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1. CHAIR'S ANNUAL REPORT

This Statement reports on how the Trustee has complied with the defined contribution (“DC")
governance standards that were introduced under The Occupational Pension Schemes (Charges and
Governance) Regulations 1996 ( the “Regulations”), The Occupational Pension Schemes (Scheme
Administration) Regulations (“the Administration Regulations”) 1996 (as amended) and the
Occupational Pension Schemes (Administration and Disclosure) (Amendment) Regulations 2018 (“the
2018 Regulations”).

It describes how the Trustee has met the statutory governance standards in relation to:

e the default funds/arrangement(s);

the self-select funds/arrangement(s);

e requirements for processing financial transactions borne by members;

e assessment of charges and transaction costs;

e disclosure of charges and transaction costs for default funds;

e disclosure of charges and transaction costs for funds selected by individual members;

e provision of examples of the cumulative effect of scheme specific charges and transaction costs on
the value of a member’s benefits;

e the requirement for trustee knowledge and understanding,
between 6 April 2019 and 5 April 2020, the 2019/2020 Scheme year (“the Scheme Year").

This report is available to review under:
https://www.hexcel.com/user_area/uploads/2020HexcelChairsStatementFinalincApp1SIP.pdf
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2. DEFAULT FUNDS
2.1 Auto-enrolment

The Scheme is used as a Qualifying Scheme for auto-enrolment.

2.2 Default — Annuity Purchase Life Style strategy

This is the Scheme's default option — if the member makes no election in terms of where they want
their contributions to be invested, they will be invested into this arrangement.

The funds will be invested within the LGIM Global Equity 50:50 Index Fund before gradually
switching into Bonds/Gilts (75%) and a Cash fund (25%) at the members target retirement age. The
automatic switching period will change 10 years before the members retirement age to reduce the
volatility within the fund as the member nears retirement. This option may be suited for members
who prefer the “traditional” route of taking a 25% tax-free cash lump sum and securing a guaranteed
income by purchasing an annuity.

The table below shows the underlying funds in the Annuity Purchase Life Style strategy:

Fund Name Type

LGIM Global Equity Fixed weights (50:50) Index Fund | Index-tracking/passively managed
LGIM Over 15 years Gilts Fund Index Index-tracking/passively managed
LGIM Cash Fund Passive

The chart below illustrates the change in the asset allocation for the default strategy over the period
before a member’s retirement.
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2.3 Default Cash Fund

In the event that any of the Trustee chosen asset classes (either default funds or self- select funds)
become illiquid, difficult to buy or sell, or price accurately, or dealings with that fund are either
temporarily suspended (‘gated’) by the fund manager, particularly when financial market conditions
are stressed or volatile, the Trustee shall, without the individual member explicit consent,
automatically divert the members future contribution allocations in respect of that particular fund to
the:

LGIM Cash Fund

The strategy for doing this is that the charges on this fund are below the Charge Cap of 0.75%.
Holding funds in cash is a safe short-term investment and when stock markets are volatile, and cash
can deliver more steady returns.

The performance of the cash fund is reviewed by the Trustee on a quarterly basis.

The members are advised that this is the default fund the Trustee will automatically divert funds to it
in the event of an investment fund being suspended, but members are advised immediately to
consider switching to an alternative fund of their choice.

In the event that a particular suspension of a fund is lifted, funds will automatically be re-directed to
the previously expressly chosen fund, unless in the interim, the member has chosen an alternative to
(the default cash fund), the LGIM Cash Fund.

In the event that a fund is suspended for more than a year a new alternative fund will be substituted.

In March 2020 the Trustee were advised by LGIM that:

“in light of extreme market volatility and the current exceptional circumstances in the UK property
market, we have taken the difficult decision to suspend all dealings in the Legal and General
Assurance (Pensions Management) Limited ("PMC") Managed Property Fund (PF Section C, AABA,
AABB, KJ).”

Please note that this does not currently affect any of the other investment funds available to members
of the Hexcel Composites Limited Pension Scheme”.

The Trustees took the decision, in respect of all members who had elected to have their monthly
contributions invested part or wholly in the Managed Property Fund, to divert their future
contribution allocation into the LGIM Cash Fund until such a time as the Managed Property Fund is
reinstated by Legal & General.

There were 52 Active members whose monthly contributions were invested in the LGIM Cash Fund.
The Trustee sought and obtained the advice of the Scheme’s advisers, and all members were advised
that their funds were going to be diverted. Members were advised that if they did not wish to invest
in the LGIM Cash Fund (the default cash fund) they could immediately redirect their future
contributions to alternative fund/s.
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2.4 Alternative Life Style investment strategy options

The Trustee offers two alternative Life Style investment strategy options to give the members’ more
choice and which reflect the increased range of pension flexibilities now available.

Flexible Option 1 — 100% Cash Lifestyle strategy — 5 years to retirement

This option may be suited to members who plan to take their entire fund as a cash lump sum at
retirement. 5 years before retirement the funds will start to switch from the LGIM Diversified Growth
Fund into the LGIM Cash fund so that at retirement 100% of the fund will be invested in cash.

