory Auditor 

London 

Date: 22 July 2020 
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Fund Account 

for the year ended 31 December 2019 Note 2019 2019 2019 2018 

Final The Total Total 

Salary Cheviot 

Schemes Pension 

£'000 £'000 £'000 £'000 

Contributions and benefits 

Employer contributions 2,236 3,313 5,549 5,657 

Employee contributions - 3,051 3,051 2,653 

Total contributions 5 2,236 6,364 8,600 8,310 

Transfers in and other income 6 - 1,883 1,883 2,788 

2,236 8,247 10,483 11,098 

Benefits payable 7 5,574 6,183 11,757 12,172 

Payments to and on account of leavers 8 442 5,738 6,180 6,427 

Administrative expenses 9 1,203 1,989 3,192 3,133 

7,219 13,910 21,129 21,732 

Net withdrawals from dealings 

with members (4,983) (5,663) (10,646) (10,634) 

Returns on investments 

Investment income 10 239 1,064 1,303 1,184 

Change in market value of investments 12,13 18,314 26,990 45,304 (21,069) 

Investment management expenses 14 (116) (209) (325) (248)

Net return on investments 18,437 27,845 46,282 (20,133) 

Net movement in the fund during the year 13,454 22,182 35,636 (30,767) 

Net assets of the Trust: 

At 1 January 207,715 208,202 415,917 446,684 

At 31 December 221,169 230,384 451,553 415,917 

The notes on pages 21 to 42 form part of these financial statements. 
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Statement of Net Assets (available for benefits) 

at 31 December 2019 Note 

2019 2018 

Final Salary Schemes £'000 £'000 

Investments 

Investment assets 

Pooled investment vehicles 12a 216,348 202,669 

Insurance Policies 12a 4,641 4,767 

External AVC 12a 76 59 

221,065 207,495 

Current assets 16 466 493 

Current liabilities 17 (362) (273)

NET ASSETS 221,169 207,715 

Note 

2019 2018 

The Cheviot Pension £'000 £'000 

Investments 

Investment assets 

Pooled investment vehicles 13a 204,322 187,767 

Bonds 13a 14,113 9,397 

Derivatives 13c 11,478 11,658 

Accrued fixed interest on securities 13a 133 82 

Cash 13a 14 26 

230,060 208,930 

Investment liabilities 

Other investment liabilities 13c - (348)

Derivatives 13c (944) (1,647)

(944) (1,995)

229,116 206,935 

Current assets 16 1,661 1,684 

Current liabilities 17 (393) (417)

Fixed assets 18 - - 

NET ASSETS 230,384 208,202 

TOTAL NET ASSETS 451,553 415,917 

The notes on pages 21 to 42 form part of these financial statements. 
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The consolidated financial statements summarise the transactions of the Trust’s Cheviot Pension and Final 

Salary Schemes and deal with the net assets of the Trust and its subsidiary undertakings.  They do not take 

account of liabilities to pay pensions and other benefits which fall due after the accounting year.  The actuarial 

position of each scheme, which does take account of such liabilities, is dealt with in separate actuarial statements 

in respect of each Final Salary Scheme and for the With Profits Section of the Cheviot Pension.  The relevant 

actuarial statements are attached to each scheme’s financial statements. 

These financial statements were approved by the Trustee on  21 July 2020 and signed on behalf of the Trustee 

by: 

Sir Derek Morris 

Chairman 
Director 

E. McKinnon Sir D. Morris 
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Notes to the Financial Statements 
(forming part of the financial statements) 

1. Basis of preparation

The financial statements have been prepared on a going concern basis and in accordance with the Occupational 

Pension Schemes (Requirement to obtain Audited Accounts and a Statement from the Auditor) Regulations 

1996, Financial Reporting Standard 102- the Financial Reporting Standard applicable in the UK and Republic of 

Ireland, and the guidance set out in the Statement of Recommended Practice (Revised 2018).     

As stated in the Statement of Trustee’s Responsibilities on page 14, the Trustee is responsible for preparing 

the financial statements on a going concern basis unless it is inappropriate to presume that the Scheme will 

continue on this basis. As disclosed in the Trustee’s Report on page 11 under the heading Covid-19, the Trustee 

has considered the impact of the Covid-19 virus on the assessment of the Employer’s ability to support the 

Scheme as a going concern.  Based on the covenant advice received from its advisers and the funding position 

as at 31 March 2020, the Trustee concluded that it remains appropriate to prepare the financial statements on 

an ongoing concern basis. 

The functional and presentation currency is pounds sterling. 

2. Identification of the financial statements

The Scheme is established as a trust under English Law.  The address for enquiries to the Scheme is on the 

front cover of these financial statements. 

3. Tax status of the Scheme

The Scheme is an exempt approved scheme under Chapter 2, Part 4 of the Finance Act 2004 and is therefore 

exempt from income tax, capital gains tax and certain withholding taxes. To the Trustee’s knowledge, there is 

no reason why such approval should be prejudiced or withdrawn. 

4. Accounting policies

The following accounting policies are adopted by the Trust: 

(a) Consolidated financial statements

The consolidated financial statements comprise the financial statements of the Cheviot Pension and the Final 

Salary Schemes. 

(b) Contributions

Contribution income reflects contributions receivable up to 31 December 2019 for both the Cheviot Pension 

and the Final Salary Schemes. 

Additional Voluntary Contributions (AVCs) are accounted for on an accruals basis in the same way as other 

contributions and the resulting investments are included in the net assets statement. 
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Cheviot Pension 

The rates of contributions for members and participating employers of the Money Purchase Section are 

governed by the Cheviot Pension rules and vary between employers. 

No contributions are currently due in respect of the With Profits Section. 

Final Salary Schemes 

Contributions to each Final Salary Scheme are determined through consultation between the employer and the 

Trustee on the basis of advice from the Scheme Actuary, who reviews each scheme at three-yearly intervals. 

(c) Fixed assets and depreciation

Depreciation is charged on a straight line basis at the following rates per annum: 

% 

Office fixtures and fittings 20.0 

Improvements to premises 12.0 

Office equipment 20.0 

Computer equipment 33.3 

(d) Investment income

Income from pooled investment vehicles is reinvested and used to purchase additional units in the pooled fund, 

and consequently is not shown separately in the Fund Account, but is included within the change in market 

value of investments. 

Income from fixed interest securities (such as gilts), annuity income and interest receivable on cash deposits 

are all accounted for on an accruals basis.   

Receipts or payments under swap contracts, represent the difference between the swapped cashflows. 

(e) Investment management expenses

Where investments are held in pooled investment vehicles, the investment manager takes his fees from the 

fund and consequently they are not shown separately in the Fund Account, but are included within the change 

in market value of investments.  Other investment managers’ expenses, where known, are accounted for on an 

accruals basis. 

(f) Investments

Investments other than subsidiary undertakings are valued as follows: 

i. Fixed interest securities are valued at bid market values or the official closing price ruling at the year

end date.

ii. Pooled investment vehicles are valued at the bid market values for funds with bid/offer spreads, or a

single price where there are no bid/offer spreads, as provided by the relevant investment manager on

the last dealing day prior to the year-end date.
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iii. Swaps are derivatives and are included in the net asset statement at market value using pricing models

and relevant market data at the year-end date.  Interest is accrued daily on a basis consistent with the

terms of each contract.  The amounts included in the change in market value are the gains and losses

during the year on all contracts, including those open at the year-end and those closed during the year.

The year-end market value represents the total unrealised gains or losses on open contracts.

iv. The full value of the global equity overlay strategy is not realisable until June 2020.  The value as at 31

December 2019 is the estimated realisable value at that date.

v. Where material, the value of the bulk annuity policies held by Final Salary Schemes as at the year-end

has been determined by the Actuary based on the expected cost of securing the benefits with an insurer

at the calculation date.

vi. AVCs invested with Utmost Life & Pensions (formerly Equitable Life) and Legal and General have been

valued as at 31 December by Utmost Life & Pensions (formerly Equitable Life) and Legal and General

respectively.  AVCs invested in the Cheviot Pension have been valued on the basis of the current

account value.

(g) Financial Reserve

In order to meet the financial sustainability requirements for Master Trusts, the Trustee has introduced a 

Financial Reserve in the Money Purchase Section of the Cheviot Pension. The Financial Reserve holds funds 

which are not allocated to a member’s Money Purchase Account. The Trustee may at its discretion utilise any 

funds for the general purposes of the Money Purchase Section.  

(h) Foreign currency

Investments denominated in foreign currencies are translated into their sterling equivalent at the rates applicable 

at the year-end.  The functional and presentational currency is sterling. 

(i) Benefits and transfers

Benefits, including the purchase of annuities, are accounted for on an accruals basis and are therefore reported 

on the later of the leaving date and the date on which any option is communicated to the Trustee.  Transfers 

to and from other schemes are accounted for on a cash basis, with the exception of bulk transfers where 

liability may be accepted before the funds are received, which are accounted for on an accruals basis. 



Year Ended 31 December 2019 Page 24 

5. Contributions receivable

2019 2019 2019 2018 2018 2018 

Final The Total Final The Total 

Salary Cheviot Salary Cheviot 

Schemes Pension Schemes Pension 

£'000 £'000 £'000 £'000 £'000 £'000 

Employers 

Employers Normal - 3,313 3,313 - 3,030  3,030

Deficit funding 2,236 - 2,236 2,627 - 2,627

2,236 3,313 5,549 2,627 3,030 5,657 

Members 

Normal - 3,024 3,024 - 2,540  2,540

AVCs - 27 27 - 113 113 

- 3,051 3,051 - 2,653  2,653

2,236 6,364 8,600 2,627 5,683 8,310 

6. Transfers in and other income

2019 2019 2019 2018 2018 2018 

Final The Total Final The Total 

Salary Cheviot Salary Cheviot 

Schemes Pension Schemes Pension 

£'000 £'000 £'000 £'000 £'000  £'000 

Individual transfers in from other schemes - 587 587 - 462 462 

Individual transfers between Sections - 1,168 1,168 - 2,326  2,326

Claims on term insurance policies - 128 128 - - -

- 1,883 1,883 - 2,788  2,788

During the year, individuals transferred from the With Profits Section of the Cheviot Pension to the Money 

Purchase Section of the Cheviot Pension to enable them to access their retirement benefits flexibly.  
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7. Benefits payable  

  2019  2019  2019  2018  2018  2018  

  Final  The  Total  Final  The  Total  

  Salary  Cheviot   Salary  Cheviot    

  Schemes  Pension   Schemes  Pension    

    £'000  £'000  £'000  £'000  £'000  £'000  

           

Pensions 4,934  3,392  8,326  4,749  3,524  8,273  

Commutation of pensions 620  2,448  3,068  741  2,920  3,661  

Payments on death 20  343  363  20  218  238  
  5,574  6,183  11,757  5,510  6,662  12,172  

 

Since the provision of flexible benefits at retirement, including drawdown, the Money Purchase Section now 

pays both regular and irregular income to some members from their account.  These payments are described 

as pensions in these accounts but are not guaranteed. 

