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TRUSTEE’S REPORT

A brief outline of the Scheme's status, administration and provisions

MRC Pension Scheme ("the Scheme") is governed by Trust Deeds and Rules which establish it as a registered pension
Scheme for the purposes of the Finance Act 2004. Up to 6 April 2016 the Scheme was contracted out of the earnings
related part of the State Second Pension Scheme (S2P).

The Scheme is a defined benefit scheme and is administered by JLT Employee Benefits in accordance with the
establishing document and rules, solely for the benefit of its members and other beneficiaries.

Each section has its own Pension Scheme Registration Number. The registration number of the Principal Section is
19017402 and of the Universities Section is 19017401,

With effect from 1 April 2018 United Kingdom Research and Innovation (UKRI) replaced MRC as principal sponsoring
employer. There are nine Directors of MRC Pension Trust Limited. The Trustee Directors are referred to as “Trustees”
in this report. Five of the Trustees are appointed and can be removed by the principal sponsoring employer, including
the Chairman. The other four Trustees are nominated by the members of the Scheme and are known as Member
Nominated Trustees. The selection process for these Trustees is subject to the regulations issued under the Pensions
Act 2004 and the normal term of office is 4 years. The first election took place in 2007 and subsequently have occurred
on a rolling basis at the end of each term of office.

Medical Research Foundation became a participating employer with effect from 1 December 2017. London School of
Hygiene and Tropical Medicine became a participating employer in the University Section with effect from 1 February
2018.

The retirement benefits of the Scheme are generally an annual pension comprising 1/80th of pensionable salary for the
last year of service multiplied by the years (including fractions) of service, and a lump sum retiring allowance of three
times annual pension. From 6 April 2006, members have the option to exchange some of their pension for additional
tax-free cash at retirement. From 1 April 2018 new members will receive pension benefits on career average
pensionable salary and retirement age linked to State pension age. The annual accrual rate will be 1/160" for each year
of service.

For the majority of married members, there is provision for a spouse's pension of one half the member's pension payable
on death. From December 2005, registered civil partners became legally entitled to equivalent death benefits, but only in
respect of service accrued since 6 April 1988. Following the merger of the supplementary section with the principal
section, cover for registered civil partners was extended to include all current service and an adult dependant's pension
was introduced from 1 April 2006 in respect of unmarried and unregistered active members with nominated long-term
adult partners. Cover has also been extended in accordance with the Marriage (Same Sex Couples) Act 2013.

There are also provisions for benefits covering death in service and early retirement on grounds of ill-health. In most
cases these are calculated as for normal retirement benefits but with enhanced service to normal retiring age. Following
the merger of the supplementary section, a discretionary lump sum death benefit of four years' pensionable salary is
payable in respect of members who die in service.

The Scheme contains provisions which permit additional contributions to be made to purchase additional pension from
the Additional Voluntary Contributions (AVC) Schemes operated in conjunction with Equitable Life and Standard Life
Assurance Limited. The option to buy additional years of service was withdrawn with effect from March 2014. Since
April 2006, members have the option to take some of or the entire AVC fund as a tax-free lump sum.
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TRUSTEE'S REPORT (CONTINUED)

Annual pensions in payment (or preserved in the Scheme) are eligible for increases awarded by Pension Increases
(Review) Orders which normally increase pensions in line with the index of retail prices. From April 2011, the
Government has adopted the Consumer Price Index (CPI).

Office accommodation expenses and staff costs relating to the secretariat are fully reimbursed to MRC, as part of UKRI,
by the Scheme; other running costs, investment management costs, and fees to professional advisers, including the
administrator, are met directly by the Scheme.

More details of the provisions of the Scheme are given in the explanatory booklet issued to members, who may also
examine the rules at 58 Victoria Embankment or on the member website at www.mrcps.co.uk. A member booklet is
made available to both new and active members of the Scheme.

A Deed of Sectionalisation and Amendment was completed in December 2013. This created a separate University
Section within the Scheme with effect from January 2014, which is funded by participating universities and UKRI as
principal sponsoring employer. In order to comply with the provisions in respect of workplace pensions and auto
enrolment, the minimum entry age was changed to 16 and the maximum entry age is the prevailing State Pension Age.

A Deed of Participation and Substitution took effect from 1 April 2018, so that UKRI could replace MRC as principal
sponsoring employer. A Deed of Amendment and Flexible Apportionment was effected from the same date and reflected
the agreement reached following the cessation of MRC as a participating employer.

