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In October we invited members to attend a Town Hall
meeting. The purpose of this meeting is to give you the
opportunity to meet with the Trustee Directors and ask
questions. This meeting was held at Armada House in Bristol
on 4 December 2018. This was the fourth year that we have
run a Town Hall meeting for members.
Thank you to those members who attended and for your time
and active participation in the session.
We appreciate that some members would have been
disappointed to learn that there would not be an internet
stream or WebEx of this event. The Trustee understand that
this prevented some members from attending due to their
location or other commitments making it impractical to attend.
The Trustee has considered carefully the option of a WebEx
compared to a physical meeting hosted in Bristol. It was noted
that last year, when the Town Hall meeting was broadcast
online, it did not result in an increase in participation. The
Trustee felt an in person meeting better facilitated interaction
between the Trustee and the membership. It was therefore
decided to return to an in person format in 2018. The Trustee
will continue to keep the format in which future Town Hall
Meetings are hosted under review.

Summary of the Town Hall discussions
On the next few pages we have summarised the topics
discussed at the meeting including questions raised by
members. We have also provided a copy of the presentation
slides for completeness.
The questions have been divided into the topics on the left.
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Recap from the 2017 Town Hall Meeting
What are the key duties of the Trustee?
The ultimate responsibility of the Trustee is to make sure that there is
enough money to pay the pensions required by the Scheme’s Rules as
and when they need to be paid. In doing so, the Trustee must act
impartially, prudently, responsibly and honestly, and in the best interest of
all members at all times.
To do this, the Trustee are required to:
• Act in line with the Trust Deed and Rules - this is a document that was
created when the Scheme was first set up and outlines the powers held
by the Trustee and the Company.
• Adhere to legislation and guidance enforced by The Pensions
Regulator.
The above requirements can place limitations on the actions the Trustee
can pursue. The Trustee does not therefore have sole discretion over how
the Scheme is run and is unable to control the actions of other parties
involved such as the Company or the Pensions Regulator.
Trustee Directors are either member or Company nominated, and the
board is made up of three of each type. All Trustee Directors have equal
powers and responsibilities and must act in the interests of all members,
irrespective of who nominated them.

What is the Sponsor
Covenant for the Scheme?
The Trustee is of the view that ST
R&D’s covenant as our legal
sponsor is “weak”. This is
because it’s completely reliant on
ST NV and doesn’t make enough
money on its own to cover all its
ongoing costs. This “weak”
covenant must be reflected in the
way that we run the Scheme.
If ST NV were our sponsoring
employer, the Scheme would have
a strong sponsor covenant,
however we cannot rely on the
parent company or wider group
when making decisions in relation
to the Scheme as they do not have
a legal obligation towards it.
The Pensions Regulator has been
increasingly clear in recent years
with its guidance to trustees, not
to rely on the strong covenant of
parent companies in such
situations.

The Trustee board operates under a quorum requirement setting out that a
decision can only be taken by the Trustee when there are a minimum of
two member nominated and two Company nominated directors present. A
decision can therefore never be taken by only the Company or only the
member nominated directors.

Who is the Scheme’s sponsoring employer?
The legal sponsoring employer of the Scheme is STMicroelectronics
(Research & Development) Limited (“ST R&D”).
Although the Bristol site has now closed, ST R&D continues to operate in
the UK through its Edinburgh site. It is the only company that has a legal
obligation to support the Scheme, including through the payment of deficit
reduction contributions, but we usually discuss the Scheme with the group
parent STMicroelectronics NV (“ST NV”). It’s important that we speak to
ST NV as they provide ST R&D with the money required to pay
contributions into the Scheme even though they are not legally obliged to
do so. The Trustee therefore maintain a close relationship with ST NV as
well as ST R&D, however they have no influence over Company decisions
or know what the Company may choose to do within its business in
the future.

