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Trustee and advisers 

Trustee:  Cheviot Trustees Limited 

Employer Nominated Directors Member Nominated Directors Co-opted Directors 

Ian Gault, Vice Chairman1 Diane Elliott-Smith2 Sir Derek Morris, Chairman 

Stephen Jones3 Frances Longmore4 Elspeth McKinnon  

Gerald Kidd Giles Orton5 

Martin Poore Maralyn Thomas 

Scheme Actuaries Final Salary Schemes: 
Hilary Salt of First Actuarial LLP (appointment terminated 15 April 2021) 
Edward Spencer of Barnet Waddingham LLP (appointed 16 April 2021) 
Cheviot Pension: 
Peter Black of XPS Pensions Group 

Investment Advisers River and Mercantile Solutions part of River and Mercantile Group plc6 
Isio Group Limited 

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) 
Mackay Shields (Cheviot Pension and Final Salary Schemes) – ceased 25 June 2021 
Marshall Wace Asset Management Limited7 (Cheviot Pension and Final Salary 
Schemes) 
Mobius Life Limited (Cheviot Pension and Final Salary Schemes) 
Phoenix Investment Adviser LLC (Cheviot Pension and Final Salary Schemes) 
PIMCO Europe Limited (Cheviot Pension) 
River and Mercantile Investment Limited (Cheviot Pension) 
Rothesay Life (Dickinson Dees Pensions Scheme) 
Royal London Asset Management Limited (Cheviot Pension) 
Scottish Widows (Whittles Retirement Benefits Scheme) 

External AVC Providers 
Rowley Ashworth Pension & 
Life Assurance Scheme only8 

Utmost Life & Pensions (terminated 3 March 2021) 
Legal & General Investment Management Limited (terminated 5 March 2021) 

Custodian Caceis Bank  
Solicitors ARC Pensions Law LLP  

Norton Rose Fulbright LLP (until 31 May 2021) 

1 Re-appointed 17 June 2021. 
2 Re-appointed 15 December 2021 subject to the completion of the relevant checks.  Re-appointment ratified 30 March 2022. 
3 Appointed 14 April 2021. 
4 Re-appointed 15 December2021 subject to the completion of the relevant checks.  Re-appointment ratified 30 March 2022. 
5 Appointed 24 March 2021, previously as Co-opted director. 
6 Purchased by Schroders group effective from 1 February 2022. 
7 Merged with Lumyna on 21 January 2022. 
8 Assets were either transferred out of the Trust or were transferred to the Money Purchase Section.   
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Solicitors Pinsent Masons LLP  
Covenant Adviser PricewaterhouseCoopers LLP 
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Chair’s review 
Sir Derek Morris, Chairman 

2021 continued to be dominated by the Covid-19 virus, its effects on the economy and on the 
pension funds which we manage.  Despite the challenges, the Trust has continued to develop 
and improve its governance and services to members with the support of the skilful directors of 
the Trustee, Cheviot Trustees Limited, and the staff. 2022 has moved our focus to the war in 
Ukraine.  The human cost is clearly shocking.  The Trustee is focused on significant impact of the 
conflict on the geopolitical and economic environment and the investments held by the Trust. 

Trustee issues 

The Trustee Board has continued to meet virtually, conduct the business of the Trust and perform its oversight role. 
Everyone is now well versed in virtual meetings and it has in some ways improved the effectiveness of the Board by reducing 
travel costs and times and enabling advisers and staff to attend for part of the meeting if necessary.  The directors’ plans to 
meet in person in January fell by the omicron wayside but we hope to be able reconvene later in 2021 for some of our 
meetings although many will remain online. 

Markets were calmer in 2021 and the Investment Committee met less often than during 2020.  The normal quarterly 
meetings have been replaced by two meetings per quarter to avoid a lengthy virtual session.  The directors focus on 
materially financial issues likely to impact risks and returns.  Environmental, social and governance factors (otherwise known 
as ESG) can be financially material factors including climate change. 

The Investment Committee has focused specifically on analysing the financial implications of climate related risks and 
opportunities to enable Cheviot to integrate them into our investment and business decisions.  This includes reviewing and 
assessing the impact of climate change on investments both before investing and in reviewing performance, including ESG 
ratings and engagement, to assess the financial impact.   

The Trustee has now agreed a bespoke net zero commitment which explicitly reflects the Trustee’s fiduciary responsibilities 
as well as our ambition to contribute to the world’s efforts to reduce global warning.  You can read more about this in the 
Implementation Statement and the TCFD report9 available on our corporate website.10  

Investment performance 2021 

After a more settled first half of the year, the focus turned to increasing inflation and rises in the return from gilts.  Most 
funds used for the final salary schemes and the With Profits Section were ahead of both short and long terms targets.  Most 
core Money Purchase Section options were ahead or in line with short term targets and all were ahead of the long term 
targets. 

In conclusion, our robust governance has stood us in good stead during this difficult period and enabled us to continue to 
provide a good service to members and employers. 

Operational issues 

The Cheviot in-house administration team is now well versed in working from home and has adapted to the various lock 
downs and working at home instructions during the year.  The team remains accessible through our usual phone lines and 
email.  Postal enquiries are still difficult when the office is closed and therefore we continue to encourage members to sign 

9 Task Force on Climate-related Financial Disclosures 
10 https://www.cheviottrust.com/Uploads/Documents/00/00/00/72/DocumentFile_FILE/TCFD-report.pdf 
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up to electronic communications.  It is important that members provide a personal email address to enable us to operate 
more effectively.  Communications will be moving largely online in April 2022. 

Communications 

Our new member website, www.mycheviotpension.com, was launched in June 2021.  The member focused website is 
designed to be easier to navigate and includes a member guide booklet for members of the Money Purchase Section, 
together with factsheets covering the other pension arrangements provided within the Trust. 

The new member portal, accessible through the member website, is now also available via an app.  With robust security, it 
provides access to a pensions dashboard to help members of the Cheviot pension see their pension savings at a glance.  It 
also supports the move to electronic communications as these will be delivered through the secure portal for members to 
access.  We are working on providing access to members of the Final Salary Schemes in due course. 

Cheviot pension benefit statements were redesigned in line with the simpler annual benefit statements being introduced 
by the Department for Work and Pensions.  The statements can be printed on two sheets of paper and were accompanied 
by a factsheet which set out additional information.   

The Report to Members included information about the new member website and benefit statements together with 
information about the new implementation statements which explains how the Trustee engages with investment managers 
on ESG issues.  There was also a feature on ESG investment. 

