AT&T Pension Scheme

Statement of Investment Principles

December 2023

This Statement of Investment Principles covers both the defined benefit (‘DB”) and defined contribution
(“DC”) sections of the AT&T Pension Scheme (the “Scheme”). It is in three parts.

e Part 1 sets out the investment objectives for both sections of the Scheme,

e Part 2 explains how the investment implementation is managed

e Part 3 sets out the Trustee's overall policy on issues that apply equally to the defined benefit
and defined contribution sections.
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Part | — Investment Objectives

Defined Benefit Section

The principles outlined in this section of the Statement of Investment Principles became effective
following the Trustee entering into a full scheme buy-in at the end of 2022. Previously, delegation of
certain decision making powers was given by the Trustee to Aon Investments Limited (AIL) who
managed the assets on the Trustee’s behalf. The Trustee has taken advice from Aon Investments
Limited (the “investment adviser”), regarding the suitability of the investments and recognise that there
exists a conflict of interest in taking this advice as it relates to AlL.

Investment Objective of the Defined Benefit Section

The Trustee's aim is to invest the assets of the DB section prudently to ensure that the benefits
promised to members are provided as they fall due. In setting investment strategy, the Trustee first
considered the lowest risk asset allocation that it could adopt in relation to the DB section's liabilities.
The asset allocation strategy it has selected is designed to maintain a prudent approach to meeting
the DB section’s liabilities.

Strategy

In November 2022, the Trustee agreed a low-risk investment strategy comprising of a full scheme buy-
in contract (commencing in November 2022) with Aviva (“the contract’). As such, the assets are
invested in a manner appropriate to the nature and duration of the expected future retirement benefits
payable under the Scheme. The contract protects the Scheme from the interest rate, inflation and
longevity risks associated with the members covered by the policy. It is the intention of the Trustee to
complete a full buyout and to wind up the Scheme in due course.

In addition to the contract, the Scheme's residual assets are invested with Legal and General
Investment Management, invested in the LGIM All Stocks Gilts Index Fund, All Stocks Index-Linked
Gilts Index Fund and the Cash Fund.

At the date of this statement, the DB section held some assets in insurance-linked securities and a
return-seeking hedge fund strategy which are trapped with the underlying managers of these asset
classes within the AIL portfolio. AIL will continue to divest from these investments over time, reflecting
the liquidity constraints of the various asset classes. The precise timing is at AlL’s discretion.

When appointing the insurer and the investment managers, the Trustee considered advice from its
investment adviser and risk settlement adviser.

Risk

The buy-in removes most of the investment risks to which the Scheme may otherwise be exposed.
The main residual risks are:

e The risk of a default by a bulk annuity provider (buy-in insurer) (“insurer default/credit risk").
The Trustee and its risk settlement advisors considered the strength of Aviva before entering
into the policy, whilst considering the wider regulatory framework within which they are
required to operate.

e Residual Assets risk — the residual assets lose most of their value and become insufficient to
meet the other payments the Scheme needs to make, such as any true-up premium to Aviva,
scheme expenses etc.

The buy-in default risk is mitigated by the protections offered due to Aviva being regulated by the
Financial Conduct Authority and The Prudential Regulation Authority. Additionally, the DB section is still
supported by the sponsoring employer for the duration of the buy-in period.

The Residual Assets risk is mitigated by investing in a highly rated fund which aims to preserve capital
and invests only in high quality holdings which are liquid.




The Trustee recognises that the key risk to the DB section is that it has insufficient assets to buyout
100% of its liabilities with an insurer. In addition to the above, the Trustee will be naotified by AIL of any
significant issues that arise.




Defined Contribution Section (2001 Plan)

The Scheme has a DC section known as the 2001 Plan (the “Plan”).

Investment Objective of the 2001 Plan

The Trustee is responsible for investing the Plan’s assets in line with members’ preferences.

The key objective is to provide a range of investments that are suitable for meeting the long
and short-term investment aims of members.

In setting this objective the Trustee has considered the general demographics of the Plan,
members' general circumstances, the general spectrum of attitudes to risk and the periods
of time that different cohorts of members have to retirement.

Strategy

The Trustee has delegated the selection of the investment platform provider and the day-to-day
management of the Plan assets to Aon Investments Limited (the “Manager”). The fund range available
to Plan members includes several white-labelled blended funds. The choice of underlying managers
and structure of each blended fund is delegated to the Manager.

Default Investment Option

The Plan has been designated by the sponsoring employer as a Qualifying Workplace Pension Scheme
for automatic enrolment purposes and must offer a default investment option into which members are
initially enrolled. The designated default investment option is one of a range of Aon Managed
Retirement Funds that targets a flexible asset allocation appropriate for members wishing to use income
drawdown at their selected retirement age. The funds are called the Aon Managed Retirement
Pathway Funds.