The table below shows the underlying funds in the 100% Cash Life Style strategy:

Fund Name Type

Diversified Growth Fund Index tracking/passive

LGIM Cash Fund Passive

The chart below illustrates the change in the asset allocation over the 5 year period before a
member's retirement.
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Flexible Option 2 — Continued Investment Lifestyle strategy

This option is for members that would look to take lump sums out of their fund when they need
them, but continue to invest the rest of their pension in equities until their NRD or a later date.

The members fund will start to switch from the LGIM Diversified Fund into the LGIM Cash fund
10 years from retirement age so that at retirement age 25% of the fund will be invested in cash. The
remaining 75% will remain invested in the LGIM Diversified Fund.

The table below shows the underlying funds in the Equity Investment Lifestyle strategy:

Fund Name Type

Diversified Growth Fund

Index tracking/passive

LGIM Cash Fund

Passive

The chart below illustrates the change in the asset allocation over the 10 year period before a

member’s retirement.
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3. STATEMENT OF INVESTMENT PRINCIPLES

The Trustee is responsible for the Scheme’s investment governance which includes setting and
monitoring the investment strategy for the Scheme's default funds/arrangements.

Details and objectives of the Trustee policies regarding the default funds/arrangements can be found
in a document called the ‘Statement of Investment Principles’ (“SIP").

Appended to this statement is a copy of the Scheme’s latest Statement of Investment Principles,
which has been prepared in accordance with regulation 2A of the Occupational Pension Schemes
(Investment) Regulations 2005 (the “Statement of Investment Principles”). The SIP also includes the
Trustee policy on Environmental, Social and Corporate Governance (ESG).
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4. MEMBER SELECTED FUNDS

The Trustee also offers a range of self-select funds to provide members who wish to decide for
themselves how to invest some flexibility to do so. The self- select funds offered are listed below:

{

L&G — Self-Select Funds (Member choice) (free style)

Fund

Type

1 L&G Global Equity Fixed Weights (50:50) Index Index tracking/passive
2 L&G UK Equity Index Index tracking/passive
3 L&G UK Smaller Companies Index Index tracking/passive
4 L&G Ethical Global Equity Index Index tracking/passive
5 L&G North America Index Index tracking/passive
6 L&G Europe (ex UK) Index Index tracking/passive
7 L&G Japan Equity Index Index tracking/passive
8 L&G Asia Pacific (ex. Japan) Equity Index Index tracking/passive
9 L&G World Emerging Markets Equity Index Index tracking/passive
10 L&G Over 15 Year Gilts Index Index tracking/passive
11 | L&G Active Corporate Bond - All Stocks Active

12 | L&G Over 5 Year Index-Linked Gilts Fund Index Index tracking/passive
13 | L&G Overseas Bond Index Index tracking/passive
14 | L&G Managed Property Active

15 | L&G Cash Fund Passive

16 | L&G Diversified Growth Fund Index tracking/passive

The Cash Fund is to be used as the default investment option by the Trustee should there be illiquidity

or other issues with the funds listed above.

In the event that a particular suspension of a fund is lifted, funds will automatically be re-directed to
the previously expressly chosen fund, unless in the interim, the member has chosen an alternative to

(the default cash fund), the LGIM Cash Fund.
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5. REVIEW OF INVESTMENT STRATEGY

During the 2019/20 Scheme Year the Trustee has reviewed the performance of the Scheme's
investment options on a quarterly basis and reviewed the funds on an ongoing basis.

The reviews revealed that the investment returns are consistent with the aims and objectives of the
current investment strategy and took into account the impact of the investment performance on
different groups of membership.

The Trustee has also carried out a formal more detailed review of the investment strategy and
performance of the default funds/arrangement(s) and the other member self-select funds they offer to
ascertain that the design of the investment strategy continues to meet the needs of the members in
the light of pension freedoms, the current regulatory landscape and the experience of the Scheme.

A summary of the key observations, conclusions and proposed recommendations of that review were
presented to the Trustee by their external investment advisers at the Trustee meeting on 25
November 2019.

The review included but was not limited to the following:

The current structure of investment options and the funds and strategies;

Analysis of the membership profile and experience of member investment options;
Scheme experience and member choices at retirement;

Planned versus actual member retirement ages;

Trends and industry experience;

Continued suitability of the funds and investment strategies on offer.

Subsequent separate meetings took place to discuss the proposals and consider the advice in
January 2020 and also at the Trustee meeting on 23 March 2020.

Following the review the Trustee confirmed its agreement in principle to changes to the default
fund(s) and other funds, but the final detail is still under consideration due to the impact of Covid19
and upgrades to IT infrastructures.

Information regarding any changes will be formally communicated to the Scheme membership in
quarter four of 2020.

The Trustee regularly reviews the performance of the default arrangement/s and will formally review
both these and the investment strategy at least every three years. The next review will take place on
5 April 2023.
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6. REQUIREMENTS FOR PROCESSING FINANCIAL TRANSACTIONS

The Trustee employs an external specialist company of pension administrators and the
principal/participating employers to provide the core financial transactions for the Scheme.