What is meant by Sponsor Covenant?
The Pensions Regulator describes covenant as the extent of the
employer’s legal obligation and financial ability to support the scheme now
and in the future. The strength of the sponsor’s covenant is relative to the
scheme that it supports. The covenant should therefore be assessed with
a view of the support available from the employer in the context of the
deficit level and investment risk of the scheme.
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2017 Actuarial Valuation
What is the key driver to the increasing deficit seen over
recent years?
Members will have noted from previous communications that since the 31
March 2014 actuarial valuation, the deficit has increased significantly. This
is because our expectation of how much money we need to hold now, in
order to pay everyone’s pension as they fall due, has increased.
The primary reason for this is that our expectation of future investment
return on the assets we hold has fallen over the period. Most of our
pension payments are not due for many years and so the compounding
effect of small changes in expected future investment returns can have big
impacts on the value of the liabilities.
An Example to illustrate this:
The Scheme owes a pension to Mr P and will need to pay him £100 in one
year’s time.
If the interest rate is 4% p.a., we would need to hold £96 now to pay Mr P
in one year. By contrast, if the interest rate is only 3% p.a. we would now
need to hold £97.
Another member of the Scheme, Mr D, will need to be paid £100 by the
Scheme in 20 years’ time.
If the interest rate is expected to be 4% p.a. over the next 20 years, then
we will need to hold £45.64 today. This is because, with compound
interest, we will then have £45.64 x 1.0420 = £100 with which to pay Mr D
in 20 years.
However, if the interest rate were expected to be only 3% p.a. over the
next 20 years, we would now need to hold £55.37 today.
That means we need to hold 20% more today to pay the member’s
pension because we expect investment returns to be 1% p.a. lower in the
future.

How does the Trustee go about carrying out an
Actuarial Valuation?

Integrated
funding
plan

This approach however does create
a bigger deficit now. Remember a
bigger deficit is not always bad
news as it means the Company has
agreed to pay more cash in to the
Scheme.

The Trustee need to complete the valuation in line with the Pensions
Regulator’s Integrated Risk Management Guidance within which they
expect actuarial valuations to be completed. This framework consists of
three inter-linked concepts.
1. Covenant Assessment – As mentioned on the previous page, the
sponsor covenant (that of ST R&D only as the legal sponsor of the
Scheme) is considered to be weak.
2. Investment strategy - When the Trustee considers investment strategy,
we cannot rely on ST R&D to be able to provide large sums of money to
make up the difference if the Scheme experiences poor investment
returns. We therefore look to reduce risks associated with unexpected
changes in interest rates or future inflation expectations. Such an
investment strategy is likely to provide lower investment returns but
greater certainty that there will be enough money to pay benefits as
they fall due.
3. Funding strategy - The funding strategy must reflect both the Scheme’s
investment strategy and the sponsor covenant. The Trustee wants to
make sure there is enough money in the Scheme so that the Scheme is
not reliant on the support of ST R&D in the future. This approach is
called self sufficiency. This results in a larger margin for caution in the
assumptions.
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2017 Actuarial Valuation (continued)
Why was the statutory deadline for the 2017 Actuarial
Valuation missed?
The statutory deadline for the completion of an actuarial valuation is 15
months after the date at which the valuation is completed (i.e. 30 June
2018 in the case of the Scheme).
The Trustee and Company must agree on both the set of long term
assumptions used to place a value on your Defined Benefit (DB) benefits in
the Scheme and on how any resulting deficit (or shortfall in assets) should be
removed.
We initially wrote to the Company with a proposal for the actuarial valuation in
November 2017. This would typically provide sufficient time to complete
negotiations ahead of the statutory deadline. However, in June 2018 there
were changes in the senior management at ST NV which included individuals
who were involved in approving any deficit repair agreement. We believed
waiting for the new management would allow the Company to reach a more
beneficial agreement for the Scheme, and believed the benefit of waiting
justified submitting the actuarial valuation after the statutory deadline.
Once the management change had come into effect, we were conscious
that the deadline had been missed and so set clear deadlines for the
Company to try and conclude the valuation as quickly as possible. Whilst
these deadlines were not always met, the Trustee were ultimately able to
use their power to change the Scheme’s investment strategy (without
agreement from the Company), to apply pressure to the Company for an
acceptable response.
In addition to this, the Pensions Regulator were kept up to date with
progress throughout the process.

