TRW Pension
Scheme

Report and Accounts
2006



TRW Pension
Scheme

Report and Accounts

Contents
B Report of the Trustee 1
Trustee and Advisers 2
Constitution of the Scheme 3
Financial Review 6
Membership 8
Scheme Benefits 10
Legislative and Regulatory Changes 16
Further Information 17
Investment Report 20
B Fund Account & Net Assets Statement 29
B Notes to the Accounts 31
B Report of the Auditors 43
B Summary of Contributions 46
B Auditor’s Statement about Contributions 47
B Report of the Actuaries 48
B Statement of Investment Principles 50

The Scheme is registered with the Pension Schemes
Registry under Registration Number 101699992



Report of the Trustee




Principal Employer

Trustee

Directors of the Trustee Company

Secretary

Investment Managers

Investment Advisers

Investment Performance
Measurement

Custodian of Assets

Actuaries

Auditors
Bankers

Solicitors

Medical Adviser

Property Valuer

Administrator & address for

enquiries or complaints

Trustee and Advisers

LucasVarity
TRW Pensions Trust Limited

S Lunn - Chairman

P Almond

A Bassett

R Benjamin *from 28 July 2005

A Collinsor*

G Derry* from 3 May 2005 to 18 November 2005
J C Plant

P Palmer*

G T Plumley

R Yates *from 21 December 2005
K Young* until 20 May 2005

R Middleton

TRW Investment Management Company
Limited

Capital International

C B Richard Ellis Investors Limited
Western Asset Management Company

Hymans Robertson LLP

State Street Analytics - for Scheme performance
WM Company - for WM50 comparison

State Street Bank & Trust Compangtil 3 April
2006
ABN-AMRO Mellon from 3 April 2006

Hymans Robertson LLP
Scheme Actuary : R Bowie

Ernst & Young LLP
Barclays Bank plc

Allen & Overy LLP

Pinsent Masons - Property

Biggart Baillie - Property (Scotlandntil 11
October 2005

Capita Health Solutions

Atisreal

TRW Benefit Administration (UK
2020 The Crescent, Birmingham Business Park,
Birmingham, B37 7YE

* The Directors marked with an asterisk are membeninated directors.



Constitution of the Scheme

The Directors of the Trustee Company are pleasedrégent their sixth report to
Scheme members, together with the accounts of R& Pension Scheme and the
actuarial statement, for the year ended 31 Mar€l620

Trustee

The Trustee of the Scheme is TRW Pensions TrusttédmThe Trustee Company's
Board has nine Directors, named on page 2. FiveDarectors for the Principal
Employer and those marked by an asterisk are MerNoeninated Directors. The
Principal Employer makes all appointments and m@pteents. In appointing Member
Nominated Directors the Principal Employer takds iconsideration any persons duly
nominated by either of the TRW Pension Scheme Gatsme Committees. These are
committees of employee and pensioner members resamhhy the Principal Employer
for the purposes of consultation in connection \thign Scheme.

The Directors do not receive any remuneration eififten the Trustee Company or the
Scheme. Contributions from Directors of the Trus@ampany have been paid in
accordance with the Schedule of Contributions foedtiby the Actuary. They all have
received copies of the guidance published by tmsiBas Regulator.

Principal Employer

The principal employer is LucasVarity, which is &oily owned subsidiary of TRW
Automotive The major shareholder of TRW Automotive is the Bkione Group.

Appointments to the Board

Mr. Young resigned from the Board on 20 May 2008ts. Derry was appointed and
resigned within the year, she was appointed on ¥ B@05 and resigned on 18
November 2005. The Board wishes to place on reis@ppreciation for the valuable
contribution that they have made during their psiof office.

Mr. Benjamin was appointed to the Board on 28 ROP5 and Mr. Yates on 21
December 2005.

Legal Status

The Scheme was established by a Trust Deed dat@dri201928 and is nhow governed
by a Definitive Trust Deed dated 30 March 1993,ee®of Amendment dated 14 July
1993, three Deeds of Amendment dated 14 July 18998)erger Deed dated 27
February 2001 and Amending Deeds dated 1 April 260@ctober 2004, 24 March
2006 and 6 April 2006. The closed sections areeeittiefined benefit pension
arrangements or a defined benefit pension arrangiemigh a defined contribution

underpin. The open sections are defined beneigipa arrangements.

The Scheme is a contracted out salary related (J@8keme. It is contracted out of
the State Second Pension (S2P) on the basis tRéfierence Scheme' test.