Alternative Investment Options

The Trustee has also provided alternative options with the Aon Managed Retirement Pathway to Cash
and Aon Managed Retirement Pathway to Annuity Funds that target asset allocations appropriate for
annuity purchase and full encashment at retirement. These can be individually selected by members
at any time.

These Retirement Pathway Funds aim to:
e Provide members with the potential for higher levels of growth during the initial accumulation
phase of their retirement savings, through exposure to equities.
e Gradually diversify their investments in the years approaching retirement, to reduce volatility.

e Provide a broad base of assets from which members can choose the type of benefits they
wish to take.

This is achieved by automatically moving a member's funds from return-seeking assets, which aim for
long-term growth in excess of inflation, to a more broadly based and lower risk asset mix as a member
approaches their selected retirement age.

When selecting the asset allocation strategies, the Trustee has reviewed the extent to which the return
on investments (after deduction of any charges relating to those investments) is consistent with the
objectives of the strategy, as stated above.

The Trustee regularly reviews the appropriateness of the asset allocation strategies and may make
changes from time to time. Members are advised of any changes.




Details of the Aon Managed Retirement Pathway Fund strategies are provided below.

Investment option

Investment description

Investment characteristics

Aon Managed Retirement
Pathway Funds

(default option)

More than 15 years to
retirement: invested in growth
assets including global
equities and real assets

From 15 years to retirement:
lower risk assets are gradually
introduced so that at
retirement member's assets
are invested in a mixture of
equities, real assets, multi-
asset corporate bonds and
index-linked gilts.

Designed to provide above
inflation growth over the long
term while managing the risk
of a fall in value as members
approach retirement.

At retirement, invested across
a mixture of diversified assets
and designed for members
wanting a more flexible
investment strategy, for
example. to access
drawdown.

Aon Managed Retirement
Pathway to Cash Funds

More than 15 years to
retirement: invested in growth
assets including global
equities and real assets

From 15 years to retirement:
lower risk assets including
multi-asset corporate bonds
and index-linked gilts are
gradually introduced.

From 5 years to retirement:

members' assets are moved
into cash.

Designed to provide above
inflation growth over the long
term while managing the risk
of a fall in value as members
approach retirement.

At retirement, invested wholly
in cash and is designed for
members wanting to take all
of their benefit as cash.

Aon Managed Retirement
Pathway to Annuity Funds

More than 15 years to
retirement: invested in growth
assets including global
equities and real assets

From 15 years to retirement:
lower risk assets including
multi-asset corporate bonds
and index-linked gilts are
gradually introduced.

From 5 years to retirement:
members' assets are moved

into annuity matching bonds

and cash.

Designed to provide above
inflation growth over the long
term while managing the risk
of a fall in value as members
approach retirement.

At retirement, invested 75% in
annuity matching bonds and
25% in cash and is designed
for members wanting to take
the maximum tax free cash
and use the remainder of their
benefits to purchase an
annuity.

The Trustee has also made available a range of individual funds for members who wish to make their
own investment choices and create their own portfolios. These funds offer a range of different asset
classes, with the following investment characteristics:




Investment Investment .
; o Investment characteristics
option description

UK Equity UK equities The returns will be more volatile and less secure
than from UK government bonds. To compensate
for this extra risk, investors expect higher investment
returns from this asset class

Global Equity Invests in a mix of UK | Similar comments as for UK equities. There will also

(Active and and overseas equities | be additional risk due to currency movements.

Passive funds)

However, the additional diversification will help to
reduce risk.

World (outside

Invests in a mix of

Similar comments as for Global Equities.

UK) Equity overseas equities
Emerging Invests in a mix of Similar comments as for Global Equities.
Market Equity emerging market
equities
Ethical Invests in a mix of UK | Similar comments as for Global Equities but with
and overseas equities | investments limited to those that satisfy strict
negative ethical screening criteria.
Shariah Invests in a mix of UK | Similar comments as for Global Equities but with
Compliant and overseas equities | investments limited to those that comply with Islamic
Shariah principles.
Multi-asset A mix of UK and Similar comments as for Global Equities. However,
overseas equities, additional diversification is provided by the
bonds and cash, as alternative assets, derivatives, bonds and cash. This
well as alternative will reduce risk and provide more stable returns
asset classes and although returns may be lower over the long term.
derivatives.
Property Invests in shares of The risk is expected to be lower than equities,

global property and
infrastructure
companies and UK
commercial property.

although returns may be lower over the longer term.
Large price movements may be experienced due to
equity market volatility and changes in valuations.
Switching out of the fund may be delayed if market
conditions make selling of the underlying
investments difficult.

