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1 The results of the valuation

| carried out an actuarial valuation of the Kingfisher Pension Scheme (‘the Scheme’) as at 31 March 2019 ('the
valuation date’) and this is my report on the results of the valuation. This is a scheme funding report and details
the financial position of the final salary section of the Scheme. The value of funds held in respect of the money
purchase section and members’ additional voluntary contributions (AVC's) have been excluded from the assets
and liabilities.

Funding objectives

The Trustee is required to adopt a ‘statutory funding objective’. The statutory funding objective is that the
Scheme must have ‘sufficient and appropriate’ assets to meet the expected cost of providing members’ past
service benefits which we refer to as ‘technical provisions'?.

In addition to the statutory funding objective, the Kingfisher Pension Trustee Limited (‘the Trustee’) and
Kingfisher plc (‘the Sponsor’) have a secondary funding objective (2FO) which is to reach full funding on a gilts
basis? by 2030. This is intended to be a proxy for the level of funding at which the Scheme will have sufficient
assets for the Trustee to have the option to transfer assets and liabilities to an insurer.

The ‘statement of funding principles’ sets out the Trustee's policy for meeting the statutory funding and the
secondary funding objective.

Summary of results

The Scheme’s funding position as at 31 March 2019 on the technical provisions and 2FO basis are shown
below alongside the position at the last valuation for comparison.

Previous valuation L ERTEUTE T
31 March 2016 31 March 2019

Technical provisions

Assets (excluding AVC’s & money purchase funds)

See Appendix B3 and the Trustee's Report and Accounts as at £2,931m £3,573m
the valuation date for further details

Technical provisions liabilities

An estimate of the amount needed to pay benefits, using the £2,968m £3,416m
assumptions specified by the Trustee (see appendix A and B)

Employed deferred liabilities £510m £449m
Deferred liabilities £1,299m £1,601m
Pensioner liabilities £1,159m £1,366m
Surplus/(deficit) (£37m) £157m
Technical provisions less assets
Funding level 99% 105%

Assets divided by technical provisions

' The phrase used in the legislation to refer to the expected cost of providing members’ past service benefits.
2 The liabilities are calculated using a discount rate derived with reference to fixed interest gilt yields with no allowance for asset
outperformance.
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Previous valuation This valuation
31 March 2016 31 March 2019

Assets (excluding AVC’s & money purchase funds)

See Appendix B3 and the Trustee's Report and Accounts as at £2.931m £3 573m
the valuation date for further details

2FO liabilities

An estimate of the amount needed to pay benefits, using the £3577m £3,812m
assumptions specified by the Trustee (see appendix A and B)

Employed deferred liabilities £679m £527m
Deferred liabilities £1,739m £1,918m
Pensioner liabilities £1,159m £1,366m
Surplus/(deficit) (£646m) (£239m)
2FO liabilities less assets
Funding level 829 94%

Assels divided by technical provisions

The technical provisions deficit of £37m at the last valuation has been eliminated and the Scheme has a surplus
of £157m at this valuation. As a result, the Scheme is fully funded on a technical provisions basis.

The 2FO deficit of £646m at the last valuation has reduced to £239m at this valuation.

Whilst gilt yield falls have increased the value placed on the liabilities, the funding position in both cases has
benefited from:

e contributions paid since the last valuation;

] performance of Scheme assets (mainly from the LDI arrangement in place to match the change in value
of the liabilities); and

© changes to assumed future life expectancies.

Changes since the previous valuation are covered in more detail in section 3.

Contributions

Following discussions between the Trustee and the Sponsor, the following contributions have been agreed
towards improving the 2FO funding position:

. 1 August 2019 to 31 March 2020: contributions such that a total of £27m, including contributions received
from the Scheme’s special purpose vehicle (SPV), is paid in respect of the year 1 April 2019 to 31 March
2020.

e From 1 April 2020: £27m per annum which includes the contributions received from the Scheme’'s SPV.

Note that the above contribution amounts include £2m per annum in respect of life insurance premiums and
money purchase incapacity costs. General scheme expenses are also met from the contributions.

No inflationary increases will apply to the level of total contributions. The Sponsor will also meet the cost of
future PPF levies in respect of the Scheme.

Further details of the contributions can be found in the schedule of contributions.
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2 What would happen if the Scheme was wound up?

The results in the previous section of the report were prepared on the assumption that the Scheme will continue
to operate with the financial backing of the Sponsor. If the Sponsor were no longer able to support the Scheme,
it may then be necessary to ‘'wind up’ the pension scheme. This would involve selling the Scheme’s
investments and using the proceeds to buy annuities from an insurance company. The insurance company
would then be responsible for paying pensions to members and their dependants. | have, therefore, estimated
the cost of securing members’ benefits in this way, had the Scheme wound up on the valuation date.