8. Payments to and on account of leavers  

 

 

  2019  2019  2019  2018  2018  2018  

  Final  The  Total  Final  The  Total  

  Salary  Cheviot   Salary  Cheviot    

  Schemes  Pension   Schemes  Pension    

    £'000  £'000  £'000  £'000  £'000  £'000  

           

Refunds to members leaving service -  3  3  -  -  -  

Individual transfers between Sections -  1,194  1,194  -  2,326  2,326  

Individual transfers to other schemes 442  4,168  4,610 383  3,590  3,973  

Purchase of annuities -  373  373  -  128  128  

           
  442  5,738  6,180  383  6,044  6,427  
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9. Administrative expenses

2019 2019 2019 2018 2018 2018 

Final The Total Final The Total 

Salary Cheviot Salary Cheviot 

Schemes Pension Schemes Pension 

£'000 £'000 £'000 £'000 £'000 £'000 

Legal fees 48 49 97 75 69 144 

Audit fees 44 57 101 47 53 100 

Administration fees 651 1,449 2,100 613 1,544 2,157 

Professional Fees 420 260 680 439 215 654 

Other expenses 30 89 119 10 61 71 

Irrecoverable VAT - 55 55 - 49 49 

TPR Levy 10 30 40 10 33 43 

Expenses recovered from 

Employers - - - (85) - (85) 

1,203 1,989 3,192 1,109 2,024 3,133 

An allowance for expenses is generally included in the Schedule of Contributions for each scheme.  No Final 

Salary scheme paid expenses directly during 2019 (2018: one).  

10. Investment income

2019  2019 2019 2018 2018 2018 

Final The Total Final The Total 

Salary  Cheviot Salary Cheviot 

Schemes  Pension Schemes Pension 

£'000  £'000 £'000 £'002 £'001 £'000 

Income from fixed interest securities - 449 449 - 431 431 

Fee income deducted from investments - 572 572 - 511 511 

Income from annuities 239 - 239 228 - 228

Income from Independent Financial Adviser - 3 3 - 14 14

Other Income - 40 40 - - - 

239 1,064 1,303 228 956 1,184 

The Money Purchase Section of the Cheviot Pension invests in blended funds on the Mobius Life Limited 

investment platform.  Charges of £572k (2018: £511k) were deducted from the blended funds during 2019 to 

meet Cheviot’s administration costs. 

The Cheviot Pension received £40k income from Cheviot Trustees Limited.  This is disclosed as other income. 
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11. Fair value determination

The investments have been analysed according to the basis on which the fair value has been determined. The 

best evidence of fair value is a quoted price of an active security on a recognised exchange and thus falling into 

the top category, (Level 1). The greatest amount of judgement is involved where a fair value is based on valuation 

techniques and such investments fall into the bottom category (Level 3). The basis of the fair value hierarchy is 

described in more detail below: 

Level 1 The unadjusted quoted price in an active market for identical assets or liabilities that the entity 

can access at the measurement date. 

Level 2 Inputs other than quoted prices included within Level 1 that are observable (i.e. developed using 

market data) for the asset or liability, either directly or indirectly. 

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

11a. Fair Value Hierarchy Analysis 

The Trust's investments have been analysed using the above hierarchy categories as follows: 

At 31 December 2019 

Level 1 Level 2 Level 3 Total 

£’000 £’000 £’000 £’000 

Final Salary Schemes 

Pooled investment vehicles - 216,348 - 216,348 

Insurance policies - - 4,641 4,641 

AVCs - 76 - 76 

- 216,424 4,641 221,065 

Cheviot Pension 

Money Purchase Section: 

Pooled investment vehicles - 129,644 - 129,644 

With Profits Section: 

Pooled investment vehicles - 74,678 - 74,678 

Bonds - - 14,113 14,113 

Derivatives - - 10,534 10,534 

Cash and cash in transit 14 - - 14 

Other investment balances 133 - - 133 

147 204,322 24,647 229,116 

147 420,746 29,288 450,181 
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        At 31 December 2018  
Level 1 Level 2 Level 3  Total 

£'000 £'000 £'000 £'000 

Final Salary Schemes 

Pooled investment vehicles - 202,669 - 202,669 

Insurance policies - - 4,767 4,767 

AVCs - 11 48 59 

- 202,680 4,815 207,495 

Cheviot Pension 

Money Purchase Section: 

Pooled investment vehicles - 110,346 - 110,346 

Cash and cash in transit (354) - - (354) 

With Profits Section: 

Pooled investment vehicles - 77,421 - 77,421 

Bonds - - 9,397 9,397 

Derivatives - - 10,011 10,011 

Other investment balances 114 - - 114 

(240) 187,767 19,408 206,935 

(240) 390,447 24,223 414,430 

12. Reconciliation of Investments – Final Salary Schemes

(a) Purchases, sales and change in value

Market 

Value at 

1 January 

2019 

Purchases 

at cost 

Sales 

proceeds 

Change 

in 

Market 

Value 

Market 

Value at 31 

December 

2019 

£'000 £'000 £'000 £'000 £'000 

Pooled Investment Vehicles 202,669 43,247 (47,991) 18,423 216,348 

Insurance Policy - Rothesay Life 3,902 - - (247) 3,655 

Insurance Policy - Scottish Widows 865 - - 121 986 

External AVCs  59 - - 17 76 

Total 207,495 43,247 (47,991) 18,314 221,065 

The change in the market value of investments during the year comprises all increases and decreases in the 

market value of investment held at any time during the year, including profits and losses realised on sales of 

investments during the year. All associated costs of purchase are included in the cost of acquisition. No 
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associated costs are incurred on the sale of investments with proceeds being calculated at the appropriate 

market rate on the day of disinvestment. 

 

 

Final Salary Schemes' assets are held as unitised funds as shown:   

   

31 

December 

2019 

31 

December 

2018 

      £'000 £'000  

      

BMO LDI Swap Funds (liability matching funds) 43,247  50,899  

BMO LDI Sterling Liquidity Fund 15,036  16,072  

Marshall Wace Alternatives (equities) 10,264  10,261  

Mobius Life FSS Investment Fund (blended) 44,549  41,539  

Mobius Life FSS Lower Risk Investment Fund (blended) 48,503  44,618  

Mobius Life FSS 15Y Fixed Interest Gilts 1,987  2,095  

Mobius Life FSS 5Y Index Linked Gilts 1,554  1,736  

Mobius Life FSS Cheviot Gilt Fund 685  671  

Mobius Life FSS Credit Fund 49,264  34,505  

Mobius Life FSS Cash Fund 1,116  -  

Phoenix Investment Adviser LLC JLP (Stressed Debt Fund) 143  273  

      

Total     216,348  202,669  

 

Interest and inflation linked swaps are held in pooled vehicles with BMO. A cash holding of £15.0m (2018: 

£16.1m) was held in BMO’s Sterling Liquidity Fund as collateral.  

 

Concentration of Investments – Final Salary Schemes 

 

The concentration of assets held within the blended Long Term Investment Fund and Lower Risk Investment 

Funds at Mobius Life Limited as at the year end were: 
     

 

 Long Term Lower Risk 

 2019 2018 2019 2018 

Equity 55.6% 34.5%  10.2% 5.4% 

Bonds 34.9% 43.2%  76.6% 71.0% 

Alternatives 9.5% 21.1%  13.2% 20.7% 

Cash 0.0% 1.2%  0.0% 2.9% 

TOTAL 100.0% 100.0%  100.0% 100.0% 
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The investments at the year end which are more than 5% of the total value of the net assets of the Scheme 

comprise: 

2019 2018 

Holding £’000 % £’000 % 

Mobius BNY Mellon US High Yield Beta Fund 11,461 5.19 - - 

Mobius Life Credit Fund 49,264 22.29 34,505 16.63 

BMO Liability Driven Investment Fund – Regular Profile Real 14,846 6.72 21,544 10.38 

BMO Liability Driven Investment Fund – Short Profile Real 20,774 9.40 21666 10.44 

BMO Sterling Liquidity Fund 15,036 6.80 16,072 7.75 

Mobius Pioneer Strategic Income - - 12,619 6.08 

The Credit Fund was invested 66% in the Royal London Duration Hedged Credit Fund and 34% in the PIMCO 

Diversified Income Duration Hedged Fund. 

13. Reconciliation of Investments – The Cheviot Pension

(a) Purchases, sales and change in value

Market Value 

at 1 January 

2019 

Purchases 

at cost 

Sales 

proceeds 

Change in 

Market 

Value 

Market Value at 

31 December 

2019 

£'000 £'000 £'000 £'000 £'000 

Money Purchase Section: 

Pooled investment vehicles: 

- Allocated to members 109,962 63,107 (60,101) 16,185 129,153 

- Not allocated to members

(Financial Reserve) 384 112 - (5) 491 

With Profits Section: 

- Pooled investment

vehicles 77,421 18 (8,667) 5,906 74,678 

- Fixed interest securities 9,397 4,954 (184) (54) 14,113 

- Derivative contracts 10,011 - (4,435) 4,958 10,534 

207,175 68,191 (73,387) 26,990 228,969 

Cash Deposits 26 14 

Other investment balances (348) - 

Accrued fixed interest on 

securities 82 133 

Total 206,935 229,116 

A requirement for being an Authorised Master Trust is that the Money Purchase Section is required to hold a 

Financial Reserve which is not allocated to members. This is invested within the Cash Fund £491k (2018: £384k). 
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The change in the market value of investments during the year comprises all increases and decreases in the 

market value of investments held at any time during the year, including profits and losses realised on sales of 

investments during the year. All associated costs of purchase are included in the cost of acquisition.  

The assets of the Money Purchase Section of the Cheviot Pension are held within pooled investment vehicles 

and designated to members. They do not form a common pool of assets available to members. Members’ AVC 

funds are included within pooled investment vehicles and are not separately identifiable.  

(b) Holdings – The Cheviot Pension (pooled investment vehicles)

(b)(i) With Profits Section 

31 

December 

2019 

31 

December 

2018 

£'000 £'000 

Mobius Life With Profits Investment Fund (blended) 33,450 31,630 

Marshall Wace Alternatives (equities) 4,842 4,819 

Phoenix Investment Adviser LLC JLP (Stressed Debt Fund) 83 159 

PIMCO Diversified Income (bonds) 12,349 13,666 

RLAM Hedged Credit Fund (bonds) 23,954 27,147 

Total 74,678 77,421 

Concentration of Investments – With Profits Section 

The concentration of assets held within the blended Long Term investment options at Mobius Life at 31 December 

2019 is as follows:  

2019 2018 

Equity 52.7% 37.4% 

Bonds 37.5% 44.4% 

Alternatives 9.8% 17.1% 

Cash 0.0% 1.1% 

TOTAL 100.0% 100.0% 
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The investments at the year end which are more than 5% of the total value of the net assets of the Scheme 

comprise: 

2019 2018 

Holding £’000 % £’000 % 

Mobius BlackRock Aquila Connect Emerging 

Markets Equity 

5,119 6.86 - - 

Mobius BNY Mellon US High Yield Beta Fund L 

Hedged Inc 

6,014 8.05 - - 

Mobius iShares MSCI World Small Cap UCITS ETF 3,827 5.12 - - 

Mobius Pimco Emerging Local Bond Fund 

Institutional GBP (Unhedged) Acc 

5,020 6.72 4,947 6.39 

Mobius Amundi Strategic Income 4,771 6.39 - - 

Mobius PIMCO Global Investment Grade Credit 

Fund (Hedged) 