Corporate Bond

Fixed interest bonds
issued in sterling by
issuers other than the
UK Government

Investment returns are more stable compared with
equities although the expected returns are lower
than for equities. Although additional return is
expected compared with index-linked gilts to
compensate for credit risk. For some options there
will also be additional risk due to currency
movements. However, the additional diversification
will help to reduce risk.

Index-Linked Bonds issued by the Investment returns are more stable compared with

Gilt UK Government with a | equities although the expected returns are lower
return linked to price than for equities. In addition, investment returns are
inflation not eroded by unanticipated inflation.

Annuity A mix of bonds issued | Aims to invest in assets that reflect the investments

Protection by the UK government | underlying a typical non-inflation linked pension
and other entities annuity product.

Cash Short-term cash Produces fairly reliable nominal investment returns.

instruments

This option is expected to have a low return over the
long term.




It is the Trustee's policy to provide suitable information for members so that they can make appropriate
investment decisions. The range of funds offered to members was chosen by the Trustee after taking
expert advice from the Plan’s investment adviser. In choosing the investment options, it is the Trustee's
policy to consider:

e Compliance with charge cap regulations in place for default funds used in qualifying
workplace pension schemes.
e How scheme members can obtain value for money.

e The need for a full range of asset classes to allow for the appropriate level of diversification
between asset classes.

e The suitability of each asset class for a defined contribution scheme.

e The suitability of different styles and approaches to investment management.

e The need for manager diversification.
The Trustee expects the long-term return on the investment options that invest predominantly in equities
to exceed price inflation and general salary growth.

The long term returns on the bond and cash options are expected to be lower, but less volatile, than
the predominantly equity options. However, bond funds are expected to move broadly move in line with
the price of annuities, giving some protection in the amount of secured pension for members closer to
retirement.

Cash funds will provide protection against changes in short-term capital values and may be appropriate
for members receiving part of their retirement benefits in the form of tax-free cash.

Risk

The Trustee recognises the key risk is that members will have insufficient income in retirement or an
income that does not meet their expectations. The Trustee considered this risk when setting the
investment options and strategy for the Plan. The Trustee's policy in respect of risk measurement
methods and risk management processes is set out below.

The Trustee considers the following sources of risk:

e Risk of not meeting the reasonable expectations of members, bearing in mind members’
contributions and fund choices.

e Therisk that relative market movements in the years just prior to retirement lead to a
substantial reduction in the retirement outcomes compared with the members' expectations.

For those members invested in one of the three asset allocation strategies, members' funds
will automatically be switched into lower risk funds as they approach retirement, with the aim
of reducing volatility.

Where members are making their own investment choices, it should be noted that the risk
profile of the members' assets will be affected by their choice of funds, and that the range of
funds that is available includes funds that are aimed at offering relative security as retirement
approaches.

e The risk that the absolute return on investments, and hence the value of the retirement
income, may be diminished by inflation. To help mitigate this risk, a range of funds is offered,
including growth funds which aim to provide real growth (in excess of inflation) over the long
term.

e Risk of fund managers not meeting their objectives (“manager risk”). This risk is considered
by the Trustee and their advisers both upon the initial appointment of the fund managers and
on an ongoing basis thereafter.

e Therisk of fraud, poor advice or acts of negligence (“operational risk”). The Trustee has
sought to minimise such risk by ensuring that all advisers and third party service providers are

7



suitably qualified and experienced and that suitable liability and compensation clauses are
included in all contracts for professional services received.

Due to the complex and interrelated nature of these risks, the Trustee considers these risks in a
gualitative rather than quantitative manner as part of each formal strategy review. The Trustee's policy
is to review the range of funds offered and the suitability of the lifestyle option regularly (normally
annually).

In addition, the Trustee measures risk in terms of the performance of the assets compared to the
benchmarks on a quarterly basis, along with monitoring any significant issues with the fund managers
that may impact their ability to meet the performance targets set by the Trustee.




Part Il - Implementation

Defined Benefit Section

The buy-in contract is held with Aviva. The contract is intended to cover all Scheme beneficiaries and
their prescribed benefit entittements, and to eliminate interest rate, inflation and longevity risk
associated with those liabilities. The insurer pays the Scheme an amount each month equal to the
pension payment due in respect of the membership underlying the policy. The contract is an asset of
the Scheme and the pension liability remains within the Scheme until such a time as a buyout is
completed.

The residual assets consist of a fixed income allocation, through investments in the LGIM All Stocks
Gilts Index Fund and All Stocks Index-Linked Gilts Index Fund, and a cash allocation, through an
investment in the LGIM Cash Fund..