Appointment and removal of Trustees/management of the Scheme

During the year under review the Trustee of the Scheme has been MRC Pension Trust Limited whose Directors are
listed on page 2.

On 1 March 2018 Hugh Dunlop was appointed as an employer nominated Trustee. Mr Dunlop is the Chief Operating
and Finance Officer at MRC.

Professor Kelvin Cain's term of office as MNT ended in November 2018. He stood for re-election and was successfully
re-elected in August 2018. His four year term of office started from 1 December 2018.

The Trustee Company
The Trustees met on 3 occasions during the year and the Investment Subcommittee met on 5 occasions during the year.

Scheme specific Trustee training took place in January 2018 and January 2019, covering legal, actuarial and investment
activities. Trustees also received training on property management from Nuveen (formerly TH Real Estate).

Amendments to the Rules and Changes to the Scheme

The original Definitive Trust Deed and twenty three Deeds of Amendment implemented since 1978 were consolidated in
the Second Definitive Trust Deed and Rules in December 2005.

A number of changes in response to the Pensions Act 2004, Finance Act 2004 and Civil Partnership Act 2004 were

introduced under an interim Deed of Amendment in March 2006.

A further consolidation exercise commenced in 2009 and was completed in December 2011, with the agreement of the
Department of Business, Innovations and Skills and HM Treasury Department.
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TRUSTEE'S REPORT (CONTINUED)

From 6 April 2016 the Scheme is no longer contracted out of the State Second Tier Pension as required by the Pensions
Act 2014.

A Second Amending Deed was completed on 14 March 2018 to introduce retirement benefits on a career average basis
for new members with effect from 1 April 2018.

Report On Actuarial Liabilities

As required by Financial Reporting Standard 102, “The Financial Reporting Standard applicable in the United Kingdom
and the Republic of Ireland” (FRS 102), the financial statements do not include liabilities in respect of promised
retirement benefits.

Under section 222 of the Pensions Act 2004, every scheme (or section of a scheme) is subject to the Statutory Funding
Obijective, which is to have sufficient and appropriate assets to cover its technical provisions, which represent the present
value of benefits to which members are entitled based on pensionable service to the valuation date. This is assessed at
least every 3 years using assumptions agreed between the Trustees and the employer and set out in the Statement of
Funding Principles, a copy of which is available to Scheme members on request.

The latest actuarial valuation of each section of the Scheme was carried out as at 31 December 2016. This was the
fourth actuarial valuation that was the subject of the Scheme Specific Funding Requirements of the Pensions Act 2004.

On the basis of discussions held by the Trustees with the Actuary, the preferred approach to the Statutory Funding
Objective was to adopt a similar general approach to that used at the preceding actuarial valuation of each section of the
Scheme. In broad terms, the preferred approach for the Principal Section was to assume an on-going commitment from
the employer to the Scheme, with allowance in the basis for expected higher returns from growth investments. For the
Universities Section, the approach adopted continues to seek to avoid a Section 75 Debt arising at a time a participating
employer ceases to participate in the Scheme. Such a debt may arise in accordance with Section 75 of the Pensions Act
1995 if the assets of a scheme or section of a scheme are insufficient to meet the costs of securing members” benefits
with an insurer. These approaches were agreed with MRC as principal employer and approved by the MRC Council in
December 2017.

Assumptions are needed about the financial and demographic aspects of the expected future experience, including
mortality assumptions, as part of the valuation process. Taking a prudent approach, a nominal investment return of 4.8%
pa was assumed for the Principal Section and 2.6% for the Universities Section. If consumer price inflation is expected
to average around 2.6% over the average lifetime of the membership to retirement, this will be equivalent to a real rate of
return of 2.2% pa or zero for the Principal and Universities Sections respectively. It has been assumed that general
salary increases will exceed price inflation by 1.5% pa.

The results of the valuation were discussed and agreed by the Trustees in November 2017 and showed that the Principal
Section had a surplus of assets over liabilities of £260.1m and the Universities Section had a surplus of £21.0m. These
surpluses corresponded to funding levels of 124% and 146% for the Principal and Universities Sections respectively.