- - 6,704 8.66 

Mobius Pioneer Strategic Income - - 10,855 14.02 

Mobius Invesco Perpetual Global Targeted Returns 

Fund 

- - 4,173 5.39 

Marshall Wace Systematic Alpha UCITS Fund 4,842 6.48 - - 

Marshall Wace Liquid Alpha Fund - - 4,819 6.22 

Pimco Diversified Income Duration Hedge 12,349 16.54 13,666 17.65 

Royal London Asset Management Duration Hedged 

Credit Fund 

23,954 32.08 27,147 35.06 

(b)(ii) Money Purchase Section 

31 December 

2019 

31 December 

2018 

£'000 £'000 

Mobius Life Cheviot Growth (blended) 23,516 27,501 

Mobius Life Cheviot Moderate (blended) 59,081 31,564 

Mobius Life Cheviot Cautious (blended) 28,413 34,738 

Mobius Life Cheviot Retirement Planning (blended) 13,662 12,777 

Mobius Life Cash Fund (blended) 4,127 3,100 

Mobius Life Annuity Protection (blended) 342 380 

Mobius Life Low Cost (blended) 503 286 

Total 129,644 110,346 
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The investments at the year end which are more than 5% of the total value of the net assets of the Scheme 

comprise: 

2019 2018 

Holding £’000 % £’000 % 

BLK Life AQC Corporate Bond All Stocks 21,951 16.93 18,293 16.58 

BLK Life AQC Emerging Markets Equity 17,942 13.84 10,649 9.65 

BNY Mellon Efficient US High Yield Beta Fund L Hedged 

Inc 

15,750 12.15 - - 

L&G Life EE North America Equity Index - GBP Currency 

Hedged Fund 

15,341 11.83 11,578 10.49 

L&G Life S North America Equity Index Fund 15,140 11.68 11,891 10.78 

L&G Life AA All Stocks Gilts Index Fund 4,112 3.17 7,312 6.63 

L&G Life Y All Stocks Index-Linked Gilts Index Fund 4,016 3.10 8,479 7.68 

PIMCO US High Yield Bond – GBP Hedged - - 8,367 7.58 

Concentration of Investments 

The concentration of assets held within the blended long term investment options at Mobius Life at 31 

December 2019 is as follows: 

Growth Moderate Cautious 
Retirement 

Planning 
Cash 

Annuity 

Protection 
 Low Cost 

Equity 76.7%  63.5%  40.5%  40.5%  0.0%  0.0%  53.6% 

Bonds 19.9%  29.7%  36.5%  36.5%  0.0%  0.0%  20.6% 

Gilts 3.4%  6.8%  23.0%  23.0%  0.0%  100.0%  25.8% 

Cash 0.0%  0.0%  0.0%  0.0%  100.0%  0.0%  0.0% 

Total 100.0%  100.0%  100.0%  100.0%  100.0%  100.0%  100.0% 

The concentration of assets held within the blended long term investment options at Mobius Life at 31 

December 2018 is as follows: 

Growth Moderate Cautious 
Retirement 

Planning 
Cash 

Annuity 

Protection 
 Low Cost 

Equity 77.0% 53.9% 30.9% 20.6% 0.0% 0.0% 50.0% 

Bonds 14.7% 29.4% 31.6% 21.0% 0.0% 0.0% 25.0% 

Gilts 7.7% 15.5% 35.7% 57.1% 0.0% 100.0% 25.0% 

Cash 0.6% 1.2% 1.8% 1.3% 100.0% 0.0% 0.0% 

Total 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 
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(c) Derivatives

At the year end the With Profits Section had the following derivatives: 

2019 2018 

Assets Liabilities Assets Liabilities 

£'000 £'000 £'000 £'000 

Swaps (Note c(i)) 8,433 (132) 10,608 (828) 

Equity Derivative Overlay Strategy (Note c(ii)) 

- Equity Options 3,045 - 1,050 - 

- Asset Swap - (812) - (819)

11,478 (944) 11,658 (1,647) 

Objectives and policies 

The Trustee has authorised the use of derivatives by their investment managers as part of their investment 

strategy for the With Profits Section of the Cheviot Pension as follows: 

The Global Equity Derivative Overlay strategy aims to achieve shaped equity market returns where extreme 

upside equity returns are forgone in return for the downside being limited against the majority of significant 

market falls. This is expected to provide a greater certainty of returns within the Investment Fund.  

The Trustee aims to match the Liability Driven Investment (LDI) portfolio and the With Profits Section of the 

Cheviot Pension's long term liabilities, in particular in relation to their sensitivities to interest rate movements 

and inflation. The Trustee has entered into Over The Counter (OTC) interest rate swaps during the year, that 

extend the duration of the fixed income portfolio to better match the long term liabilities of the With Profits 

Section of the Cheviot Pension. 

(c)(i) Swaps 

The risk of bond prices increasing (and subsequent impact on the liabilities) is managed via a liability hedge 

overlay, which uses a portfolio of interest rate swaps (derivative contracts) to mirror the projected movement 

in the liabilities over time based on the growth in accounts as measured by the Actuary.  This overlay provides 

exposure of 100% of the value of the With Profits Section’s liabilities as measured on an actuarial basis. 

A portfolio of inflation swaps is used to manage the risk of inflation rate increases.  These swaps provide 

protection against 80% of the total economic exposure to inflation rate changes within the With Profits Section's 

liabilities.  

Details of the contracts in place at 31 December 2019 are set out below.  The notional principal of the swap is 

the amount used to determine the value of swapped interest or inflation receipts and payments. 
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Notional Asset Liability 

Expiration Principal Value Value 

£'000 £'000 £'000 

Interest rate swaps 

    Floating for fixed (LIBOR) 06 February 2024 2,500 41 - 

    Floating for fixed (LIBOR) 13 June 2024 17,700 735 - 

    Floating for fixed (LIBOR) 06 February 2029 6,000 204 - 

    Floating for fixed (LIBOR) 25 March 2029 17,150 173 - 

    Floating for fixed (LIBOR) 13 June 2029 4,500 4,004 - 

    Floating for fixed (LIBOR) 31 January 2031 4,000 969 - 

    Floating for fixed (LIBOR) 06 February 2034 2,500 151 - 

    Floating for fixed (LIBOR) 25 March 2034 430 13 - 

    Floating for fixed (LIBOR) 02 April 2034 9,400 244 - 

    Floating for fixed (LIBOR) 31 January 2036 934 1,343 - 

    Floating for fixed (LIBOR) 25 March 2039 270 10 - 

    Floating for fixed (LIBOR) 02 April 2039 3,900 249 - 

    Floating for fixed (LIBOR) 25 March 2044 470 20 - 

    Floating for fixed (LIBOR) 02 April 2044 570 83 - 

    Floating for fixed (LIBOR) 23 November 

2050
195 82 - 

Total interest rate swaps 2019  70,519 8,321 - 

Total Interest rate swaps 2018 93,413 10,225 (794) 

Notional Asset Liability 

Expiration Principal Value Value 

£'000 £'000 £'000 

Inflation rate swaps 

    Floating for fixed (RPI) 24 February 2020 2,955 13 - 

    Floating for fixed (RPI) 30 August 2022 2,745 - (57)

    Floating for fixed (RPI) 18 October 2022 4,049 - (51)

    Floating for fixed (RPI) 24 February 2025 1,032 6  -

    Floating for fixed (RPI) 30 August 2027 863 4  -

    Floating for fixed (RPI) 18 October 2027 2,404 31 - 

    Floating for fixed (RPI) 24 February 2030 517 2 - 

    Floating for fixed (RPI) 30 August 2032 651 17 - 

    Floating for fixed (RPI) 18 October 2032 1,111 9 - 

    Floating for fixed (RPI) 24 February 2035 356 - (10)

    Floating for fixed (RPI) 30 August 2037 308 19 - 

    Floating for fixed (RPI) 18 October 2037 432 - (1)

    Floating for fixed (RPI) 30 August 2042 103 11 - 

    Floating for fixed (RPI) 18 October 2042 202 - (13)

Total Inflation rate swaps 2019 

2019

17,728 112 (132) 

Total Inflation rate swaps 2018 18,247 383 (34) 

Total Swaps 2019 88,247 8,433 (132) 

Total Swaps 2018 111,660 10,608 (828)
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(c)(ii) Equity Derivative Overlay 

Strategy 

Details of the contracts in place at 31 December 2019 are set out below: 

Notional Market Assets Liability 

Expiration Principal Value Value Value 

£'000 £'000 £'000 £'000 

Equity index options 

EDOS GLOBAL 22 June 2020 15,000 3,045 1,050 -   

Asset Swap 22 June 2020 (34,096) (812) -        (819) 

Total 2019  2,233  1,050       (819) 

Total 2018 231 

The EDOS is made up of an investment in gilts plus an asset swap (cash component) and a portfolio of equity 

options. The objective is to produce a return of at least 5% per annum in excess of the compounded six month 

sterling LIBOR return over the period.  

(c)(iii) Collateral 

Collateral held in the form of gilts of £9.6m (2018: £9.6m) was held at the year-end with Cheviot’s Custodian 

in the event of a default by the counterparties to the swaps and equity overlay strategy. The collateral position 

is reviewed on a daily basis to ensure that exposure to default by the counterparty is kept to a minimum.  

14. Investment Management Expenses

2019 2019 2019 2018 2018 2018 

Final The Total Final The Total 

Salary Cheviot Salary Cheviot 

Schemes Pension Schemes Pension 

£'000 £'000 £'000 £'000 £'000 £'000 

Investment management fees 116 209 325 112 136 248 

116 209 325 112 136 248 
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Investment management fees for some investment holdings are paid by unit deduction or price adjustment and 

are not included above. 

Other than those costs disclosed above, direct transaction costs of £12,345 (2018: £15,468) and £0 (2018: £0) 

were incurred for the Final Salary Schemes and With Profit Section of the Cheviot Pension respectively. Indirect 

transaction costs are incurred for all Sections through the bid-offer spread on investments within pooled 

investment vehicles and are reflected within the change in market value of the investment. 

15. Investment risk disclosures

(a) Investment strategy

Final Salary Schemes 

The investment objective for the Final Salary Schemes is based on the covenant of each sponsoring employer, 

the employer's attitude to risk and takes account of each scheme's estimated future cash flows. The investment 

performance objective is to achieve a stable level of return which will enable the Trustee to pay all the promised 

benefits and reduce the level of on risk assets held over time. 

An Investment Fund / Matching Fund structure is adopted for the management of asset allocation.  Within the 

Matching Fund a Credit Fund may be used in certain circumstances. The strategic allocation to each fund is 

reviewed as part of each triennial valuation or more frequently if necessary. The strategy is set out in the 

Statement of Investment Principles of each Final Salary Scheme. 

The asset allocation of the Investment and Credit Funds are reviewed at least monthly. The review process 

includes a review of the risks identified below.  

Cheviot Pension 

With Profits Section 

The investment objective for the With Profits Section is to achieve a stable level of return which will enable 

the Trustee to pay all the promised benefits and reduce the level of on risk assets in the future. The Trustee 

takes into account the following risks; mortality risk, guaranteed returns on contributions, interest rate and 

inflation risk, sponsor risk and investment risk. 

An Investment Fund/Matching Fund/Credit Fund structure is adopted for the management of asset allocation. 

The strategic allocation to each fund is reviewed as part of each triennial valuation or more frequently if 

necessary. The allocation is based on an assessment of the strength of the combined employers' covenant 

Adviser and advice from the Investment Adviser. The strategy is set out in the Statement of Investment 

Principles. 