Aon Investments Limited has been selected as investment adviser to the Trustee. AIL operates under
an agreement to provide a service which ensures the Trustee are fully briefed to take decisions
themselves and to monitor those they delegate. AIL is currently paid on a combination of a fixed fee
and a time-cost basis with fees agreed in advance. This structure has been chosen to ensure that cost-
effective, independent advice is received.

2001 Plan

The Trustee has delegated the selection of the investment platform provider and the day-to-day
management of the Plan assets to the Manager. The fund range available to Plan members includes
several white-labelled blended funds. The choice of underlying managers and structure of each blended
fund is delegated to the Manager.

The selection of stocks is delegated to the underlying fund managers used within each fund, as chosen
by the Manager.

The investment objectives for each of the Aon Managed Retirement Pathway Funds offered within the
Plan are as follows:

Fund Investment objective

Pathway to Drawdown The Drawdown Funds are part of a series of dynamic investment
Funds (default strategy) | strategies that aim to maximise the potential for capital growth and help
manage the investment risks at each stage of an investor’s life.

The Funds provide members with a choice to invest in a single fund, from
entry, through to retirement and beyond. Each Fund will automatically
adjust its investment strategy as it progresses towards a target date,
normally the mid-point of each of the Funds (which is assumed to be the
retirement date of the members) and will continue to be managed for
those members that wish to remain invested beyond this point.

The Funds will invest in a portfolio of assets which can include actively
and passively managed funds.

Pathway to Annuity The Annuity Funds are intended for use by investors planning to purchase
Funds a level annuity and take the maximum tax-free cash at retirement.

The Funds provide members with a choice to invest in a single fund, from
entry, through to retirement. Each Fund will automatically adjust its
investment strategy as it progresses towards a target date, normally the
mid-point of each of the Funds (which is assumed to be the retirement
date of the members).

The Funds will invest in a portfolio of assets which can include actively
and passively managed funds.




Pathway to Cash Funds | The Cash Funds are intended for use by investors planning to take their

fund as one lump sum at retirement.

The Funds provide members with a choice to invest in a single fund, from
entry, through to retirement. Each Fund will automatically adjust its
investment strategy as it progresses towards a target date, normally the
mid-point of each of the Funds (which is assumed to be the retirement
date of the members).

The Funds will invest in a portfolio of assets which can include actively
and passively managed funds.

Additionally, the Manager established long term inflation-linked return objectives (linked to Consumer
Price Inflation) for the Aon Managed Retirement Pathway Funds. These long-term return objectives are
used to establish the asset allocation for the funds and also to monitor and review performance on an
ongoing basis. The Trustee monitors performance of the Aon Managed Retirement Pathway Funds
against both the composite benchmark return for each fund and the long-term return objective.

Active funds

Investment fund

Benchmark

Investment objective

Aon Managed Initial
Growth Phase Fund

90% MSCI All Country World Index
7% FTSE EPRA/NAREIT Developed
Green Low Carbon Target Indext
1.5% AREF/IPD UK Quarterly All
Balanced Property Index

1.5% FTSE Developed Core
Infrastructure Index

To outperform its benchmark

Aon Managed Active
Global Equity Fund

MSCI World Index

To outperform its benchmark

Aon Managed Global
Equity Fund

MSCI All Countries World Index

To outperform its benchmark

Aon Managed Property
and Infrastructure Fund

70% FTSE EPRA/NAREIT Developed
Green Low Carbon Target Index*

15% AREF/IPD UK Quarterly All
Balanced Property Index

15% FTSE Developed Core
Infrastructure Index

To outperform its benchmark

Aon Managed SONIA To outperform its benchmark

Diversified Asset Fund by 3.25% p.a. over a full
market cycle

Aon Managed SONIA? To outperform its benchmark

Diversified Multi
Strategy Bond Fund

by 2.0% p.a. over rolling three
year periods

Aon Managed Bond
Phase Fund

50% SONIAZ

50% iBoxx Sterling Non-Gilts All
Stocks Index

To outperform its benchmark
by 1.0% p.a. over rolling three
year periods*

Aon Managed Pre-
Retirement Bond Fund

The long term expected annualised
rate of return for this fund is broadly
similar to that of a traditional level
annuity product

To perform in line with its
benchmark
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Aon Managed Liquidity SONIAS

Fund

To preserve capital and
achieve an income consistent

with short term money market
interest rates (gross of fees)

1Benchmark changed from FTSE EPRA Nareit Developed Index to FTSE EPRA/Nareit Developed Green Low
Carbon Target Index with effect from 1 July 2023