With Profits Section 

The valuation of the With Profits Section at 31 December 2020 was signed in February 2022.  A virtual meeting was held to 
explain the results to participating employers.  Employers are not currently required to make contributions to the Section. 

Authorised Master Trust 

The Trustee submitted the annual return in respect of the Money Purchase Section by 31 March 2021 as required.  The 
Pensions Regulator has confirmed it had no comments or questions on the return.  The 2021 Annual Return was also 
submitted on time in March 2022.  The Chair’s Governance Statement for 2021, as required by the DC Code of Practice, is 
included on pages 47 to 73 of these accounts and sets out how the Section was managed during 2021. 

Audit and Assurance Framework Report 

The Report for the year ended 31 December 2021 was signed on 31 March 2022.  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.  The auditors conducting the review did not 
identify any exceptions to the operation of the controls in place. 

Sir Derek Morris 
Chairman 

Sir Derek Morris
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Trustee’s Report 

Scheme constitution 

The Cheviot Trust (Cheviot) has been providing occupational pensions since 1930.  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).  All Sections 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. 

Trustees

The membership of the Cheviot Trustee Board currently comprises four employer nominated 
representatives, four member nominated representatives and two11 co-opted Directors. All Trustee 
Directors meet the fit and proper requirements of the Master Trust authorisation process.  There are four 
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 years12 or until 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. 

The term of one employer representative, Mr Ian Gault, expired in 2021.  No additional candidates came forward and Mr 
Gault was reappointed in June 2021 after an open, fair and transparent process.  A new employer representative, Stephen 
Jones, was appointed in April 2021 after completing the required training and fit and proper checks. 

The term of two member representatives, Ms Diane Elliott-Smith and Ms Frances Longmore, expired at the end of 2021. 
No additional candidates came forward and Ms Elliott-Smith and Ms Longmore were re-appointed by the Board on 15 
December 2021, subject to the completion of the relevant checks13. 

More information about the Trustees is available in the Chair’s Statement on pages 47-73. 

Audit Assurance reports 

The Trust has obtained a type 2 Combined AAF 05/20 assurance report on Master Trusts and 01/20 internal controls 
assurance report across all Sections and Schemes and covers the period of reporting.  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. 

11 One co-opted director was appointed as a member representative director on 24 March 2021. 
12 Or until replacement or re-appointment following the next appointment process under Article 7.7.4 after the expiry of the three year period. 
13 Completed January 2022 and ratified 30 March 2022. 

Four employer 
representative 

Directors

Four member 
representative 

Directors

Two co-opted 
Directors 
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Impact of COVID-19 

The Cheviot in-house administration team is now well versed in working from home and has adapted to the various lock 
downs and working at home instructions during the year.  It has now moved to a hybrid approach to working, balancing the 
benefits of being in the office with colleagues with the flexibility of working from home.  The Trustee approved a campaign 
to encourage members to communicate electronically to reduce costs and our carbon footprint.  Communications moved 
largely online in April 2022. 

Trustee meetings in 2021 

Four full Trustee Board meetings and seven conference calls were held during the year ended 31 
December 2021.  The Trustee operates a committee structure with six Committees.  Each Committee 
has delegated powers from the Board to undertake certain business on its behalf. The Committee 
structure was refined during 2021 to provide more delegation to the Committee and facilitate focus 
on strategic issues at Board level. 

During 2021: 

• The Finance and Operations Committee (formerly the Finance Committee) held four meetings;
• The Funding Committee held three meetings;
• The Investment Committee held nine meetings;
• The Legal Committee held four meetings;
• The Risk and Compliance Committee (formerly the Strategic Committee) held four meetings, and
• The Human Resources Committee held two meeting during the year.

Working parties are established for key projects. 

Changes to the Trust Deed and Rules 

The latest Trust Deed and Rules is dated 4 April 2017.  Details of previous changes were set out in the Consolidated accounts 
for the relevant year.   

A new Trust Deed and rules is currently being drafted to bring the documentation up to date and in a more easily accessible 
format.  It is expected to be signed later this year. 

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 Schemes and Sections during the year. 

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 reporting year.

Financial statements are produced separately for the Cheviot Pension and each Final Salary Scheme, which include reports 
on actuarial liabilities where appropriate. 

The Trustee 
conducts its 

business 
through regular 
Board meetings 

and six 
Committees. 
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Financial developments in the year 

The value of the net assets of the Trust as at 31 December 2021 is shown below.  The 2020 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 2021 £234.1m (£232.1) £250.9m (£238.8m) £485.0m (£470.9m) 

The split of the Cheviot Pension assets for 2021 is: Money Purchase Section £161.3m and With Profits Section £90.0m (2020: 
£142.9m and £95.9m 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 2021 return-seeking asset classes performed extremely positively. Unprecedented levels of 
fiscal and monetary stimulus injected by central banks and governments around the world, the pace of the vaccination 
rollout programmes leading to reopening of economies had a positive effect on equity markets resulting in strong equity 
performance over the year. Gilt yields rose over the year and credit spreads tightened.  

Strategy 

The investment strategy was set out in the Statement of Investment Principles for each Scheme or Section, which 
incorporates the investment strategy, in accordance with Section 35 of the Pensions Act 1995 as amended by the Pensions 
Act 2004 and the Occupational Pension Schemes (Investment) Regulations 2005.  All statements are publicly available or 
can be obtained on request from Cheviot.  

The main feature of the investment strategy across all schemes and sections during 2021 was to reduce risk, primarily from 
investment grade bonds but also some small reductions from equity holdings. 

Final Salary Scheme strategy 

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.  Cheviot provides a series of investment 
building blocks which are used to create a tailored strategy for each scheme.  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 hedge holdings were rebalanced in 2021 to reflect updated cash flows for each scheme. 

The Trustee’s covenant adviser reviewed the covenant position of each employer during 2021 to continue to monitor the 
impact of COVID-19 on each business.  This enabled the Trustee to stay in touch with the position of the key sponsoring 
employers.  The legal sector has been less affected than others and all employers continue to provide regular updates to 
the covenant adviser. 

With Profits Section strategy 

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 risks.  The Investment 
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Committee, which has significant delegated authority in relation to investment issues, implemented replacements to two 
of the existing derivative structures in early 2021.  The third derivative in place was terminated later in the year and replaced 
with passive equity exposure. The derivative equity structures are designed to provide capped equity returns, whilst 
affording significant downside protection which protects the funding position of the Section. 