The asset allocation of the Investment and Credit Funds are reviewed at least monthly. The review process 

includes a review of the risks identified below. 
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Money Purchase Section 

The primary investment objectives for the Money Purchase Section are to provide a range of suitable investment 

options for members to select both before and after retirement and to provide a default plan to take the 

appropriate level of risk for members depending on their age and planned retirement date. 

The primary investment objective for each long and medium term investment option is to achieve an inflation-

related return over a five year period. The secondary objective, other than for the Low Cost option, is to 

provide those returns with less fluctuation in value than the markets. The investment objective for the short 

term options is to achieve a return consistent with its stated asset class.   

The asset allocation of the long and medium term investment options are reviewed at least monthly. The review 

process includes a review of the risks identified as inflation risk, pension conversion risk and capital protection 

risk. 

(b) Credit Risk

The Trust is directly and indirectly exposed to credit risks through its holdings in pooled investment vehicles 

which hold bonds, derivatives (through exposure to the counterparties) and cash. The value of the assets 

exposed to credit risk and split of underlying assets by section is set out below: 

The direct credit risk for all sections of the Trust is mitigated by the underlying assets of the pooled 

arrangements being ring-fenced from the pooled manager, the regulatory environment in which the pooled 

managers operate and the diversification of Trust assets across a number of pooled funds.  

Final Salary Schemes 

The holdings are unrated as they are held in pooled investment vehicles. The value of the underlying assets 

exposed to credit risk at the year-end was £155.2m (2018: £188.1m). The majority of underlying assets are gilts 

(10%), investment grade bonds (39%), and derivatives (28%). The Trustee regularly monitors the underlying 

split. 

Pooled investment arrangements used by the Scheme comprise units in open ended credit investment funds of 

£68.7m (2018: £77.5m) and unit linked insurance contracts £147.7m (2018: £125.2m). 

Cheviot Pension 

The value of the underlying assets exposed to credit risk at the year-end was £117.9m (2018: £134.2m). The 

holdings are unrated as they are held in pooled investment vehicles. The majority of underlying assets are 

investment grade bonds (48%), high yield non-investment grade bonds (22%) and gilts (14%).  The Trustee 

regularly monitors the underlying split. 

The With Profits Section of the Cheviot Pension is also exposed to direct credit risk in respect of the 

investments in fixed interest securities and derivatives. The credit risk for the fixed interest securities is 

mitigated by controls on the ratings of these holdings. Credit risk in respect of the derivatives held is reduced 

by collateral arrangements in place with the counterparty. 

Pooled investment arrangements used by the Scheme comprise units in open ended credit investment funds of 

£41.2m (2018: £45.8m) and unit linked insurance contracts £163.1m (2018: £142.0m). 
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(c) Currency Risk

The Trust is indirectly exposed to currency risk through its holdings in pooled investment vehicles which include 

global equities and overseas bonds. 

Final Salary Schemes 

The value of the assets exposed to currency risk at the year-end for the Final Salary Schemes was £30.4m global 

equities, £44.5m overseas bonds, (2018: £36.0m global equities and £76.1m overseas bonds). The Trustee's 

policy for the Final Salary Schemes is to hedge approximately 50% of the currency risk through investing in 

hedged pooled vehicles. The proportion of assets in hedged pooled vehicles at the year-end was 89% (2018: 

58%). 

Cheviot Pension 

The value of the assets exposed to currency risk at the year-end for the With Profits Section of the Cheviot 

Pension was £14.4m global equities, £24.9m overseas bonds, (2018: £12.7m global equities and £36.1m overseas 

bonds) and for the Money Purchase Section of the Cheviot Pension was £68.6m global equities, £15.7m overseas 

bonds, (2018: £46.9m global equities and £7.9m overseas bonds). 

The Trustee's policy for the With Profits Section of the Cheviot Pension is to hedge approximately 50% of the 

currency risk through investing in hedged pooled vehicles. The proportion of assets in hedged pooled vehicles 

at the year-end was 87% (2018: 45%).  

The proportion of assets in hedged pooled vehicles in the Money Purchase Section of the Cheviot Pension was 

49% (2018: 49%) 

(d) Interest rate and inflation rate risk

The Trust is indirectly exposed to interest rate and inflation risk through its holdings in pooled vehicles which 

holds bonds and cash. It also holds swaps in pooled vehicles to offset the impact of interest rate and inflation 

on the cost of providing the benefits. The Trust is also directly exposed to interest rate and inflation rate risk 

through directly held fixed interest securities and swaps in the With Profits Section. 

The value of the assets directly and indirectly exposed to interest/inflation rate risk at the year-end was: 

2019 2018 

£m £m 

Final Salary Schemes 188.1    170.3 

Cheviot Pension: 

Money Purchase Section 56.7 60.5 

With Profits Section 59.8 64.6 

   304.6    295.4 
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(e) Other Price Risk

The Trust is indirectly exposed to other price risk through its holdings in pooled vehicles which hold equities. 

The value of the assets exposed to other price risk at the year-end was:  

2015 2018 

£m £m 

Final Salary Schemes 32.9      37.5 

Cheviot Pension: 

Money Purchase Section 72.9 49.9 

With Profits Section 15.9 12.8 

     121.7      100.2 

The Trustee manages this exposure to overall price movements by constructing a diverse portfolio of 

investments across various markets. 

The Trustee regards hedge funds as an asset class in their own right and do not monitor other price risk at the 

underlying investment level. 

16. Current assets

2019  2019 2019 2018 2018 2018 

Final The Total Final The Total 

Salary  Cheviot Salary Cheviot 

Schemes  Pension Schemes Pension 

£'000 £'000 £'000 £'000 £'000 £'000 

Contributions due 

Employers 63 217 280 62 216 278 

Employees - 233 233 - 191 191 

Cash balances 306 732 1,038 242 1,044 1,286 

Prepayments and accrued income 83 4 87 109 88 197 

Other debtors 14 217 231 80 145 225 

Amounts due from group entities (Note 19) - 258 258 - - - 

466 1,661 2,127 493 1,684 2,177 

Employer and employee contributions due at the year-end were subsequently paid to the Trust in all material 

respects within the timescale set out in the relevant Schedules of Contributions and Payment Schedules.  
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17. Current liabilities

2019 2019 2019 2018 2018 2018 

Final The Total Final The Total 

Salary Cheviot Salary Cheviot 

Schemes Pension Schemes Pension 

£'000 £'000 £'000 £'000 £'000 £'000 

Amounts due to group entities (Note 19) (7) (100) (107) (12) (164) (176)

Benefits payable 

 Retirement (102) - (102) - - - 

Accrued expenses (126) (221) (347) (101) (148) (249)

Other creditors including taxation and social 

security (127) (72) (199) (160) (105) (265)

(362) (393) (755) (273) (417) (690)

18. Fixed assets

Improve 

premises 

Fixtures 

and fittings 

Office 

equipment 

Computer 

equipment 

Total 

£'000 £'000 £'000 £'000 £'000 

Cost 

At 1 January 2019 113 75 74 460 722 

Disposals (113) (75) (74) (460) (722) 

At 31 December 2019 - - - - - 

Depreciation 

At 1 January 2019 113 75 74 460 722 

Disposals (113) (75) (74) (460) (722) 

At 31 December 2019 - - - - - 

Net book value 

At 31 December 2019 - - - - - 

At 31 December 2018 - - - - -
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19. Related party transactions

All generic costs are incurred by Cheviot Trustees Limited directly and the relevant share of those costs 

invoiced to the relevant Scheme or Section.  

Costs incurred in respect of a specific Scheme or Section will be charged directly to the relevant entity. At the 

year end Cheviot Trustees Limited: 

• Was owed by Cheviot Pension £0 (2018: £164k)

• Was owed by Final Salary Schemes £7k (2018: £12k)

• Owed the Cheviot Pension £160k (2018: £0)

At the year end Cheviot Pension Services Limited: 

• Was owed by Cheviot Pension £2k (2018: £0)

There were no other related party transactions other than those disclosed in the financial statements. 

20. Employer related investment

There were no employer related investments at the end of the year (2018: £0). 

21. Cheviot Trust Staff Pension Scheme

Certain current and former members of staff of The Cheviot Trust are members of The Cheviot Trust Staff 

Pension Scheme, a defined benefit arrangement with Cheviot Trustees Limited as the Principal Employer.  The 

FRS102 valuation as at 31 December 2019 in respect of this scheme shows a surplus of £386k (2018: surplus 

of £316k). 

22. Post Year End Events

At the time of approval of the financial statements, the impact of Covid-19 virus on the economic outlook 

continues to be uncertain.  The crisis has already had a significant impact on investment values since the year 

end.  The Investment Committee has met weekly since the beginning of March and made some changes to the 

asset allocation to move to a more defensive position.  The impact of changes in interest rates and inflation is 

largely mitigated due to the use of liability matching assets.  The Trustee has also been overseeing the 

management of the office and administrative team who are all now working remotely and are likely to continue 

to have some element of remote working for some months to come.  The Trustee continues to monitor the 

position. 
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Independent auditor’s statement about contributions to 

the Trustee of the Cheviot Trust 

Statement about contributions payable under the Schedules of Contributions and 

Payment Schedules 

We have examined the summary of contributions payable to the Cheviot Trust (“the Trust”), for the year 

ended 31 December 2019 which is set out on page 44. 

In our opinion contributions for the year ended 31 December 2019 as reported in the summary of contributions 

and payable under the Schedules of Contributions and Payment Schedules have in all material respects been 

paid at least in accordance with the Schedules of Contributions certified by the Actuary and the Payment 

Schedules agreed with the participating employers. 

Basis of opinion 

Our objective is to obtain sufficient evidence to give reasonable assurance that contributions reported in the 

attached summary of contributions have in all material respects been paid at least in accordance with the 

Schedules of Contributions and Payment Schedules. This includes an examination, on a test basis, of evidence 

relevant to the amounts of contributions payable to the Trust and the timing of those payments under the 

Schedules of Contributions and Payment Schedules. 

Responsibilities of the Trustee 

As explained more fully in the Statement of Trustee’s Responsibilities, the Trustee is responsible for ensuring 

that there is prepared, maintained and from time to time revised Schedules of Contributions and Payment 

Schedules which set out the rates and due dates of certain contributions payable towards the Trust by or on 

behalf of the employers and the active members of the Trust.  The Trustee is also responsible for keeping 

records in respect of contributions received in respect of active members of the Trust and for monitoring 

whether contributions are made to the Trust by the employers in accordance with the Schedules of 

Contributions and Payment Schedules. 

Auditor’s responsibilities for the statement about contributions 

It is our responsibility to provide a Statement about Contributions paid under the Schedules of Contributions 

and Payment Schedules and to report our opinion to you. 

Use of our statement 

This statement is made solely to the Trustee, as a body, in accordance with The Occupational Pension Schemes 

(Requirement to obtain Audited Accounts and a Statement from the Auditor) Regulations 1996 made under 

the Pensions Act 1995. Our work has been undertaken so that we might state to the Trustee those matters 

we are required to state to them in an auditor’s statement about contributions and for no other purpose. To 

the fullest extent permitted by law, we do not accept or assume responsibility to anyone other than the Trustee 

as a body, for our work, for this statement, or for the opinion we have formed. 