“Core financial transactions” include (but are not limited to):

e investment of employee/employer contributions in the Scheme;
(Employer contributions, Salary Sacrifice contributions, AVC Salary Sacrifice contributions,
Employee contributions and AVC contributions);

e transfers of assets relating to members into and out of the Scheme;

o transfers of assets relating to members between different investments within the Scheme
(switching investments);

e payments from the Scheme to, or in respect of, members (refunds, PCLS, UFPLS, purchase of
annuities).

There is a dedicated pension administration team for the Scheme.

The Scheme’s administration team has internal service level standards (“SLAs”) in place, which cover
the accuracy, timeliness and volume of all core financial transactions, which are monitored and
reported to the Trustee on a quarterly basis.

The service level standards cover, for example, when all contribution data is clean, the investment
instructions are authorised and contributions are invested within 5 working days, the switch and
allocation of investments on a members record is processed within 4 working days, a member
retirement quotation is processed within 10 working days.

All contributions have been paid to the Scheme by 19th of the month following the collection of
contributions and details the date the contributions are received and sent to the investment manager
is reported to the Trustee.

Two administrators are involved in the processing of all financial transactions; to ensure each fund
holding agrees, unit reconciliations between the member units held on the member’s record on the
administration system and those held by the investment managers are undertaken on a monthly
basis.

Ongoing, to verify and satisfy themselves that the administrative services are of a high standard, that
the administrator is operating good procedures and controls within the service levels and that all
core financial transactions have been processed promptly and accurately during the Scheme year, a
quarterly administration report is provided to the Trustee.

The report details:
e Membership movement and statistics.
e Type of processing activity.

e Service levels and work volumes for each activity type, the number of activities processed and the
service level met in relation to each activity.

e The service levels achieved in that particular quarter for each activity compared to the previous
three quarters.

o Members' feedback on their experience of the service they have received, together with any
comments.

e Details of the date the contributions are received and the date they are invested every month.
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Additionally, all underlying administrator processes are subject to annual audit by an external
independent auditor, based on the framework set out in the technical release AAF 01/06, issued by
the Audit and Assurance Faculty of the Institute of Chartered Accountants in England and Wales.

The latest AAF 01/06 report issued to the Trustee covered the period 1 July 2018 to 30 June 2019;

the independent auditors tested 131 control procedures and identified no exceptions during this
period.
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7. TRUSTEE ASSESSMENT OF MEMBER-BORNE CHARGES AND
TRANSACTION COSTS

Level of member-borne charges and transaction costs

In accordance with regulation 25(1)(a) of the Administration Regulations, and “the 2018 Regulations”
the Trustee is required to set out the “charges” and the “transaction costs”, borne by members of
the Scheme.

For these purposes,

e “charges” means “administration” charges other than:
o "transaction costs”

o where an order of the court provides for the recovery by the trustee or managers of costs
incurred in complying with the order, the amount of those costs

o charges permitted by regulations made under section 24 or 41 (charges in respect of
pension sharing costs) of the Welfare Reform and Pensions Act 1999

o "“winding up costs”
o costs solely associated with the provision of death benefits.

e “transaction costs” means the costs incurred when the Scheme's fund managers buy and sell
assets within investment funds

e “Winding up costs” means the costs of winding up a pension scheme including (but not
limited to) the cost of:

o legal advice
o tracing, consulting and communicating with members
o advice on exiting investments

o selection of an alternative scheme or investments.

During the year the Scheme’s assets with LGIM were re-registered on to Mobius Life's institutional
investment platform which meant that there was a reduction in investment management fees, which
are reflected in this report and in the unit price of the funds. Lower underlying manager charges are
possible because the investment platform aggregates assets across many pension schemes. Mobius
Life is not a fund manager but a leading execution only investment platform.

When preparing this section of the statement the Trustees have taken account of the relevant
statutory guidance.

Annual Management Charge (AMC)

The ongoing charges borne by members, which comprise the annual fund management charges plus
any additional fund expenses, such as custody costs, but excluding any transaction costs, is known as
the total expense ratio (“TER"”). The TER is paid by the members and is reflected in the unit price of
the funds.

The stated charges also include a Mobius Platform charge which is an investment management
charge paid by members and reflected in the unit price of the funds.
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Performance related fees (where applicable), periodic charges (where applicable) and any other
running costs of the funds the underlying managers charge to the funds are payable in addition to
the Annual Management Charge (AMC), and are taken out of the underlying assets directly.

Transaction costs

The transaction costs disclosed in this statement are the costs incurred as a result of the buying and
selling of assets within investment funds.

The transaction costs have been supplied by Mobius Life, the Scheme’s platform provider. Assets
were transferred to Mobius Life on 7 May 2019, and transaction cost data has been provided for the
period from 7 May 2019 to 5 April 2020. This has been adjusted to make allowance for the period
from 6 April to 6 May 2019.

Due to the way in which transaction costs have been calculated, it is possible for overall transaction
costs to be negative; since transaction costs are unlikely to be negative over the long term, the
Trustees have shown any negative figure as zero.

