BT Section of the BT Hybrid Scheme Chair’s Statement

For the period 1°* April 2024 to 31% March 2025

This Chair’s Statement has been prepared for the BT Section of the BT Hybrid Scheme (the “Section”) in accordance with
Regulation 23 of the Occupational Pension Schemes (Scheme Administration) Regulations 1996, as amended by subsequent
legislation.

This Annual Chair’s Statement for the BT Section of the BT Hybrid Scheme (“BTHS”) covers the period from 1%t April 2024 to
31st March 2025. It has been prepared and signed by the Section Trustee (the “Trustee”). The Section is a hybrid pension
scheme and this Chair’s Statement relates to Defined Contribution (DC) benefits only.

This Chair’s Statement explains how the Section is meeting governance standards that apply to occupational pension plans
that provide money purchase benefits. The Trustee has a legal duty to act in the best interests of members and is committed
to ensuring that the Section meets high standards. The Trustee meets formally four times a year, with additional meetings if
deemed necessary.

This Chair’s Statement covers governance of the Section’s default investment strategy, the processing of core financial
transactions, charges and how these represent value for members, and how the Trustee maintains required levels of
knowledge and understanding.

The Trustee will also conduct a Value for Members (“VfM”) assessment and include the findings in the annual Chair’s
Statement and submit these findings as part of the Annual Scheme Return. The Trustee has decided to conduct this assessment
regardless as to whether the Section meets the criteria for requiring a VfM assessment to be performed. This assessment is
also included in this document.



2. Default Arrangement Investment Strategy
Statement of Investment Principles

In accordance with the Regulations, the Trustee is required to append the latest version of the Statement of Investment
Principles (the “SIP”) prepared for the Section. A copy of the Section’s SIP dated September 2024 is attached as an appendix
to this Chair’s Statement.

BTHS Default Investment Option

The Trustee is responsible for the design of the BTHS Default Lifestyle Option and for choosing which funds to make available
to members.

The Section’s BTHS Default Lifestyle Option invests entirely in global equities on a passive basis until the member is around 5
years from retirement. Investment risk is then gradually reduced through increasing allocations to lower risk assets such as
bonds and cash. At retirement, a member’s pot will be invested in the BTHS At-retirement Fund which is made up of a
combination of cash and short duration bonds, in the expectation that members will want to take a large proportion (or all of)
their DC benefits as cash upon retirement. This reflects the fact that as members of a hybrid scheme, members are more likely
to take their DC benefits as cash at retirement than might be the case in a purely DC plan as they will also have a DB benefit.

The previous investment strategy review in 2022 changed the lifestyling strategy to de-risk over a 5-year period, where
previously it de-risked over 15 years. This review concluded that due to the hybrid nature of the Section, members can tolerate
a greater degree of investment volatility than has previously been the case. There was therefore reason to increase levels of
equity exposure near retirement as well as to reduce the lifestyling period for members. The updated default strategy also
incorporates the Trustee’s desire to address climate change. The next investment strategy review is expected to take place in
the 2025/26 Scheme Year. There was a change of the BTHS Default Lifestyle Option over the period, in the approach to
retirement the Trustee combined the previous BTHS Short Duration Bond Fund and BTHS Cash Market Fund into the new BTHS
At-Retirement Fund — there was no changes to the underlying assets or lifestyling approach in the BTHS Default Lifestyle
Option.

The chart below illustrates the BTHS Default Lifestyle Option and the underlying asset allocations through the lifestyle strategy:
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Self-select funds
The Trustee offers 11 self-select funds to members, incorporating a range of asset classes including regional and global
equities, fixed and index-linked government bonds and corporate bonds. An Ethical Equity Fund and a Sharia Fund are also

included to allow members to invest in line with their ethical/religious beliefs.

A full list of funds is detailed below:

White labelled name Underlying Fund

Cash Fund SL Money Market Pension Fund

Short Duration Bond Fund SL Vanguard Short-Term Investment Grade Bond Index
Pension Fund

UK Corporate Bond Fund SLiShares Corporate Bond Index Pension Fund

Pension Match Fund Standard Life Annuity Targeting Pension Fund

UK Equity Fund abrdn Sustainable Index UK Equity Fund

Emerging Markets Equity Fund SLiShares Emerging Markets Equity Index Pension Fund

Active Global Equity Fund Baillie Gifford UK and Worldwide Equity Fund

Diversified Fund SL Sustainable Multi Asset Pension Fund

Global Equity Fund SL abrdn Sustainable World Equity Index

Socially Responsible Equity Fund SL Vanguard ESG Developed World All Cap Equity Index

Shariah Equity Fund SL HSBC Islamic Global Equity Index Pension Fund

Aims and objectives

The default arrangement and self-select funds have been designed to achieve the following aims and objectives:

e  Provide a suitable default investment option that is likely to be suitable for both contributing and deferred members
within the Section who do not make an active investment choice;

e  Offer an appropriate range of alternative investment options so that members who wish to make their own
investment choices have the freedom to do so, recognising that members may have different needs and objectives;

e Achieve positive member outcomes net of fees and subject to acceptable levels of risk; and

e Manage the expected volatility of the returns through appropriate diversification of the use of asset types to control
the level of volatility and risk in the value of members’ pension pots.

