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Integrated Risk Management Plan

This document outlines the Trustees' Integrated Risk Management Plan. Following completion of
the triennial valuation dated 31 July 2023, this plan is intended to cover the period until the next full
valuation as at 31 July 2026 has been completed.

Introduction

This Integrated Risk Management Plan ("the Plan") has been agreed by the Trustees of the
University of Reading Employees' Pension Fund (“the Fund”) on [DATE] following consultation with
the University ("the employer”).

The Trustees and the employer have agreed an objective of ensuring the Fund remains fully funded
on the Technical Provisions basis. Within the Technical Provisions, the liabilities are calculated using
adiscountrate of 0.25% p.a. above gilt yields and areserve is included for meeting future expenses
outofthe assets of the Fund (see the Statement of Funding Principles dated 17 July 2024 for further
details).

This Plan documents the steps that have been taken to identify and manage the risks to achieving
those objectives. Focussing on funding, investment and covenant, the Plan:

e (Captures andrecords the discussions and decisions made in each area;

e Facilitates discussion and understanding of the inter-relationships between risks;
e [Encourages better working relationships with, and between, all advisers;

e Seeksto quantify and identify risk capacity, risk appetite and contingencies; and

e Informs a proportionate monitoring, contingency planning and review cycle.

The Trustees’ approach is intended to be sensitive and proportionate to the Fund's and the
employer's objectives, needs and circumstances.

The Integrated Risk Management Plan and triggers for action will be reviewed at least annually by
the Governance Sub-Committee.

The Plan should be read in conjunction with the formal Valuation documents prepared as part of the
31 July 2023 actuarial Valuation (namely the scheme funding report, the statement of funding
principles, and the schedule of contributions) along with the Statement of Investment Principles,
the Employer Covenant Assessment and the Risk Register.

As noted earlier, the Trustees' agreed funding target is to ensure the Fund remains fully funded on
the Technical Provisions basis. The adoption of an appropriate risk/return investment strategy is a
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key consideration in achieving these objectives. The Trustees are also aware of the University's
contribution commitments to both the UREPF (in respect of on-going benefit accrual) and to the
USS. These are taken into account when assessing the University's Covenant and setting the
Investment Strategy.

The Trustees have also assessed and identified the key risks, who is responsible for monitoring the
individual risks and considering potential mitigations. Where these are delegated, the delegated
person is marked in the responsibility column against the actions the Trustees intend to take.

As noted, the Plan focuses on the key funding, investment and covenant risks. Other operational
risks are covered by the Fund's risk register which is kept under review. The Plan is not intended to
fully satisfy the Trustees' obligations under the requirements for an "Own Risk Assessment".

Assessing and managing risk

The Pensions Regulator has devised a framework to assist Trustees in identifying and managing
scheme funding risks:

Covenant

=
x
3
Overall E
risk in g

3

scheme

Integratey "
e
”,

Investment Funding

i X
$rateq risk manast™

In terms of the covenant, funding and
investment risks, the Trustees have considered the following in a proportionate manner:-

e What are the material risks faced by the Fund;

e Scenarios when such arisk arises;

e How these scenarios arise;

e Howlikely the scenariois to occur;

e Theimpact of the risk occurring;

e Any risk mitigation options that are available (and what impact would they have);

e Arethere any causallinks, interdependencies or concentrations of risk and how likely these
are to arise; and

e The extent of the impact of one risk on the other(s).



Assessing and managing the covenant risk

The Trustees' objectives in relation to the employer covenant are:-

e Tomonitor the financial strength of the University's covenant; and
e To continue to develop relationships with the University to ensure there is a high level of
mutual understanding.

The Trustees conducted an internal assessment of the employer's covenant alongside the 2023
actuarial valuation. This review suggested that there had not been any notable change from the
previous review and so assessed the covenant as 'strong’ (based on a 7point scale where only 'very
strong' scored more highly). An external assessment was also commissioned which concluded that
the covenant was 'tending to strong' (based on a 6point scale where only 'strong’ scored more
highly). This was a comparable result to the internal assessment and thereby provided the Trustees
with reassurance as to the strength of the covenant.

The main risks affecting the covenant strength are discussed in more detail in both the internal and
the external covenant assessments.

The Trustees agreed that the employer covenant can currently withstand the potential variability in
the financial position of the Fund and, in particular, the "downside risk" that the Fund could move into
a deficit once again.




Assessing and managing the funding risk

The Trustees' objectives in relation to funding are:-

e To agree an appropriate level of University contributions to the Fund and monitor funding
progress;

e To review the circumstances of the Fund annually to ensure that the ongoing basis for
funding remains valid;

e Tomeetthelegislative funding requirements in respect of the Statutory Funding Objective
(Technical Provisions) and, with effect from the 31 July 2026 actuarial valuation, the Low
Dependency Funding Target;

e To minimise the likelihood of raising contribution rates or raising the long-term cost of
benefit provision; and

e Totake stepsto protect any surplus.