The value of the whole Scheme's assets as at 31 December 2016 was £1,405.6m (compared with the previous valuation
as at 31 December 2013, which was £1,054.2m). This reflects the significant upturn in global investment markets during
the period since the last valuation.
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The results of the valuation for each section are shown below:

31 December 2016 31 December 2013

Principal  Universities Scheme
. R Scheme Total

Section Section Total
Liabilities 1,078.6 45.9 1,124.5 894.1
Assets 1,338.7 66.9 1,405.6 1,054.2
Total Scheme Surplus 260.1 21.0 2811 160.1
Percentage 124% 146% 125% 118%

The Trustees recognise the strength of the employer covenant and the commitment MRC has to the Scheme and
consider that they are able to take a long-term view when reviewing funding levels and setting investment objectives.

If the Scheme was wound up on 31 December 2016, the actuary estimated the funding level for the Principal Section
would have been 67% and the Universities Section 108%. Inclusion of this information does not imply that UKRI is
planning to wind up the Scheme. The valuation method adopted is the Projected Unit method and the principal
assumptions are set out in the table below.

The Trustees and MRC signed a Statement of Funding Principles in December 2017.

The results of the next triennial valuation due as at 31 December 2019 are expected to be published towards the end of
2020.

Actuarial Assumptions

The actuarial method used in the valuation was the Projected Unit method.

The 2016 Actuarial Valuation was carried out by the Scheme Actuary (Mrs Sue Vivian of GAD) as at 31 December 2016.
Statements of Funding Principles include details of the actuarial assumptions used to assess the Scheme’s liabilities
(known as the Technical Provisions). The Pensions Regulator has issued a Code of Practice for the scheme specific
funding regime and reviews valuations against this Code. The key actuarial assumptions adopted for each section of the
Scheme for the 2016 valuations and for the previous valuations of each section are summarised below.

Principal Section Universities Section

31 December 31 December 31 December 31 December

2016 2013 2016 2013

SFO' % pa SFO' % pa AFO* % pa % pa
Discount Rate* 4.8 5.6 26 36
Rate of pay increase (excluding promotional increases) 4.1 4.1 41 5.0
RPI 3.5 35 35 35
CPI 26 26 26 26
Rate of increases to pension in payment in excess of GMPs# 26 2.6 26 3.5

Rate of deferred pension increases (on benefits in excess of 26

26 2.6 35

GMPs)
3 . S2NXA - 14 S1NXA -12 S2NXA -14 S1NXA-12
Post-retirement mortality
x-1 (U=2013) x-1 (U=2013)
'Statutory funding objective
*A discount rate is used to determine the current value of payments expected to be made in the future. In setting a discount rate it is
reasonable to consider the rate of return expected to be earned on assets being held to meet the future payments.

# Guaranteed Minimum Pension;

S2NXA-14 are the mortality tables used in the valuation.
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As the 2016 valuation did not disclose a shortfall between the Scheme's assets and liabilities, the Trustees have not
needed to agree with the Employer a recovery plan for making good a shortfall.

The Trustees monitor continuously the funding position of the Scheme with the help of the Scheme Actuary and their
investment advisers and publish an annual summary funding statement that is sent to all members each year. In
addition, a summary of the results of the 2016 actuarial valuation was sent to all members in January 2018.

The Financial Statements set out on pages 26 to 45 do not take into account the liabilities to provide pension benefits
which fall due after the year end. In respect of each section of the Scheme, these liabilities are considered by the
Scheme Actuary who carries out an actuarial valuation of such liabilities every three years. This valuation considers the
funding position of each section of the Scheme and the level of contributions payable.

The formal actuarial certificates required by statute to be included in this Annual Report from the Scheme Actuary appear
on pages 46 and 47.

Funding update

The Actuary prepares an annual funding update. The latest annual update as at 31 December 2018 shows liabilities of
£1,151m and a surplus of £314m compared to assets of £1,465.0m for the Principal Section. For the Universities
Section, liabilities were £73m, resulting in a surplus of £18.1m compared to assets of £91.1m as at the same date.

Contributions

Employers’ contributions

The Trustees and MRC considered the valuation results very carefully, together with the advice given by the Actuary.
They concluded that it would be appropriate for MRC to make employer contributions to the Principal Section at a rate of
15% of pensionable salary (increased from 14%) with effect from 1 April 2018. All other participating employers will
contribute at a rate of 15.9% of pensionable salary.

Following the 2016 valuation, MRC increased its contribution rate to the Universities Section from 21.4% of pensionable
salary to 23.6% with effect from 1 April 2018.

MRC made a payment of £6m in March 2018 and UKRI made a payment of £1.25m in March 2019 towards cash flow
and in anticipation of a gradual increase in the employer contribution rate of the Principal Section of the Scheme.

During the year MRC and subsequently UKRI has made payments of £6.5m (2017: £6m) towards the funding of the
Universities Section and in accordance with the schedule of contributions.

