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Section 1: Introduction 

Plan details  

1.1 The Plan operates for the exclusive purpose of providing retirement benefits and death 
benefits to eligible participants and beneficiaries.  The Plan’s benefits are provided on both a 
defined benefit and defined contribution basis.  This statement focuses on both the defined 
benefit and defined contributions sections of the Plan.  

1.2 The Plan is registered under the Finance Act 2004. 

1.3 Administration of the Plan is managed by the Trustee who is responsible for the investment of 
the Plan’s assets. 

Pensions Acts 

1.4 Under the Pensions Act 1995 (and as updated by the Pensions Act 2004), the Trustee is 
required to prepare and regularly review a statement of the principles governing investment 
decisions.  This document fulfils that requirement. 

 
1.5 Before preparing this document, the Trustee has consulted the employer, Cummins EMEA 

Holdings Limited, and it will continue to consult prior to any further revision.  All other 
participating employers have nominated Cummins EMEA Holdings Limited to carry out the 
consultation process on their behalf.  The employer has been consulted about a draft of this 
statement and will be provided with a copy of the final statement.  However, the ultimate 
power and responsibility for deciding investment policy lies with the Trustee. 

 
1.6 In preparing this document, the Trustee has sought advice from its consultants, Towers 

Watson Limited. The Trustee will review this document, in consultation with the Investment 
Consultant, at least once a year, or immediately after there have been any significant changes 
in investment policy. 

Financial Services and Markets Act 2000 

1.7 In accordance with the Financial Services and Markets Act 2000, the Trustee will set general 
investment policy, but will delegate responsibility for selection of specific investments to an 
appointed Investment Manager, which may include an insurance company.  The Investment 
Manager will provide the skill and expertise necessary to competently manage the investments 
of the DB and DC sections of the Plan. 

Myners and The Pensions Regulator compliance 

1.8 The Trustee will adopt the principles contained in the Myners Code as they consider 
appropriate for the Plan.  For the DC section of the Plan, the Trustee will also look to consider 
the principles of the Pension’s Regulator guidelines which have been finalised in November 
2013.  
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Section 2: Division of responsibilities 

Trustee 

2.1 Strategic decisions, such as overall asset allocation are made by the Trustee and are not 
delegated to any third party. 

Investment Sub Committee (ISC) 

2.2 The Trustee is responsible for the management of the Plan’s investments.  The Trustee 
recognises the specialist technical nature of investment management and has established an 
Investment Sub Committee (ISC).  The ISC is provided with formal terms of reference 
approved by the Trustee, to provide a greater focus and appropriate level of expertise to assist 
and advise on investment matters for the Plan.  The majority of the members of the ISC will be 
Trustee Directors.  At any given time, the Plan is represented on the ISC by at least three 
Trustee Directors along with other suitably experience individuals. 

Investment Managers 

2.3 Day-to-day investment decisions, including the selection of stocks and the exercise of voting 
rights have been delegated to the investment managers. 

2.4 Each investment manager’s responsibilities include: 

– Discretionary management of the portfolio, including implementation (within guidelines given 
by the Trustee) of changes in the asset mix and selecting securities within each asset class. 

– Providing the Trustee with quarterly statements of the assets together with a quarterly report 
on actions and future intentions, and any changes to the processes applied to the portfolio. 

– Informing the Trustee of any changes in the internal objectives and guidelines of any pooled 
funds used by the Plan as soon as practicable. 

– The independent safekeeping of the assets and appropriate administration (including 
income collection and corporate actions) within any pooled funds used by the Plan. 

Investment Consultant 

2.5 The Trustee has appointed Towers Watson Limited to provide investment advice.  

2.6 The Trustee seeks advice on all investment issues and believes that it has adequate familiarity 
with the issues to make these investment decisions on the basis of that advice. 

2.7 The investment consultant’s responsibilities include: 

– Participating with the Trustee and ISC in reviews of this statement. 

– Advising the Trustee and ISC, as requested: 
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 through consultation with the Plan Actuary on how any changes in benefits, 
membership and funding position may affect the manner in which the assets should be 
invested when considering the DB section. 

 on how any changes at the investment manager(s) could affect the interests of the 
Plan for both DB and DC sections.  The interests of the members are also considered 
in relation to the DC section. 

 on how any changes in the investment environment could either present opportunities 
or problems for the Plan for both sections. 

– Undertaking project work as requested, including: 

 reviews of asset allocation policy in relation to the DB section. 

 reviews of DC lifestyle and strategy in relation to the DC section. 

 reviews of the investment managers for both the DB and DC section where 
appropriate. 