2Benchmark changed from 3-month LIBOR GBP to SONIA with effect from 30 December 2021

SBenchmark changed from 50% 3-month LIBOR GBP / 50% iBoxx Sterling Non-gilts All Stocks Index to 50%
SONIA/ 50% iBoxx Sterling Non-gilts All Stocks Index with effect from 30 December 2021

4With effect from 30 December 2021. Prior to 30 December 2021 the investment objective was to aim to outperform
the benchmark (50% 3-month LIBOR GBP, 50% iBoxx Sterling Non-Gilts All Stocks Index) by 1.5% per annum
over rolling three year periods

5Benchmark changed from 7-Day LIBID to SONIA with effect from 30 December 2021

Passive funds

Fund

Benchmark

Investment objective

Aon Managed Core Initial
Growth Phase Fund

MSCI World Index

To outperform
benchmark over rolling
three year periods

Aegon BlackRock UK Equity
Index Fund

FTSE All-Share Index

Aegon BlackRock World (Ex-
UK) Equity Index Fund

FTSE World (ex UK) Index

Aegon BlackRock Emerging
Markets Equity Index Fund

MSCI Global Emerging Markets Index

Aegon HSBC Islamic Global
Equity Index Fund

Dow Jones Islamic Index GBP

Aegon LGIM Ethical Global
Equity Index Fund

FTSE4 Good Global Equity Index

To perform in line with
benchmark

Aon Managed Core Diversified
Asset Fund

50% MSCI World Index

50% iBoxx Sterling Non-Gilts All
Stocks Index

To outperform
benchmark over rolling
three year periods

Aon Managed Passive
Corporate Bond Fund

iBoxx Sterling Non-Gilt All Stocks
Index

Aon Managed Long Term
Inflation Linked Fund

FTSE UK Gilts Index-Linked Over 5
Years Index

Aon Managed Short Term
Inflation Linked Fund

FTSE UK Gilts Up to 5 Year Index-
Linked Gilts Index

To perform in line with
benchmark

The active funds use an active management approach that means that the manager makes decisions
on the appropriate asset mix and selection of the securities within each fund. Active management may
result in periods of out and under performance of the investment markets as a whole.

The passive funds using an index tracking or passive approach and are expected to generate a return
similar to that of the index being tracked.
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Part Ill Governance

The Trustee is responsible for the investment of the Scheme’s assets. The Trustee takes some
decisions themselves and delegates others. When deciding which decisions to take and which to
delegate, the Trustee has taken into account whether the Trustee Board has the appropriate training
and expert advice needed to make an informed decision.

Defined Benefit Section

The Pensions Act 1995 distinguishes between investments where the management is delegated to a
fund manager with a written contract and those where a product is purchased directly, e.g. the purchase
of an insurance policy or units in a pooled vehicle. The latter are known as direct investments.

The Trustee's policy is to review its direct investments and to obtain written advice about them at
regular intervals. When deciding whether or not to make any new direct investments the Trustee will
obtain written advice and consider whether future decisions about those investments should be
delegated.

The written advice will consider the issues set out in the Occupational Pension Schemes (Investment)
Regulations 2005 and the principles contained in this statement. The regulations require all
investments to be considered by the Trustee (or, to the extent delegated, by the fund managers)
against the following criteria:

e The best interests of the members and beneficiaries

e  Security
e Quality
e Liquidity

o Profitability

e Nature and duration of liabilities
e Tradability on regulated markets
o Diversification

e Use of derivatives

The Trustee's investment adviser has the knowledge and experience required under the Pensions Act
1995.

The Trustee expects the fund managers to manage the assets delegated to them under the terms of
their respective contracts and to give effect to the principles in this statement so far as is reasonably
practicable.

Fund managers are remunerated on an ad valorem basis which ensures the fund managers’ interests
are aligned with those of the Scheme. In addition, fund managers pay commissions to third parties on
many trades they undertake in the management of the assets and also incur other ad hoc costs.
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2001 Plan

The Trustee has established the following decision making structure for its Defined Contribution
arrangements:

Trustee

e  Prepares and maintains this statement including the setting of the overall investment objective
and strategy

e  Sets structures and processes for carrying out their role
e  Selects and monitors direct investments
e  Selects and monitors investment advisers and fund managers

The Manager (“Aon Investments Limited”) Investment Adviser (“Aon”)
e  Operates within the terms of this e Advises on all aspects of the investment
statement and their written contracts of the Plan assets, including
e Selects individual investments with regard implementation
to their suitability and diversification e  Advises on this statement
e  Advises the Trustee on suitability of the e  Provides required training
benchmarks

DB Section and 2001 Plan

Arrangements with asset managers

Defined Benefit Section

Before appointment of a new manager, the Trustee reviews the governing documentation associated
with the investment and will consider the extent to which it aligns with the Trustee's policies. Where
necessary, the Trustee will seek to amend that documentation or express their expectations (such as
through side letters, in writing, or verbally at trustee meetings) so that there is more alignment.