Default Arrangements

The default arrangement is Annuity/Cash Lifestyle arrangement. The default arrangement has been
set up as a lifestyle approach, which means that members’ assets are automatically moved between
different investment funds as they approach their target retirement date. This means that the level of
charges and transaction costs will vary depending on how close members are to their target
retirement date and in which fund they are invested.

For the period covered by this statement, annualised charges and transaction costs are set out in the
table below. The member-borne charges for the Scheme's default arrangement complied with the
charge cap.

Default arrangement: charges and transaction costs

TER, including Mobius

platform costs Transaction costs

Years to target retirement date

10 or more years to retirement 0.12% 0.01%
5 years to retirement 0.10% 0.03%
At retirement 0.08% 0.04%

Self-select options

In addition to the default arrangement, members also have the option to invest in two other lifestyles,
targeting cash withdrawal and ongoing growth investment, plus several other self-select funds.

The annual charges for these lifestyles during the period covered by this statement are set out in the
tables below.
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Flexible Option 1 — 100% Cash Lifestyle strategy: charges and transaction costs

TER, including Mobius

blatform costs Transaction costs

Years to target retirement date

10 or more years to retirement 0.35% 0.00%
5 years to retirement 0.35% 0.00%
At retirement 0.09% 0.00%

Flexible Option 2 — Continued Investment Lifestyle strategy: charges and transaction costs

TER, including Mobius

platform costs Transaction costs

Years to target retirement date

0

10 or more years to retirement 0.35% 0.00%
5 years to retirement 0.35% 0.00%
At retirement 0.29% 0.00%

The level of charges for each self-select fund (including those used in the default arrangement) and
the transaction costs over the period covered by this statement are set out in the following table. The
underlying funds used within the default arrangement are shown in bold.

Self-select fund charges and transaction costs

TER, including Mobius

platform costs Transaction costs

Years to target retirement date

L&G Global Equity Fixed Weights 0.120% 0.01%
(50:50) Index

L&G UK Equity Index 0.070% 0.00%
L&G UK Smaller Companies Index 0.240% 0.03%
L&G Ethical Global Equity Index 0.340% 0.00%
L&G North America Index 0.120% 0.00%
L&G Europe (ex UK) Index 0.120% 0.01%
L&G Japan Equity Index 0.120% 0.00%
L&G Asia Pacific (ex. Japan) Equity 0.120% 0.01%
Index

L&G World Emerging Markets Equity 0.340% 0.01%
Index

L&G Over 15 Year Gilts Index 0.080% 0.05%
L&G Active Corporate Bond - All Stocks 0.250% 0.00%
L&G Over 5 Year Index-Linked Gilts 0.080% 0.12%
Fund Index

L&G Overseas Bond Index 0.100% 0.00%
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L&G Managed Property 0.660% 0.00%

L&G Cash Fund 0.090% 0.00%

L&G Diversified Fund 0.350% 0.00%

Charges and any associated transaction costs (where applicable) are subject to change
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8. VALUE ASSESSMENT

In accordance with regulation 25(1)(b) of the Administration Regulations, the Trustee has assessed the
extent to which the charges and transaction costs paid by the members represent good value for
members.

The Trustee assessment included reviewing the Scheme’s investment funds in the context of their
investment charges, a review of the non-financial benefits of the Scheme and a comparison of the
level of charges with the benefits delivered to members. On the basis of its assessment, the Trustee
concluded that the charges and transaction costs remain good value for members for the following
reasons:

e Members have access to most pension flexibilities (excluding Flexible Drawdown) directly, without
needing to transfer out.

e Members can flexibly access their Defined Contribution funds by taking a single or multiple
UFPLS, the first transaction is free of charge, subsequent transactions incur a charge of £50.

e Annuity broking is automatically offered free of charge to members.
e Communications from the Trustee are frequent and detailed.
e There is a wide range of investments at low investment charges.

o Members meet the costs of investment and transaction charges only, the company meet the cost
of scheme administration charges.

e During the Scheme year, the investment funds have transitioned to the Mobius Life Investment
Platform resulting in a reduction in the Annual Management charges and other charges met by
members.
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9. ILLUSTRATIVE EXAMPLES

The cumulative effect of scheme specific charges and transaction costs
on the value of the member’s Defined Contribution benefits to the
funds underlying the default lifestyle strategy

In order to comply with “the 2018 Regulations” the Trustee has provided below an illustrative
example of the effect over time of the application of charges and transaction costs borne by the
Scheme membership on the value of their accrued rights to defined contribution benefits:

LGIM Over 15 Years
Fund Gilts Index Fund LGIM Cash Fund

LGIM Global Equity
Fixed Weights 50:50

{

Fund
After all After all After all
charges charges charges
and and and
Projected fund in Before transactio | Before transactio | Before transactio
today’s money charges | n costs charges | n costs charges | ncosts
25 £135,757 £134,373 | £135,757 £134,201 | £235,331 £231,243
20 £116,307 £115,321 | £116,307 £115,198 | £182,221 £179,671
vears to 15 £05161 | £94,525 | £95161 |  £94,445 | £134,688 | £133,250
retirement
10 £72,171 £71,824 £72,171 £71,781 £92,147 £91,466
5 £47,175 £47,046 £47,175 £47,030 £54,075 £53,854
Notes

1. Projected pension fund values are shown in today's terms, and have not been adjusted for the
effect of future inflation.