Up to 6 April 2006 the Scheme had been granted Bxeypproval status by the Inland

Revenue for the purpose of Chapter | of part XI\he&f Income and Corporation Taxes

Act 1988. Because of the Scheme’s previous exenpurosmal status it was
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automatically classified as a registered pensidmer®se under Schedule 36 of the
Finance Act 2004vith Her Majesty’s Revenue and Customs (HMRC) frérApril
2006.

Participating Employer

The only participating employer whose employeesentiled to be members of the
Scheme is TRW Limited.

Trustee Meetings

The Board met four times during the year to considetters relating to the
administration of the Scheme. The Board has, bylugens passed at ordinary
meetings, set up a number of sub-committees towddakpecified matters.

The quorum for the transaction of the busines$efDirectors is five, three of whom
are to be Directors for the Principal Employer, &and Member Nominated Directors.
Trustee decisions are usually unanimous but theybaaaken by a majority vote.

A sub-committee meets monthly which has been gidelegated authority by the

Board to deal with ill health early retirement apations and items of trustee

discretion. Other sub-committees meet as requagntdduce reports for the Board, the
recommendations of such sub-committees are tableithé Directors’ consideration at

their next ordinary Board meeting.

Annual meetings are held in the autumn, when tpeeeentatives of the Board meet
the TRW Pension Scheme Consultative Committees.

Trust Deed and Rules

A copy of the Trust Deed and Rules is availableegoamination in Human Resource
Departments. Personal copies can be obtained dtemvapplication to TRW Benefit
Administration (UK); the cost is £25.

External Advisers

The Scheme's actuaries Hymans Robertson LLP amalitstors Allen & Overy LLP
have advised TRW Automotive and its subsidiariesnduthe year ended 31 March
2006. Ernst & Young LLP also act as auditors fBVI Automotive.

Review of External Advisers and Service Providers

In line with UK pension scheme best practice, thesiee has a policy of submitting all
of its external advisers and service providers t@waew procedure. The following
advisers and service providers were subject twiaweduring the year.

= Custodian

Following a detailed review process that was cotetlicby the Board in
conjunction with Thomas Murray Limited - a spe@atustodian review company -
it was agreed on 11 January 2006 to change then&theustodian.

From 1 April 2006 ABN-AMRO Mellon were appointed #®e Scheme’s Global
Custodian. They will also be responsible for fuemtounting and performance
measurement.



The appointment on 11 January was subject to ttisfagory conclusion of the
contractual terms. These were subsequently agne@dhe Board finally approved
the documentation on 24 March 2006. The trandféhe custody on assets from
State Street Bank & Trust Company to ABN-AMRO Mallmok effect on 3 April
2006.

Corporate Bond Manager

Following a further detailed review process in whtbe Board was assisted by its
Investment Advisors, Hymans Robertson LLP, it wgsead on 11 January to
appoint a Corporate Bond Manager. This is a nepoisgpment and Western Asset
Management Company was selected as the Schemer@m Bond Manager

subject to the satisfactory conclusion of the Ihvent Management agreement.

Following an intensive review of the documentatiop Allen & Overy, the
Scheme’s solicitors, the Managing Director of TRWéMd the Scheme Secretary,
the Board approved the Investment Management Aggreon 24 March 2006. It
was further agreed not to transfer any assetsetméliv manager until the custody
transfer had been satisfactorily concluded. Appr@ately £100 million of assets
were subsequently transferred to Western Asset fglanant Company on 16 June
2006 from assets managed by TRWIM.

Property Solicitor - Scotland

The Scheme’s main property solicitor is Pinsentdas, however, been necessary
to appoint a Scottish property solicitor, as Pinsdmd no presence in Scotland
where the law on property differs from that in Eargl and Wales. Accordingly,
the Board appointed Biggart Baillie as its propeyicitors in Scotland.

On 6 December 2004 Pinsents merged with anothardirsolicitors - Masons - to
become Pinsent Masons. The merger brought twdiSktatffices to the enlarged
firm.

It was agreed on 11 October 2005, following a nevigy the Board, to appoint
Pinsent Masons as the sole solicitors dealing thithScheme’s property assets.



Financial Review

Market value of the Fund

The financial statements have been prepared antkdun accordance with regulations
made under Sections 41 (1) and (6) ofRle@sions Act 1995.