Review of default investment strategy

In 2023 the default strategy was updated to:

a. reduce the de-risking period to 5 years;

b. amend the underlying funds in the growth and at-retirement phases to allow for greater ESG integration; and
c. meet the Trustee’s requirements for a diversified strategy.

This review concluded that due to the hybrid nature of the Section, members are able to tolerate a greater degree of
investment volatility than was previously thought appropriate. There was therefore reason to increase levels of equity
exposure near retirement as well as to reduce the lifestyling period for members. The updated default strategy also
incorporates the Trustee’s desire to address climate change related issues. The Trustee assessed the potential of introducing
illiquid investments and recognised the potential benefits including improved diversification and risk-adjected returns. The



Trustee proposes to engage with Standard Life to understand the extent to which illiquid assets could be added to the
Investment Platform and thus potentially introduced into the default investment strategy.

There was a change of the BTHS Default Lifestyle Option over the period, in the approach to retirement the Trustee combined
the previous BTHS Short Duration Bond Fund and BTHS Cash Market Fund into the new BTHS At-Retirement Fund —there was
no changes to the underlying assets or lifestyling approach in the BTHS Default Lifestyle Option. Other than this and regular
performance monitoring, there was no formal reviews of the default investment strategy over the period. The next formal
review of the default investment strategy is due in H2 2025.

Fund performance

The Trustee monitors the performance of the investment funds (including those in the default investment strategy) against
agreed benchmarks and considers whether the performance is consistent with the Trustee’s investment strategy. The
investment performance of the default strategy (net of charges) is set out in the Value for Members section below.

The Trustee’s investment advisers at Isio provide the Trustee with a quarterly report, which outlines the performance of the
underlying funds, describes market conditions and the resulting outlook for the medium-term attractiveness of various asset
classes looking forward. The investment advisers also proactively report any concerns regarding the investment strategy or
the underlying fund managers.

If there were any concerns in relation to the deviation from the benchmark, the Trustee would meet with investment managers
to understand the reason for the underperformance and consider any changes to be made.

For the period 1st April 2024 to 31st March 2025 the Trustee has had no material concerns in relation to the performance of
the investment funds. The Trustee considers that the performance of the default investment arrangements is consistent with
the objectives of the Trustee’s investment strategy.

These reviews are conducted in addition to any formal review of the default investment options.

Net investment returns

The Occupational Pension Schemes (Administration, Investment, Charges and Governance Amendment) Regulations 2021
introduces new requirements for Trustees of DC pension schemes. From 1 October 2021, the Trustee are required to calculate
and state the return on investments from their default and self-select funds, net of transaction costs and charges. The Trustee

calculated the return on investments, having regard to the statutory guidance, as far as they were able to do so.

Below are the annualised net investment returns to 31 March 2025 for all funds where no lifestyling takes place.

Blended Fund Name 1 Year (%) 3 Years (% p.a.) 5 Years (% p.a.)
Cash Fund 5.0 4.0 2.4
Short Duration Bond Fund 4.6 2.2 1.4
Corporate Bond Fund 2.5 -1.0 -0.6
Pension Match Fund -2.4 -6.8 -6.7
UK Equity Fund 9.3 6.6 11.9
Emerging Markets Equity Fund 8.7 2.7 7.8
Active Global Equity Fund 3.5 2.0 9.0
Diversified Fund 4.5 5.1 7.8
Global Equity Fund 3.6 7.3 13.7
Socially Responsible Equity Fund 3.0 6.5 13.7
Shariah Equity Fund 3.4 8.6 16.0




Below are the annualised net investment returns to 31 March 2025 for all arrangements where lifestyling takes place.

Default Lifestyle

Age of member at beginning of period (years) 1 Year (%) 3 Years (% p.a.) 5 Years (% p.a.)

45 36 73 13.7

55 3.6 7.3 13.7

Website and Communications

A full explanation of the default investment strategy and the Statement of Investment Principles (SIP) are available at
https://www.isio.com/scheme-documents/bt-hybrid-scheme/. Members are provided with links to information about the
default investment strategy and SIP in their Annual Benefit Statement.

There is also a process for publishing the Chair's Statement and all other relevant investment data online at
https://www.isio.com/scheme-documents/bt-hybrid-scheme/.