Crowe U.K. LLP 

Statutory Auditor, London Date: 22 July 2020 
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Summary of Contributions 

Summary of contributions payable in the year 

During the year, the contributions payable to the schemes of The Cheviot Trust by the Employers under 

the Schedules of Contributions and Payment Schedules were as follows: 

2019 2019 2019 

Final The Total 

Salary Cheviot 

Schemes Pension 

£'000  £'000  £'000  

Employer deficit funding contributions 2,061 - 2,061

Employer normal contributions - 3,313 3,313

Members' normal contributions - 3,024 3,024

Total 2,061 6,337 8,398 

The following amounts were not covered by the Schedules of Contributions and Payment Schedules: 

2019 2019 2019 

Final The Total 

Salary Cheviot 

Schemes Pension 

£'000  £'000  £'000  

Employer deficit funding contributions 175 - 175

AVCs - 27 27

Total contributions as per note 5. 2,236 6,364 8,600 

This Summary of Contributions was approved by the Trustee on 21 July 2020 and signed on behalf of the 

Trustee by: 

Sir Derek Morris 

Chairman 

Sir D. Morris



Year Ended 31 December 2019 Page 45 

Report on the Actuarial Liabilities of the Final Salary 

Scheme 

The Cheviot Trust includes individual Final Salary Schemes, each of which has its own individual benefit and 

contribution structure.  The financial statements show the total assets of the Final Salary Schemes as amounting 

to £221.4 million as at 31 December 2019.  Each year, actuarial valuations are carried out for a number of the 

Final Salary Schemes with each Scheme normally valued at least once every three years. 

I act as Scheme Actuary to the Final Salary Schemes and will be carrying out the actuarial valuations due with 

an effective date of 31 December 2019. 

There are six schemes with valuations due as at 31 December 2019 which are due to be completed by 31 

March 2020. 

An actuarial statement has been issued for each scheme as part of its last actuarial valuation and copies are 

available on request in accordance with the disclosure requirements.  However, it has not been practical to 

include in this report separate actuarial statements for each scheme. 

The actuarial valuations are carried out in accordance with the requirements of the Pensions Act 2004.  These 

requirements focus on the ability of each scheme to meet the Statutory Funding Objective and the preparation 

of a Statement of Funding Principles setting out how this will be satisfied.  It is also necessary for each scheme 

to prepare a Schedule of Contributions and, where a deficit exists, a Recovery Plan to make good this deficit.  

The Scheme Actuary is required to provide a certificate confirming the adequacy of the contributions shown 

on the Schedule of Contributions for the purposes of meeting the Statutory Funding Objective. 

The Scheme Actuary’s certification of the adequacy of the Schedule of Contributions to meet the Statutory 

Funding Objective does not mean that a scheme’s assets would be sufficient to secure members’ benefits in full 

via the purchase of deferred and immediate annuity policies with an insurance company.  Therefore, in the 

event of a scheme being wound-up, it is possible that sufficient assets will not be available to provide benefits 

in full. 

Further details of the method and assumptions used for each valuation are set out in each Final Salary Scheme’s 

valuation report and copies are available on request in accordance with disclosure requirements. 
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Report on Actuarial Liabilities of the With Profits Section 

of the Cheviot Pension 

Under Section 222 of the Pensions Act 2004, every scheme is subject to the Statutory Funding Objective, which 

is to have sufficient and appropriate assets to cover its ongoing liabilities.11  The ongoing liabilities represent the 

present value of the benefits members are entitled to, based on pensionable service at the valuation date. This 

is assessed using the assumptions agreed between the Trustee and the Employer and set out in the Statement 

of Funding Principles, which is available to Scheme members on request. 

The most recent full actuarial valuation of the With Profits Section of the Cheviot Pension was carried out as 

at 31 December 2017. This showed that on that date: 

The value of the ongoing liabilities was: £109.0 million 

The value of the assets at that date was: £111.2 million 

The method and significant actuarial assumptions used to determine the liabilities are as follows: 

The valuation has been carried out on a "market-related" basis. This means that assets are taken into account 

at their market value. For comparison with the assets, a consistent measure is needed for the liabilities that are 

expected to arise in respect of benefits already earned at the valuation date - otherwise known as the "ongoing 

liabilities". 

A summary of the key assumptions used for the valuation is included in the financial statements for the Cheviot 

pension. 

11 ‘Technical provisions’ as defined in the Pensions Act 2004 are referred to as ‘ongoing liabilities’ 
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Appendix 1 – Investment overview 

Annual market commentary to 31 December 2019 

Over the year to 31 December 2019 most return-seeking asset classes performed positively. Sovereign bond 

prices rose sharply with unprecedented high returns on these safe haven assets.  

The 12-month period saw a reversal in monetary policy by central banks, resulting in a global trend of rate cuts. 

The US/China trade talks oscillated between escalating and easing tensions. UK extended the Brexit deadline 

from March, to the end of October and then into 2020.   

Corporate bond and other return-seeking credit markets performed well over the period and Government 

bond yields continued to fall as markets anticipated central bank rate cuts. 

Throughout the period there was further momentum towards the global trend of loose monetary policy. The 

Bank of England kept the base rate at 0.75%, but said it was giving serious consideration to cutting rates in light 

of continued Brexit-related uncertainty. The US Federal Reserve cut the Federal Funds target rate in July, 

September and October, while the European Central Bank resumed asset purchases as well as cutting its short-

term rates, falling further into the negative territory, amid falling economic sentiment. The continued stance 

towards monetary easing has resulted in positive returns for most return-seeking asset classes. 

The global trend of interest rate cuts and the flight by investors to safe haven assets resulted in an extreme 

decrease in gilt yields in September. This would mean higher liability values for the typical UK pension scheme, 

although this would have been offset to the extent they have liability hedging. However, UK gilts yields rose 

over October, bouncing back from their sharp falls. 

The year was a challenging period for emerging market equities with trade tensions between US and China 

weighing down on performance. 

The Money Purchase Section of the Cheviot Pension 

There are three long term investment options available to the members of the Money Purchase Section: 

Growth, Moderate and Low Cost. Cautious and Retirement Planning are medium term options, designed for 

an investment period up to ten years, with Annuity Planning and Cash options available as short term options.  

For those members who do not make an investment choice, the Cheviot Lifeplan switches between the options 

according to the member’s planned retirement date. 

Investment strategy 

The three long term options have the flexibility to invest in a variety of underlying funds holding different types 

of investments, including UK and overseas shares, corporate and government bonds, property and cash. This 

mix of investments is regularly reviewed by the Investment Committee and Investment Consultant and updated 

depending on market conditions and prospects. The mix of investments and vehicles used are compliant with 

the cap on investment charges (total charges must be capped at 0.75% p.a.). The Low Cost option has a static 

allocation to facilitate a lower annual management charge.  

Each option seeks to achieve capital growth with more stability than equity markets.  The stability or fluctuations 

of these returns and consequently the size of the long term returns varies according to the amount of risk 

taken. Each option has a clearly identified risk rating.  
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The Cautious option aims to provide stability with some growth.  The Retirement Planning option was reviewed 

in late 2019 and the underlying asset allocation changed to more closely reflect the Cautious option with a 

separate allocation to cash for members in the three years before retirement. for medium term investment for 

members who wish to invest into retirement and intend to take their benefits as cash over a period of time.  

Investment structure 

The assets are held on Mobius Life’s investment platform.  

Investment performance 

One, three and five year returns for each of these options, together with the long term objectives (based on 

CPI) are shown below. 

1 year Annual 

return over 3 

years12 

Annual return 

over 5 years 

Objective 

Fund % Target 

% 

Fund 

% 

Target 

% 

Fund 

% 

Target 

% 

Growth 19.6 5.8 8.4 6.6 8.6 6.1 CPI + 4.50% 

Moderate 16.0 4.8 7.0 5.6 7.4 5.1 CPI + 3.50% 

Low Cost 16.2 16.5 n/a n/a n/a n/a CPI + 3.50% 

Cautious 12.5 3.8 5.5 4.6 6.6 4.1 CPI + 2.50% 

Retirement Planning 8.8 2.6 3.9 3.4 5.7 2.9 CPI +2.50% 

Annuity Planning 11.0 12.0 4.2 5.0 5.8 6.5 FTSE +15Yr Index 

Cash 0.5 0.7 0.3 0.5 0.3 0.5 7 Day Sterling 

LBID 

The With Profits Section of the Cheviot Pension 

Investment strategy 

The With Profits Section splits its assets between an Investment Fund and a Matching Fund.  The Investment 

Fund holds assets which are designed to make a contribution towards meeting the cost of the benefits.   It is 

invested in a diversified range of investments to manage investment risk.  Managers are appointed either directly 

or via the Mobius Life platform and are required to act within the terms of their appointment.  

The Matching Fund holds lower risk assets which more closely match the cost of the benefits.  The Matching 

Fund is invested in gilts, corporate bonds (through the Credit Fund) and swaps which are designed to minimize 

the impact of movements in interest and inflation rates on the funding level of the With Profits Section.   

The swaps form a liability hedge, which is implemented by River & Mercantile Solutions Ltd to help manage the 

risks to which the Section’s liabilities are exposed from interest rate and inflation movements.  Over the year 

12 The performance of funds not showing 3 or 5 year figures have an inception date below the requirement. 
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the liability hedge has risen in value reflecting the fact that interest rates have fallen.  This will have offset the 

majority of the rise in the value of the liabilities caused by falling interest rates. 

Investment structure 

The majority of Investment Fund assets are held on the Mobius Life Limited platform which allows the Trustee 

to adopt a more dynamic approach to asset allocation.  The Investment Fund also includes an allocation to one 

structured equity product, which is designed to protect the With Profits Section in the event of falling global 

equity markets. 

One, three and five year returns for the With Profits Section, together with the long term objectives (based on 

Swaps) are shown below. 

1 year 
Annual return 

over 3 years 

Annual return 

over 5 years 
Objective* 

Fund % Target % Fund % Target % Fund % Target % 

Investment Fund 11.4 4.3 5.1 4.1 4.7 4.1 Swaps + 2.6% p.a. 

Credit Fund 6.3 2.1 4.0 2.1 3.4 2.1 3 Month LIBOR + 

1.6% p.a 

*Swaps based objective is a liability related objective which reflects the profile of the With Profits Section.

Final Salary Schemes 

Investment strategy 

The investments of the Final Salary Schemes are managed using an investment /matching asset allocation 

approach adapted to the needs of each Scheme.   

There are two options within the investment allocation: the Long Term Investment Fund, suitable for 

investments over a market cycle (circa five years) and the Lower Risk Investment Fund, suitable for shorter 

term investments with reduced return and volatility targets, introduced during 2017.  The Lower Risk 

Investment Fund is being used primarily by Schemes which are well funded where stability of returns is the 

priority and a higher rate of return is not required.   

Within the matching allocation, a series of pooled swap funds managed by BMO are used to hedge a Scheme 

specific proportion of inflation and interest rate risk, with the aim of mirroring the movements in the liabilities 

due to changes in interest rates and inflation as much as possible.  Any excess cash after the hedge is in place 

is usually invested in the Credit Fund which invests primarily in higher rated corporate bonds, both in the UK 

and globally.  

Investment performance 

The majority of the Investment Fund assets are held on the Mobius Life Limited platform which allows the 

Trustee to adopt a more dynamic approach to asset allocation13.  This Fund is invested across a number of 

13 Investments with Phoenix Investment Adviser LLC and Marshall Wace Asset Management Limited are held off 

platform. 
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asset classes and investment managers, with the allocation to the different managers actively rotated on an 

ongoing basis to reflect the prevailing market conditions. 