The starting fund size is assumed to be £20,000.

Inflation is assumed to be 2.5% each year.

Contributions are assumed to be £500 per month and increase in line with assumed earnings
inflation of 2.5% each year.

Values shown are estimates and are not guaranteed.

Transaction costs are based on an average of the previous 5 years’ transaction costs.
Charges take into account all of those which can be expected to be taken after investment.
The projected investment growth rate for each fund is as follows:

e Gilts Fund 0.8% p.a.

e Cash Fund 0.8% p.a.

e Global Equity Fund 4.8% p.a.

W

© N g
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10. POOLED FUNDS

The Scheme invests in pooled investment vehicles with Legal & General. Charges are reflected in the
fund unit price and transaction costs are as detailed below.

The investment funds are provided through an insurance policy with Legal & General and there is no
UK statutory or regulatory requirement for Legal & General to register their funds. The pooled funds
are managed by Legal & General internally and are not listed on any publicly traded exchange.
Therefore, unique fund identifiers (e.g. International Securities Identification Number (ISIN/SEDOL
codes (unique seven-character alphanumeric identifiers assigned to securities that trade on the
London Stock Exchange and other smaller exchanges in the UK) for these funds do not exist.

10.1 Default — Annuity Purchase Life Style strategy

Fund Name
LGIM Global Equity Fixed
weights (50:50) Index Fund

Fund
Manager

TER

0.08%

Mobius
Platform
Charge

0.04%

Annual
Manage-
ment
Charge
0.12%

Transaction
Costs
0.01%

LGIM Over 15 years Gilts Fund 0.04% 0.04% 0.08% 0.05%
Index
LGIM Cash Fund 0.05% 0.04% 0.09% 0.00%

Default Cash Fund:

Fund Manager

TER

Mobius
Platform
Charge

Annual
Managemen

t Charge

Transaction
Costs

Fund Name
LGIM Cash Fund

0.05%

0.04%

0.09%

0.00%

Flexible Option 1 — 100% Cash Lifestyle strategy — 5 years to retirement

Fund Name
LGIM Diversified Growth Fund

Fund
Manager
TER

0.31%

Mobius
Platform
Charge

0.04%

Annual
Manage-
ment
Charge
0.35%

Transaction
Costs
0.00%

LGIM Cash Fund

0.05%

0.04%

0.09%

0.00%

Flexible Option 2 — Continued Investment Lifestyle strategy

Mobius Annual
Fund Platform Manage-
Manage Charge ment Transaction
Fund Name r TER Charge Costs
LGIM Diversified Growth 0.31% 0.04% 0.35% 0.00%
Fund
LGIM Cash Fund 0.05% 0.04% 0.09% 0.00%

{
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10.2 MEMBER SELECTED FUNDS

Fund Mobius Annual Transaction
Manager Platform Manage- Costs
TER Charge ment
Charge
1 L&G Global Equity Fixed Weights 0.08% 0.04% 0.12% 0.01%
(50:50) Index
2 L&G UK Equity Index 0.03% 0.04% 0.07% 0.00%*
3 L&G UK Smaller Companies Index 0.20% 0.04% 0.24% 0.03%
4 L&G Ethical Global Equity Index 0.30% 0.04% 0.34% 0.00%
5 L&G North America Index 0.08% 0.04% 0.12% 0.00%*
6 L&G Europe (ex UK) Index 0.08% 0.04% 0.12% 0.01%
7 L&G Japan Equity Index 0.08% 0.04% 0.12% 0.00%*
8 L&G Asia Pacific (ex. Japan) Equity 0.08% 0.04% 0.12% 0.01%
Index
9 L&G World Emerging Markets 0.30% 0.04% 0.34% 0.01%
Equity Index
10 L&G Over 15 Year Gilts Index 0.04% 0.04% 0.08% 0.05%
11 | L&G Active Corporate Bond - All 0.21% 0.04% 0.25% 0.00%
Stocks
12 | L&G Over 5 Year Index-Linked 0.04% 0.04% 0.08% 0.12%
Gilts Fund Index
13 L&G Overseas Bond Index 0.06% 0.04% 0.10% 0.00%
14 L&G Managed Property 0.62% 0.04% 0.66% 0.00%*
15 | L&G Cash Fund 0.05% 0.04% 0.09% 0.00%
16 | L&G Diversified Fund 0.31% 0.04% 0.35% 0.00%*

*transaction costs reported by LGIM were negative so we have assumed a value of zero as a prudent
approach

{
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11. TRUSTEE KNOWLEDGE AND UNDERSTANDING

The Trust Directors’ own combined knowledge and understanding, together with the advice, which is
available to it, enables it to properly exercise its functions as Trust Directors of the Scheme. In
addition, the Trust Directors receive advice and recommendations on investment and legal and other
issues from its professional advisers.