Asset Allocation Disclosure

Trustees are required to disclose a breakdown of the asset allocation of the default investment strategy for the scheme. The
below table sets out the asset allocation of the default across the core asset classes noted as:

e Cash

e Bonds

e Listed Equities

e  Private Equities

e Infrastructure

o Property

e  Private debt

e  Other (any assets which do not fall into the above)

Within the following table, the Trustee has provided a further breakdown within some of these broader categories.

Performance allocation (%)

Asset Class 1 day prior to
25 year old 45 year old 55 year old selected pension
age

Cash 50.0
Bonds 50.0
Listed equities 99.0 99.0 99.0

Private equities

Infrastructure

Property

Private debt

Other

otal ________| 1000 | 1000 000 | 1000 |

Note: Asset allocations based on fund holdings of the default strategy as at 31 March 2025.



Section Administrator

Core financial transactions include the investment of contributions, transfers of members’ assets to or from the Section,
switches between investment funds in the Section and payments out of the Section to members or their beneficiaries.

The Trustee has appointed Standard Life to carry out the core administration of the Section, including processing core financial
transactions, on the Trustee’s behalf. Standard Life administers the Section through a dedicated centre in Edinburgh and the
team is made up of an adequate level of staff, many of them with relevant professional qualifications. Standard Life can employ
extra people from time to time as needed to ensure Service Level Agreements (“SLA”s) are achieved.

There are agreed SLAs in the contracts with Section Administrators that cover the accuracy and timeliness of all core financial
transactions. The following table shows the target number of days to get tasks completed by Standard Life:

‘15t target’ number of daysto | ‘2" target’ number of days to

Yz get tasks completed get tasks completed
Contributions Allocated (excluding online payments) 5 10
Update Scheme/member records 3 6
Provide scheme/member information 5 10
Transfer In 5 10
Death 20 40
Retirement 5 10
Transfer Out 5 10
Complaints 5 -
Fund switch/ Redirection 2 4
Leaver (excluding online) 5 10

The following table shows the performance against these SLAs for the period 15t April 2024 to 315t March 2025. These figures
do not include tasks completed on a straight-through processing basis, which were all completed within SLA targets.

Cases % of cases Cases % of cases
Total Completed | completed Completed completed
Demand oy oy o _y
Cases within 1% within 1% within 2nd  within 2™
target target target target
Cor}trlbut|ons Allocated (excluding 4 4 100% 4 100%
online payments)
Update Scheme/member records 629 621 99% 628 100%
Provide scheme/member information 17 17 100% 17 100%
Transfer In 8 8 100% 8 100%
Death 9 6 67% 8 89%
Retirement 126 111 88% 125 99%
Transfer Out 110 98 89% 109 99%
Complaints 6 6 100% - B
Fund switch/ Re-direction
All case completed via straight through processing within SLA
Leaver (excluding online)

Standard Life has created standard operating procedures for all key administration tasks which allow it to aim to ensure that
all time limits under the SLA are achieved. Standard Life has dedicated individuals who are responsible for monitoring the bank
accounts ensuring all transfers received to the Section are reconciled and applied to member’s accounts within the timescales

specified in the SLAs.



The Trustee regularly monitors core financial transactions of the Section via the Administrator’s quarterly reports. These
include the investment of contributions, fund switches, transfers in and out and payments out of the Section. These allow the
Trustee to assess how quickly and effectively core scheme financial transactions are completed. Any errors or delays are
investigated thoroughly, and action is taken to investigate the error and remediate issues as quickly as possible. Any times that
SLAs are missed, the Trustee will ask Standard Life for an explanation as to why SLAs were missed, and the explanation is
discussed at a follow up meeting. If the Trustee is not satisfied with an explanation, further analysis and/or actions will be
undertaken to resolve the outstanding issue. The Trustee is satisfied that there have been no material failings under any of
the agreed SLAs from the period 1st April 2024 to 31st March 2025 and that core financial transactions have been processed
promptly and accurately. However, the Trustee notes each occasion when SLA targets have been missed and the Trustee asks
Standard Life for an explanation of why targets have been missed. Standard Life will either provide a written explanation or
join the following Scheme Management Committee Meeting to provide an explanation. The Trustee and/or Scheme
Management Committee will confirm whether they accept the explanation and decide whether a plan for improvement is
required. Members are also able to make any complaints or comments directly to Standard Life and these are reviewed as
part of the quarterly Trustee meetings. There are currently no plans in place to tackle any outstanding unresolved issues in
relation to SLAs.