Over the twelve months ended 31 December 2019, the Investment Fund returns for one, three and five years, 

and the Credit Fund returns over one and three years, together with their objectives are set out below: 

1 year 
Annual return 

over 3 years 

Annual return 

over 5 years 
Objective 

Fund % Target % Fund % Target % Fund % Target % 

Long Term Fund 13.2 4.3 5.1 4.1 5.5 4.1 SONIA + 3.8% p.a. 

Lower Risk Fund 8.3 3.3 n/a n/a n/a n/a SONIA + 2.8% p.a. 

Credit Fund 6.1 2.1 3.9 2.1 3.4 2.1 SONIA + 1.55% p.a. 
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Chair's Governance Statement for year to 31 December 2019 

Purpose 

1. This statement explains how the governance requirements for the Money Purchase Section are

met. The Money Purchase Section is part of the Cheviot Pension under the Cheviot Trust. The

Cheviot Trust also includes defined benefit schemes and a cash balance section which are all

managed by the same trustee, Cheviot Trustees Limited (“the Trustee Board”).

2. This Statement is available on the Cheviot website.  Members are signposted to the Statement

in benefit statements.

3. The Trust obtained type 2 Combined AAF 02/07 assurance reports on Master Trusts and 01/06

internal control assurance reports across all sections and schemes for the 12 month period to

31 December 2019.1  These independent reports demonstrate the existence and effectiveness

of the controls and procedures in operation at a trustee governance level as well as those which

relate to pensions and financial administration across the organisation.

4. The Money Purchase Section was authorised by the Pensions Regulator as a Master Trust in

August 2019 following a robust review of its structure, financial stability, trustees and systems

and processes.

The Trustee 

5. Cheviot Trustees Limited is a company limited by guarantee. The articles and the trust deed

provide for the Trustee Board to consist of a minimum of six directors, with equal numbers of

directors representing members (including pensioners) and employers. Currently there are

eleven Trustee directors in total: four member representative directors, four employer

representative directors and three co-opted directors.

6. All Trustee Directors completed fit and proper tests during 2019 in compliance with the Master

Trust authorisation process.

Appointments 
7. Member representatives are nominated by the membership. No member representatives

have been appointed since the last Chair’s Governance Statement. 2

7. Employer representatives are nominated by Participating Employers and appointed by the

Trustee Board. A condition of appointment is confirmation from the relevant employer that it

agrees that the individual’s obligation as a Trustee Director is primary to any obligation to the

employer.

8. One employer representative, Mr Martin Poore, was re-appointed in 2019 following an open

and transparent process.  All employers were invited to put candidates forward.  Mr Poore

1 The previous report covered a 13 month period to 31 January 2019 to include the implementation of a new 
administration system.  The latest report covers a 11 month period to 31 December 2019. 
2 As reported in last year’s Statement, two member representatives resigned and two new member 
representatives were appointed with effect from 1 January 2019.   The appointment process and the training 
undertaken by the new trustees was set out in last year’s Statement.  One member and one employer 

representatives resigned during the first half of 2019 and the Board took the decision to reduce the number of 
directors rather than appoint new directors. 



Chair's Governance Statement for year to 31 December 2019 

put himself forward for re-election.  No new candidates applied.  After consideration of his 

skills and competency, the Trustee Board re-appointed Mr Poore in September 2019.  The 

relevant external checks were completed3. 

9. Co-opted directors may be appointed to bring specific skills to the Trustee Board. There are

currently three co-opted directors, including the current Chair.

10. Ms Elspeth McKinnon’s term as a co-opted director came to an end in September 2019.  Ms

McKinnon is the Chief Executive of the Cheviot Trust.  After consideration of her skills and

competency, the Trustee Board re-appointed Elspeth McKinnon as a co-opted director in

September 2019.  The relevant external checks were completed.  As an employee, Ms

McKinnon cannot be a non-affiliated trustee.

11. The trust deed governing the Cheviot Trust requires that a majority of the Trustee Directors,

including the Chair, are non-affiliated as defined by the legislation4.  The current Chair was

designated as non-affiliated on his appointment in 2017. The appointment was made after a

tender exercise involving a number of independent trustees and trustee companies was

undertaken to identify suitable candidates and a series of interviews of those candidates

conducted by Performance Review Committee of the Trustee.

12. Appendix 1 sets out how the requirement for non-affiliated directors is met. Two member

representatives, two employer representatives and two co-opted directors are designated as

non-affiliated, including the Chair.

Trustee’s knowledge and understanding 

13. The Trustee Directors come from a wide range of backgrounds and all bring different skills to

the Cheviot Pension. The Trustee Directors have also appointed suitably qualified and

experienced advisers to complement their own knowledge and to ensure they have access to

the required skills.

Analysis of skills 

14. The Trustee operates six Committees to help it fulfil its functions. Skills analyses are carried

out through self-evaluation questionnaires based on the Pensions Regulator’s standard at an

individual, Committee and Trustee Board level annually. The training plan is drafted to include

any areas where skills need to be improved or additional adviser support is sought.   The

individual and combined skills analysis both demonstrate the breadth and depth of experience on

the Trustee Board which includes four professional trustees.

15. During 2019, five directors5 studied for the PMI Level 3 Award in Pension Trusteeship which is

a formal qualification designed to demonstrate that the individual has the knowledge and skills

33 Mr Poore may be designated as non-affiliated in future as the recruitment process was open and transparent. 

4 Non-affiliated means independent of any undertaking which provides advisory, administration or investment 

or other services in respect of the Money Purchase Section 
5 Including four professional trustees and one co-opted trustee.   At least two of the professional trustees are 
expecting to complete the accreditation process. 
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to be a trustee.  This involved self-study and formal training from legal and investment advisers. 

They were all awarded the qualification.  The Chair has been awarded provisional professional 

trustee accreditation from the Association of Professional Pension Trustees Limited. 

Training 

16. An annual training plan is required by the Governance Policy.  It reflects the annual skills analysis

and documents how all the key areas will be addressed.  The Training Plan is in two sections,

showing the core training requirements and any Cheviot specific training.  Each Director is

required to keep a record which is reviewed every six months of any individual training or

seminars attended or undertaken.  All Trustee Directors are encouraged to attend at least one

external session per year.

17. Trustee Directors commit to completing the training, either at the relevant meetings or by

personal study.  Training slides are made available on the extranet.

18. An Education session is held for Trustees at least once a year, usually in January following an

analysis of skills in Q4. The session was held in January 2019 and allowed training to be

undertaken outside the constraints of a Trustee Board meeting. This process is repeated each

year. The Education session in January 2019 addressed gaps identified in the skills analysis in Q4

2018.

19. All Trustees Directors have completed the Pensions Regulator’s trustee toolkit and regular

training is provided on aspects of the Trustee Knowledge and Understanding requirements,

including the Trust Deed and Rules and the Statement of Investment Principles.  Other training

during 2019 included managing conflicts, risk assessment, changes in pensions legislation,

notifiable events, managing advisers, review of DC Code of Practice and training on setting

objectives for investment consultants.  All Board papers include a cross reference to the

appropriate provision in the trust deed or other document or policy if relevant.

20. Two directors serve on industry groups, several attended external conferences during the year

and one co-opted director spoke at the PLSA Annual Conference.

Conclusion 

21. Based on the skills analysis undertaken and training provided, the Trustee Board considers that

the Trustee Directors’ combined knowledge and understanding together with the legal,

covenant, investment and actuarial advice which they receive, enables them to properly exercise

their functions in relation to the Cheviot Trust as set out in the Governance Policy and relevant

legislation and guidance and to monitor these activities through the Strategic Plan. The

combined knowledge and understanding includes:

▪ a working knowledge of the core scheme documents (the Trust Deed and Rules, the

Statement of Investment Principles, and the Governance Policy),

▪ sufficient knowledge and understanding of the law relating to pensions and trusts and

▪ sufficient knowledge and understanding of the relevant principles relating to the funding

and investment of occupational pension schemes.
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Board effectiveness 

22. The Trustee Board also reviews its own effectiveness as a group regularly and pursue any actions 

that flow from the conclusions.  All directors completed a questionnaire based on the TPR’s 

template in advance of the June 2019 Board meeting.  The combined results were then discussed 

and included consideration of the following issues which have now been implemented: 

 

▪ Progress on the issues raised the year before 

▪ increased delegation to Committees 

▪ earlier distribution of papers 

▪ a change in the layout of the meeting room 

▪ reduction in the attendance of advisers to meetings to manage costs more effectively and 

▪ the introduction of a training session before the Board dinner.   

   

Governance 

23. The Trustee Directors view governance as a core function. There is a clearly articulated 

governance policy, reviewed at least annually, setting out the roles and responsibilities of the 

directors and the different committees, together with clear policies regarding delegations, 

decision making powers, conflicts of interest, data protection, reporting requirements and 

appointment of advisers.  A strategic plan is reviewed quarterly together with an Operational and 

Governance report.  Performance of the Trust as a whole, including the Trustee, is measured 

against these documents.  Risks are a standing item on each quarterly meeting of the Trustee 

Directors.  All core documents and board papers, including training, are readily available to 

Trustee Directors on Cheviot’s extranet. 

Committee structure 

24. A committee structure is used to provide more focus on key areas. Each Committee has written 

terms of reference which include delegated powers from the Trustee Board.  Risks relevant to 

each Committee are standing items on the relevant agendas. 

 
25. Four full Trustee Board meetings and nine conference calls were held during the year ended 31 

December 2019. The Finance Committee held three meetings and one conference call, the 

Funding Committee held two meetings, the Investment Committee held six meetings, the Legal 

Committee held three meetings, the Strategic Committee held five meetings and the 

Performance Review Committee held one meeting during the year. 

 
26. Ad hoc working parties are established for key projects. A Master Trust Working Party was 

established in 2018 to oversee the readiness review and application process for master trust 

authorisation.  The Master Trust Working Party met four times during 2019. 

Feedback from members 

27. The Money Purchase Section provides benefits across more than 75 employers which are non- 

associated and based in multiple locations across the country. Of the approximately 4,700 

membership, 40% of the membership are active members.6  

 

 
6 Figures at 31 December 2019 
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28. Meetings for members only attracted a very small number of attendees given the diversity of

employers and location. We have therefore concluded that it is not currently an appropriate

mechanism for encouraging engagement with members but will keep it under review. Our

approach to encouraging feedback is therefore based on regular communications and the

website. Approximately 55% of members receive electronic communications, with the rest

receiving information by post. The open rate for the benefit statement email in 2019 was around

60%.

29. The Trust issues a report each year7 to all members which includes topical and relevant articles

and explains how members can pass on feedback about how the Trust is managed.  We also

include contact details throughout the website which enables members to write to a specific

email address: people@cheviottrust.com.  Any comments are considered by Cheviot staff and

significant feedback reported to the Trustee if appropriate.

Core financial transactions 

30. The Trustee Directors have agreed written financial authorities8 and service level requirements9

with the internal administration team10 to ensure that core financial transactions are processed

promptly and accurately. This includes service standards for responses to member enquiries,

transfers to and from the scheme, other benefit payments from the scheme to or in respect of

members, investment switches, investment of contributions, lifestyle switches and reconciliation

of member unit holdings to the investment manager.

31. The Trustee has put processes in place to ensure that core financial transactions are processed

accurately and in a timely manner, including daily monitoring of bank accounts, clear processes

for managing contributions and appropriate authorisation of investment and banking

transactions (which includes at least two signatories).