Money Purchase Section strategy 

The strategy for the core options used in the Cheviot Lifeplan14 is to target above inflation returns 
and, utilising a number of investment options, to provide a more 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 annual strategy review undertaken in May 2021 concluded that the range of options remained 
sufficiently broad in terms of member choice.  The Trustee is working towards introducing an ESG fund to the self-select 
range.  It also concluded that better alignment with the FCA’s investment pathways at retirement would be helpful to 
members and are looking to introduce this in 2022.  

Management and custody of the assets 

All Money Purchase Section assets and a proportion of the With Profit Section and the Final Salary Section were held on an 
investment platform with Mobius Life which provides custody services and invests in the underlying managers who manage 
the investments according to their written mandates.  This structure enabled the Trustee to adopt a dynamic approach in 
managing return seeking assets.  The With Profit Section and the Final Salary Section have assets held by fund managers 
separate to the Mobius Life Platform.  Asset allocation was reviewed at least monthly.  

The With Profits Section holds a portfolio of swaps to provide a liability hedge in respect of movements in interest rates and 
inflation.  The custody of the swaps is managed by Caceis Bank. 

Detailed investment performance information is shown in Appendix 1 – Investment  on page 43. 

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.  The Trustee also considers 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.   

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.  

14 The default option 

The Chair’s 
Statement 

includes more 
information 

and is available 
online. 
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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 monitors ongoing compliance with ESG and other factors like 
stewardship as a part of overall performance and use its Investment Adviser’s engagement with the managers on the 
Trustee’s behalf in its decision making (where appropriate).   

More information about how the Trustee implements the policies in the Statement of Investment Principles is available in 
the implementation statements included in each scheme’s accounts. 

Non-financial 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. The Investment Committee is also considering introducing an ESG fund 
for members to self-select.  The Trustee has no plans to seek the views of the membership on ethical considerations at the 
current time. 

Task Force on Climate-related Finance Disclosures 

The Trustee has prepared a report setting out its approach to climate related financial disclosures as required by the Task 
Force on Climate-related Financial Disclosures (TCFD).  This report can be found on the Cheviot Trust website 
https://www.cheviottrust.com/Uploads/Documents/00/00/00/72/DocumentFile_FILE/TCFD-report.pdf  

Changes in Actuaries 

The Trustee decided to appoint a new Scheme Actuary for the Final Salary Schemes.  Hilary Salt of First Actuarial LLP 
ceased to be the Final Salary Scheme Actuary on 15 March 2021.  As required by Regulations made under the Pensions Act 
1995, she confirmed three issues in progress which potentially could affect the interests of the members, prospective 
members or beneficiaries of the Plan.   

Edward Spencer of Barnett Waddingham LLP was appointed as Final Salary Scheme Actuary on 16 March 2021.  The issues 
raised by Ms Salt have been discussed with Mr Spencer and the Funding Committee and are being taken forward. 

Change in Legal Advisers 

The Trustee put the legal work out to tender in 2021.  The process was managed by the Legal Committee.  The Legal 
Committee agreed to expand the scope of work undertaken by Pinsent Masons LLP to include all core work and the scope 
of Arc Pensions Law to include transactional and With Profit Section work in addition to investment work.  Norton Rose 
Fulbright LLP has ceased to act for the Trust.  

https://www.cheviottrust.com/help-and-support/library/
https://www.cheviottrust.com/Uploads/Documents/00/00/00/72/DocumentFile_FILE/TCFD-report.pdf


Consolidated Annual Report and Accounts of the Cheviot Trust 
Year ended 31 December 2021 

Page 12 

Membership 

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

31 December 2021 
Active Deferred Pensioner Total LAO15 Total 

The Final Salary Schemes - 603 777 1,380 - 1,380
The Cheviot Pension16 1,728 4,559 736 7,023 526 7,549 

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 
UK 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. 

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 2021 is shown on page 40. 

15 LAO = Life assurance only members included in the Cheviot Pension solely for lump sum death in service benefits.  
16 Members are only shown once even if they have benefits in more than one Section. The number of members in more than one Section is 1,332. 
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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 Scheme 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 end;

• 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 Scheme 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 Scheme 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 showing the rates of contributions payable towards the Scheme by or on 
behalf of the employer and the active members of the Scheme 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 Scheme and for adopting risk-based processes to monitor whether contributions are made to the Scheme by the 
employer in accordance with the schedules of contributions. 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 29 July 2022 and signed on behalf of the Trustee by: 

……………………………. 
Sir Derek Morris 
Chairman 

Sir Derek Morris



Consolidated Annual Report and Accounts of the Cheviot Trust 
Year ended 31 December 2021 

Page 14 

Independent Auditor’s Report 

Opinion 

We have audited the financial statements of the Cheviot Trust (“the Scheme”) for the year ended 31 December 2021 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 2021,
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 

In auditing the financial statements, we have concluded that the Trustee's use of the going concern basis of accounting in 
the preparation of the financial statements is appropriate. 

Based on the work we have performed, we have not identified any material uncertainties relating to events or conditions 
that, individually or collectively, may cast significant doubt on the Scheme's ability to continue as a going concern for a 
period of at least twelve months from when the financial statements are authorised for issue. 

Our responsibilities and the responsibilities of the Trustee with respect to going concern are described in the relevant 
sections of this report. 

Other information 

The Trustee is responsible for the other information contained within the annual report. 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. 

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 
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whether this gives rise to a material misstatement in the financial statements themselves. 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 intend 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. 

Irregularities, including fraud, are instances of non-compliance with laws and regulations. We design procedures in line with 
our responsibilities, outlined above, to detect material misstatements in respect of irregularities, including fraud.  

We set out below the key areas which, in our opinion the financial statements are susceptible to material misstatement by 
way of irregularities including fraud and the extent to which our procedures are capable of detecting these. 

• Management override of controls. Our audit procedures to respond to these risks included enquiries of
management about their own identification and assessment of the risks of irregularities, sample testing on the
posting of journals and reviewing accounting estimates for bias.

• Misappropriation of investment assets owned by the Scheme. This is addressed by obtaining direct confirmation
from the investment fund managers of investments held at the Statement of Net Assets date.

• Diversion of assets through large investment transactions. A sample of transactions are agreed to supporting
documentation testing the authorisation of the amount and approval of the payment of the transactions.

Owing to the inherent limitations of an audit, there is an unavoidable risk that we may not have detected some material 
misstatements in the financial statements, even though we have properly planned and performed our audit in accordance 
with auditing standards.  We are not responsible for preventing non-compliance and cannot be expected to detect non-
compliance with all laws and regulations.  

These inherent limitations are particularly significant in the case of misstatement resulting from fraud as this may involve 
sophisticated schemes designed to avoid detection, including deliberate failure to record transactions, collusion or the 
provision of intentional misrepresentations. 