What was the full agreement following the completion of
the 31 March 2017 Actuarial Valuation?
Previously, the Company had been contributing £1.87 million each year
increasing in line with inflation and including an allowance for expenses of
running the Scheme. The Company also met the Scheme’s Pension
Protection Fund (or PPF) Levy directly.
Following the actuarial valuation as at 31 March 2017, and in light of the
significantly increased deficit, the Company has now agreed to the following:
• ST R&D paying £4 million a year into the Scheme. This will be used
to pay down the deficit and the Company have agreed to retain the
increase in the annual contributions every April in line with the
Consumer Price Index inflation. This should result in the deficit being
removed in 6 years i.e. by May 2024.
• ST R&D paying £260,000 a year into the Scheme to cover the
expenses of running the Scheme. These expenses were previously
met from the £1.87 million contributions each year.
• ST R&D to continue to pay the Scheme’s PPF levies directly.
• Letter of comfort from ST NV. This letter has made the commitment of
ST NV to the Scheme firmer although it is not a legally binding
guarantee of the Scheme’s obligations.
• ST NV making a further cash injection of £6 million into ST R&D.
See page 5 for further details in relation to the recapitalisation.
• The Company’s agreement of the Trustee’s proposed investment
strategy. See page 4 for further details on the updated investment
strategy.
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Investment Strategy
How are the Scheme’s investments expected to change
through time?
The Scheme is targeting non-reliance on the Company for future
contributions (also known as “self sufficiency”) by 2030, as explained on
page 3 of the accompanying newsletter.
From the 2017 actuarial valuation we expect the Scheme to be fully funded
on this long term strategy (i.e. assets held equal to liabilities) by May 2024.
However, this long term strategy also requires our investments, between
now and 2030, to be transitioned to low risk investments. This low risk
strategy is likely to result in a more stable funding position for the Scheme
and minimises the possibility of further contributions being required from the
Company.
However, it is still possible under this strategy to see a deficit or surplus
emerge due to the investments not perfectly matching the benefit
payments due from the Scheme or because the membership experience
(such as life expectancy) is different to that assumed for funding purposes.

What was the outcome of the recent investment
strategy review?
DGF
25%

LDI
33%

Absolute Return
Bonds
7%

Direct Lending
20%

Semi Liquid
Credit
15%

Source: Investment Managers

The Trustee has carried out a review of the investment strategy with the
assistance of our investment advisers. The Trustee have agreed with the
Company to implement a revised, lower risk, investment strategy using a
combination of new asset classes that were introduced to the Trustee and
are increasingly popular for pension scheme investments.
The existing investment strategy is expected to return 2.4% each year
above the return expected on government bonds. The Trustee must
consider this expected return in context of the risk that returns could actually
be much lower. The Trustee do this by considering what might happen in a
very bad economic scenario (i.e. something that might happen 1 time in
every 20) and how this would impact the deficit of the Scheme in 3 years’
time. By investing in these new asset classes, the Trustee are able to
construct an investment strategy which produces this same expected return,
but in the very bad scenario it would result in a smaller deficit than the
current strategy. This means the expected return is maintained while
reducing risk in the Scheme.