Monitoring process 

32. A quarterly governance report on performance against service level requirements is presented

to each full Trustee Board meeting, measuring the timeliness and accuracy of the processing of

transactions, switches, contributions received and the investment of those contributions,

member statistics, accuracy of benefit payments, contributions received late from employers,

reconciliation of member unit holdings and a communications report. The report enables any

slippage in service standards to be discussed and plans to improve service standards to be

agreed if necessary.  The auditors review the reporting of late contributions11 as part of their

audit process.

New administration system 

33. A new administration system was introduced in early 2019 which has reduced processing times

7 The latest report was published in August 2019     
8 The financial authorities were updated in March and February 2019 and ensure appropriate controls, 
including dual authorization, for all financial transactions. 
9 The service level requirements were reviewed as part of the Governance Policy in March 2019.  Bank 
accounts are monitored daily. 
10 The administrators are directly employed by the Trustee 
11 Relating to late contributions 

mailto:%20people@cheviottrust.com.
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for most financial transactions and automated workflows to reduce risk in the administration.  It also provides 

more automated and robust management information reporting. 

Conclusion 

34. As a result of this management information, the Trustee Directors are satisfied that the core

financial transactions were processed promptly and accurately and reported in accordance with

the agreed service level requirements in all material respects during 2019 but keep this under

close review.  No material issues were identified during 2019 which required Trustee Board

action.

Investment issues 

35. For members of a defined contribution scheme, the absolute returns delivered by the

investment strategy are the most important element in delivering the best possible outcome at

retirement. The Trustee Directors recognise that stable returns are also highly valued by

members. The absolute returns and the stability of those returns are reflected in the Trustee

Board’s investment strategy.

Investment governance 

36. Investment governance is critical to the success of the investment strategy. It is delegated to an

Investment Committee which met six times during 2019. Although the investment options are

expressed simply to members to make them easy to understand, the underlying strategy is

much more sophisticated and includes approximately 20 different underlying funds. The asset

allocation is managed actively. It is reviewed at least monthly and more often if warranted by

market conditions.

Investment performance 

37. The Investment Committee and Trustee Board reviews investment performance quarterly

against performance targets set for each option which include both return and stability targets,

risk budgets and market conditions. The dynamic asset allocation approach has delivered more

stable performance well above target over three and five years for both long term and medium

term funds.12  The short term funds performed broadly in line with the asset benchmarks.

Investment platform provider 

38. All the funds are held on Mobius Life’s investment platform to facilitate the Trustee’s dynamic asset

allocation strategy.

Range of options 

39. During 2019, members were offered a range of seven investment options: three long term, two

medium term and two short term options. The long and medium term options all target returns

above inflation to reflect that members need their funds to grow in real terms.  The short-term

options target market returns in the relevant asset class.  Performance is reviewed against these

objectives quarterly to ensure returns are consistent with the objectives for each fund. These

12 As at 31 December 2019.  This excludes the Low-Cost Option which is not dynamically managed and is 

broadly in line with its target since inception in January 2018. 
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options allow members to access the most appropriate investment strategy for their individual 

circumstances and preferences. 

The Cheviot Lifeplan 

40. For those members who do not wish to select their own investment options, Cheviot provides

the Cheviot Lifeplan13, which aims to provide members with an adequate retirement income in

as smooth a manner as possible – taking risk where it is best rewarded and offering protection

where it is most needed.

41. It uses five of the seven investment options and transitions members through those options

during their membership, reducing risk as they approach their target retirement date by

introducing a cash allocation.  The target retirement date is set by the member or defaults to

the member’s State Pension Age. It also provides a post retirement option to cater for members

who want to access their benefits flexibly. Since April 2015, 88% of members accessing their

benefits have taken advantage of the flexible benefits offered within the Trust.

Strategy review 

42. A review of the investment options and Cheviot Lifeplan’s objectives and design is completed

annually. This review is conducted by the Investment Committee and is overseen by the Trustee

Board.

43. The most recent review started in May 2019 and concluded in December 2019.  It involved

reviewing the performance and strategy of the Cheviot Lifeplan in light of the Trustee’s aims,

objectives and investment approach as set out the Statement of Investment Principles.  It

included the following related items:

(i) Whether members are likely to receive “good”14 retirement outcomes based on their

current holdings and future expected returns;

(ii) Whether the investment return assumptions behind each of the blends remain reasonable;

and

(iii) Whether members’ investment needs are met through the range of options available to

them both pre and post retirement.15

44. As a result of this review, the following changes were agreed:

(i) an extension of the period in the Cheviot Growth option by five years in the Cheviot

Lifeplan to increase the potential for members to achieve a good outcome at an acceptable

level of risk;

(ii) a transfer of all members to the Cheviot Lifeplan, other than those who had selected

alternative funds in the previous three years or who opted out before the transfer was

effective;

13 The default option for the purposes of the legislation 
14 Whilst the definition of “good” is unique to each member depending on their retirement goals, the 
Investment Committee assessed it against the UK Living Wage and the Pensions Commission’s Target 
Replacement Ratio. 
15 Retirement in this context is when a member takes their tax-free cash as this is when the investment 
perspective changes 
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(iii) the introduction of two new funds, a Shariah fund and an Ethical fund provided by external

providers;

(iv) changes to the Retirement Planning fund to reduce the level of cash held and

(v) a range of alternative retirement strategies to facility different retirement pathways.  These

will be rolled out to members during 2020.

45. The significant decision to move members to the Cheviot Lifeplan was made in light of the high

proportion of members not in the Lifeplan.  The Board also took account of the lack of

engagement from members in relation to previous investment decisions, despite a series of

communications.  The decision supported by all the Trustee Directors including both member

and employer representatives.  We also engaged directly with a significant employer who agreed

it was an appropriate course of action.

46. Two other issues were considered:

(i) the addition of the fiduciary funds offered by the current Investment Adviser to the available

funds on request from any specific employers.  The funds were reviewed and approved for

this purpose but have not been requested and

(ii) the addition of an index linked gilts fund to provide a matching asset for any members

considering buying an index linked annuity.  The Investment Committee concluded there

was currently no demand for this fund.

Implementation of strategic changes 

47. The Rules were changed to facilitate the decision to move members to the Cheviot Lifeplan on

the basis of legal advice.  A revised Statement of Investment Principles was also circulated to all

employers for consultation and then finalised and made available on the Cheviot website.

48. All members received a communication from the Trustee explaining that it had decided to move

members who had not reviewed their investment options for three years to the Lifeplan.

Members were given the opportunity to continue in their current investment choice or move to

a different one.  A further chaser was sent, reminding members of the need to reply if they did

not want to be moved to the Cheviot Lifeplan.  Around 11% of members responded and

confirmed their investment choices.

49. The changes were implemented in December following a detailed assessment of the risks and

implementation process, including the potential transaction costs.  The process went smoothly

through an automated workflow within the administration system and has been reviewed by the

auditors as part of their audit process.  Transaction costs were minimised by liaison with the

platform provider as many of the options have the same underlying funds.  The total net position

from this transaction was £632.09 i.e. a profit (c. 0.0% of the value traded).

Statement of Investment Principles 

50. The Statement of Investment Principles was reviewed twice in 2019 and has been further

revised in June 2020.  The current Statement is attached to this Chair’s Statement. The key

changes since the last Chair’s Statement were:
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(i) the order of the investment objectives, focusing on providing an "adequate retirement

income" and how Cheviot members are accessing their retirement benefits

(ii) the inclusion of details of the investment options, including those used in the Cheviot

Lifeplan, in a separate Appendix

(iii) the various changes made to the Cheviot Lifeplan described in paragraph 44 above

(iv) other changes to the range of options for members to select as described in paragraph

44 and the addition of a new Appendix D allowing named employers to provide access

to certain fiduciary funds for their members

(v) the introduction of more retirement strategies for members to select depending on

their retirement plans, reflecting the options selected by Cheviot members (to be rolled

out to members in 2020)

(vi) an update to the list of managers

51. There were no other changes to the investment strategy or fund options. A draft of the revised

statement was circulated to all employers for consultation before it was signed in June 2020.

Value for members 

52. All charges are borne by members. A key responsibility of the Trustee is to provide good value

for money for members.

53. The Trustee appointed consultants16 to carry out an assessment of the Money Purchase Section’s

services based on their knowledge of the market and operation of other trustee boards, and using

a framework provided by the Pensions Regulator. This considered: the cost paid by members

through a list of each feature and services in four core areas of scheme management as set out

in the DC code of practice (governance and management, investment, administration and

communication). The quality of the services was assessed through establishing whether the Money

Purchase Section’s services are suitable, relevant and valued by members and whether each of

the services had performed effectively.

54. The below table summarises the evaluation of the value provided in each core area set out by

The Pensions Regulator.

Governance and Management Feature is average or better than similar services from other 
providers/schemes in the market for a charge near the upper 
end of the typical UK charge.  However, the investment 
strategy is expected to deliver outperformance over the long 
run, compared to a strategy with a lower governance cost. 

Administration and 

Communication 

Feature is average or better than similar services from other 
providers/schemes in the market, for an average charge 

Investment Feature is average or better than similar services from other 

providers/schemes in the market, for an average or below 

average charge 

55. The assessment concluded that the Cheviot pension is well positioned through:

(i) Thorough and effective governance and oversight which allows it to be proactive on behalf

of members

(ii) Effective risk control and return generation from investments and

16 River and Mercantile Solutions, Investment Consultants 
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(iii) Improved understanding and engagement leading to appropriate decision making by

members.

56. We consider that these factors, alongside a well-run administration function and personal

service for members, represent good value to members. Value for members is a standing item

on all agendas to ensure that any items which may affect it going forward are recognised and

considered in that context.

Charges and costs 

57. The Cheviot Lifeplan meets the requirements of the charge cap. The charge cap is a limit set by

the Government on the amount that can be charged to members of a pension scheme.17  The

actual charges depend on how close the member is to retirement.

58. All funds available to members during 2019 (either through the Cheviot Lifeplan or through

individual choice) are identified in the table below which sets out further details of charges  in

201918 (including investment management, additional expenses, governance, administration,

consultant fees and legal fees, but excluding transaction costs). The charges are available to

members and employers via the website.  Members’ benefit statements include a worked 

example of how to calculate charges for their own funds.  

Investment 

option 

Charge 

(excluding 

transaction 

costs) 

Used in 

Cheviot 

Lifeplan 

Investment 

option 

Charge 

(excluding 

transaction 

costs) 

Used in 

Cheviot 

Lifeplan 

Growth 0.75% of fund 

value per 

year 

Yes Retirement 

Planning 

0.70% of fund 

value per 

year 

Yes 

Moderate 0.75% of fund 

value per 

year 

Yes Cash 0.30% of fund 

value per 

year 

Yes 

Cautious 0.75% of fund 

value per 

year 

Yes Annuity 

Planning 

0.60 per 

year of fund 

value 

No 

Low Cost 0.50% of fund 

value per 

year 

No 

59. Each option also bears additional costs reflecting the cost of buying and selling investments.

Transaction costs (also called ‘day-to-day trading costs’) incurred in 2019 are set out in

Appendix 2.

60. The estimated cumulative impact on members' savings of both charges and other costs is

shown in Appendix  319.  The Trustee considered the results and concluded that they are

17 The cap applies to scheme and investment administration charges, excluding transaction costs. 
18 Charges for these options have been reduced in 2020 by 0.05%. 
19 Based on latest available information 
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reasonable in the context of the investment strategy objectives and having regard to the 

guidance issued by the Department for Work and Pensions issued in September 201820. 