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 Scheme’s Trustee, as a body, in accordance with Regulation 3 of the Occupational Pension 
Schemes (Requirement to obtain Audited Accounts and a Statement from the Auditor) Regulations 1996, made under the 
Pensions Act 1995. Our audit work has been undertaken so that we might state to the Scheme’s 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’s Trustee as a body, for our audit work, for this report, 
or for the opinions we have formed. 

Crowe U.K. LLP 
Statutory Auditor 
London 

Date: 29 July 2022
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Fund Account 

for the year ended 31 December 2021 2021 2021 2021 2020 
Final The Total Total 

Salary Cheviot 
Schemes Pension 

Note £'000 £'000 £'000 £'000 

Contributions and benefits 
Employer contributions 2,451 3,291 5,742 5,649 

Employee contributions - 3,262 3,262 3,003 

Total contributions 5 2,451 6,553 9,004 8,652 

Transfers 6 - 2,837 2,837 3,031 

2,451 9,390 11,841 11,683 

Benefits payable 7 5,684 6,636 12,320 12,098 

Payments to and on account of leavers 8 861 5,476 6,337 7,589 

Administrative expenses 9 1,206 1,844 3,050 2,931 

7,751 13,956 21,707 22,618 

Net withdrawals from dealings 
with members (5,300) (4,566) (9,866) (10,935) 

Returns on investments 
Investment income 10 233 2,155 2,388 2,661 

Change in market value of investments 12, 13 7,149 15,256 22,405 28,074 

Investment management expenses 14 (117) (237) (354) (438)

Net return on investments 7,265 17,174 24,439 30,297 

Net movement in the fund during the year 1,965 12,608 14,573 19,362 

Net assets of the Trust: 

 At 1 January 232,109 238,806 470,915 451,553 

At 31 December 234,074 251,414 485,488 470,915 

The notes on pages 20 to 38 form part of these financial statements. 



Consolidated Annual Report and Accounts of the Cheviot Trust 
Year ended 31 December 2021 

Page 18 

Statement of Net Assets (available for benefits) 

at 31 December 2021 
Note 2021 2020 

Final Salary Schemes £'000 £'000 

Investments 
Investment assets 
Pooled investment vehicles 12a 230,597 227,462 
Insurance Policies 12a 3,952 4,228 
External AVC 12a - 80

234,549 231,770 

Current assets 16 478 568 

Current liabilities 17 (953) (229)

NET ASSETS 234,074 232,109 

Note 2021 2020 
The Cheviot Pension £'000 £'000 
Investments 
Investment assets 
Pooled investment vehicles 13a 221,552 201,474 
Bonds 13a 23,480 23,848 
Derivatives 13c 6,790 13,788 
Other investment balances 13a 41 13 
Accrued fixed interest on securities 13a 66 194 
Cash 13a 26 23 

251,955 239,340 
Investment liabilities 
Derivatives 13c (1,734) (2,181) 

(1,734) (2,181) 

250,221 237,159 
Current assets 16 1,475 2,119 

Current liabilities 17 (282) (472)

NET ASSETS 251,414 238,806 

TOTAL NET ASSETS 485,488 470,915 

The notes on pages 20 to 38 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 29 July 2022 and signed on behalf of the Trustee by: 

……………………… 
Sir Derek Morris 
Chairman 

……………………… 

Elspeth McKinnon
Director 

Sir Derek Morris Elspeth McKinnon
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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).   

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 Annual Report and Accounts. 

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 received and receivable up to 31 December 2021 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. 

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 is determined through consultation between the Employer and the Trustee in 
light of advice and recommendations by the Scheme Actuary, who reviews the position at three yearly intervals. 
Contribution income is accounted for on an accruals basis.  Contributions are paid in accordance with the Schedules of 
Contributions attached to each Final Salary Scheme. 
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(c) 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. 

(d) 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 are accounted for on an accruals basis. 

(e) 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.

iii. Swaps are valued at the net present value of future cash flows arising therefrom.  The amounts included in the
change in market value are the unrealised gains or losses on open contracts.

iv. Options are valued at their mark to market value.  If a quoted market price is not available on a recognised exchange
the fair value is calculated using pricing models, where inputs are based on market data at the year end 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 and Legal and General were valued as at 31 December by Utmost Life
& Pensions and Legal and General respectively and both investments terminated in March 2021.   AVCs invested in
the Cheviot Pension have been valued on the basis of the current account value.

(f) Financial reserve

In order to meet the financial sustainability requirements for Master Trusts, there is 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. 

(g) 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. 



Consolidated Annual Report and Accounts of the Cheviot Trust 
Year ended 31 December 2021 

Page 22 

(h) 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. 

5. Contributions receivable

2021 2021 2021 2020 2020 2020 

Final The Total Final The Total 

Salary Cheviot Salary Cheviot 

Schemes Pension Schemes Pension 

£'000 £'000 £'000 £'000 £'000 £'000 

Employers 

Employers Normal - 3,291 3,291 - 3,259 3,259 

Additional 401 - 401 730 - 730

Deficit funding 2,050 - 2,050 1,660 - 1,660

2,451 3,291 5,742 2,390 3,259 5,649 

Employees - 

Normal - 3,235 3,235 - 2,967 2,967 

AVCs - 27 27 - 36 36 

- 3,262 3,262 - 3,003 3,003 

2,451 6,553 9,004 2,390 6,262 8,652 

6. Transfers in and other income

2021 2021 2021 2020 2020 2020 

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 - 787 787 - 783 783 

Individual transfers between Sections - 1,950 1,950 - 1,956 1,956 

Claims on term insurance policies - 100 100 - 292 292 

- 2,837 2,837 - 3,031 3,031 

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

2021 2021 2021 2020 2020 2020 
Final The Total Final The Total 

Salary Cheviot Salary Cheviot 
Schemes Pension Schemes Pension 

£'000 £'000 £'000 £'000 £'000 £'000 

Pensions 5,137 3,015 8,152 5,070 3,184 8,254 
Commutation of pensions 493 2,834 3,327 447 2,653 3,100 
Payments on death 54 787 841 12 732 744 

5,684 6,636 12,320 5,529 6,569 12,098 

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

2021 2021 2021 2020 2020 2020 
Final The Total Final The Total 

Salary Cheviot Salary Cheviot 
Schemes Pension Schemes Pension 

£'000 £'000 £'000 £'000 £'000 £'000 

Individual transfers between Sections - 1,870 1,870 - 1,982  1,982
Individual transfers to other schemes 781 3,323 4,104 960 3,977 4,937 
Purchase of annuities - 283 283 512 158 670 
AVCs transferred to the Cheviot Pension 80 - 80 - - - 