The accounts show that during the year the valubeoScheme's assets, that have been
accumulated to meet its commitments, increased32¢ fnillion. At the year-end the
value of the Scheme's assets was £3,491 millionpaosd to £2,967 million at 31
March 2005.

The increase in fund value is accounted for asvil

®= Change in market value of investments £573 million
= |nvestment income (net of expenses) £107 million
less
= Excess of expenditure over income £156 million
£524 million

Fund Account

Compared with the year ended 31 March 2005 theseandecrease in income of £1.8
million and an increase in expenditure of £7.8 ioml The main reasons for these
changes are as follows:

Income

The reduction in income of £1.8 million is due wwtreasons:

®= In the previous period there were transfers-irh $cheme of £1.4 million more
than in the current year.

=  Employee contributions reduced by £0.4 million doethe lower number of
employees.

Expenditure
The increase in expenditure of £7.8 million was ttuthree main reasons:

® Increase in benefits payable of £4.3 million
= Increase in payments to leavers of £2.1 million

®= |ncreased professional adviser fees and leviesld fnillion. The Scheme’s
payment to the Pension Protection Fund accounte£8f®1,000 of this amount

Members' Contributions

The normal contributions and the additional volaptaontributions of members in
service have all been forwarded to the Trusteeina With the timescales agreed
between the Trustee and the Company.



Actuarial Valuation

The latest actuarial valuation was made by HymaokeRson LLP as at 31 March

2003. They reported the result to the Board orelBr&ary 2004. The purpose of the
valuation is to assess the current financial pmsitof the Scheme and to determine
what contributions need to be paid by the Compangrovide for the benefits set out

under the rules of the Scheme.

The Scheme Actuary reported that on an ongoingatiain basis the Scheme remains
fully funded with respect to accrued service andomemended that Company
contributions remain suspended until the next a@bgaluation, which will be based
on data as at 31 March 2006. When the resultisabfialuation are known the position
will be reviewed.

The Scheme Actuary further reported following tHeNarch 2003 valuation that the
Scheme did not have an excessive surplus. The S;hewever, comfortably met the
Minimum Funding Requirement.

The actuarial statement by the Scheme Actuary appeapage 48.

A copy of the latest full actuarial report is awadle for examination in Human
Resource Departments. A personal copy can benaotabn written application to
TRW Benefit Administration (UK); the cost is £5. nAactuarial valuation in
accordance with section 179 of tiRensions Act 2004Pension Protection Fund
Valuations) was undertaken as at 31 March 2005s fEvealed that the Scheme as at
that date had a Section 179 funding level of 105%.



Membership

There were 58,907 members of the Schemnd81 March 2006 compared with 60,319* at 31 M
2005. The change in membership during the yearfisllasvs:

Current Members

Current members at 31 March 2005 4,583*

Plus: New entrants during the year 229

Less: Left employment

Refunds 196
Deferreds 560
Retirements: Normal 2
Early Voluntary 41
Early Redundancy 206
Il Health 16
Late Voluntary 2
Died in service 7

Current members at 31 March 2006 3,782

Pensioners

Pensioners at 31 March 2005 38,157*

Plus: Retirements during the year 267
Deferred pensions commencing 613
Dependants pensions commencing during the year 522

Less: Deaths of pensioners 1,669
Trivial pensions fully commuted 198
Dependants pensions ceased 7

Pensioners at 31 March 2006 37,685

Deferred Pensioners

Deferred Pensioners at 31 March 2005 17,579*

Plus: Current members who left the Scheme duriag/éar 560
and became deferred pensioners
Pension sharing former spouses 4

Less: Pensions commencing during the year 613
Deaths of deferred pensioners 34
Transfers to other pension arrangements 56

Deferred pensioners at 31 March 2006 17,440
Total Membership at 31 March 2006 58,907

* These figures have been adjusted from those shothre 2005 Report of the Trustee. The adjustnrefiesct
a more accurate assessment of the statistics Ma&th 2005 due to late notifications.



Automatic Membership

New employees automatically become members of therSe. They can ot of
the Scheme at any time by giving one complete memibtice and by completing
withdrawal form. These forms are available in Huni@source Departments
from TRW Benefit Administration (UK).

Rejoining the Scheme
From 5 October 2004 ,ngployees who refuse membership when their employ
with the Company begins may now join at the begigrof any month for a peric

of twelve months from when their employment comneshc

An employee who joins the Scheme and then opt®@ilite Scheme nyanot rejoin
unless the Principal Employer decides otherwise.