Employees’ Contributions

Members' contributions from new entrants to the Scheme to both the Principal and Universities sections were unchanged
during 2018 at 6.5% of pensionable salary, including members under the new CARE section. For historical reasons,
some members pay 6% and those formerly in the maintenance grades pay 5%. In addition, those in the former
supplementary section with a pension age of 60 paid an additional 0.25% and those with a pension age of 65 paid an
additional 0.50%.
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Governance

The Trustees take the management of the Scheme very seriously and always seek to follow best practice in their
approach to Scheme governance.

In addition to undergoing Scheme specific Trustee training each year, the Trustees maintain a governance manual which
combines the important documents needed to administer the Scheme. Key Scheme documents are also held
electronically on a secure website which is hosted by JLT.

The Trustees produce an annual business plan against which Scheme performance can be measured. The Chairman
conducts regular one-to-one interviews to help individual Trustee Directors to assess their personal and collective
contribution to the effective management of the Scheme. MNPA was the chosen professional partner to run the day to
day administration of the Scheme since 2001. MNPA changed its name for branding purposes to Ensign Pensions

Administration and was subsequently purchased by JLT. JLT Employee Benefits is the current third party administrator
for the Scheme. On 1 April 2019, Jardine Lloyd Thompson Group Plc (JLT) was acquired by Marsh & MacLennan
Companies (MMC). As a result, JLT's employee benefits operations has become part of Mercer UK Limited, a MMC
Company.

The Trustees have accepted that the Scheme must contribute towards the cost of the Pension Protection Fund (PPF).
HM Treasury made it clear that where a body in any part of the public service sector, including a non-departmental
government body such as MRC, offers a funded, trust based pension scheme; the requirement is that the pension
scheme will be subject to the same legislative and regulatory framework as an equivalent private sector pension scheme.

There has been no change to the funding basis of the Scheme and no weakening of the strength of the principal
employer's covenant or commitment to the Scheme. Members now have the additional protection of the PPF should
MRC, as principal sponsoring employer, ever fall into financial difficulty.

Internal Controls

The Trustees maintain a register of key risks and BDO LLP (formerly Moore Stephens LLP) act as internal auditor to
monitor internal controls relating to the financial security and efficient running of the Scheme including the monitoring of
the internal controls of each investment manager, with particular focus on the indirect property portfolio and private equity
portfolio.

Bribery Act 2011 and Conflicts of Interest

The Trustees have amended their conflicts of interest policy in order to meet the requirements of the Bribery Act 2011 in
relation to gifts and hospitality. The policy was reviewed by the Trustee Board in March 2017. The Trustees also
maintain a register of interests, which is reviewed by the Secretary each year. Trustees are required to declare any
conflicts arising from agenda items at the start of every Trustee and Investment Subcommittee meeting.

Brexit

Following the outcome of the referendum on 23 June 2016 and the triggering of Article 50 of the Lisbon Treaty, the
Trustees acknowledge that the UK is expected to leave the EU. The Trustees are not confined to investing in the UK or
Europe, but invest globally and continue to take a long term view on asset allocation and investment strategy. The
Trustees and the Investment Subcommittee work closely with their investment advisers in the monitoring of both tactical
and strategic asset allocation.
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General Data Protection Regulations

In order to manage the Scheme and pay correct benefits at the right time to members and their dependents, some
personal data is required. This data includes name, address, date of birth and National Insurance number. Until recently
the use of this data was regulated under the Data Protection Act 1998, which places certain responsibilities on those who
exercise control over the data. Data controllers include MRC, UKRI, the Trustees and certain professional advisers
including the Government Actuary’s Department and JLT as scheme administrator.

In May 2018, a new European legal framework for the protection of personal data called the General Data Protection
Regulations (GDPR) came into effect in the UK. The decision to leave the European Union has not affected the
introduction of GDPR. The Trustees and their advisers have reviewed how the new requirements affect the way in which
personal data is held and processed, and have produced a privacy statement and data protection policy document.

UK Research and Innovation

The Higher Education and Research Act 2017 paved the way for the creation of United Kingdom Research and
Innovation (UKRI) with effect from 1 April 2018. As a result of the legislation, MRC forms part of this new consolidated
research body, along with the other six research councils.