861 5,476 6,337 1,472 6,117 7,589 
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9. Administrative expenses

2021 2021 2021 2020 2020 2020 
Final The Total Final The Total 

Salary Cheviot Salary Cheviot 
Schemes Pension Schemes Pension 

£'000 £'000 £'000 £'000 £'000 £'000 

 Legal fees 63 8 71 39 31 70 
 Audit fees 50 62 112 50 54 104 
 Administration fees 669 1,529 2,198 627 1,411 2,038 
 Professional fees 410 171 581 435 182 617 
 Other expenses 3 9 12 4 10 14 
 Irrecoverable VAT - 33 33 - 38 38 
 TPR Levy 11 32 43 10 40 50 

1,206 1,844 3,050 1,165 1,766 2,931 

An allowance for expenses is generally included in the Schedule of Contributions for each scheme.  No Final Salary Scheme 
paid expenses directly during 2021 (2020: nil).  

10. Investment income

2021 2021 2021 2020 2020 2020 
Final The Total Final The Total 

Salary Cheviot Salary Cheviot 
Schemes Pension Schemes Pension 

£'000 £'000 £'000 £'000 £'000 £'000 

Income from fixed interest securities - 1,538 1,538 - 1,086 1,086 
Fee income deducted from investments - 617 617 - 573 573 
Income from annuities 233 - 233 234 - 234
Other investment income - - - 396 372 768

233 2,155 2,388 630 2,031 2,661 

The Money Purchase Section of the Cheviot Pension invests in blended funds on the Mobius Life Limited investment 
platform.  Charges of £617k (2020: £573k) were deducted from the blended funds during 2021 to meet Cheviot’s 
administration, governance and professional adviser costs. 

In 2019 the Final Salary Scheme and the With Profits Section exited the JO Hambros fund.  Subsequently the Final Salary 
Scheme and the With Profits Section received dividends from JO Hambro of £396k and £372k respectively.  This is disclosed 
as other investment income. 



Consolidated Annual Report and Accounts of the Cheviot Trust 
Year ended 31 December 2021 

Page 25 

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 2021 
Level 1 Level 2 Level 3 Total 

£'000 £'000 £'000 £'000 
Final Salary Schemes 
Pooled investment vehicles - 230,597 - 230,597
Insurance policies - - 3,952 3,952 

AVCs - - - - 

- 230,597 3,952 234,549 

Cheviot Pension 

Money Purchase Section: 
Pooled investment vehicles - 160,792 - 160,792

Cash and cash in transit 41 - - 41 

With Profits Section: 
Pooled investment vehicles - 60,760 - 60,760
Bonds - - 23,480 23,480
Derivatives - - 5,056 5,056 

Cash and cash in transit 26 - - 26 

Other investment balances 66 - - 66 
133 221,552 28,536 250,221 

133 452,149 32,488 484,770 
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At 31 December 2020 
Level 1 Level 2 Level 3 Total 

£'000 £'000 £'000 £'000 
Final Salary Schemes 
Pooled investment vehicles - 227,462 - 227,462
Insurance policies - - 4,228 4,228 
AVCs - 80 - 80

- 227,542 4,228 231,770 
Cheviot Pension 

Money Purchase Section: 
Pooled investment vehicles - 142,197 - 142,197

Other investment balances 13 - - 13 

With Profits Section: 
Pooled investment vehicles - 59,277 - 59,277
Bonds - - 23,848 23,848
Derivatives - - 11,607 11,607

Cash and cash in transit 23 - - 23 

Other investment balances 194 - - 194 
230 201,474 35,455 237,159 

230 429,016 39,683 468,929 

12. Reconciliation of Investments – Final Salary Schemes

(a) Purchases, sales and change in value

Market 
Value at 

1 January 
2021 

Purchases 
at cost 

Sales 
proceeds 

Change in 
Market Value 

Market Value 
at 31 

December 
2021 

£'000 £'000 £'000 £'000 £'000 

Pooled Investment Vehicles 227,462 39,918 (44,208) 7,425 230,597 
Insurance Policy - Rothesay Life 3,432 - - (196) 3,236 
Insurance Policy - Scottish Widows 796 - - (80) 716 
External AVCs  80 - (80) - - 

231,770 39,918 (44,288) 7,149 234,549 

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.  No associated costs are 
incurred on the sale of investments, with proceeds being calculated at the appropriate market rate on the day of 
disinvestment. 
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Final Salary Schemes' assets are held as unitised funds as shown: 

31 December 
2021 

31 December 
2020 

£'000 £'000 

BMO LDI Swap Funds (liability matching funds) 64,386 60,792 
BMO LDI Sterling Liquidity Fund 23,045 15,083 
Marshall Wace Alternatives (equities) 13,579 13,476 
Mobius Life FSS Investment Fund (blended) 39,803 47,641 
Mobius Life FSS Lower Risk Investment Fund (blended) 46,671 48,183 
Mobius Life FSS 15Y Fixed Interest Gilts 1,950 2,196 
Mobius Life FSS 5Y Index Linked Gilts 1,691 1,686 
Mobius Life FSS Credit Fund 35,982 36,448 
Mobius Life FSS Cash Fund 3,438 1,076 
Mackay Shields TALF 2.0 Opportunities Feeder Fund - 803
Phoenix Investment Adviser LLC JLP (Stressed Debt Fund) 52 79

Total 230,597 227,463 

Interest and inflation linked swaps are held in pooled vehicles with BMO.  A cash holding of £23.0m (2020: £15.1m) 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 Fund at 
Mobius Life Limited as at year end were: 

Long Term Lower Risk 

2021 2020 2021 2020 

Equity 58.9% 53.1% 24.4% 10.80% 

Bonds 21.7% 29.1% 38.5% 60.30% 

Alternatives 10.5% 9.4% 16.0% 14.80% 

Cash 8.9% 8.4% 21.1% 14.10% 

TOTAL 100.0% 100.0%  100.0%  100.0% 

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

2021 2020 
Holding £’000 % £’000 % 

Mobius BlackRock Institutional Sterling Liquidity 15,678 6.68 12,442 5.37 
Mobius Life Credit Fund 35,982 15.34 36,448 15.73 
Marshall Wace Systematic Alpha UCITS Fund Class B GBP 13,578 5.79 13,474 5.82 
Mobius LGIM North America Equity Idx GBP Hedged 17,190 7.33 10,919 4.71 
BMO Liability Driven Investment Fund – Regular Profile Real 20,664 8.81 21,221 9.16 
BMO Liability Driven Investment Fund – Short Profile Real 23,146 9.87 26,756 11.55 
BMO Liability Driven Investment Fund – Short Profile Nominal 12,091 5.15 7,226 3.12 
BMO Sterling Liquidity Fund 23,045 9.83 15,083 6.51 
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The Credit Fund was invested 66% in the Royal London Diversified Asset-Backed Securities 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 