Scheme Benefits

Benefit Changes and Basic Scheme Information

The following changes in the benefit structure led 5cheme took place in the period
from 1 April 2005 to 6 April 2006:

Closure of existing open sections of the Scheme

The open section for non-executive members of tee@e was closed to new entrants
from 1 April 2006. The executive section 2004 SRBSvas closed to new entrants
from 11 October 2005 and the executive section 26B8S-A was closed to new
entrants from 1 April 2006.

New open section for non-executive members of thel®&me

This new section is open to non-executive employd®s join the company on or after
1 April 2006 and has the same benefit structuréhasClosed 100ths - 2004 section
with one exception. Members of the new 2006 Opsrtien will not receive any
enhancement to their benefits if they retire eddg to ill health or incapacity.

New open executive section

This new executive section is open to anyone aff@BBS membership on or after 1
April 2006. This applies both to new senior empley and existing employees offered
SRBS membership on or after 1 April 2006.

The benefit structure of the new section will bmikr to the Closed 2004 SRBS-A
with the following significant differences:

= The accrual rate will be 1/60ths of Final Penside&@alary

= Members will not receive any enhancement to theirefits if they retire early due
to ill health or incapacity.

Additional Voluntary Contributions (AVC)
Effective from the 5 April 2006, the Scheme’s AV&amgements were closed to any
further payments. Existing AVCs will continue t@ theld in the Scheme and be

invested in the same way as currently.

From April 2006 it is possible for members to tf@nstheir AVC funds to a new
pension provider whilst remaining in the Scheme.

Transfers-in

From 1 April 2006, the Scheme will no longer accemtividual transfer payments
from other pension arrangements.
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Inland Revenue pension limits

The limits on contributions and benefits set byltland Revenue (now Her Majesty’s
Revenue and Customs - HMRC) have been relaxed aubetFinance Act 2004.
These limits have, however, been retained withcefflom 6 April 2006 as Scheme
rules.

The major exception to this is the new tax-freehcpsovisions introduced by the
Finance Act 2004.

Commutation rates
These are the conversion rates for converting partsi cash and cash to pension.

Prior to April 2006, these rates were restrictedHWRC. These restrictions ceased
from 6 April 2006. Following that date the Trusteas a duty to ensure the Scheme
Actuary considers the rates to be reasonable. ofsequence of this the rates have
been significantly changed

The effect of the change is:
= Members will give up less pension to receive thaesgax-free cash.

= Those with cash balances within the Scheme wikikecless pension when they
convert the cash balance to an annual pension.

Early leavers

Prior to 6 April 2006 those who left the Schemehwligss than two years’ service
(providing they did not already have a deferredspan from a previous period of

service or had transferred benefits into the Schereeeived a refund of their

contributions, less tax, and less the cost of bpyhem back into the State Second
Pension.

From 6 April 2006, this provision will still applgxcept early leavers with more than
three months service will have the option of transfig the cash equivalent of their
pension to another pension provider.

Cross-border

The Scheme has been registered as a cross-botttem&ainder the provisions of the
Pensions Act 2004nd has been granted a general authorisatiorcepacontributions
from European employers under Section 288 of the Pee determination order by the
Pensions Regulator under Section 96(2)(d) of theAdated 29 June 2006.

Equal Treatment

A benefit improvement package implemented on 12dddser 1991 equalised benefits
(as between men and women) of all current emplogedisat date. On 13 December
1994 the Trustee approved the actions requiredderdo equalise the pension benefits
of 3,000 former employees who retired, deferred gpension or died between 17 May
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1990 and 11 November 1991. The benefits of thdfeetad were equalised in the
Scheme year 1995-1996 and back-dated to the timeticdment or death.

The benefits of Scheme members in employment oafter 17 May 1990 are now
equalised except in relation to guaranteed mininpemsions. These are based on the
State Pension Ages of 65 (men) and 60 (women)s &g a consequential effect on
the calculation of benefits in excess of the Guiaeeh Minimum Pension.

Pension Increases

Effective 1 April 2006 (Except for Closed Steeringystems, the Closed UK section,
Closed 100ths - 2004 section pensioners and defetqgensioners)

= Pensions in payment and deferred pensions are rgaathunder the rules of the
Scheme to increase annually by 7% or, if less,pieentage movement in the
General Index of Retail Prices (RPI). The Scheraseb its increases on the
percentage movement in the RPI in the twelve moetiting in January. The full
percentage rise in the RPI for the year ended Bliatg 2006 was 2.4% and this
was the increase applied from 1 April 2006.