Although MRC continues to exist within UKRI with a significant degree of control over its funding, it has ceased to be an
employing body and its Royal Charter has been revoked. UKRI has assumed MRC's role as Principal Sponsoring
Employer of the MRC Pension Scheme. MRC worked closely with the Department for Business, Energy and Industrial
Strategy (BEIS), its sponsoring government department, and HM Treasury to ensure that UKRI replaced MRC and to this
end the legislation was amended during its passage through the House of Commons to enable UKRI to operate a
number of staff pension schemes.

The Trustees and MRC have worked closely together regarding the 31 December 2016 actuarial valuation, the transition
of Principal Sponsoring Employer from MRC to UKRI, and the introduction of benefits on a career average basis for new
members with effect from 1 April 2018.

10
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Membership

Details of the membership of the Scheme as at 31 December 2018 are given below: -
Members can be included in both the Main Section and also the Universities Section.

Principal Universities

N . Total Total
Section Section
2018 2017
2018 2018
ACTIVE MEMBERS
Active members at the start of the year 1,795 701 2,496 2,544
Adjustments from prior period (2) 2 - -
New entrants in the year 341 - 341 344
TUPE Transfers from UKSBS to Universities (126) 126 - -
Retirements (24) (15) (39) (53)
Death in service - - - (1)
Members leaving with preserved benefits (200) (89) (289) (208)
Leavers with benefits pending (134) (22) (156) (80)
Members leaving with a refund/set to no liability (119) - (119) (40)
ACTIVE MEMBERS AT THE END OF THE YEAR 1,531 703 2,234 2,496
PENSIONERS
Pensioners at the start of the year 2,937 65 3,002 2,920
Members retiring during the year 120 16 136 138
New spouse and dependent pensioners 48 - 48 15
Pensions ceased (including deaths) (116) - (116) (71)
PENSIONERS AT THE END OF THE YEAR 2,989 81 3,070 3,002
MEMBERS WITH PRESERVED AND DEFERRED
BENEFITS
Number at the start of the year 4,370 325 4,695 4,588
Leavers during the year with preserved benefits 200 89 289 208
Deferred pensioners becoming pensioners (96) (1) (97) (85)
Transfers out during the year (16) (4) (20) (12)
Commutations (2) - (2) (1
Deaths (6) - (6) 3)
MEMBERS WITH PRESERVED AND DEFERRED
BENEFITS AT THE END OF THE YEAR 4,450 409 4,859 4,695
Pending members* (as shown on the following
page) 143 13 156 109
TOTAL MEMBERSHIP AT THE END OF THE YEAR 9,113 1,206 10,319 10,302

Pensioner members include 408 (2017: 378) beneficiaries and dependants who are receiving a pension.

Individual members can have more than one pension entitlement under the Scheme, due to separate periods of service,
including being in receipt of a pension and accruing additional pensionable service.

1
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Membership Figures Adjustments

MRC membership movements are further influenced by the pay award process as pay awards are agreed a number of
months after the annual pay review date of April; for leavers this is referred to as 'Pay After Date of Leaving’' (PADL). The
approved procedure is that deferred leavers are not processed until the pay award is agreed, so that information issued
to members includes the benefit of the salary increase. Once the pay award is implemented JLT process all leavers who
left between April and the date when the salary increase was agreed. The 2018 pay award was 1.4% and was
implemented by MRC in March 2019.

The impact is dependent on the length of delay in settling the pay review.

Principal Universities
. i Total Total
Section Section 2018 2017

2018 2018

PENDING MEMBERS*

At the start of the year 103 6 109 130
New leavers with benefits pending 134 22 156 90
Leavers with refunds (72) (11) (83) (93)
Transfer out (22) (4) (26) (14)
No liability - - - 4)
Total 143 13 156 109

*These are members who have, in the past, withdrawn from the Scheme with less than two years qualifying service.
They have no entitlement to a preserved pension under the Scheme rules and have not yet decided upon either a refund
of contributions or a transfer to another occupational pension scheme which are the only options available to such
members.

MRC's staging date under auto-enrolment was 1 July 2013. Since that date, all new MRC staff have been enrolled in the
Scheme automatically on appointment. Eligible staff not in the Scheme prior to 1 July 2013 could join the Scheme at any
time, but were not auto-enrolled until 1 October 2017, in line with transitional arrangements. A re-enrolment exercise for
staff that joined MRC after 1 July 2013, but chose to opt out of the Scheme, took place during May 2016. Eligible staff
not in the Scheme were auto enrolled into the new CARE section by UKRI on 1 April 2018.