Summary of results

S Previous valuation This valuation
\

-/ 31 March 2016 31 March 2019
Assets
See Appendix B3 and the Trustee’s Report and Accounts as £2.803m £3,498m

at the valuation date for further details

Solvency liabilities

Estimated cost of buying annuities from an insurance £3,952m £4,456m
company
Expenses

£184m £46m

Expenses of winding up the Scheme

Surplus/(deficit)

Solvency liabilities less assets (£1,333m) (£1,004m)

Funding level

0, 0,
Assets divided by technical provisions 68% 78%

On a wind-up, further funds may be recovered from the Sponsor under section 75 of the Pension Act 1995 and
the employer debt regulations. The impact of any such recovery has been ignored in this assessment. If the
assets on a wind-up are insufficient to secure the benefits in full, then a statutory priority order applies.

. Benefits corresponding to those covered by the PPF would be met first (either by the PPF or, if there
were sufficient funds, by securing these benefits with an insurance company).

. Any remaining assets would be used to secure part of the remaining benefits with an insurance company.

Why are the solvency liabilities different to the technical provisions and 2FQO liabilities?

The financial assumptions used to estimate the solvency liabilities differ from those used to calculate the
technical provisions and 2FO (see Appendix A). This is because they are intended to reflect the assumptions
which would be used by an insurer to calculate the cost of the annuities they sell.

The solvency estimate has been calculated using a basis that produces values consistent with our experience of
bulk annuity quotations and the general levels of pricing in the market as at the date of valuation. Please note
the results are a guide and should not be viewed as a quotation. The true cost of insurance can only be
determined by obtaining quotations from providers active in the market and following completion of wind-up.

Annuities for deferred members are currently more expensive than for pensioners. All else being equal, the

solvency liabilities are expected to move towards the 2FO liability as members retire.
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The demographic assumptions used to determine the solvency liability are broadly the same as for assessing
the technical provisions as these are intended to reflect the expected future experience of the Scheme’s
membership; | would expect an insurer to take account of the Scheme’s demographics in a similar way.

Why are the solvency assets different to the assets under technical provisions and 2FO7?
The solvency position illustrates the estimated position if the Scheme were to wind up today. The assets
therefore include the estimated ‘vacant possession’ value of the SPV which represents how much might be

recovered from the properties in a sponsor insolvency position. As there are no plans to wind up the Scheme,
in practice you would expect the SPV payments to continue to 2030.

In addition, a different value is placed on the buy-in policies due to different assumptions used to calculate the
solvency liabilities.

Further details can be found in Appendix B3.
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3 Changes since the previous valuation

Since the previous actuarial valuation of the Scheme, there have been changes to the Scheme membership, the
value of its investments, the economic environment in which the Scheme operates and the valuation
assumptions. These changes have affected the Scheme’s 2FO funding position as follows:

Surplus/{deficit) at last valuation B46 S—
Interest on surplus/(deficit) -5
Contributions paid (exc. SPV payments®) = 57
Excess return on assets 987
Impact of change in yields -766
Impact of change in inflation -118 m——
Funding gain from PIC buy-in 11
Expected closing position based on 2016 2FO assumptions 47—
Change in longevity base tables = 02
Change in longevity future improvements — 152
Change in other demographics ' 20
MP equalisation reserve -8 !
Change in value of annuities due to change in assumptions 23 n
Expected closing position based on 2019 2FO assumptions -237 w—
Change to cash factors 45 =
Other scheme experience (including transfers out) = 43
Surplus/(deficit) at 2019 valuation -239 ————
-800 -600 -300 0 300 600 900 1,200
Impact (Em)

*SPV payments are excluded from the contributions paid, as the SPV value is included in the opening and closing deficit positions.

Comments
The 2FO deficit has decreased from £646m at the last valuation to £239m at this valuation.

The analysis shows the main factors affecting the funding position since the last valuation have been as follows:

. Strong investment returns, primarily from protection assets as a result of movements in gilt yields.
. Experience from transfers out of the Scheme.

. The impact of changing longevity assumptions.

o Contributions paid to the Scheme.

A similar reconciliation applies to the technical provisions funding position.
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4 Risk management
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In the previous section, | showed the extent to which the assumptions made at the previous valuation did not
reflect actual experience over the period since the last actuarial valuation. In this section, | discuss the key risks
to the Scheme and the potential implications of the actuarial assumptions not being met in the future.

Funding, investment and covenant risks

Trustee should understand the risks to their funding plans, particularly those related to funding, investment and

the Sponsor covenant.

Risk ! How the Trustee manages this risk

Sponsor covenant

The Sponsor may not be able to
continue to pay contributions or make
good deficits in the future. The impact
of this scenario is considered in
section 2 of this report.

The Trustee manages this risk by prudently funding the Scheme when
the Sponsor can afford to pay, taking into account the strength of the
Sponsor covenant when setting assumptions, building sufficient
prudent margins into the technical provisions assumptions and the
balance between Sponsor contributions and investment risk.

The Trustee commissioned a formal covenant review as part of the
valuation to get a sufficiently accurate assessment of sponsor support
and this was considered when setting the contribution strategy.

The Trustee also has the 2FO to be fully funded on a gilts basis.
Once met, this would reduce the reliance on the Sponsor.

Investment

If future investment returns are lower
than allowed for in the valuation
assumptions, assets will not grow in
value as expected, and the funding
level will fall. This places greater
reliance on the Sponsor covenant
since the Sponsor would need to help
put Scheme funding back on track.