The Trust Directors have completed TPR's Skills Evaluation matrix, a gap analysis and have
completed the TPR's trustee toolkit modules. A Scheme training plan has been established which is
reviewed and updated. In addition, all the Trust Directors are participating in an ongoing training
programme and individual training is recorded on a Scheme training log. This is designed to ensure
knowledge is kept up-to-date, and during the period covered by this statement wide training topics
included an outline of the DC regulatory landscape and significant changes in wider industry
experience following the introduction of “Pension Freedoms” in 2015.

During the Scheme Year, the Trust Directors have met the requirements of sections 247 and 248 of
the 2004 Act (requirements for knowledge and understanding) by receiving training from its advisors
as part of the normal course of business of trustee meetings. As a result, the Trust Directors consider
they have a good working knowledge of all of the Scheme’s Trust Deed and Rules, SIP and
documentation setting out the Scheme’s policies. The Trust Directors are also kept up-to-date with
developments in pensions through briefings from its professional advisers.

The Trust Directors believe they have met the Pension Regulator's trustee knowledge and
understanding requirements (as set out under Code of Practice No 7) during the Scheme Year.

R\ Made——

Chair: Mr P Mackenzie
The Hexcel Composites Limited Pension Scheme

20 August 2020
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APPENDIX 1 - STATEMENT OF INVESTMENT PRINCIPLES

HEXCEL COMPOSITES LIMITED PENSION SCHEME — MONEY PURCHASE SECTION

STATEMENT OF INVESTMENT PRINCIPLES - JULY 2020
1. INTRODUCTION

The Direcfors of Hexcel Composites Pension Trustee Limited, the Trustes of the Hexcel
Composites Limited Pension Scheme [the 'Scheme’) have odopted this Statement of
Investment Principles (the ‘Statement') fo comply with the Pensions Act 1995, the Pensions
Act 2004 and the Occupational Pension Schemes [Investment) Regulations 2005, This
Stotement replaces all previous Statements.

When making their investment decisions and reviewing this Statement, the Trusiee obtained
ond considered the written advice of Cortwright Benefit Solutions Limitec, whom the Trustee
regsonobly believes to be qualified by its ability in and proctical experience of financial
matters and to have the appropricie knowledge and experience of ithe management of the
investments of such schemes. Carlwrignt Benefit Solutions Limited is also authorised under the
Financial Services and Markests Act 2000 to provide investment advice to the Trustee.

Whilst the Trustee is solely respensitle for the Scheme's investment strategy. the Trustee
consulied Hexcel Composites limiled {the 'Empioyer’) on both the investment decisions
taken by the Trustee and this Statement’s content.

The Scheme has a Final Salary Section, a Money Purchase Section, ond legacy Additional
Voluntary Contribution fociities, The Maney Purchase Section is discussed in this Statement.
The Final Salary Section and the legacy Additionai Veluntary Contribution arrangements are
discussed in o separa‘s Statement. Members are able lo pay additional contribufions
through the Money Purchase Section if they wish to do so.

2. INVESTMENT OBJECTIVES

The primary investmeant objactive of the Trustee is fo help 1a ensure that the Money Purchase
Section members of the Scheme are able 1o retire on a recscnable level of pension taking
into account the contributions poid into ther individua!l occounts and the timescaole over
which those contributions were invesied. The Trustee has in place investment options that it
believes can achieve this objeciive.

3. INVESTMENT STRATEGY

The Trusiee will offer a sufficient fund range to satisfy the risk and return combinations
reasonable for most members.

The Trustee has in place a range of invasiment options thaot it telieves can allow members o
strike an gppropriate balance beiween long-term needs for capital growth and shorter-term
volotility of returns, especially in the perod approaching retirement,

The Trustee has designed three lifestyle strategy options. A lifestyle sirategy autometically
switches assefs from higher riskfretum investment inte lower risk/return investments os
retirermant approaches. Further details are in the Appendix.

The lifestyle strategy which switches assets intoc a combination of cash and bonds as
retirernent approaches is used as the default investment option for members who do not
oactively moke an investiment decision.

The Trustee will formally review the fund range offered and the lifestye strateqgy options from

time-to-ime to take into account changes in varous considerations such as: the membership
profie, legistation and regulations. and devealopments in investment products,
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4. RISK MEASUREMENT AND MANAGEMENT

The Trustes is aware of a range of risks inherent in investing the assets of the Money Purchase
Section, The Trusiee befieves that the investment options offered to members provide
cdequate choice and diversification boih within and across different asset classes.

The Trustee's policies on the key invasimentrsiated risks are as follows:

* Active monager risk: the Trustee recognises thal the use of cclive management
involves a risk that the assets do nol achieve the expected return and potentially
increases the governance reguirements. For these reasons, and fo reduce costs for
mambers, investments cre predominantly index-trocking funds. However, for some
asset classes {eg corporate bonds and property) the Trustee believes this risk moy be
outwelghed by the potential gains from successful octive mancgement. Therefore,
the Scheme offers o mixture of index-fracking and active management which may
be adjusted from time o lime.