Financial development of the Scheme

The financial statements on pages 26 to 45 show that the value of the Scheme's assets decreased by £46.4m to
£1,556.1m as at 31 December 2018. The decrease was comprised of net withdrawals from dealings with members of
£10.7m and a net decrease in investment returns of £35.7m. The financial statements have been prepared and audited
in accordance with the regulations made under Sections 41 (1) and (6) of the Pensions Act 1995.

12
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Benefits paid

The benefits paid during the year to retiing members and to relatives and dependants of deceased members are shown
in note 5 of the financial statements on page 31.

Transfer values

Cash equivalents paid during the year with respect to transfers have been calculated and verified in the manner
prescribed by the Pensions Schemes Act 1993 and do not include discretionary benefits.

New Public Sector Transfer Club tables came into effect from January 2011. Following discussions with the Scheme
Actuary, the Trustees accepted the actuarial advice and adopted the new tables for Club transfers. The Trustees also
adopted revised non-Club transfers.

In 2010, the Trustees introduced a one year rule that applies to all transfers into the Scheme. This brought all transfers
into line with the one year rule that applies to transfers under the Public Sector Transfer Club. The new rule provided a
consistent approach in the treatment of Club and Non-Club transfers and provide greater control in the management of
Scheme liabilities.

From December 2012, the Scheme only accepts transfers from other schemes that participate in the Public Sector
Transfer Club.

Pension Increases

The increase awarded in April 2018 was 3%, with the exception of the pre 1988 GMP element, which received no
increase. There were no discretionary increases.

Additional voluntary contributions

Additional voluntary contributions (AVCs) shown in note 4 of the financial statements represent the combined total of
contributions made to purchase additional service under the rules of the Scheme and those made to money purchase
AVC facilities administered on the Trustees’ behalf by Equitable Life and Standard Life Assurance Limited. Members'
contributions to the money purchase AVC schemes are deducted from salary and paid direct to Equitable Life and
Standard Life. The contributions are invested on behalf of the individuals concerned to provide additional pension
benefits within the overall limits laid down by HMRC.

A total of 34 members contributed to money purchase AVCs as at 31 December 2018; the total value of the accumulated
AVC funds held by Equitable Life and Standard Life at that date was £2.1 million.

From 6 April 2006, members are able to make additional contributions of up to 15% above their normal contributions to
the Scheme. Members also have the option to take some of or their entire AVC fund with Equitable Life and Standard
Life as a tax free lump sum on retirement.

It is the responsibility of members to ensure that AVCs are deducted from salary by submitting requests to JLT.

From April 2015 members have the right to transfer out their AVC pot prior to retirement and independently of main
Scheme benefits.
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Scheme administration service provided by JLT

During 2018 JLT produced Benefit Statements for active members of the Scheme and these were distributed during
June 2018. Pension Savings Statements covering the 2018/2019 tax year will be issued in July 2019. Copies of the
summarised version of the 2017 Annual Report were circulated in September 2018. These are annual communication
exercises undertaken by JLT on behalf of the Trustees.

JLT works closely with the staff at UKSBS, UKRI's payroll service provider, in Swindon to ensure the delivery of timely
and accurate HR and payroll data for MRC staff in the Scheme. In addition, JLT also work closely with the Francis Crick
Institute and the Universities payroll departments to ensure the delivery of timely and accurate data for benefit
entitlements and administration.

Legislation

The Trustees, with the assistance of JLT, have taken the necessary steps to deal with the administration changes
necessitated by the annual tax limit on pension contributions, which took effect from April 2011. Annual Benefit
Statements have been revised to provide additional information to members. The Scheme has adopted a Pension Input
Period (PIP) of 1 April to 31 March. The annual allowance of £50,000 was reduced to £40,000 with effect from April
2014.

The Lifetime Allowance (LTA) reduced from £1.8m to £1.5m with effect from 6 April 2012. The LTA was reduced to
£1.25m with effect from April 2014 and was further reduced to £1m with effect from April 2016. The new LTA is index-
linked from April 2018.

The Pensions Act 2008 requires employers to auto enrol eligible staff in a qualifying pension scheme, starting with the
largest employers from October 2012. The Department for Work and Pensions (DWP) gave MRC a staging date of 1
July 2013. Other employers that participate in the MRC Scheme may have a different staging date. As the Scheme is
considered by the DWP to be a qualifying final salary pension Scheme that is still open to new members, MRC followed
transitional arrangements and delayed the introduction of auto enrolment of existing staff until September 2017. MRC
carried out a re-enrolment exercise in June 2016 in respect of staff recruited after the staging date that had opted out in
the previous three years.