Advising on the selection of new managers and/or custodians  

Plan Actuary 

2.8 The Plan Actuary’s responsibilities in relation to the DB section include: 

– Performing the triennial (or more frequently, as required) valuations of the Plan and advising 
on the appropriate contribution levels for the future. 

– Liaising with the investment consultant on the suitability of the Plan's investment strategy 
given the financial characteristics of the Plan. 

2.9 The Plan’s actuarial and investment consultants are paid either on a project basis or a time 
cost basis.  Fee ranges for projects are agreed in advance.  Time cost fees are calculated by 
reference to the time spent on a project, but also take into account other issues such as the 
complexity, urgency and the knowledge and skill applied to the particular assignment. 

Professional Advisors 

2.10 For the DB section, the Trustee agrees with the Myners best practice of paying particular 
attention to managing and contracting with external advisers (including advice on strategic 
asset allocation, investment management and actuarial issues).  However, the Trustee 
believes that the current arrangement (using a single advisory firm for both actuarial and 
investment advice) has certain advantages for the Plan.  The Trustee will continue with the 
current arrangement until this ceases to be appropriate.   
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Section 3: Objectives and long term policy  

Objectives 

3.1 The long-term objectives of the Trustee for the DB section are: 

a The acquisition of suitable assets of appropriate liquidity that will generate income and 
capital growth to meet, together with new contributions from members and the participating 
employers, the cost of current and future benefits that the Plan provides. 

b To limit the risk of the assets failing to meet the liabilities over the long-term. 

c To minimise the long term costs of the Plan by maximising the return on the assets whilst 
having regard to the objective shown under b. 

The long-term objectives of the Trustee for the DC section the long-term objectives are: 

d The acquisition of suitable assets of appropriate liquidity that will generate income and 
capital growth which, together with new contributions from members and the participating 
employers, will provide a fund at retirement with which to either purchase a pension 
annuity or target another ‘at retirement’ objective. 

e Understand members’ investment needs change as they progress towards retirement age.  

f To minimise long term costs to members whilst having regard to the objective shown 
under. 

 

Long term policy 

3.2 In relation to the DB section the Trustee’s policy is to seek to achieve the objectives through 
investing in a suitable mixture of return-seeking assets (equities and alternatives),liability 
matching assets (bonds and liability-driven investments) and liability management exercises 
(pensioner buy-ins).  The Trustee recognises that the returns on return-seeking assets, while 
expected to be greater over the longer term than those on liability matching assets, are likely 
to be more volatile.  A mixture across asset classes should nevertheless provide the level of 
returns required by the Plan to meet its liabilities at an acceptable level of risk for the Trustee 
and an acceptable level of cost to the employer. 

3.3 In relation to the DC section the Trustee’s policy is to seek the objectives by offering 
investment vehicles that invest in a suitable mixture of asset classes and a range of funds 
which together offer a suitable mixture of real and monetary assets.  These different asset 
classes provide opportunities for both growth and security.  The Trustee recognises that the 
returns from assets that are associated with high growth, while expected to be greater over the 
longer term than those on more secure assets, are likely to be more volatile.  Various mixtures 
across asset classes, reflecting the different requirements as members’ progress towards 
retirement, should nevertheless provide the level of returns required by the members to meet 
their reasonable expectations at an acceptable level of risk for the members. 
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3.4 The assets of the Plan will predominantly consist of investments trading on regulated markets 
and assets which are not traded on such markets are kept to a prudent level.    

3.5 The Trustee carried out a full review of the DB section’s investment strategy with its 
Investment Consultant in following the most recent actuarial valuation.  

3.6 In relation to the DB section the Trustee agreed to adopt a ‘journey plan’ with the aim to target 
103% on a ‘self-sufficiency’ basis by 2028.  It is expected that this target will reduce closer to 
100% as the Plan gets closer to the end of its Journey Plan, The Trustee’s central journey 
plan assumes that the Plan will retain the current level of investment return for ten years 
before reducing the allocation to return-seeking assets.  The assumptions used in the strategy 
review have been included in Appendix B. 

3.7 The Trustee will monitor the DB section of the Plan’s funding level relative to the ‘journey 
plan’.  This will enable the Trustee to implement ‘dynamic’ de-risking whereby if the progress 
of the Plan’s funding level is above that expected under the journey plan, the de-risking can be 
accelerated allowing gains to be locked-in.  A revised lower return journey plan can then be 
adopted carrying a lower level of risk.   