What are the new asset classes?
Liability Driven Investment (LDI) – a risk management technique aimed at managing interest rate and inflation risk
faced by pension schemes. LDI fund managers typically use a combination of government bonds and derivatives to
gain sufficient exposure to interest rates and inflation, such that the value of the assets move in line with changes in
the liability value resulting from investment return and long term expectation of inflation assumptions changing.
Direct Lending – refers to loan investments made directly by a fund manager on behalf of a fund to a portfolio of
borrowers, typically medium sized businesses. As banks have reduced lending, institutional investors like pension
schemes have the opportunity to step into the role traditionally played by banks and capture the attractive returns for
providing finance in private markets. This does not mean lending money to ST R&D or the ST Group.
Semi Liquid Credit – A semi liquid credit strategy aims to fill the gap in terms of risk, return and liquidity between
the illiquid and liquid credit areas that pension schemes typically invest in. Managers will combine relatively liquid
asset classes, such as High Yield Bonds, with illiquid asset classes such as Real Estate Debt. Managers have a
high degree of flexibility in terms of strategies and allocations.
Absolute Return Bonds – funds invest in a wide range of credit asset classes. They are designed to be flexible to
changes in market opportunities, diversified across multiple sub asset classes within credit as well as geographies,
while providing better protection than traditional bond funds against rising interest rates or widening credit spreads.
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Recapitalisation
What is meant by a recapitalisation of ST R&D?
ST NV purchased shares in ST R&D. ST R&D then lend this money to ST
NV, so it appears as a debtor on the balance sheet of ST R&D. ST NV are
then required to pay this loan back to ST R&D over time.
Recapitalisation of ST R&D does not involve any transfer of money
to the Scheme. The Scheme is a separate legal entity to ST R&D and
all Scheme funds are held separately from ST R&D’s own assets.

What impact does the recapitalisation of ST R&D have on
the Scheme?
A recapitalisation of ST R&D improves the legal covenant provided to the
Scheme because the additional funds are owned by ST R&D, although
loaned back to ST NV. This is because, as legal sponsor to the Scheme,
ST R&D has a legal obligation to fund the Scheme when in deficit. ST
R&D has the ability to call back the loan to ST NV in order to meet this
obligation to the Scheme.

What happened to the £16m recapitalisation which
formed part of the 31 March 2014 actuarial valuation
agreement?
Members will recall ST R&D was undergoing a large restructuring project
in 2015 which saw the closure of the Bristol site of ST R&D where most
Scheme members were employed. ST R&D had to meet significant costs
in respect of this project which exhausted the additional cash injection of
£16m resulting from the recapitalisation.
The restructuring has now been completed, but prior to any further cash
injection from ST NV, the ST R&D balance sheet was once more in a
weak position. There was therefore a further £40m recapitalisation earlier
this year to strengthen the ST R&D balance sheet once more. Around £8m
of this was required to settle existing liabilities of ST R&D which were
outstanding following the restructuring exercise.
The majority of this however was used to raise an intercompany debt, or
effectively lent back to ST NV. This will be paid back to ST R&D in such a
way to ensure cash is available for ST R&D to pay the Scheme deficit
contributions. This is important because ST R&D could not otherwise
afford to pay the deficit reduction contributions. ST R&D will produce profit
in the order of £1m per year, where as we have agreed deficit reduction
contributions over the next couple of years of over £4m per year.
Following agreement of the 2017 actuarial valuation, the Company have
also agreed to a further £6m recapitalisation of ST R&D to help make sure
the total cash value covers the expected deficit reduction contributions.
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Recapitalisation (continued)
What is to stop the new recapitalisation being used on
costs for ST R&D again?
The Trustee cannot control how ST R&D uses the additional cash
generated following the recapitalisation. We understand the intention of the
group is that this will be available to provide security to the Scheme.
However we have no influence over Company decisions.
ST NV has a policy of not providing guarantees to pension scheme
arrangements sponsored by their group member firms. We have however
received a letter of comfort from ST NV which makes clear to the Scheme
their ongoing commitment. This is not a legal agreement, however it does
state the Company’s intentions in as strong as possible a manner without
breaking their policy of not granting guarantees. It states that:
“In our capacity as the ultimate parent company of ST R&D, we can
confirm that we shall take all reasonable measures to maintain the
financial position of ST R&D such that it is able to meet both its
commitments towards the Bristol Scheme.
“In particular, as part of the 31 March 2017 valuation, we recapitalised ST
R&D to a net asset position of £38m (before pension deficit). The cash
contributions agreed as stated within the Recovery Plan for the 31 March
2017 valuation will reduce the net assets in ST R&D over time, as the
intercompany debtor is repaid. We confirm that we will not take any action
to reduce the capital of ST R&D through a dividend distribution or other
form so that the full benefit of such capital increase will be entirely devoted
to the obligation to fund the deficit in the Bristol Scheme.”