To inform the decision of the appropriate combination of contributions
and investment strategy to meet the 2FO, the Trustee commissioned
a financial review in conjunction with the valuation. This review
involved a stochastic asset and liability modelling exercise to help
understand:

. the risks to the overall strategy for meeting objectives;
. the chance of these risks materialising; and
. how bad things could look if they don’t go to plan.

Together with an understanding of Sponsor support, this
understanding has helped to underpin the agreed contributions and
investment strategy, and ongoing risk monitoring.

The Trustee also manages the risk by receiving regular updates on
the performance of the Scheme’s investments.

The Scheme’s investment strategy also provides protection against
movements in interest and inflation rates.

August 2019
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Risk How the Trustee manages this risk

Funding The Trustee has adopted Scheme specific mortality base tables
Over time, the funding position will derived using Hymans Robertson's Club Vita data bank which
depend on the extent to which future allows the Trustee to use the best available information when
experience matches the assumptions setting longevity assumptions. The Trustee receives annual
made. In particular, if life expectancy updates on longevity from Club Vita.

improves at a faster pace than allowed for
in the valuation assumptions, then
pensions will need to be paid for longer,
so the liabilities will increase, and the
funding level will fall.

By incorporating an allowance for future longevity improvements in
the actuarial assumptions the Trustee can lessen the future
adverse impact of such improvements.

The Trustee has undertaken two pensioner buy-ins; a medically
underwritten buy-in covering 149 members at the valuation, and a
second buy-in covering a further 398 members at the valuation.
Both buy-in policies offer protection against adverse longevity
experience for this group of members.

L egislative The Trustee manages this risk by monitoring legislative changes in
Legislation may be introduced that conjunction with the Scheme’s lawyers.

increases the level of pensions payable to
members. This will reduce the funding
level of the Scheme.

Member options The Trustee manages this risk by using prudent assumptions in the
If fewer members than assumed exercise | technical provisions and by reviewing the option terms offered to
options on terms that are favourable to members.

the Scheme, then the funding level will

fall.

Inflation/deflation The Trustee manages inflation risk by hedging inflation via the
Generally, if inflation turns out to be Scheme’s LDI portfolio and reviewing this regularly. They also
higher/lower than anticipated, pensions allow for caps and floors on pension increases in calculating the
will be higher/lower than expected and liabilities.

this will lead to a funding strain/surplus. If
inflation is negative, then under current
legislation, pensions in payment cannot
be reduced. This could lead to a funding
strain because the income from any
index-linked bonds held by the Scheme
would fall.

Other risks
There are a range of further risks which the Trustee keep under review.

There is also an increasing body of evidence demonstrating that resource and environment (‘R&E’) issues pose
risks and opportunities to the companies that sponsor pension schemes, to investment portfolios and to the
wider economy (with implications for funding assumptions). R&E risks include factors such as rising and/or
volatile energy prices, resource shortages, property damage (e.g. flooding, storms) and air, water and land
pollution (e.g. clean-up costs, health effects, reputational damage).
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These risks exist and may prove to be material. Given the lack of relevant quantitative information available
specifically relevant to the Scheme, | have not explicitly incorporated such risks in these valuation results. |
understand the Trustee has taken steps to reduce the Scheme’s exposure to climate risk and is continuing work
in this area. The Trustee may wish to seek further training and advice on these risks (e.g. from Hymans
Robertson regarding future investment markets and/or longevity, or from a covenant adviser regarding the
sponsoring employer).

Sensitivity of liabilities to key assumptions

Funding position Comments
surplus/(deficit) £m

Scenario

Base case 157 This is the technical provisions funding position.

The Trustee should have regard to the Sponsor’s
ability and willingness to support the funding and
investment risks within the Scheme. If the risks
118 being run appear to be too great, then the Trustee
could target reaching a lower risk position by
reducing the assumed investment returns within the
discount rate.

0.25% p.a. decrease in pre-
retirement discount rate

As for the pre-retirement discount, the post

0.25% p.a. decrease in post- 28 retirement discount rate could also be reduced if the
retirement discount rate level of risk within the Scheme appears to be too
high.

For illustrative purposes | have shown the position if
inflation-linked benefit increases linked to RPI or
CPI grow at a faster rate. The Scheme has hedged
broadly 90% of its 2FO inflation exposure.

49 However, the funding position shown makes no
allowance for changes in asset values as the
disclosed technical provisions position must use the
market value of assets. In practice your hedging
assets would be expected to increase in value, by
broadly £121m, in this scenario.

0.25% p.a. increase in future
inflation

The valuation results are sensitive to changes in
Broadly a 1-year increase in future life expectancy. If longevity improves in the
life expectancy at retirement 39 future at a faster pace than allowed for in the

age valuation assumptions, then the funding position will
deteriorate.

Longer-term projection

If the actuarial assumptions were borne out over the period from the date of this valuation to the next, then,
provided Sponsor contributions are paid at the rates shown in Section 1 of this report, the funding level would be
expected to improve; with the Scheme continuing to be in surplus on a technical provisions basis, and the
solvency funding level expected to have increased to around 81%.
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