= Pensioners over State Pension Age received the iet#ase on the excess of their
pension over any Guaranteed Minimum Pension (GNERJPs are guaranteed to
rise fully in line with the RPI providing the GMB not already greater than what
members would have received had they been memijeteeoState Earnings
Related Pension Scheme. GMPs earned before AP88 hre increased by the
State scheme. The Scheme provides increases ors @MRed after April 1988 in
line with the RPI up to a maximum of 3% a year.e Biate requires these increases
to be based on the percentage movement in therRRéitwelve months ending in
September. The annual increase in the RPI to Séete®005 was 2.7%. GMPs
earned after April 1988 have, therefore, receiveldege increases of 2.7% from 1
April 2006.

= The Scheme increases detailed above apply onhemsigners who retired on or
before 31 March 2005. For members who retired orafter 1 April 2005 the
increase applied was 1/12th of the full increase dach complete month of
retirement.

= Temporary Pensions and Early Retirement Supplemeste increased by the
percentage cost of living increase that was appbe8tate pensions from 6 April
2006. This increase was 2.7% and matched the isen@athe RPI for the twelve
months to September 2005.

Effective 1 April 2006 (For Closed Steering Systemsnd Closed UK section
pensioners and deferred pensioners)

= Pensions in payment and deferred pensions (witkexheption of pensions accrued
before 1 January 1986) are guaranteed under tke oflthe Scheme to increase
annually by 5% or, if less, the percentage movenretite General Index of Retail
Prices (RPI). The Scheme bases its increaseseopeiftentage movement in the
RPI in the twelve months ending in January. THiepercentage rise in the RPI for
the year ended 31 January 2006 was 2.4% and tlsish@ancrease applied from 1
April 2006.
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- The increase for members of the Closed SteerinteByssection with benefits
accrued after 1 April 1992 and for the Closed Uktism was 2.4%. Closed
Steering Systems section members who have peniahsiccrued prior to 1
April 1992 receive a fixed 2.5% increase on thesespns.

- The Trustee agreed that pensioners who retired i no guaranteed
increases attaching to their pensions, receiveirtbeease applied to closed
Steering Systems and UK section pensions in exoésSMP, once their
pension is in payment.

= Pensioners over State pension age received thei@ct@ase on the excess of their
pension over any Guaranteed Minimum Pension (GNERJPs are guaranteed to
rise fully in line with the RPI providing the GMRB not already greater than what
members would have received had they been memijeteeoState Earnings
Related Pension Scheme. GMPs earned before A@88 hre increased by the
State scheme. The Scheme provides increases ors @Red after April 1988 in
line with the RPI up to a maximum of 3% a year.e Btate requires these increases
to be based on the percentage movement in therRRéitwelve months ending in
September. The annual increase in the RPI to Séete@005 was 2.7%. GMPs
earned after April 1988 have, therefore, receiveldefe increases of 2.7% from 1
April 2006.

= The Scheme increases detailed above apply onlensigners who retired on or
before 31 March 2005. For members who retired oraftar 1 April 2005 the
increase applied was 1/12th of the full increase dach complete month of
retirement.

Effective 1 April 2006 for Closed 100ths - 2004 s&an pensioners and deferred
pensioners

= Pensions in payment and deferred pensions are rgaathunder the rules of the
Scheme to increase annually by 2.5% or, if less,prcentage movement in the
General Index of Retail Prices (RPI). The Scheraseb its increases on the
percentage movement in the RPI in the twelve moetiting in January. The full
percentage rise in the RPI for the year ended Bliatg 2006 was 2.4% and this
was the increase applied from 1 April 2006.

= Temporary Pensions were increased by the percentajeof living increase that
was applied to State pensions from 6 April 2006isTihcrease was 2.7% and
matched the increase in the RPI for the twelve hmotd September 2005.

Additional Voluntary Contributions

The actuaries have certified that the rate of @geto be applied to cash accumulation
AVC balances held in the Scheme for the whole Sehgear ending 31 March 2006 is
11%. Contributions paid during the year receivd tras rate. For members who paid
cash accumulation AVCs - and retire, die or transfe cash equivalent of their
deferred pension from the Scheme, between 1 A@il62and 31 March 2007 - a
terminal bonus of 5% will be paid providing theynmmenced paying AVCs before
April 1993. Members who commenced paying AVCs omfter 1 April 1993 and who
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retire, die or transfer the cash equivalent of rttagferred pension from Scheme
between 1 April 2006 and 31 March 2007 will recemgeterminal bonus. AVCs paid
to an external provider receive the return declémethose providers.