2021 

Purchases 
at cost 

Sales 
proceeds 

Change in 
Market 

Value 

Market Value at 31 
December 2021 

£'000 £'000 £'000 £'000 £'000 
Money Purchase Section: 
Pooled investment vehicles: 
- Allocated to members 141,653 26,410 (22,363) 14,306 160,006 
- Not allocated to members

(Cash Reserve) - 216 - - 216 
(Financial Reserve) 544 26 - - 570 

With Profits Section: 
- Pooled investment

vehicles 59,277 6,515 (8,097) 3,065 60,760 
- Fixed interest securities 23,848 59,551 (59,079) (840) 23,480
- Derivative contracts 11,607 366 (5,642) (1,275) 5,056

236,929 93,084 (95,181) 15,256 250,088 

Cash Deposits 23 26 
Other Investment Balances 13 41 
Accrued fixed Interest on securities 194 66 

Total 237,159 250,221 

As part of the Master Trust Application the Money Purchase Section is required to hold a Financial Reserve which is not 
allocated to members. This is invested within the Cash Fund £570k (2020: £544k).  

The Money Purchase Section created a Cash Reserve during the year which is not allocated to members. This is invested 
within the Cash Fund £216k (2021: £0). 

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.  No associated costs are incurred 
on the sale of investments, with proceeds being calculated at the appropriate market rate on the day of disinvestment. 

Investments held by the Money Purchase Section are allocated to provide benefits to the individuals on whose behalf 
contributions have been paid.  The investments are unitised and the Section's administrator allocates investment units 
to members. 

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

(b)(i) With Profits Section 

Value 31 
December 

2021 

Value 31 
December 

2020 
£'000 £'000 

Mackay Shields TALF 2.0 Opportunities Feeder Fund - 1,766
Mobius Life With Profits Investment Fund (blended) 25,865 22,565
Marshall Wace Alternatives (equities) 5,533 5,218 
Phoenix Investment Adviser 
LLC Stressed Debt Fund 30 45 
PIMCO Diversified Income (bonds) 9,436 9,807 
RLAM Hedged Credit Fund (bonds) 19,896 19,876 

Total 60,760 59,277 

Concentration of Investments – With Profits Section 

The concentration of assets held within the blended Investment Fund at Mobius Life was as follows: 
2021 2020 

Equity 72.9% 72.7% 
Bonds 12.0% 10.8% 
Alternatives 9.1% 11.2% 
Cash 6.0% 5.3% 
TOTAL 100.0% 100.0% 

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

2021 2020 
Holding £’000 % £’000 % 

Mobius LGIM North America Equity Index GBP Hedged 7,831 8.76 1,007 1.70 
Mobius LGIM All Stocks Gilt Index 6,463 7.23 4,837 8.16 
Marshall Wace Systematic Alpha UCITS Fund 5,534 6.19 5,219 8.80 
Pimco Diversified Income Duration Hedge 9,436 10.56 9,807 16.54 
Royal London Asset Management Duration Hedged Credit Fund 19,896 22.26 19,876 33.53 
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(b)(ii) Money Purchase Section 
31 December 

2021 
31 December 

2020 
£'000 £'000 

Mobius Life Cheviot Growth (blended) 29,744 25,495 
Mobius Life Cheviot Moderate (blended) 71,499 63,144 
Mobius Life Cheviot Cautious (blended) 34,336 30,200 
Mobius Life Cheviot Retirement Planning (blended) 18,003 16,956 
Mobius Life Cash Fund (blended) 6,075 5,453 
Mobius Life Annuity Protection (blended) 360 349 
Mobius Life Mobius (Islamic Global Equity) 15 - 
Mobius Life Mobius (Ethical Global Equity) 13 4 
Mobius Life Mobius (UK Equity) 13 3 
Mobius Life Mobius (Emerging Markets) 41 2 
Mobius Life Mobius (Global Equity) 80 3 
Mobius Life Low Cost (blended) 613 588 

Total 160,792 142,197 

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

2021 2020 
Holding £’000 % £’000 % 

BLK Life AQC Corporate Bond All Stocks 10,038 6.24 21,618 15.20 
BLK IM Institutional Sterling Liquidity 8,681 5.40 8,198 5.77 
BLK Life AQC Emerging Markets Equity 16,884 10.50 15,024 10.57 
BNY Mellon Efficient US High Yield Beta Fund L Hedged Inc 13,813 6.77 9,632 6.77 
L&G Life EE North America Equity Index - GBP Currency 
Hedged Fund 26,155 16.27 19,586 13.77 

L&G Life S North America Equity Index Fund 26,705 16.61 19,543 13.74 
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Concentration of Investments – Money Purchase Section 

The concentration of assets held within the blended long term investment options at Mobius Life at 31 December 
2021 is as follows:  

Growth Moderate Cautious Retirement 
Planning Cash Annuity 

Protection Low Cost 

Equity 80.4% 69.6% 47.7% 47.7% 0.0% 0.0% 68.3% 
Bonds 12.3% 15.8% 17.6% 17.6% 0.0% 0.0% 8.9% 
Gilts 4.7% 9.4% 26.9% 26.9% 0.0% 100.0% 22.8% 
Cash 2.6% 5.2% 7.8% 7.8% 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 
2020 is as follows: 

Growth Moderate Cautious Retirement 
Planning Cash Annuity 

Protection Low Cost 

Equity 77.5% 64.8% 42.1% 42.1% 0.0% 0.0% 63.3% 
Bonds 16.4% 23.0% 26.6% 26.6% 0.0% 0.0% 10.5% 
Gilts 3.3% 6.5% 22.8% 22.8% 0.0% 100.0% 26.2% 
Cash 2.8% 5.7% 8.5% 8.5% 100.0% 0.0% 0.0% 
Total 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 

(c) Derivatives

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

2021 2020 
Assets Liabilities Assets Liabilities 
£'000 £'000 £'000 £'000 

Swaps (Note c(i)) 4,235 (1,734) 12,772 (2,211) 
Equity Derivative Overlay Strategy (Note c(ii)) 
- Equity Options 2,555 - 1,016 - 
- Asset Swap - - - 30 

6,790 (1,734) 13,788 (2,181) 

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. 
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(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 2021 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. 