« Diversification: the Trustee hos designed the lifestyle strategies, and provides members
with various self-select options, to diversify across asset classes, counter-parties, and
geographically. This helps to avoid excessive concentrations of risk. To achieve cost-
effective diversification, the Scheme's assets are all invesied in pooled funds,

» lliguidity: some assel classes can become difficult fo buy or sell, or price cccurctely,
particutary when financiol morket cenditions are stressed. This can lead 1o pooled
fund transactions being suspended by the fund manager. In these scenarios, the
Trustee may consider aon atemative fund as @ temporary or permanent defaull
investment option for those contributions cnd may communicate with members
where relevant.

« Security of assets: the safe custody of the invested assets is delegated to professional
custodians.

* Reguiatory: the Scheme's ossets are invested on regulated markets,
5. FEE STRUCTURES

The investment manager is paid a percentage of the market value of the assets within sach
fund. The invesiment piatform provider i poid a percentage of the asseis on ils platiorm, No
addifional performance fees are payable. Some operatfional expensas are also incurred by
each fund to cover administration, audit, legal and custedial costs, along with the
fransaction cosis ossociated with the buying and selling of the underlying securities as the
investment manager changes the constituents of the fund cver tims.

The investment adviser is poid on a time-cost, fixed fee or other basis, as agreed from time-io-
fime between the Trustee and the invesiment adviser.

6. ENVIRONMENTAL, SOCIAL AND CORPORATE GOVERNANCE ('ESG)

The Trustee believes tha! ifs primary responsibility is to invest the Scheme’s assels for the
longer-term financicl best interests of the Scheme’s beneficiaries, os reflected by the Trustee’s
strategic investment objecfives (including the Scheme’s investmant fime horizon). The Trustee
believes that ESG factors {including climate change risks) can potentially have o material
oositive or negative financial impoct on the Scheme.
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The Scheme’s investment funds are chosen fo oim to achieve the Scheme's strategic
investment objectives, with consideration given to ESG faciors over the Scheme's investment
fime horizon when these fund choices are both made and reviewed from time-to-fime. The
Trustee is aware of and reguicrly monitors the Scheme’s investment time herzon — this is
expected to be at least 10 years given the average age of members who are yet io relire.
Tne Trustee is able to take a long-term view of the Scheme's investments when assessing
managers' perfformance and/or asset allocation,

The Scheme’s investiment funds are deliberately and conscicusly chosen to align with the
Scheme's strategic invesiment policies and objectives, in particulor the investment funds'
asset class exposure(s), the balance between different asset classes (where appropricte) and
expecled relum and risk, In addition, the fees applcable to the Schame's investmen! funds
are taken info accounl to ensure that these are also consistent with the Scheme's investment
policies and objectives, as well as being compatibie with the osset classies} that the fund
invests in and returns it is seeking to achieva.

A key element of the selection of the Schemea's investment funds is the Trustees' assessment
of the likelihcod of each invesiment fund achieving its perfermence target on o
medium/leng term ond sustainable basis, which is in part based on each investment fund's
abilty to select investee companies, for both debt and equity, that ore sustainable and will
produce good medium/long term performance on financial measures.

The Trustee clso believes that, in general, good long ferm performence on non-financiol
measures will support and contribute 10 geed leng term performance on financial measures.

An impertant part of each investment fund’s ability to invest sustainably in this way is to use
the fund's position os o stakeholder, either unilaterally or in concen with other stakehoiders, {o
engage with investee companies to loock to improve their financicl and non-financiol
performance.

The Trustee measures and monitors the pedormance versus target of all thelr investment funds
on an after fees basis where practical to deo so. Port of this monitering process includes the
consideration of the portfolic turnover costs of each investment fund and whether (or not)
the twelve-month tumover is consistent with the Investment phiosophy and process of the
investment fund, Any inconsistencies wil be considered. The portfolio turnover costs will be
part of the ofter fees fund performance and are therefore reflected in that figure.

The Trustee's intention is to appcint investment managers for the long term and avoid
switching between investment funds bosed solely on short term perfarmance, thus incurring
tfransaction costs which may or may not to offset by fulure returns, However, if the Trustee
believes that an investment fund can no longer achieve fts performance iarget, and believes
thot it is in the Scheme’s best interesis to make a change, it will do se.

Due to the Trustee's use of pooled Investment funds, the cpplication of ESG facters and the
stewardship of the assefs (including the exercising of voting and cther rights oftached to
investments|, are delegated fo each investment manoager and may differ depending on the
objectives of each investment fund and the manager's own policies in this regord.
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The Trustee periodically obtains ond reviews the relevant ESG and Stewardship policy
gecuments for each peoled investment fund in which they cre invested. When relevant, the
Trustee wil cheallenge the investment menager on its policies. Should the Trustee be
unsatisfied with the response, they will lake the opprooch thot is believed 1o be in the besi
interests of the Scheme's beneficiaries, which could involve further engagement with the
investmeni manager or disinvesting in fovour of o more appropriate investment fung. This
creates an incentive for the investment manager to ensure that they are aware of, ond as far
as possicle. meel the Trustee's expectations with regard to ESG and Stewardship policy.

The Trustee does not explicitly take inte account the views of the Scheme's beneficiaries,
including {but not limited to) ethical views and views in relation to social and environmental
impact and present and future quaiity of fe of the Scheme's beneficiaries.