As at 31 July 2023, the Technical Provisions funding level was 108% giving a surplus of £11.0m
(corresponding figures at 31 July 2024 of 108% and £11.5m respectively). The Technical
Provisions were set to be prudent (with a discount rate of 0.25% p.a. above gilt yields and a reserve
of £6m to cover Fund costs which are met by the Trustees).

As at 31 July 2023, the Fund was also 106% funded on a wind-up (solvency) basis, with a surplus of
£9.1m.

The key funding risks (represented by the most adverse outcomes) include:-

e Fallsinlong-terminterest rates (gilt yields);

e Higher expectations for long-term price inflation;

e Increasesin (general) life expectancy;

e The actuarial assumptions not being borne out in practice; and
e Decreaseinassetvalues.

Further factors affecting the funding level include:

e Selectionrisk - members making decisions (e.g. whether to take tax-free cash at retirement
or transfer out of the Fund) that affect the funding level;

e Concentration risk e.g. increased life expectancy amongst members who have a high
proportion of the overall Fund liabilities. The Trustees have reviewed the risks of these, as
well as the ability of the covenant to provide support, and will continue to monitor these on
aregular basis; and

e Liquidity risk — given the maturity of the Fund, the funding level may be adversely affected if
the Trustees need to disinvest assets following a period when asset values have fallen.

Giventhe surplus on the strong Technical Provisions basis, the relatively low level of investment risk,
and the strength of the employer covenant, the Trustees have agreed that a relatively simple
approach can be adopted for monitoring the funding risk.

The Trustees willmonitor the Technical Provisions funding level at each quarter-end. If the funding
levelis below 105% at any quarter end, the Trustees will then consider what (if any) action to take.



Assessing and managing the investment risk

The Trustees' objectives in relation to Investments are:

To adopt aninvestment strategy that can meet the Trustees' obligations to the
beneficiaries, recognising the expected timing of those payments, whilst maintaining a
reasonable balance between risk and return;

To set benchmarks for the fund managers and to monitor the performance of the fund
managers against the benchmarks;

To meet with the Investment Consultant regularly to review performance, tactics and
strategy (including short-term tactical investment decisions), and to maintain relationships;
and

To deliver cashflow to meet the Fund's outgoings for benefit payments and expenses
assuming no University contributions (other than in respect of future benefit accrual).

The Trustees recognise that the objectives will evolve over time. For example, the level of
investment returns required may reduce to reflect the Fund being in surplus on a Technical
Provisions basis, but the investment strategy also needs to have regard to the Fund's cashflow
requirements. Within the objectives set out above, there are therefore specific issues that the
Trustees consider. These are:-

The need to maintain the level of investment return that is required under the funding
arrangements;

Subject to this constraint, the need to reduce the level of investment risk where appropriate
in order to target maintenance of the funding level and minimise the potential reliance on
the employer covenant; and

The need to ensure the investment strategy generates sufficient cashflows to meet the
ongoing cashflow requirements.

The Trustees have had regard to the objectives and consideration above and have reviewed the
Fund's investment strategy, taking steps over time to reduce the level of risk that was being run and
introducing additional asset classes that aim to provide greater cashflow generation certainty.



The key investment risks faced by the Fund under the current investment strategy involve:

o Creditrisk (i.e. lower than expected returns from the corporate bond assets);

e Property risk (i.e. property investments not providing the expected long term income
streams);

e Interest rate and inflation risk (i.e. the Fund's assets not moving in line with the Fund's
liabilities);

e Managerrisk (i.e.the Fund's investment managers not performing against their benchmark);

e Market timing risk (i.e. the Fund's assets not providing sufficient income to meet its
expenditure commitments, resulting in a requirement to disinvest at a time when asset
values are depressed); and

e Environmental, Social and Governance (ESG) risks, including climate change.

As at 31 December 2024, the Trustees’ investment consultant has quantified the Fund’s Value at Risk
(1 year; 95th percentile) as £5m. This is down from £34m as at 30 June 2017. Given the surplus on
the Technical Provisions basis, the relatively low level of investment risk, and the strength of the
employer covenant, the Trustees have agreed that a relatively simple approach can be adopted for
monitoring the investment risk.

The Trustees will monitor the Value at Risk at each quarter end alongside the monitoring of the
funding level. If the Value at Risk is above 50% of the Technical Provisions surplus at any quarter-
end, the Trustees will then consider what (if any) action to take.




Assessing and managing the covenant, investment and
funding risk in combination

Given the surplus on the strong Technical Provisions basis, the relatively low level of investment risk,
and the strength of the employer covenant, the Trustees have agreed that funding, investment and
covenant risks need only to be reviewed inisolation (with actions as set out earlier in this Plan).