3.8 The DC section currently offers two strategies for members, flexicycle and self-select: 
 
Flexicycle: The flexicycle structure offers members flexibility to choose the growth assets they 
invest in, the length of de-risking period and their ‘at-retirement’ objective. Members can 
choose from three at-retirement portfolios, designed to target lump-sum, annuity purchase and 
drawdown.  

Default lifestyle: The default strategy is initially invested in the Accelerated Fund, de-risks 
into the Moderate Fund from 20 years away from retirement and then de-risks further over a 
10 year switching period to align with the annuity focussed at-retirement portfolio.  This at-
retirement portfolio aims to provide members with some level of protection against changes in 
annuity prices caused by changes in market pricing whilst maintaining some allocation to 
growth assets. 

 
Self-select: The self-select fund range allows members to choose their own funds from a 
range of options. 

3.9 In 2017, the Scheme transitioned to the new flexicycle investment strategy and self-select 
range on the LGIM investment only platform agreed with the Trustee in 2016.  The ISC will  
continue to monitor the suitability of the default and self-select range. 

Additional Voluntary Contributions (“AVCs”) 

3.10 The Trustee provides a facility for members to pay AVCs into the Plan to enhance their 
benefits at retirement. For DC members, they have a choice of investing the AVC in any 
combination of self-select or lifecycle investment options.   

 
3.11 At present for both sections of the Plan the Trustee offers members the facility to invest in a 

range of funds with Legal & General. 
 
3.12 Historical DB AVC arrangements with the Equitable Life Assurance Society and Prudential 

also exist; however, they are not open to further contributions. 
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3.13 DC members can invest the AVC in line with the options available in the DC section.  
 
3.14 The Trustee monitors the investment performance and reviews the appropriateness of the 

arrangements for AVCs from time to time. 

Diversification 

3.15 The Trustee’s investment manager structure and asset allocation is designed to ensure that 
the Plan’s investments are adequately diversified. In particular for the DB section and the 
Flexicycle strategy within the DC section, it is designed so as to avoid excessive reliance on 
any particular asset, issuer or group of undertakings and so as to avoid accumulations of risk 
in the portfolio as a whole.  Investments in assets issued by the same issuer or issuers 
belonging to the same group must not expose the Plan to excessive risk exposure to a single 
counterparty and to other derivative operations, where relevant. 

Suitability 

3.15 The Trustee has taken advice from the Investment Consultant and considers that the Plan’s 
investment strategy is currently suitable for the Plan given its liability profile for the DB section 
and membership of the DC section.    

Liquidity  

3.16 For the DB section the Trustee, together with the Plan’s administrators, will ensure that they 
hold sufficient cash to meet the likely benefit outgo from time to time.  The Trustee’s policy is 
that there should be sufficient investments in liquid or readily realisable assets to meet 
unexpected cashflow requirements in the majority of circumstances.  The Trustee has also 
determined a policy for meeting cashflow requirements that is consistent with the Plan’s 
overall investment policy. 

3.17 For the DC section the members’ accounts are held in pooled funds which can be realised to 
provide pension benefits on retirement, or earlier on transfer to another pension arrangement. 

Self Investment 

3.18 It is the Trustee’s policy not to invest any assets in Cummins Inc or any of its subsidiaries 
other than via pooled investment. 

Social, environmental and ethical issues 

3.19 The Trustee has delegated responsibility for the selection, retention and realisation of 
investments to its external investment managers. In so doing the Trustee has also delegated 
day to day responsibility for exercising its investor rights and responsibilities. 

3.20 The Trustee supports good stewardship in pursuit of its fiduciary duty and recognises the UK 
Stewardship Code as best practice.  The Trustee is designated as a Tier 1 signatory to the 
Code.  The Trustee encourages its investment managers to adhere to the principles of the 
Code, to document their policies on stewardship, and to disclose these publically.  
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3.21     The Trustee delegates its voting rights to investment managers and expects these to be 
exercised where practical. The investment managers are required to provide regular reports to 
the Trustee detailing their voting activity.  

3.22     Where investment style and resources permit, the Trustee encourages its investment 
managers to engage with investee companies, and where concerns arise, to promote the 
interests of long term shareholders.  The Trustee welcomes periodic reports from investment 
managers detailing this activity. 

3.23     The Trustee recognises that environmental, social and corporate governance (ESG) factors 
(including climate change) can impact investment risk and return and, where investment style 
and resources permit, encourages its investment managers to take such factors into account 
in the exercise of their delegated duties. Other non-financial matters, such as individual 
member’s views are not taken into account. 