7. FUTURE REVIEW

The Trustee will review this Statement of leoast once every three yeaors and without delay afier
any significant change in investment policy,

Any such review will be based on written investrment advice from someone whom the Trusiee
reasonably befieves fo be qudlified by his or her ability in ond practical experence of
finoncial matters and fo hove the opprogricte knowledge ond expenence of the
management of {he investments of such schemes. The Employer will also be consulied.

Signad O\MNL\ ...... Date....... 663‘LO ...............

For and on behalf of the Directors of Hexcel Composites Pension Trustee Limited, the Trustee of
the Hexcel Composites Limited Pension Scheme

Page 4 of 7

Hexcel Composites Limited Pension Scheme ~ DC Governance Report ~ Page 25



APPENDIX - MONEY PURCHASE SECTION INVESTMENT ARRANGEMENTS

The Trustee has chosen Mobius Life Limited os the Scheme's execulion only investment
provider to hold the funds refemed to in this Appendix. Mobius Life is authorised by the
Prudential Regulation Authority ond reguicied by both the Financial Conduct Authority and
the Prudential Reguiation Authority,

All of the funds used by Ihe Money Purchase Seclion are mancged by Legal & General
Investmen' Management Limifed, via Mobius Life Limited, Lega & General Investment
Management Limited is reguloted under the Financial Services and Markets Act 2000.

Lifestyle Strategy Options

The three lifestyle strategy oplions have been designad fo meet the perceived needs and
characleristics of the overage members who are likely to use each of them, The purpose of
having three different lifestyle strategy options is 10 allow members fo more ecsily reflect the
increased flexibilities following the UK government's 2014 Freedom and Choice in Pensions
refcrms.

The default Iifestyle strategy invests In a diversified renge of global equities through the Global
Equity Fixed Weights {80:50) Index Fund during the accumulation period, with the invesiments
peing graduclly switched inte UK government bonds {Over 15 Yeor Gilts Index Fund) and
cash (Cash Fund) over the ten year period prior lo @ member's target retirement oge.

The cher telow illustrates the change in the assel allocotion over the period before o
member’s retirement:

Asset allocation in the lead up to retirement

100%

20 15 0 5 0
Panad to retirement (y=ars)

Cash mGits mEquity

The primary objective during the accumulation pericd is to target higher long-term expecied
returns af what is considered by the Trustee to be an acceptable level of investment risk. The
primary purpose of switching the assets inte bonds and cash is 1o more closely match the
retirement benefits of a member who takes 25% of their Scheme savings as a cash sum plus
uses 75% of their Scheme savings 1o purchase an insured annuity, This torget asset allocation
was chosen for the default lifestyle strategy as there curently appeors to be insufficient
evidence 1o support a change from the status quo.

The charts belew show the change in the osset aliocation for the twe cliemative lifestyle
sirategy options. Both alternative lifestyle strategies invest in the Diversified Fund during the
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accumulation period, with (some of] the assets being gradually swilched into the Cash Fund
over the 5 year period pricr to a mamber's target retrement age.

Alternative lifestyle sirategy, targeting 100% cash al target retirement age:

Asset allocation in the lead up to retirement

100%

25%

ar
-

20 15 10 5 4]
Period to retirement (years)

Cash mDnersifiad Fund

Alternative lifestyle strategy, targeting 25% cash and 75% "confinued investment” at target
refirement age:

Asset allocation in the lead up to retirement

1005%
75%
5076
25%
0%
20 15 10 5 a
Paricd to retirament (years)
Cash aDwersdied Fund
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Self-Select Funds

The range of seif-select funds has been chosen 1o provide members who wish to decide for
themselves how to invest some flexitilty to do so. The self-select funds offered are lisied
bealow:

Asset class Management style

Equities

Global Equity Fixed Weighls 50:50 Index Fund index-tracking

UK Eguity Index Fund Index-tracking

UK Smatler Companies Index Fund Index-tracking

Ethical Global Equity Index Fund index-tracking
_North America Equity Index Fund . _Index-tracking

Europe (ex UK| Equity Index Fund index-tracking

Japan Eguity Index Fund Index-tracking

Asia Pacific [ex Japan) Equity Index Fund Index-fracking

Warld Emerging Markets Eguity Index Fund ! Index-fracking

Alternafives

Property Fung Active

Diversified Fund | Primarly index-Iracking

Bonds and cash

Qver 15 Year Gilts Index Fund _ Index-tracking
_Active Corporate Bond All Sfocks Fund __ Active =

Over 5 Year Index-Linked Gills Index fund Index-tracking

Overseas Bond Index Fund Index-fracking

Cash Fund i Aciive

The Cash Fund will be used as the temporary deiault investment option by the Trustee should
ihere be illiquidity or other issuas with any of the funds listed above. The Cash Fund aims to
offer access 1o Fquidity whilst maintaining copitcl ond to provide ¢ retum In line with money
market rates. The fund is actively maenaged and primarily holds GBP Sterling short term
deposits with o range of high quality finencial institutions, The Trustes believes that the
objective of the Cash Fund aligns with the best interests of the members whilst iquidity or
otherissues persist and is therefore suitable to use as o default fund for this purcose.
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