The Trustees have taken appropriate steps to comply with workplace pensions and auto enrolment and the Marriage
(Same Sex Couples) Act 2013.

Hutton Commission

The Hutton Commission, set up in 2010 to review public sector pension provision, issued its final recommendations in
March 2011. The recommendations have been the basis of Government consultation with national Trade Unions. The
proposed changes, in particular the proposed transitional arrangements, have been the subject of legal challenge. It is
expected that changes to public sector pension provision will be introduced by April 2020, at the earliest.

Internal Auditors

The Internal Auditor provides three updates to the Trustees during the Scheme year.

HMRC approval

The Scheme is a 'registered pension scheme' for tax purposes.
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Statement of Trustee’s Responsibilities

Trustee’s responsibilities in respect of the financial statements

The financial statements, which are prepared in accordance with United Kingdom Generally Accepted Accounting
Practice, including the Financial Reporting Standard applicable in the UK and Republic of Ireland (“FRS 102"), are the
responsibility of the Trustee. Pension scheme regulations require, and the Trustee is responsible for ensuring, that those
financial statements:

« show a true and fair view of the financial transactions of the Scheme during the Scheme year and of the amount and
disposition at the end of the Scheme year of its assets and liabilities, other than liabilities to pay pensions and
benefits after the end of the Scheme year; and

= contain the information specified in Regulation 3A of the Occupational Pension Schemes (Requirement to obtain
Audited Accounts and a Statement from the Auditor) Regulations 1996, including making a statement whether the
financial statements have been prepared in accordance with the relevant financial reporting framework applicable to
occupational pension schemes.

In discharging these responsibilities, the Trustee is responsible for selecting suitable accounting policies, to be applied
consistently, making any estimates and judgements on a prudent and reasonable basis, and for ensuring that the
financial statements are prepared on a going concern basis unless it is inappropriate to presume that the Scheme will
continue as a going concern.

The Trustee is also responsible for making available certain other information about the Scheme in the form of an annual
report.

The Trustee also has a general responsibility for ensuring that accounting records are kept and for taking such steps as
are reasonably open to it to safeguard the assets of the Scheme and to prevent and detect fraud and other irregularities,
including the maintenance of an appropriate system of internal control.

Trustee’s responsibilities in respect of contributions

The Trustee is responsible under pensions legislation for preparing, and from time to time reviewing and if necessary
revising, a schedule of contributions showing the rates of contributions payable to the Scheme by or on behalf of
employers and the active members of the Scheme and the dates on or before which such contributions are to be paid.

The Trustee is also responsible for keeping records in respect of contributions received in respect of any active member
of the Scheme and for adopting risk-based processes to monitor whether contributions that fall due to be paid are paid
into the Scheme in accordance with the schedule of contributions.

Where breaches of the schedule occur, the Trustee is required by the Pensions Acts 1995 and 2004 to consider making
reports to the Pensions Regulator and to members.
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Investment Report
Investment policy and management

The Trustee is not licensed to invest directly and therefore appoints investment managers to carry out this function.

All investment managers are appointed by or on behalf of the Trustee to manage the Scheme under section 34(4) of the
Pensions Act 1995 and are appropriately authorised or exempt under the Financial Services and Markets Act 2000. The
Trustee takes professional advice on making and reviewing the appointment of investment managers.

The Trustee's long-term objective is to achieve an investment return of at least 2.2% above the rate of consumer price
inflation. The strategy adopted to achieve that objective is to invest predominantly in return seeking assets such as
equities and property, but with diversification of risk through investment in bonds and alternative asset classes. The
Trustee and UKRI, as principal sponsoring employer, accept that this strategy may result in some volatility of return in the
short term.

The Trustee has continued to give careful consideration to the management and structure of the active and passive parts
of the portfolio, the strategic asset allocation to UK and overseas equities, and diversification through alternative
investments in order to reduce volatility, smooth investment returns and improve cash flow.

The mandates awarded to active managers exclude investment in tobacco. Investment managers that track an index or
hold pooled funds will hold tobacco stocks from time to time and this exposure is monitored by Buck Consultants. At 31
December 2018, less than 0.1% of total assets were held in tobacco stocks.

On the advice of Buck, the Trustee has taken steps since June 2011 to manage currency risk by moving assets held with
Legal & General to currency hedged funds. The Trustee currently applies a 100% hedge of US Dollar denominated
assets (2017: 50%) and 100% hedge of Euro denominated assets (2017: 50%). Both positions reflect a medium term
outlook and remain under regular review, as does the wider equity portfolio in respect of currency exposure.