Any agreed actions may take into account for the potential interaction of covenant, investment and
funding risks.

Climate changerisks

The pension risks associated with climate change impact on all three of the topics covered by the
Plan (i.e. covenant, funding and investments), and this is one of the key risk scenarios that is
considered periodically by the Trustees.

Due to the potential impact on all of these areas, climate change risks are potentially relevant to
the Trustees' considerations of their Low Dependancy Funding Target and how to get there. In
practice the impact could materialise in a number of different ways and over different time
horizons.

Scenario analysis in respect of the funding and investment risks was carried out as part of the
preliminary results of the 2023 actuarial valuation.

Climate change risks can also impact on the strength of the University's covenant. The Trustees
will seek to incorporate consideration of climate risks into their monitoring of covenant strength.

Climate change can affect the key funding risks set out earlier in this Plan (i.e. changes in gilt and
bond yields, expectations of price inflation, and changes in life expectancy). The funding aspects of
climate change risks were incorporated into the discussions around the Fund's 2023 actuarial
valuation, in particular with the preliminary results illustrating the potential impact of a one-off
“climate change shock”. These funding risks will be kept under review.

As noted above, ESG risks including climate change are considered as part of the Trustees' regular
review and monitoring of the Fund's investments. The Trustees will also pay close attention to the
University's policy on climate change: http://www.reading.ac.uk/web/files/office-of-the-
university-secretary/UoR-Investment-Policy-15.pdf.

Monitoring risks and contingency plans

This Plan sets out a number of regular actions in relation to the covenant, funding and investment
risks, and the Trustees also review the Fund's risk register on a regular basis.

Given the strength of the employer's covenant and their conclusion that materially adverse
covenant events are unlikely, the Trustees do not require that any defined contingency plans are
agreed at the current time but will monitor regularly.


https://eur03.safelinks.protection.outlook.com/?url=http%3A%2F%2Fwww.reading.ac.uk%2Fweb%2Ffiles%2Foffice-of-the-university-secretary%2FUoR-Investment-Policy-15.pdf&data=04%7C01%7Cs.a.may%40reading.ac.uk%7C0335341fb1844d164f0208d9da7f4307%7C4ffa3bc4ecfc48c09080f5e43ff90e5f%7C0%7C0%7C637781062391833388%7CUnknown%7CTWFpbGZsb3d8eyJWIjoiMC4wLjAwMDAiLCJQIjoiV2luMzIiLCJBTiI6Ik1haWwiLCJXVCI6Mn0%3D%7C3000&sdata=tklDN6AHGZa460AtLHlQl%2FkDhOKKPpW9L6zYBoISmwA%3D&reserved=0
https://eur03.safelinks.protection.outlook.com/?url=http%3A%2F%2Fwww.reading.ac.uk%2Fweb%2Ffiles%2Foffice-of-the-university-secretary%2FUoR-Investment-Policy-15.pdf&data=04%7C01%7Cs.a.may%40reading.ac.uk%7C0335341fb1844d164f0208d9da7f4307%7C4ffa3bc4ecfc48c09080f5e43ff90e5f%7C0%7C0%7C637781062391833388%7CUnknown%7CTWFpbGZsb3d8eyJWIjoiMC4wLjAwMDAiLCJQIjoiV2luMzIiLCJBTiI6Ik1haWwiLCJXVCI6Mn0%3D%7C3000&sdata=tklDN6AHGZa460AtLHlQl%2FkDhOKKPpW9L6zYBoISmwA%3D&reserved=0

The Trustees will also work with the employer to seek to agree any other specific actions that can
be taken or reviewed as appropriate.

The members of the Governance Sub-Committee will also review the Operating Plan to foresee
any specific circumstances that may arise during the Scheme Year so that adequate discussion and
reflection on the issue and the contingent risks may be taken.

Review of this document

The adherence to the Plan's action will be reviewed annually through the Governance Sub-
Committee in order to make sure that the actions happened in accordance with the Plan. Itis the
responsibility of the Secretariat to review the actions and plan each year. The Trustees have
embedded the actions into the Operating Plan and their day-today decision making but will refer to
the Plan when considering actions for the Fund.

The Trustees will also review the Plan triennially to ensure that it remains compliant and fit for
purpose. The Trustees will also consider the Plan triennially alongside actuarial Valuations or sooner
if the Trustees determine that this is appropriate (e.g. following a material deterioration in the
investments or the employer's financial position). A representative of the University is invited to
attend the Governance Sub-Committee meetings for the review of the Plan and at the triennial
Valuation.
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Signed by Joanne Livingstone, Chair of Trustees Date

on behalf of the Trustees of the University of Reading Employees' Pension Fund
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