61. It is important to note that all performance information is shown after charges and costs

so members can see the actual performance of each option as reflected in their own

account value.

Conclusion 

62. The Trustee Directors are confident that the Trust is managed effectively on behalf of

members and employers as described in this Statement and in compliance with relevant

statutory provisions and other guidance.

Sir Derek Morris 

Chair 

Cheviot Trustees Limited 

Date: 14 July 2020 

20 The assumptions were considered and agreed by the Investment Committee in September 2019 

Sir D. Morris
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Appendix 1 

Confirmation of non-affiliated status 

Non-affiliated means independent of any undertaking which provides advisory, administration, 

investment or other services in respect of the Money Purchase Section.  All directors are 

asked to confirm their non-affiliation status annually.  

Name Position Affiliation status Non-affiliated 
since 

Date of last 
appointment 

Sir Derek 

Morris 

Chair and co-opted 

director 

Appointed 1 April 2017. Sir Derek has 

no previous association with Cheviot 

Trust or Cheviot Trustees Limited.  

Sir Derek has certified that he meets the 

non- affiliated requirements. 

April 2017 April 2020 

Ms Diane Elliott- 

Smith 

Member 

representative 

(appointed 1 January 
2019) 

Ms Elliott-Smith has certified that she 

meets the non-affiliated requirements 

January 2019 January 2019 

Ms Frances 

Longmore 

Member 

representative 

(appointed 1 January 

2019) 

Ms Longmore has certified that she 

meets the non-affiliated requirements 

January 2019 January 2019 

Mr Gerald Kidd Employer 

representative 

Mr Kidd has certified that he meets the 

non-affiliated requirements. 

June 2015 September 2017 

Mr Giles Orton Co-opted director Mr Orton has certified that he meets 

the non-affiliated requirements. 

September 
2018 

September 2018 

Ms Vineeta 

Smith 

Employer 

representative 

Ms Smith has certified that she meets 

the non-affiliated requirements. 

June 2015 September 2018 
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Appendix 2 

Impact of Transaction Costs 

1. Day-to-day trading costs are incurred when the manager of an underlying fund buys and sells

investments within their pooled fund and are reflected in the fund’s performance. The transaction

costs are in addition to the published annual management charge.

2. The table below sets out the impact of transaction costs for each option for 2019.  Members will

experience varying levels of cost depending on which options they are invested in (either through

the Cheviot Lifeplan or through individual choice).  These costs will continue in the future at a

level expected to be similar to those shown below. A positive value means that the fund benefited

from transaction activity of other investors, rather than incurring a transaction cost.

3. The table shows the impact of transaction costs while invested through the Mobius Life platform

in 2019.  Mobius Life has sourced transaction costs from the underlying fund managers.  Each

underlying fund manager provides data in 12-month periods.

4. At the time of writing, transaction costs are not fully available for 2019.  The transaction costs

shown reflect the latest available information, with the majority of costs covering the 12-month

period to 30 September 2019.

5. Given the need to produce the Chair’s Statement promptly, it is likely that transaction costs will

usually include some estimated costs; and finalised figures will be disclosed retrospectively in next

year’s report.  The Trustee and its advisers continue to press investment managers for more

timely reporting.  The actual transaction costs for 2018 are included for comparison purposes,

having regard to the Department for Work and Pensions’ guidance (and any future guidance).

Investment option Cheviot Lifeplan Estimated impact 

for 2019 

Actual impact for 

2018 

Cheviot Growth Yes 0.043% -0.042%

Cheviot Moderate Yes 0.027% -0.035%

Cheviot Cautious Yes 0.004% -0.019%

Cheviot 

Retirement 

Planning 

Yes 0.002% -0.018%

Cheviot Low Cost Yes -0.006% -0.047%

Cheviot Cash Yes -0.022% 0.025% 

Cheviot Annuity 

Planning 

No -0.020% 0.018% 

Source: 2019 transaction costs Mobius Life.  2018 transaction costs, Mobius Life and Old Mutual Wealth (previous 

investment platform provider). These figures represent the latest available information as at the time of publication. 

6. The majority of the blended funds have reported a positive transaction impact over the 2019 scheme

year (i.e. resulting in a gain or saving) compared to the majority reporting a negative transaction

impact over the previous 2018 scheme year (i.e. resulting in a cost).  There was no single factor

which resulted a different impact year-to-year, but rather the difference was a function of manager

cash flows, trading activity and general changes to the cost of trading.
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7. The Trustees have reviewed the estimated transaction costs for each investment option and

underlying funds and are comfortable the costs are reasonable, noting three managers where the

costs are particularly high. The trustee believes that these higher costs are acceptable, given the

returns associated with them. The sources of the higher costs have been identified as:

a. PIMCO US High Yield Bond has higher transaction costs than other bond funds, due to a higher

cost of entry/exit associated with high yield bonds.

b. L&G Asia Pacific ex Japan Developed Equity Index GBP Hedged has higher transaction costs

than other equity funds, due primarily to the cost of currency hedging in Asia Pacific regions.

c. BNY Mellon US High Yield Beta Fund Hedged has higher transaction costs as a result of a

sharp increase in assets under management and the general cost of entry/exit associated

with high yield bonds.
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Appendix 3 

Cumulative costs 

Cheviot Lifeplan 

The level of transaction costs depends on which investment option is selected. The Cheviot Lifeplan 

automatically switches members between options through their working life to manage investment 

risk on their behalf. The chart below shows an illustrative example21 of the effect over time of the 

application of both the fixed charges and the variable costs on the value of a member’s estimated 

account at their Target Retirement Date22. It assumes that the account is invested in the Cheviot 

Lifeplan for the whole period. The after charges figure therefore include the automatic switching 

process of the Lifeplan, transaction costs (shown in Appendix 2) and the ongoing annual management 

charge (shown in para 58). Costs can change over time. 

The figures are based on a number of assumptions based on the 

Cheviot membership: 

• Starting pension account of £10,000

• Inflation of 2.5% each year23

• Member salary of £25,000

• Salary and contributions increase each year by 1% over

inflation.

• Combined contributions from member and employer of

12% each year

• Cheviot reduced the AMC on all funds by 0.05% with

effect from January 2020.  It is assumed that these

reduced AMCs will apply in the future.

• Investment return growth in line with the targets set by

the Trustee24

For example, if you start investing 20 years prior to your Target 

Retirement Date (e.g. age 45 if your Target Retirement Date is 

your 65th birthday), then the projections show you will have a pot 

of approximately £111,700 at Target Retirement Date after all 

charges have been deducted (based on the assumptions above). If 

there were no costs or charges payable, then the projected pot 

size is £120,800, meaning the projected impact of costs and 

charges over the twenty-year period is £9,100. 

The estimated costs of switching between funds as part of the Cheviot Plan over a 40 year membership 

averages 0.01% per annum on a worse case basis, and assuming that the fund is cashed in at retirement.  

The Trustee considers this cost to be reasonable and necessary in the context of the Lifeplan’s objectives. 

21 Having regard to the guidance issued by Department for Work and Pensions in September 2018 
22 Target Retirement Date is the date when  a member plans to start to access their pension savings 
23 In today’s terms this means that the impact of estimated future inflation has been taken into account 
24 Growth +4.5% p.a., Moderate 3.5% p.a., Cautious, 2.5% p.a., Retirement Planning 2.5% p.a., Cash 0% p.a., Annuity

Planning 0% p.a., Low Cost 2.5% p.a. (all returns net of inflation). 

Projected pension account, 

in today’s terms 

Yrs Lifeplan 

Before 

charges 

After all 

charges 

and costs 

deducted 

1 £13,800 £13,700 

3 £21,400 £21,100 

5 £29,700 £29,100 

10 £54,600 £52,400 

15 £85,700 £80,700 

20 £120,800 £111,700 

25 £163,000 £147,800 

30 £213,800 £190,100 

35 £272,700 £237,200 

40 £331,400 £281,800 
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Individual fund costs 

Some members prefer to choose their own investment option to meet their plans for retirement. The costs for each individual option are shown in the 

chart below and are based on the same assumptions as shown above for the Cheviot Lifeplan but assuming that the member stays invested in the same 

option through the period. 

Projected pension account, in today’s terms21 

Yrs Growth 
(used in lifestyle) 

Moderate 
(used in lifestyle) 

Cautious 
(used in lifestyle) 

Retirement 
Planning 

(used in lifestyle) 

Cash 
(used in lifestyle) 

Annuity Planning Low Cost 

Before 
charges 

After all 
charges 

and costs 
deducted 

Before 
charges 

After all 
charges 

and costs 
deducted 

Before 
charges 

After all 
charges 

and costs 
deducted 

Before 
charges 

After all 
charges 

and costs 
deducted 

Before 
charges 

After all 
charges 

and costs 
deducted 

Before 
charges 

After all 
charges 

and costs 
deducted 

Before 
charges 

After all 
charges 

and costs 
deducted 

1 £13,800 £13,700 £13,700 £13,600 £13,600 £13,500 £13,600 £13,500 £13,200 £13,200 £13,200 £13,200 £13,600 £13,500 

3 £21,400 £21,100 £20,900 £20,600 £20,400 £20,100 £20,400 £20,100 £19,300 £19,200 £19,300 £19,100 £20,400 £20,200 

5 £29,700 £29,100 £28,700 £28,100 £27,700 £27,100 £27,700 £27,100 £25,400 £25,200 £25,400 £25,100 £27,700 £27,300 

10 £54,600 £52,400 £51,300 £49,200 £48,200 £46,200 £48,200 £46,200 £41,400 £40,700 £41,400 £40,300 £48,200 £47,000 

15 £86,400 £81,400 £78,900 £74,300 £72,200 £67,900 £72,200 £67,900 £58,100 £56,900 £58,100 £56,000 £72,200 £69,500 

20 £126,700 £117,100 £112,500 £104,000 £100,100 £92,500 £100,100 £92,400 £75,600 £73,600 £75,600 £72,200 £100,100 £95,200 

25 £177,600 £160,900 £153,100 £138,800 £132,500 £120,200 £132,500 £120,100 £94,100 £91,000 £94,100 £88,900 £132,500 £124,600 

30 £241,700 £214,700 £202,100 £179,800 £170,000 £151,300 £170,000 £151,300 £113,400 £109,000 £113,400 £106,100 £170,000 £158,000 

35 £322,300 £279,800 £261,200 £227,400 £213,300 £186,100 £213,300 £186,000 £133,700 £127,600 £133,700 £123,800 £213,300 £195,600 

40 £423,400 £358,700 £332,200 £282,600 £263,300 £224,700 £263,300 £224,700 £155,000 £146,800 £155,000 £141,900 £263,300 £237,900 

21 In today’s terms means that the impact of estimated future inflation has been taken into account 

















June 2020 

Review of Statement of Investment Principles 

6.12 The Trustee's investment policy and the investment options offered to members and 

described in this Statement comply with the relevant legislation and are reviewed each year. 

During the year the Trustee may add, change or remove investment options in accordance 

with the policies in this statement. This Statement will be reviewed at least every year or when 

a significant change to investment strategy or policy is made. Any new investment options 

will be reflected in the next review of this Statement. 

6.13 This statement is published on the Cheviot Trust website. 

Signed on behalf of Cheviot Trustees Limited 

Date 

8 

E. McKinnon
