The Investment Subcommittee (“ISC") (see page 2 for membership) usually meets five times a year to discuss and
review investment performance.

Following advice from Buck, the Trustees agreed to rationalise the equity portfolio and replaced Mirabaud and
Montanaro with Invesco and Liontrust, after a selection panel on 25 January 2018. Following discussions with MRC and
advice from GAD and Buck, Baillie Gifford was appointed additionally as an equity fund manager under the University
Section in March 2018. The transition of all these investments took place in March 2018.

The Scheme has suffered from negative market conditions towards the end of the year. The annual return for 2018 was
a return of -1.8%, net of fees, compared to the total Scheme benchmark return of -2.8%. Equity markets recovered in
early 2019 to offset much of these losses.

The total investment return for the three years to 31 December 2018 was 9.2% per annum net of fees, compared to the
benchmark return of 7.9%.

The Statement of Investment Principles (“SIP") is required by Section 35 of the Pensions Act 1995 and a copy is
available on request or from the member website at www.mreps.co.uk. The SIP for the Universities section, dated 26
November 2013, was updated in March 2018 to reflect the change in asset allocation. The SIP for the Principal Section
was also updated in March 2018 to reflect the changes in equity managers.

The Trustee also follows a medium term asset allocation which gives the Investment Subcommittee flexibility to move
outside of the strategic benchmark for tactical reasons. The ranges of tactical allocation for each asset class are
included in the SIP and the asset distribution in the table below fell within the ranges of tactical allocation at the year end.
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The comparative asset distribution of the Scheme as at 31 December 2018 and 31 December 2017 are noted in the
table below (Principal Section only):

31 Dec 2018 31 Dec 2017
% %
UK Corporate Bonds 4.8 3.8
Index linked securities 3.5 3.6
UK Equities 7.6 11.2
Overseas Equities 20.3 18.5
Property (Direct) 12.6 11.7
Pooled investment vehicles:
UK Equity 8.8 9.5
Overseas Equity 17.2 20.6
Private Equity* 3.9 25
Private Debt 0.3 -
Infrastructure 3.3 2.2
Property 12.3 10.1
Bonds 0.5 4.2
Cash 23 -
AVC Funds 0.1 0.1
Cash deposits and other investment
balances 25 2.0
100.0 100.0

* This includes Vesey Street holdings of £131k (0.1%) (2017: £124k, 0.1%)

At the year end the Universities Section was 80% invested in UK Pooled Investment Bonds and 20% in equities (2017:
100% UK Pooled Investment Bonds).

The Trustee has considered the nature, disposition and marketability of the Scheme’s investments and considers them to
be appropriate relative to the reasons for holding each class of investment. Details of the Investments are shown in note
11 of the Financial Statements.

Employer related investments

There were no employer related investments made during the year or held at the year end.
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Custodial arrangements

The Trustee has appointed State Street as custodian for Mirabaud, Montanaro, RLAM, Baillie Gifford, First State,
Invesco and Liontrust Investments. For directly owned property, DLA is used for England and Wales and Maclay, Murray
& Spens for property owned in Scotland. A separate segregated portfolio with State Street was set up in March 2018,
when Baillie Gifford was appointed as equity manager to the Universities Section.

The other fund managers have appointed their own custodians and these have not been appointed by the Trustee. BDO
LLP (formerly Moore Stephens LLP) do an annual reconciliation of segregated assets held by State Street.

With regard to the other investment managers, the pooled investment managers make their own arrangements for
custody of the underlying assets.

The custodians are responsible for the safekeeping of share certificates and other documents relating to the ownership
of listed investments. Investments are held in the name of each custodian’s nominee company, in line with common
practice for pension scheme investments.

Trustee’s policy on social and ethical investments

The Trustee attaches high importance to social, environmental and ethical considerations in relation to the selection of
appropriate assets, and gives significant weight to these considerations both in determining investment policy and in
selecting suitable investment managers. The investment managers appointed have been instructed to work proactively
(using both formal and informal approaches) to promote the highest standards of:

e Socially responsible corporate behaviour;

o Environmentally responsible corporate behaviour;
e  Corporate ethics; and

e  Corporate governance.

Rights attached to investments

The Trustee's policy is to delegate responsibility for the exercising of rights (including voting rights) attached to
investments to the investment manager, subject to any specific instructions by the Trustee.
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