To provide an additional layer of governance oversight and to consider the interests and concerns of members, BT has
established a BTHS Management Committee. Part of the role of the Management Committee is to monitor the quality of the
administration of the Scheme to check whether the provider is administering the Scheme:

. In a professional manner;
e Inline with good market practice; and
e Inline with the SLAs as agreed between the Trustee and the Provider.

The BTHS Management Committee meets at least quarterly and is made up of representatives from BT and the
Communication Workers Union. The BTHS Management Committee receive and review details of activity and service levels
and raise any issues with the Trustee.

The Trustee is confident that there are robust processes and controls in place with Standard Life and sufficient monitoring by
the Trustee to ensure core financial transactions are processed correctly and efficiently. SLAs will continue to be monitored
closely.



The following section explains the charges and transaction costs (the costs of buying and selling investments) which are paid
by members of the Section.

The default arrangement has a Total Expense Ratio (“TER”) of 0.20%. The TER includes all annual fund management charges,
plus any additional fund expenses, but excludes transaction costs.

Transaction costs are incurred when the Section’s investment managers buy and sell assets within the funds but are exclusive
of any costs incurred when members invest in and switch between funds. These charges are deducted from member’s pension
savings in the Section.

The charges and transaction costs shown in the tables below have been provided by the Section Administrators Standard Life.
The transaction costs below are for the period 15t April 2024 to 31 March 2025.

Blended Fund Name Blended Fund TER (%) Transaction costs * (%)
Cash Fund 0.20 0.00
Short Duration Bond Fund 0.21 0.03
Corporate Bond Fund 0.21 0.00
Pension Match Fund 0.20 0.03
UK Equity Fund 0.20 0.29
Emerging Markets Equity Fund 0.42 0.00
Active Global Equity Fund 0.54 0.08
Diversified Fund 0.19 0.11
Global Equity Fund 0.20 0.05
Socially Responsible Equity Fund 0.21 0.10
Shariah Equity Fund 0.47 0.01

*Transaction costs are displayed as the aggregation of transaction costs over the average fund value for the period 1st April
2024 to 31st March 2025 and are rounded to the nearest 0.01%.

The method used to calculate transaction costs over the period can result in negative values. Negative transaction costs are
shown where an overall beneficial pricing environment has occurred at the point of trading underlying assets over the period,
which has more than offset the costs of the trades.



Illustration of charges and disclosure costs

The following table sets out an illustration of the impact of charges on the projection of an example member’s pension savings
for a member invested in the default arrangement.

End of year Before charges (£) After all charges deducted (£)
1 15,700 15,700
5 27,600 27,300
10 44,600 43,800
15 66,400 64,700
20 94,100 91,000
25 128,900 123,800

The Trustee has had regard to statutory guidance (Reporting of costs charges and other information) when preparing the
default illustration:

Projected pension pot values are shown in today’s terms, and do not need to be reduced further for the effect of
future inflation.

An average Pensionable Salary of £40,000 and a youngest member age of 40 has been assumed. This assumes a
Pensionable Salary above the Threshold of £21,697.

The transaction costs are the actual transaction costs of the underlying funds at each year until retirement.

The starting pot size is assumed to be £13,000.

Inflation and salary increases are assumed to be 2.5% each year.

Investment returns are based on the projected investment returns (post inflation) for underlying funds, taking into
consideration volatility for different asset classes (see table below).

TER is assumed to be 0.2% pa

The contributions into the DC section on Pensionable Salary above the Threshold are 12% employer contributions
until 30 June 2028, then 10% employer contributions thereafter.

Values shown are estimates and are not guaranteed.

The following tables set out illustrations of the cumulative impact of charges on the projection of an example member’s
pension savings for a member invested in the alternative arrangements. The figures shown are rounded to the nearest £100.

- Global Equity Fund Short Duration Bond Fund Cash Fund

End of Year Before Charges After Charges Before After Charges | Before Charges After Charges
Charges
1 £15,700 £15,700 £15,100 £15,100 £15,100 £15,100
5 £27,600 £27,300 £23,700 £23,400 £23,700 £23,500
10 £44,600 £43,800 £33,800 £33,100 £33,800 £33,400
15 £66,400 £64,700 £45,200 £43,800 £45,200 £44,300
20 £94,100 £91,000 £57,800 £55,700 £57,800 £56,500
25 £128,900 £123,800 £72,000 £68,900 £72,000 £70,000




Sociably Responsible Equity Fund Pension Match Fund Shariah Equity Fund

End of Year Before After Charges Before Charges | After Charges | Before Charges After Charges
1 £15,700 £15,700 £15,700 £15,600 £15,800 £15,800
5 £27,600 £27,400 £27,600 £27,300 £28,700 £28,200
10 £44,600 £43,900 £44,600 £43,700 £47,900 £46,300

15 £66,400 £64,900 £66,400 £64,500 £73,400 £70,00