Given the nature of the assets the Trustee believes that Aviva and LGIM are incentivised to manage
their portfolios in an appropriate manner, it also believes that it has limited scope to influence their
various policies. As such the Trustee does not seek to monitor Aviva on an ongoing basis beyond
monitoring service standards for members for the period until buyout. The Trustee will monitor LGIM as
necessary, receiving quarterly reports from the Manager on various items including the performance
and longer-term positioning of the portfolio/funds.

The Trustee will continue to monitor AlL with regards to monies held until the final proceeds have been
released. This includes receiving monthly valuation statements. Beyond this, should the Trustee be
provided with any opportunity which it deems appropriate to engage, it will consider this and will outline
its views and expectations.

Given the long-term nature of buy-in policy the Trustee does not believe that is appropriate for the
ongoing performance or appointment of the insurer to be reviewed.

The Trustee also receives annual stewardship reports on the monitoring and engagement activities
carried out by the Manager, which support the Trustee in determining the extent to which the Scheme's
engagement policy has been followed throughout the year, as set out in the Implementation Statement.
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2001 Plan

The Trustee has appointed Aon Investments Limited (‘the Manager’) as their fiduciary manager, who
they consider to be their asset manager. References in this policy to “underlying fund managers” refers
to those fund managers which the Manager in turn appoints to manage investment on behalf of the
Trustee.

The Trustee recognises that the arrangements with the Manager, and correspondingly the underlying
fund managers, are important to ensure that interests are aligned. In particular, the Trustee seeks to
ensure that the Manager is incentivised to operate in a manner that generates the best long-term results
for the Scheme and its beneficiaries.

The Trustee receives at least quarterly reports and verbal updates from the Manager on various items
including DC default investment strategy and wider fund range, performance, and longer-term
positioning of the portfolio/funds. The Trustee focuses on longer-term performance when considering
the ongoing suitability of the investment strategy in relation to the Scheme's objectives and assesses
the fiduciary manager over rolling 3 and 5 year periods.

The Trustee also receives annual stewardship reports on the monitoring and engagement activities
carried out by the Manager, which support the Trustee in determining the extent to which the Scheme's
engagement policy has been followed throughout the year, as set out in the Implementation Statement.

The Trustee shares the policies, as set out in this Statement of Investment Principles, with the Manager
and requests that they review and confirm whether their approach is in alignment with the Trustee's
policies.

The Trustee delegates the ongoing monitoring of underlying fund managers to the Manager. The
Manager monitors the Scheme’s investments to consider the extent to which the investment strategy
and decisions of the underlying fund managers are aligned with the investment objectives of each fund
used by the 2001 Plan.

This includes monitoring the extent to which the underlying fund managers:

e make decisions based on assessments about medium- to long-term financial and non-
financial performance of an issuer of debt or equity; and

e engage with issuers of debt or equity in order to improve their performance in the medium- to
long-term.

Before appointment of a new fiduciary manager, the Trustee reviews the governing documentation
associated with the investment and will consider the extent to which it aligns with the Trustee's policies.
Where necessary, the Trustee will seek to amend that documentation or express their expectations
(such as through side letters, in writing, or verbally at trustee meetings) so that there is more alignment.

The Trustee believes that having appropriate governing documentation, setting clear expectations to
the Manager, and regular monitoring of the Manager's performance and investment strategy, is
sufficient to incentivise the Manager to make decisions that align with the Trustee’s policies and are
based on assessments of medium- and long-term financial and non-financial performance.

Where the Manager is considered to make decisions that are not in line with the Trustee's policies,
expectations, or the other considerations set out above, the Trustee will typically engage with the
Manager to understand the circumstances and materiality of the decisions made.

There is typically no set duration for arrangements with the Manager, although the continued
appointment will be reviewed periodically. Similarly, there are no set durations for arrangements with
the underlying fund managers that the Manager invests in, although this is regularly reviewed as part
of the manager research and portfolio management processes in place. For certain closed ended
vehicles, the duration may be defined by the nature of the underlying investments.
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The Trustee expects the Manager to provide regular reporting on the extent to which non-financial
criteria are taken into account in the investments made on their behalf.

Cost monitoring

Defined Benefit Section

The Trustee is aware of the importance of monitoring costs and the impact these costs can have on the
overall value of the Scheme's assets.