If the recapitalisation of ST R&D has improved its
covenant, why are the Trustee still reducing risk in the
investment strategy?
The Trustee was of the view that without the recapitalisation, the sponsor
covenant was so weak that the Scheme would need to completely de-risk
its investment holdings. This would mean investing only in government
and high quality corporate bonds as well as LDI portfolios (described on
page 4). This recapitalisation and the new deficit reduction contribution
agreement demonstrates an improvement in covenant which allows the
Trustee to maintain some risk in the investment strategy, as seen in the
new strategy.
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Defined Contribution Section
Will the changes to the
Defined Contribution (DC)
administration costs and
administration procedures
be retrospective?
No. The costs of administration for
the DC section benefits will only be
passed to members as a charge on
their fund going forward. No charge
will be applied to funds in respect of
historic administration costs.
Further, any member who has
already taken their DC fund from the
Scheme as pension benefit will not
be expected to provide any payment
to the Scheme in respect of historic
administration costs.
Similarly, the change in practice
around pension commencement
lump sums mentioned on page 9 of
the accompanying Newsletter, will
not be retrospectively introduced. If
you have already retired you will not
have your pension benefit adjusted
or required to pay any additional tax
charge as a result.

What are the advantages of the proposed
DC Section Changes?
The Changes to the DC Section which the Trustee are investigating are
set out on pages 8 and 9 of the accompanying Newsletter. The advantage
of the changes being considered include:
• Economies of Scale – an insurance company who manages lots of DC
benefits for various parties will be able to achieve lower costs per head
when meeting the governance requirements. Due to the small number
of members in the Scheme with DC benefits, our costs are likely to be
higher, per head.
• More Investment options - currently the Scheme only offers members
the option of investment in equity, bonds and cash, with a lifestyling
phase which targets taking 25% cash and the rest as a pension income
for life through purchase of an annuity only. This does not allow much
flexibility for members to reflect their own risk appetite and desired use
for the fund on retirement. Moving the DC accounts to an insurance
company arrangement will allow a greater choice of funds to invest in
and different options on approaching retirement.
• Specialist DC Trustee – the Scheme Trustee Directors are not
ourselves pension specialists, but work hard to maintain our knowledge
and understanding and work closely with our advisers. Because so little
of the Scheme benefits are in the DC Section, the Trustee have
developed most of their knowledge and understanding in relation to DB
benefits and have built up proportionately less knowledge on DC
benefits. If the benefits were transferred to a large DC arrangement, the
new Trustee would be only considering DC benefits and so have greater
expertise. Often the Trustee board of an insurance company’s DC
pension offering will also include Trustees with a pension background.
• DC specific Communications – most of the Scheme communications
are centred around the DB benefits. A separate provider would be able
to provide DC Section members with literature specifically designed for
their DC benefits. They are also likely to be able to provide a greater
range of ways for you to manage your benefits, which would not be cost
effective for a Scheme of our size. For example, it may be possible to
find a provider who allows access of your fund value via a website or
app on your phone, as well as other modelling tools.
• Access to Pension Flexibilities – Since 2014 there has been much
greater flexibility in how you can access your pensions savings from a
DC pension pot, however this Scheme has not had the resource with
which to allow members to directly access these options. By transferring
the DC Section, members should be able to access the full range of
options, including the ability to draw down their benefits when they
choose from an ongoing investment fund, rather than immediately
having to buy a pension for life (annuity) on retirement.
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Defined Contribution Section (continued)
Why did the DC Fund not charge members for
administration originally?
All members of the DC Section of the Scheme also have DB Section
benefits. Historically it was the DB administration and governance which
accounted for most of the Scheme’s costs. Therefore, while the Rules
have always allowed for an administration charge to be applied to
members funds, it was not seen as a priority to implement, particularly as
it creates some practical difficulties.