3.24     The investment adviser monitors the stewardship approach of the Plan’s investment 
managers and reports on this to the Trustee at least once a year.  Where appropriate the 
Plan’s adviser will engage with investment managers to encourage improvement. 

Rights attaching to investments 

3.25 The Trustee’s policy is to delegate responsibility for the exercising of rights (including voting 
rights) attaching to investments to the investment managers and to encourage the managers 
to exercise those rights.  The investment managers provide regular reports to the Trustee 
detailing their voting activity. The Trustee supports the Stewardship Code.  The investment 
managers are asked to confirm their compliance with this code.  

Soft commissions 

3.26 The Plan’s investment managers do not enter into soft commission arrangements with brokers 
in relation to the Plan’s assets. 

Leverage 

3.27 The Trustee’s policy is not to leverage the return-seeking assets of the Plan.  The Liability 
matching assets hedge the inflation and interest rate risk of the Plan using derivatives which 
include leverage.  

Derivatives 

3.28 For the DB section of the Plan investment in derivative instruments may only be made by the 
Plan when contributing to a reduction of risks or to facilitate efficient portfolio management 
(including the reduction of cost or the generation of additional capital or income with an 
acceptable level of risk), and any such investment must be made and managed so as to avoid 
excessive risk exposure to a single counterparty and to other derivation operations. 

3.29 For the DC section of the Plan, no exposure to derivatives is taken. 

bx104
Highlight
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Section 4: Investment management 
arrangements 

Choosing investments 

4.1 The Trustee has appointed investment managers who are authorised under Financial Services 
and Markets Act 2000 to undertake investment business.  After gaining (and, at most, annually 
reconfirming) appropriate investment advice, the Trustee has specified the asset allocation of 
every manager.  Investment choice has been delegated to the managers subject to defined 
tolerances relative to their respective benchmarks. 

4.2 In this context, investment advice is defined by Section 36 of Pensions Act 1995 (as 
amended). 

4.3 The Trustee considered the use of both passive and active investment management when 
reviewing the Plan's strategy.  The resultant use of active and passive management is formed 
following consideration of the efficiency, liquidity and level of transaction costs likely to prevail 
within each market as well as the impact of the investment manager fees on future expected 
returns net of fees. 

4.4 The Trustee has considered the guidelines and restrictions of each of the mandates in which 
the Plan invests and is comfortable with them. 

Manager structure 

4.5 The assets of the Plan are invested with a number of investment managers appointed by the 
Trustee.  

4.6 The investment managers may use pooled vehicles to help with diversification. 

Performance objective 

4.7 Whilst the Trustee is not involved in the Investment Managers’ day to day method of operation 
and therefore cannot directly influence attainment of the performance target, it will assess 
performance and review the managers’ appointments regularly.  A measurable objective has 
been developed for the managers consistent with the achievement of the Plan’s longer term 
objectives and this is: 

 to perform in line with the performance targets relative to the relevant benchmark 
indices, listed in the Investment Manager Agreement, for each of the managers. 

Manager monitoring 

4.8 The Investment Managers’ appointments will be reviewed by the Trustee, based on the results 
of its ongoing monitoring of performance and investment process and of the investment 
managers’ compliance with the requirements of the Pensions Act concerning diversification 
and suitability, where relevant.  The investment managers have been provided with a copy of 



Cummins UK Pension Plan 9 

 

this Statement and the Trustee will monitor the extent to which the managers give effect to the 
policies set out in it. 

4.9 The Trustee recognises that the active managers’ performance will be volatile and that they 
will not always achieve their target.  Nonetheless, the managers should demonstrate that the 
skill exercised in managing the portfolios is consistent with the target given the levels of risks 
adopted. 

4.10 The Trustee uses the services of an independent performance measurement company 
(currently Northern Trust Limited) to assess the managers’ performance relative to the 
benchmark returns for the DB and DC section. 

4.11 The Trustee uses Capita as the administrator for the DC section of the Plan. 

Investment restrictions 

4.12 The Trustee has agreed various investment restrictions with the Investment Managers as 
described in the respective Investment Manager Agreements. 

4.13 The Trustee has not prohibited the use of any financial instrument (including derivatives) by 
the Investment Managers. 

Compliance 

4.14 The Trustee has agreed with the investment managers that the investment managers will 
report quarterly to the Trustee with: 

 a review of recent performance, such performance to be measured by an organisation 
independent of the investment manager; 

 a listing of all investment transactions;   

 a cash reconciliation. 

