The Co-operative Pension Scheme (Pace)
- Co-operative Bank Section (“the Section”)

Statement of Investment Principles - July 2025

1. Introduction

Pace Trustees Limited (“the Trustee”) has drawn up this Statement of
Investment Principles (the “Statement”) to comply with the requirements of the
Pensions Act 1995 (“the Act”) and subsequent legislation.

This SIP replaces the previous SIP dated July 2024. The Trustee will review
this Statement annually and without delay after any significant change in
investment policy or demographic profile of the membership.

The Trustee has appointed Lane Clark & Peacock LLP to provide advice in
relation to the principles and fund choice set out in this document relating to
the Defined Contribution section. The Trustee has appointed Mercer Limited to
provide advice on all aspects of investment relating to the Defined Benefit
section (with the exception of investment related advice on the suitability of the
buy-in policies, which was provided by a 3rd party professional adviser).
Together these parties are referred to as the “Investment Advisers” in this
document.

This SIP has been prepared after obtaining and considering written advice from
the Investment Advisers who the Trustee believes to be suitably qualified and
experienced to provide such advice. The advice considered the suitability of
investments including the need for diversification given the circumstances of
the Scheme and the principles contained in this SIP.

The Statement seeks to take into account the principles underlying the
(Myners) Code of Best Practice for pension scheme investment, which has
been endorsed by the Government and the Pensions and Lifetime Savings
Association. The Statement also seeks to take into account the Investment
Governance Group (“IGG”) principles for defined benefit and defined
contribution schemes.

Since August 2018, the Co-operative Pension Scheme (Pace)'s assets and
liabilities have been sub-divided into two sections, relating to the Co-operative
Group Limited (“the Co-op”) and the Co-operative Bank (“the Bank”)
respectively.

Following a company consultation and review by the Trustee, it was agreed
that the DC assets of the Bank Section would be transferred to the Legal &
General Master Trust. For more information, please see here.

The remainder of this Statement refers to the section of Pace of which the
sponsoring employer is the Bank, namely the Co-operative Bank Section (“the
Section”) and only includes information on the DB assets. The Bank has been
consulted in preparing this Statement and will be further consulted regarding
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2.1

2.2

any proposed changes to the Statement. However, the ultimate power and
responsibility for deciding investment policy lies solely with the Trustee.

The Statement is intended to affirm the investment principles that govern
decisions about the Section’s investments.

The Section provides two types of benefit; a defined contribution section (the
“Defined Contribution” section) and a defined benefit arrangement (the
“Defined Benefit” section). Only the Defined Benefit section is covered in this
statement as a result of the transfer of DC assets out of the Defined
Contribution section and into the Legal & General Master Trust. The Defined
Benefit section is closed to new entrants.

The investment responsibilities of the Trustee are governed by the Scheme
Rules (which are available on the Pace website) and relevant legislation.

Defined Benefit section

Process for Choosing Investments

The process for choosing investments is as follows:

= |dentify appropriate investment objectives, covering both risk tolerance and
target return

= Construct a portfolio of investments that is expected to meet the investment
objectives

The Trustee is committed to achieving these investment objectives in a way
that takes into account broader environmental, social and corporate
governance concerns where possible. Investing responsibly is an important
consideration for the Trustee and is covered in more detail in Section 8.

In 2020, the Trustee entered into a bulk annuity policy with Pension Insurance
Corporation (“PIC”) in respect of a portion of the Defined Benefit section’s
pensioner liabilities. In December 2022, the Trustee entered into an additional
bulk annuity policy with Rothesay Life in respect of the remainder of the Defined
Benefit Section’s pensioner and deferred liabilities. These bulk annuity policies
will provide all benefits due from the Section to members. The only remaining
defined benefit assets consist of cash held by the Section to meet future costs.

In considering the appropriate investments for the Section, the Trustee has
obtained and considered the written advice of the Investment Adviser, whom
the Trustee believes to be suitably qualified to provide such advice. Where
matters described in this Statement may affect the Section’s funding policy,
input has also been obtained from the Scheme Actuary. The advice received,
and arrangements implemented are, in the Trustee’s opinion, consistent with
the requirements of Section 36 of the Pensions Act 1995 (as amended).

Investment Objectives
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The Trustee has a duty to invest the defined benefit assets of the Section in a
manner which, over the life of the Defined Benefit section, should enable the
Trustee to provide the promised benefits under the rules.

The Trustees consider that its broad objective is to invest the Section’s assets
in such a manner that members’ entitlements can be paid when they fall due.
As a key step to achieving this, the Trustee, following consultation with the
Bank, has entered into two bulk annuity contracts issued by PIC and Rothesay
Life respectively. Both PIC and Rothesay are authorised by the Prudential
Regulation Authority to write contracts of long term life insurance of this nature
in the UK.

The Trustees’ key short term objective is to ensure an efficient progression
towards an insurer buy-out of the Section’s known liabilities, with the aim of
achieving an appropriate discharge of liability in respect of known obligations
in accordance with the Section’s governing documentation and relevant
legislation.

In due course, in order to complete the buy-out transaction, the known
members’ benefits will be secured by means of individual annuity policies
issued by PIC and Rothesay Life directly to the members, in accordance with
the terms of the bulk annuity policies. The Section will then be wound up.

The Section’s principal assets are the bulk annuity policies held with PIC and
Rothesay Life. As a result, all of the Section’s assets are represented by these
policies with the exception of residual cash held in the Trustees’ bank account
or in pooled cash funds.