The Trustee notes that the importance of monitoring costs will focus on the residual assets and, as
such, annual cost transparency reports from the manager will help understand what costs have been
incurred on assets with a low expected return.

Given the nature of the buy-in contract, the Trustee does not believe it is appropriate for it to monitor
costs outside of the premium as it does not have any influence on the insurer’s investment strategy nor
does it remunerate the insurer.

2001 Plan

The Trustee is aware of the importance of monitoring their fund managers' total costs and the impact
these costs can have on the overall value of the Scheme's assets. The Trustee recognises that in
addition to annual management charges, there are other costs incurred by fund managers that can
increase the overall cost incurred by their investments.

The Trustee receives annual cost transparency reports from the Manager. These reports present
information in line with prevailing regulatory requirements for fiduciary managers. They clearly set out
on an itemised basis:

e The total amount of investment costs incurred by the Scheme;

e The fees paid to the Manager;

e The fees paid to the fund managers appointed by the Manager;

e The amount of portfolio turnover costs (transaction costs) incurred by the fund managers
appointed by the fiduciary manager;

The Trustee defines portfolio turnover costs as the costs incurred in buying and selling
underlying securities held within the funds of the fund managers appointed by the Manager;

¢ Any charges incurred through the use of pooled funds (custody, administration, and audit
fees)

e The impact of costs on the investment return achieved by the Scheme.

The Trustee acknowledges that portfolio turnover costs are necessary to generate investment returns
and that the level of these costs varies across asset classes and managers. The Manager monitors the
level of portfolio turnover (defined broadly as the amount of purchases plus sales) of all the underlying
fund managers appointed on behalf of the Trustee.

The Trustee benefits from the economies of scale provided by the Manager in two key cost areas:

e The ability of the Manager to negotiate reduced annual management charges with the
underlying fund managers;

e The ability of the Manager to monitor ongoing investment costs (including additional fund
expenses and portfolio turnover) incurred by the fund managers and achieve efficiencies
where possible.
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Evaluation of performance and remuneration:

The Trustee assesses the (net of all costs) performance of the managers:

e For the DB Section, for the residual assets held with LGIM performance will be measured
against the benchmark until the full Scheme buyout has been actioned.

e For the 2001 Plan over rolling three and five-year periods for both the default strategy and
wider range of funds offered to members by comparing performance against benchmark and
the stated investment objective.

The remuneration paid to the Managers and fees incurred by third parties appointed by the Managers
are provided annually by the Managers to the Trustee. This cost information is set out alongside the
performance of the Managers to provide context.

The Trustee monitors these costs and performance trends over time.
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Environmental, Social and Governance (“ESG”)

In setting the Scheme’s DB and DC default investment strategies, the Trustee's primary concern is to
act in the best financial interests of the Scheme and its beneficiaries, seeking the best return that is
consistent with a prudent and appropriate level of risk.

ESG considerations

Defined Benefit Section

In endeavouring to invest in the best financial interests of the beneficiaries, the Trustee has elected to
purchase an insurance contract and cannot therefore directly influence the social, environmental, and
ethical policies and practices of Aviva. Before entering the policy, the Trustee conducted due diligence
and ESG assessment to ensure the ESG criteria aligned with the Scheme's, to avoid any worsening for
members. The Trustee is satisfied that the Aviva policy reflects the key principles of socially responsible
investment.

The Trustee review the stewardship activities of their Managers, covering both engagement and
voting actions with relevance to the Scheme. Where the Trustee identifies significant concerns
relating to performance, strategy, risks, social and environmental impact, corporate governance, the
capital structure or management of conflicts of interest, of a investment manager or other stakeholder;
they will consider the methods by which they would monitor and engage with such an investment
manager or other stakeholders.

2001 Plan

The Trustee consider investment risk to include ESG factors and climate change. These risks could
negatively impact the Scheme’s investments. The Trustee consider these risks by taking advice from
its investment adviser.

The Trustee has appointed the Manager to manage the Scheme's assets. The Manager invests in a
range of underlying investment vehicles, and . the Trustee expects the Manager to:

e Where relevant, assess the integration of ESG factors in the investment process of underlying
fund managers;

e Where relevant, incorporate investment opportunities that include an ESG screen or overlay
to manage risk, particularly in the context of the 2001 Plan, where a large proportion of the
assets are invested in passive underlying funds;

e Use its influence to engage with underlying fund managers to ensure the Scheme's assets
are not exposed to undue risk; and

o Report to the Trustee on its ESG activities as required.

Stewardship — Voting and Engagement

The Trustee recognises the importance of its role as a steward of capital and the need to ensure the
highest standards of governance and promotion of corporate responsibility in the underlying companies
and assets in which the Scheme invests, as ultimately this creates long-term financial value for the
Scheme and its beneficiaries.