4.15 The investment manager has undertaken to inform the Trustee immediately of any serious 
breach of internal operating procedures. 

4.16 The Trustee periodically seeks written advice about the Plan’s investments from the 
investment adviser, and has made arrangements to obtain and consider such written advice. 

Transaction costs 

4.17 The Trustee has considered the policies of the Investment Managers on transaction costs 
(including commissions) and is comfortable with them.  The Trustee will continue to monitor 
this from time to time. 
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Fees 

4.18 For the DB section the Investment Managers are paid fees for their services based on the 
value of the Plan’s assets under management. 

4.19 Fees are also paid to the DB Plan’s Actuary and DC and DB Plan’s Investment Consultant. 

4.20 Fees are paid to the Custodian based on the volume of transactions processed and the range 
of services provided.  The amount of and invoicing arrangements for the Custodian’s charges 
for providing services (as set out in the Master Custody Agreement) will be agreed from time 
to time between the Trustee and the Custodian. 

4.21 For the DC section, members bear the investment management charges on their investments. 
These fees are charged by adjustments to the unit prices within the funds, calculated daily on 
the value that day.  The Trustee believes the charging structure is appropriate and in line with 
standard market practice.  
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Section 5: Risk Management 

5.1 The Trustee recognises a number of risks involved in the investment of the assets of the Plan 
in relation to the DB section: 

Solvency risk and mismatching risk  

 Are measured through a qualitative and quantitative assessment of the expected development 
of the liabilities relative to the current and alternative investment policies. 

 Are managed through assessing the progress of the actual growth of the liabilities relative to 
the selected investment policy. 

Sponsor risk: 

 Is measured by the level of ability and willingness of the sponsor to support the continuation of 
the Plan and to make good any current or future deficit for the DB section. 

 Is managed by assessing the interaction between the Plan and the sponsor’s business, as 
measured by a number of factors, including the creditworthiness of the sponsor and the size of 
the pension liability relative to a number of metrics reflecting the financial strength of the 
sponsor. 

5.2       The Trustee recognises a number of risks involved in the investment of the assets of the Plan 
            relating to both the DB and DC sections. 

Liquidity risk 

 Is measured by the level of cashflow required by the Plan over a specified period. 

 Is managed by the Plan's administrators assessing the level of cash held in order to limit the 
impact of the cash flow requirements on the investment policy. 

 Political risk  

 Is measured by the level of concentration of any one market leading to the risk of an adverse 
influence on investment values arising from political intervention. 

 Is managed by regular reviews of the actual investments relative to policy and through regular 
assessment of the levels of diversification within the existing policy. 

Manager risk: 

 Is measured by the expected deviation of the prospective risk and return, as set out in the 
manager(s)’ objectives, relative to the investment policy. 
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 Is managed by monitoring the actual deviation of returns relative to the objective and factors 
supporting the manager(s)’ investment process. 

Currency risk: 

 The Trustee understands that exchange rate movements could reduce the returns achieved on 
the Plan’s overseas investments. 

 Is addressed in the DB plan through diversification of holdings, monitoring of the asset 
allocation and where appropriate, hedging of currency exposure(s) either externally or within 
the pooled fund investments. 

 In the DC Plan via the provision of currency hedged pooled fund investments in flexicycle and 
in the self-select fund range.  

 Custodial risk:  

 Is measured by assessing the credit-worthiness of the custodian bank and the ability of the 
organisation to settle trades on time and provide secure safekeeping of the assets under 
custody. 

 Is managed by monitoring the custodian’s activities and discussing the performance of the 
custodian with the investment managers when appropriate. 

5.4 The Trustee also recognises a number of risks involved in the investment of assets of the Plan 
in relation to the DC section: 

Inflation risk: 

 The risk that the investment return over members’ working lives does not keep pace with 
inflation. 

Annuity Conversion risk: 

 The risk that relative market movements in the years just prior to retirement may lead to 
substantial reduction in the pension and cash lump sum secured. 

Capital risk: 

 The risk that the funds in which members invest fall in absolute terms. 

Opportunity cost or shortfall risk: 

 The risk that members do not take sufficient risk at a stage in their lives when they are most 

able to, resulting in a smaller than expected pension account at retirement. 
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Fee risk: 

 The risk that the value of a member’s pension account is unduly eroded due to higher 
investment management charges. 

5.5 These measures do not render the investment policy free of risk.  Rather, the measures 
endeavour to balance the need for risk control and the need for assets which are likely to 
achieve the required performance target. 

5.6 The Trustee continues to monitor these risks. 
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