Can members choose to transfer their DC account to a
different provider than that selected by the Trustee?
Members can select to transfer their DC benefits out of the Scheme at any
time, and do so separately from their DB pension. If we are able to transfer
the DC Section benefits to another provider, we will write to members at
that time reminding them that they can choose to take their pension to
another arrangement instead. This could for example allow you to
consolidate all of your DC pension accounts into a single provider.
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Other questions
What are the requirements for payment of increases on
pension benefits built up before 1 July 1993?
The Trustee’s duty is to act in line with the Scheme’s Trust Deed and
Rules. We have to make sure there is enough money to pay the pensions
required by the Scheme’s Rules as and when they need to be paid. The
Scheme’s Rules do not provide a right to increases for pensions in
payment that were built up before 1 July 1993.
The Scheme’s Rules and our legal responsibilities mean that we have to
maintain the policy that augmentations to benefits can only be awarded if
all the following conditions are met:
1. The Company agrees that an augmentation is appropriate
2. The Company provides explicit funding for that augmentation
3. The Trustee is satisfied that the benefits required to be paid under the
Scheme's Rules are already sufficiently secure.
Whilst augmentations have been provided in the past, circumstances have
changed including tighter overriding legislation and poor economic
conditions resulting in an increased deficit and so the Company stopping
specific funding for this purpose. This is a theme seen across the pensions
industry. We therefore do not expect the first two conditions to be met in
the near future.
Further, if the Company were to provide additional funding under point 2 at
present, the Trustee would be required to use this to pay off any shortfall
at that time to make sure the required benefits under the Scheme’s rules
are secure.
The Trustee sympathises with pensioners who have a lot of pension built
up before 1 July 1993 and who haven’t received any increases on that part
of their pension. We will continue to consider this issue and raise it with
the Company as soon as it becomes appropriate again.

Recent headlines say increases in life expectancy are
slowing in the UK – what impact does this have on
the Scheme?
The most up to date mortality tables available were used for the actuarial
valuation and so any new knowledge in UK life expectancy has been
incorporated in our calculations. As you may have noted in the recent
news headlines, mortality improvements growth appears to be slowing
(this doesn’t mean life expectancy is falling – we just expect it to increase
less quickly) and this is reflected in this new data.
In terms of how this impacts the Scheme, a slower mortality improvement
rate means that over time, on average, the population will not be living for
as long as we had previously predicted, and therefore pensions will not
need to be paid for as long either. This places a lower value on the
liabilities, albeit this alone is a relatively small reduction compared to other
long term assumptions impacting the value of liabilities.
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Other questions (continued)
Do the Trustees abide by ethical standards when dealing
with investment decisions?
The Trustee are guided by Trust Law. Under these laws, the Trustee must
seek to obtain the best return (for an appropriate level of risk) to benefit
the members of the Scheme. Further, the Scheme only invests in pooled
funds, where the investment managers are given sole responsibility of how
best to invest the allocated assets to achieve that funds objectives. This
means the Trustee are unable to veto individual investments made by
these managers on ethical grounds.

How are the current EU withdrawal arrangements likely to
effect the security of the Scheme?
Until there is more detail on the final EU withdrawal agreement, it is
unclear what will happen after 29 March 2019 and therefore hard for the
Scheme to plan accordingly. The Trustee and their advisers continue to
follow the news but do not have access to any additional information at
this time. However we do expect to continue to see high levels of volatility
in the markets for the foreseeable future as a result of the uncertainty
surrounding this matter, and so the Trustee is working to implement much
of the new Investment strategy to reduce the risk exposure of the Scheme
ahead of UK withdrawal in March 2019.
Members should note that all the Scheme’s assets, benefits paid from and
contributions received are in UK pound sterling, so the Scheme is not
exposed to the exchange rate. Further ST R&D as legal sponsor is a UK
registered Company.
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