Defined Benefit Section

Given the nature of the Scheme's buy-in contract, the Trustee believes it has a limited scope to influence
the ongoing stewardship and corporate governance activities of the insurer, as a result it will not actively
seek to monitor its activities and policies in this area. Should the Trustee be provided with any
opportunity which it deems appropriate to engage Aviva it will consider this and will outline its views and
expectations of the insurer — should it deem this to be appropriate.
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The Trustee annually reviews the stewardship activity of LGIM to ensure the Scheme's stewardship
policy is being appropriately implemented in practice. The Trustee receives annual reports on
stewardship activity carried out by the LGIM, these reports include detailed voting and engagement
information from underlying fund managers.

2001 Plan

The Trustee annually reviews the stewardship activity of the Manager to ensure the Scheme's
stewardship policy is being appropriately implemented in practice. The Trustee receives annual reports
on stewardship activity carried out by the Manager, these reports include detailed voting and
engagement information from underlying fund managers.

As part of the Manager’'s management of the Scheme’s assets, the Trustee expects the Manager to:

e Ensure that (where appropriate) underlying fund managers exercise the Trustee’s voting
rights in relation to the Scheme’s assets; and

e Report to the Trustee on stewardship activity by underlying fund managers as required.

The Trustee will engage with the Manager as necessary for more information, to ensure that robust
active ownership behaviours, reflective of their active ownership policies, are being actioned. This will
take the form of annual reporting which will be made available to Scheme members on request.

Where possible, the transparency for voting should include voting actions and rationale with relevance
to the Scheme, in particular where: votes were cast against management; votes against management
generally were significant; votes were abstained.

Where voting is concerned the Trustee would expect the underlying fund managers, to recall stock
lending, as necessary, in order to carry out voting actions.

The Trustee may engage with the Manager, who in turn is able to engage with underlying fund
managers, investee company or other stakeholders, on matters including the performance, strategy,
risks, social and environmental impact, corporate governance, capital structure, and management of
actual or potential conflicts of interest, of the underlying investments made. Where a significant concern
is identified, the Trustee will consider, on a case by case basis, a range of methods by which they would
monitor and engage so as to bring about the best long-term outcomes for the Scheme.

Members' Views and Non-Financial Factors

In setting and implementing the Scheme’s investment strategy the Trustee does not explicitly take into
account the views of Scheme members and beneficiaries in relation to ethical considerations, social
and environmental impact, or present and future quality of life matters (defined as "non-financial
factors").

Within the 2001 Plan, the Trustee has made Ethical and Shariah funds available to members who would
like to invest in funds with these specific considerations. Additionally, several of the equity based and
multi-asset funds available to members incorporate ESG considerations through a screen or overlay.
The underlying funds that make up the default fund and other self-select funds should not apply
personal, ethical or moral judgements as the sole basis for an investment decision.
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Relationship with advisers

Aon Investments Limited and Aon UK Limited (Aon) are investment advisers to the Trustee for the
defined benefit and 2001 Plan respectively. AIL is paid a fee to cover all the services required on a
regular basis.

The platform provider and Managers are paid on an ad valorem and performance fee basis. This
structure has been chosen to align the interests of the Managers with those of the Scheme.

The Trustee’s investment adviser, AL, has the knowledge and experience required under the Pensions
Act 1995.

The Trustee expects the Managers to handle the assets delegated to them under the terms of the
contract and to give effect to the principles in this statement so far as is reasonably practicable.

The Trustee has appointed Citibank, the custodian for LGIM, and BNY Mellon, the custodian for AlL,
as the Scheme's custodians. The custodians provide safekeeping for all the Scheme's assets and
performs the administrative duties including the collection of interest and dividends and dealing with
corporate actions.

The Trustee has appointed Aviva to manage the full Scheme buy-in policy for the DB section. The
Trustee paid a premium to Aviva to enter into the contract.

Review

The Trustee will review this SIP at least every three years and following any significant change in
investment policy. The Trustee will take investment advice and consult with the sponsoring employer
over any changes to the SIP.

This Statement of Investment Principles is produced to meet the requirements of the Pensions
Act 1995 & 2004, the Occupational Pension Schemes (Investment) Regulations 2005 and to
reflect the Government's Voluntary code of conduct for Institutional Investment in the UK. The
Trustee also complies with the requirements to maintain and take advice on the Statement and
with the disclosure requirements.

Signed on behalf of AT&T Pension Scheme Trustee Limited

Signed
Name lan Hawke

Chair of the Board,

AT&T Pension Scheme Trustee Limited
Date
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