Notional Asset Liability 
Expiration Principal Value Value 

£'000 £'000 £'000 
Interest rate swaps 

 Floating for fixed (LIBOR) 06 February 2024 2,500 19 - 
 Floating for fixed (LIBOR) 02 April 2024 5,500 - (14)
 Floating for fixed (LIBOR) 13 June 2024 17,700 345 - 
 Floating for fixed (LIBOR) 22 June 2025 1,180 - (41)
 Floating for fixed (LIBOR) 14 October 2025 9,470 - (1,314)
 Floating for fixed (LIBOR) 06 February 2029 6,000 132 - 
 Floating for fixed (LIBOR) 02 April 2029 9,700 45 - 
 Floating for fixed (LIBOR) 13 June 2029 4,500 3,159 - 
 Floating for fixed (LIBOR) 22 June 2030 1,260 - (78)
 Floating for fixed (LIBOR) 14 October 2030 4,100 - (287)
 Floating for fixed (LIBOR) 06 February 2034 2,500 116 - 

Total interest rate swaps 2021 64,410 3,816 (1,734) 

Total Interest rate swaps 2020 81,614 12,692 (1,741) 

Notional Asset Liability 
Expiration Principal Value Value 

£'000 £'000 £'000 
Inflation rate swaps 

 Floating for fixed (RPI) 18 October 2022 4,049 114 - 
 Floating for fixed (RPI) 24 February 2025 1,032 69 - 
 Floating for fixed (RPI) 18 October 2027 2,404 236 - 

Total Inflation rate swaps 2021 7,485 419 - 

Total Inflation rate swaps 2020 13,695 80 (470) 

Total Swaps 2021 4,235 (1,734) 

Total Swaps 2020 12,772 (2,211) 
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(c)(ii) Equity Derivative Overlay Strategy 

Details of the contracts in place at 31 December 2021 are set out below: 

Notional Market 
Expiration Principal Value 

£'000 £'000 
Equity index options 

EDOS 9 12 February 2024 10,137 1,233 
EDOS 10 12 February 2024 6,758 735 
EDOS 11 13 May 2022 9,994 587 

Total 2021 2,555 

Total 2020 1,046 

Both EDOSs comprise 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 £5.3m (2020: £11.4m) 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

2021 2021 2021 2020 2020 2020 
Final The Total Final The Total 

Salary Cheviot Salary Cheviot 
Schemes Pension Schemes Pension 

£'000 £'000 £'000 £'000 £'000 £'000 

Investment management fees 117 237 354 119 319 438 

117 237 354 119 319 438 

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 £29,133 (2020: £7,211) and £0 (2020: £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. 
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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. 

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 term growth is to achieve an inflation-related return over a five year period. 
The secondary investment objective is to provide those returns with less fluctuation in value than the markets. The primary 
investment objective for the other options is to achieve a return consistent with the stated objective.  

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 for the Cheviot Pension and Final Salary Schemes is set out below. 
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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 £167.8m (2020: £177.8m). The majority of underlying assets are gilts (14%), investment grade 
bonds (15%), derivatives (38%), and cash (15%). The Trustee regularly monitors the underlying split. 

Cheviot Pension 

The value of the underlying assets exposed to credit risk at the year-end was £95.2m (2020: £100.4m). The holdings are 
unrated as they are held in pooled investment vehicles. The majority of underlying assets are investment grade bonds (30%), 
high yield non-investment grade bonds (20%) and gilts (33%).  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 £34.9m 
(2020: £36.7m) and unit linked insurance contracts £186.6m (2020: £164.8m). 

(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 £37.8m global equities, 
£25.7m overseas bonds, (2020: £31.9m global equities and £28.5m 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 95% (2020: 97%). 

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 
£14.5m global equities, £10.9m overseas bonds, (2020: £8.2m global equities and £16.5m overseas bonds) and for the 
Money Purchase Section of the Cheviot Pension was £93.8m global equities, £13.8m overseas bonds, (2020: £84.4m global 
equities and £9.6m 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 100% 
(2020: 89%).  

The proportion of assets in hedged pooled vehicles in the Money Purchase Section of the Cheviot Pension was 50% (2020: 
43%) 

(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 



Consolidated Annual Report and Accounts of the Cheviot Trust 
Year ended 31 December 2021 

Page 36 

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: 

2021 2020 
£m £m 

Final Salary Schemes 194.9  197.2 
Cheviot Pension: 
Money Purchase Section 53.0 53.0 
With Profits Section 45.8 50.8 

      293.7  301.0 

(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:  

2021 2020 
£m £m 

Final Salary Schemes 39.7  34.5 
Cheviot Pension: 
Money Purchase Section 99.2 89.1 
With Profits Section 14.9 8.5 

      153.8  132.1 

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. 
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16. Current assets

2021 2021 2021 2020 2020 2020 
Final The Total Final The Total 

Salary Cheviot Salary Cheviot 
Schemes Pension Schemes Pension 

£'000 £'000 £'000 £'000 £'000 £'000 

Contributions due 
Employers 47 229 276 63 210 273 
Employees - 229 229 - 204 204 

Cash balances 281 806 1,087 387 1,345 1,732 
Prepayments and accrued income 70 7 77 68 5 73 
Other debtors 10 53 63 4 113 117 
Amounts due from related parties (Note 18) 70 151 221 46 242 288 

478 1,475 1,953 568 2,119 2,687 

Employer and employee contributions due at the year-end were subsequently paid to the Scheme in all material respects 
within the timescale set out in the relevant Schedule of Contributions and Payment Schedules.  

17. Current liabilities

2021 2021 2021 2020 2020 2020 
Final The Total Final The Total 

Salary Cheviot Salary Cheviot 
Schemes Pension Schemes Pension 

£'000 £'000 £'000 £'000 £'000 £'000 

Amounts due to related parties (Note 18) - (9) (9) - (20) (20)
Benefits payable 

Retirement (27) (18) (45) - (20) (20)
Other accruals (141) (131) (272) (99) (155) (254)
Other creditors including taxation and social 
security (785) (124) (909) (130) (277) (407)

(953) (282) (1,235) (229) (472) (701)
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18. 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: 

• Owed the Final Salary Schemes £70k (2020: £46k)
• Owed the Cheviot Pension £142k (2019: £222k)

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

19. Employer related investment

There were no employer related investments at the end of the year. 