Risk Management and Measurement

The Trustee recognises a number of risks involved in the investment of the
defined benefit assets of the Section. Following the decision to purchase bulk
annuity insurance policies covering the Section’s liabilities, the Trustee has
identified the following risks:

= Counterparty credit risk — investment in a bulk annuity policy represents
a concentrated risk of the annuity provider(s) not making the required
payments. The policies in place are governed by insurance market
solvency requirements and the protections provided by the Financial
Services Compensation Scheme, and the Trustee has further mitigated this
risk through careful choice of insurance providers and negotiation of
contract terms.

» Liquidity risk — while the buy-in policies held by the Section can only be
liquidated by the Trustee in specific and limited pre-defined circumstances,
they are designed to match the liquidity requirements of the relevant
liabilities as exactly as possible, and so the requirement to hold liquid
assets to meet these liabilities as they are due falls away.

= Longevity risk — the impact of potential increases in life expectancy of the

Section’s pensioners was mitigated with the purchase of the buy-in annuity
policies held with PIC and Rothesay Life.
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* Environmental, social and governance risk (including climate change)
— the Trustee recognises that environmental, social and corporate
governance concerns, including climate change, can have a financially
material impact on the Section. With the purchase of insurance policies, the
Trustee’s responsibility for the management of these risks is limited and
passed on to PIC and Rothesay Life (and the two insurers’ management of
these risks was considered as part of their selection).

Expected Return

The nature of the buy-in policies is such that their expected return is equal to
the change in value of the member benefits covered. Due to the buy-in policies,
the Section’s investment strategy does not have a return target and instead the
target is to maintain liquidity and security to support the buy-out objective.

Day-to-Day Management of the Assets

The Trustees have appointed PIC and Rothesay Life as their annuity
providers having obtained and considered written advice from their advisors,
who the Trustee consider to be suitably qualified to provide such advice.

In this context, relevant investment advice relates to that provided in
accordance with the requirements of Section 36 of the Pensions Act 1995 (as
amended).

The Trustees will also hold cash within the Trustee Bank Account or pooled
cash funds for ongoing expenses.

Investment Manager Appointment, Engagement and Monitoring

For the buy-in policies, the Trustee invests in annuity contracts that match the
liabilities of the Section.

The annuity contracts held with PIC and Rothesay Life will be monitored to
ensure that they continue to deliver what is expected under the contract, which
is to provide cashflows aligned with the benefits due to the members covered
by the policy.

The Trustee have appointed the insurers providing the annuity contracts with
the expectation of a long-term partnership with both the Trustee and eventually
the member, following the potential novation of the annuity contracts into the
name of the member at the point of winding up the Section. As annuity
contracts cannot be traded on the open market, and by definition will perform
as expected, the Trustee would not expect to review the insurers’
appointments.

Since the Section is invested solely through the purchase of the bulk annuity
policies held with PIC and Rothesay Life, the Trustees are unable to incentivise
the insurer, remunerate or monitor portfolio turnover costs as these are not
applicable to a bulk annuity.
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The Trustee paid a premium to Pension Insurance Corporation in 2020 and to
Rothesay Life in 2022 when it entered into buy-in policies with the two insurers.
There are no ongoing fees in respect of the policies.

Realisation of Investments

The Defined Benefit section’s principal assets are the bulk annuity policies with
PIC and Rothesay Life. As a result, all of the Defined Benefit section’s assets
are represented by these policies, with the exception of residual cash held in
the Trustees’ bank account or pooled cash funds.

The residual cash is to be held in order to help the Trustees meet imminent
cash outgo in connection with ongoing expenses arising that are to be met from
the Section.

Future benefits payable from the Section prior to buy-out will be funded by the
bulk annuity policies.

Additional Assets

The Trustee is responsible for the investment of Additional Voluntary
Contributions (“AVCs”) paid by members and various immediate annuity
contracts. The Trustee reviews the investment performance of the chosen AVC
providers on a regular basis and takes advice as to the providers’ continued
suitability.

Socially Responsible Investment and Corporate Governance

The Trustee has a Responsible Investment (“RI”) Policy which it reviews at
least annually. This document details the policy for considering Environmental,
Social and Governance (“ESG”) factors, including climate change, in the
strategic investment process and investment decision-making process,
assessing Pace’s investment managers’ performance on ESG issues,
engagement with investee companies, consideration of and participation in
third party ESG initiatives and public disclosure of Pace’s ESG policy in
practice.

Given the bulk annuity policies purchased for the Defined Benefit section in
2020 and 2022, the Trustee’s expectation is that the scope for meaningful
implementation of these policies is very limited, although ESG factors including
the investment policies in relation to climate risk of the insurers were
considered as part of their selection.

Approved by Pace Trustees Limited on 1 July 2025
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Appendix: Division of Duties and Responsibilities

Duties and Responsibilities

Executed By

= Overall responsibility for the Section’s investments.
= Appoint and monitor the Investment Adviser.

= Review of the Responsible Investment Policy.

The Trustee

= Monitor appointed Investment Managers and other service
providers

The Trustee

= Perform asset liability modelling exercises, as required.

=  Advise on the strategic framework.

= Advise on the selection of the Investment Managers.

= Monitor the Investment Managers, providing both qualitative and
quantitative input to the Trustee and Manager Monitoring and
Implementation Committee as appropriate.

= Advise on the implementation of mandates.

= Advise on the Statement of Investment Principles.

The Investment Adviser

= Operate within the conditions set down by the Investment
Management Agreement (or equivalent documentation).

= Select individual investments with regard to their suitability and
diversification.

= Supply the Trustee with sufficient information to allow the review
of activity.

The Investment Managers
and insurance provider
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