20. 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 2021 in respect of this scheme shows a surplus of £334k (2020: surplus of £195k). 
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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 
2021 which is set out on page 40. 

In our opinion contributions for the year ended 31 December 2021 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: 29 July 2022
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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: 

2021 2021 2021 
Final The Total 

Salary Cheviot 
Schemes Pension 

£'000  £'000  £'000  

Employer deficit funding contributions 2,050 - 2,050

Employer normal contributions - 3,291 3,291

Members' normal contributions - 3,235 3,235
Total 2,050 6,526 8,576 

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

2021 2021 2021 
Final The Total 

Salary Cheviot 
Schemes Pension 

£'000  £'000  £'000  

Employer Additional 401 - 401
AVCs - 27 27

Total contributions as per note 5. 2,451 6,553 9,004 

This Summary of Contributions was approved by the Trustee on  and signed on behalf of the Trustee by: 

……………………… 
Sir Derek Morris 
Chairman 

29 July 2022

Sir Derek Morris
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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 £234.1 million as at 
31 December 2021.  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 2021. 

There are four schemes with valuations due as at 31 December 2021 which are due to be completed by 31 March 2022. 

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.   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 
2020. This showed that on that date: 

The value of the ongoing liabilities was: £95.5 million 

The value of the assets at that date was: £95.9 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. 
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Appendix 1 – Investment overview 

Annual market commentary to 31 December 2021 

Over the year to 31 December 2021 return-seeking asset classes performed extremely positively. Unprecedented levels of 
fiscal and monetary stimulus injected by central banks and governments around the world, the pace of the vaccination 
rollout programmes leading to reopening of economies had a positive effect on equity markets resulting in strong equity 
performance over the year. Gilt yields rose over the year and credit spreads tightened.  

The start of the first quarter of 2021 was initially sluggish, characterised by rising government bond yields, with both UK and 
US 10-year yields rising to well above levels not seen since the start of the pandemic in 2020. This had a negative effect 
overall on equity markets, particularly less cyclical sectors that were relatively overvalued. Nevertheless, equities continued 
to rise toward the end of the quarter after successful vaccination programmes in developing countries and significantly 
increasing stimulus agreed in the US. The first quarter saw dramatic falls in government bond prices globally as investors 
sold holdings amid growing concern of inflationary pressure caused by the large stimulus packages from governments. The 
market stabilised toward the end of the quarter as restrictions began to lift and the economic outlook became increasingly 
positive, offsetting some of the inflationary fears. 

Q2 2021 saw positive returns across the majority of asset classes. Global equities continued their rise for the fifth 
consecutive quarter since the sharp selloff seen at the start of the pandemic. Growth continued to be supported by 
accelerating vaccination rates globally, especially in developed economies, and governments continuing to underwrite the 
growth in equities and markets. Bank discussions on how to ease the economy off monetary support, especially if inflation 
continues to rise, has raised investor concerns shown by some short-term volatility during the quarter. Government bond 
yields stabilised somewhat over the quarter, after Q1 saw rates rise dramatically. The rise in yields seen in Q1 began to 
reverse but yields remain higher than those seen at the start of 2021.   

Q3 2021 saw a marginal decline in global equity markets in local currency terms, in contrast to the strong equity rally seen 
over the prior five quarters since the selloff in Q1 2020. Equity performance in regions diverged. Emerging markets were 
down significantly. Japan was the strongest performing region, largely driven by the news that the incumbent prime minister 
would be stepping down, driving hopes of larger stimulus packages, economic reform and an improved vaccination 
programme. UK equities also performed positively, despite inflation and supply chain worries affecting the domestic 
economy. Global sovereign bond yields including gilt yields increased over the third quarter while inflation expectations 
rose. Commodity prices continued to rise over the quarter due to supply chain bottlenecks and rises in energy prices. 

The final quarter of 2021 saw equity markets rise as they priced in the expectation that the Omicron variant was not as 
severe as previously feared, after an initial dip in October. Equity markets were fuelled by strong corporate earnings results 
despite concerns over inflation and potential for tighter central bank policy in the years ahead. Longer dated government 
bond yields, including UK gilts, rose significantly over the second half of the quarter following announcements that tapering 
of central bank bond purchases and interest rate rises will be introduced sooner than anticipated. Commodities were the 
strongest performing asset class over the year. Performance was largely driven by a combination of supply chain bottlenecks, 
reduced energy resources, and the pickup in demand as a result of economies reopening across the globe. Inflation levels 
continued to remain at record highs over the month due to covid restrictions increasing supply chain bottlenecks. Inflation 
going forward will influence central bank policy which has supported market performance over the last 18 months. 

2021 saw significant rise in bond yields due to higher inflation expectations and indications of tapering asset purchases from 
most central banks. Credit spreads tightened over the year as the perceived riskiness of corporates reduced following 
unprecedented global stimulus.  

Sterling appreciated against the Euro and Yen but depreciated against the US Dollar over the course of the 12-month period. 
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The Money Purchase Section of the Cheviot Pension 

The investment options available to members in 2021 were the existing Cheviot diversified and specialist 
funds plus three equity only funds, an Islamic fund and an ethical fund, all provided by external 
managers.   

For those members who do not make an investment choice, the Cheviot Lifeplan switches between the 
core Cheviot options according to the member’s planned retirement date. 

Investment strategy 

The three long term Cheviot 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.  

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 reflect the Cautious option more closely with a separate allocation to cash 
for members in the three years before retirement.  An additional cash element was added to the Retirement Planning option 
in Q2 2020 in light of the significant market falls and the need to protect the value of members’ funds as they approached 
retirement.  This has since been unwound. 

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. 

17 The performance of funds not showing 3 or 5 year figures have an inception date below the requirement. 

Statements of 
Investment 

Principles are 
available on 
Cheviot’s 
website. 
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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 contribute 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 the liability hedge has 
risen in value reflecting the fact that interest rates have fallen.  This will have offset most of the rise in the value of the 
liabilities caused by falling interest rates. 

Investment structure 

Most 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. 

*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 
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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 

Most 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 allocation.  This Fund is invested across several 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 2021, 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 10.6 3.9 8.6 4.1 5.6 4.0 SONIA + 3.8% p.a. 

Lower Risk Fund 4.9 2.9 4.5 3.1 n/a n/a SONIA + 2.8% p.a. 

Credit Fund 4.3 1.6 3.6 1.8 3.3 1.9 SONIA + 1.3% p.a. 
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Appendix 2 – Chair’s Governance Statement in respect of the Money 
Purchase Section of the Cheviot Pension 
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Sir Derek Morris
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