Money Purchase Underpin Account

This is only applicable to members of the closaghtietts section of the Scheme. Each
year, twice the member's contributions are creditethe account. At the end of the

Scheme year interest is applied to the balancéhefaccount as at the end of the
previous Scheme year. The rate of interest isulheate of return of the Scheme. This

is made up of dividends from the Scheme's investsnamd movements - up or down -

in the capital value of these investments.

The full rate of return of the Scheme for the yeaded 31 December 2005 was 20.2%.
Money purchase underpin accounts have been adjasteardingly. If a member
transfers out, retires or dies during the Schenae, he account as at December has a
market value adjustment applied to it.

Transfer payments to the Scheme

The Scheme had a special transfer account, designexteive payments from other
pension arrangements until 31 March 1997. Transfemsere suspended between 1
April 1997 and 31 March 1998. From 1 April 1998 ewnarrangement for transfers-in
to the Scheme was introduced. In exchange forrtérester value the Scheme provided
a paid-up pension. The paid-up pension increasttsliefore and after retirement in a
similar way to a deferred pension. If it is re@&lvearly it is subject to the Scheme's
early retirement actuarial reduction. Up to 6 ARAO6, with one proviso, the Scheme
would accept a transfer payment if it were suffitito provide for any GMP liability
for which the Scheme becomes responsible.

The proviso concerns transfers from occupationalsjp;en schemes where either the
whole or part of the liability being transferreccaged after 17 May 1990. The Trustee
would only accept a transfer payment if the tramsfg employer and the transferring

Trustee provided a signed undertaking to the Ryaldcmployer and the Trustee. The
undertaking confirmed that the transfer paymentldidae calculated on a basis that
takes full account of their obligation to providenefits for and in respect of the

member which are equal as between men and womeadition, the undertaking had

to confirm that if it is established in the fututieat the transfer payment was not
calculated on that basis the transferring pensimangement would make a further
payment to the Trustee to increase the transfempat to the amount it would have

been had it been calculated on that basis. Thefeamg pension arrangement were
also required to undertake to add to the transfigment compound interest at a rate
equal to the base rate of Barclays Bank plc dutegperiod.

Transfer payments made into the transfer accoufurde April 1997 received the
20.2% rate of return achieved by the Scheme foy&ae ended 31 December 2005.

From 1 April 2006 the Scheme will not accept trangfayments from other pension
schemes or other pension providers.
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Transfer payments from the Scheme

Transfer payments made from the Scheme to otheopagg pension arrangements are
the greater of:

= The cash equivalent of the deferred pension, oerevappropriate
= The money purchase underpin account

The calculation of transfer payments are made erb#sis determined by the Scheme's
actuaries and meets the requirements of Pe@sion Schemes Act 1998d the
Occupational Pension Schemes (Transfer Values) IR@smws 1996 (SI 1996 No.
1847).The Trustee has directed the Actuary not to tageretionary pension increases
into account in the calculation of transfer paymsent

Earnings Cap

The earnings cap is the restriction on pensiongble for members who joined the
Scheme after 31 May 1989. The restriction alsoiappbd those who joined the Scheme
before that date if they have elected to becomgsuto the post 31 May 1989 Inland
Revenue limits. The earnings cap for the tax y&&52 2006 was £105,600. From 6
April 2006 the Scheme will apply its own earninggcset at a level agreed by the
Company and the Trustee.

Financial Planning Service

The Company has set up an independent financiahjlg service for employees and
their dependants. The service is provided by twdependent financial advisers,
authorised by the Financial Services Authority (FSWho are able to provide a
consistent countrywide service. The advisers arnge@rFinancial Services Ltd and
Marsh Financial Services Ltd.

Employees can choose to see a consultant fromr eafhilne adviser companies. The
cost of the service is borne by the employee, eltgecommission the adviser receives
on investments placed or by the payment of direesf The financial advice given is
personal to each individual and is a matter betwitbem and their chosen adviser.
Neither the Trustee nor TRW Automotive can endoosehe held responsible for, the
outcome of the advice, if taken.
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Legislative and Regulatory Changes

Pensions Act 2004 and the Finance Act 2004

A large number of regulatory changes were introdudering the year to implement
the requirements of tHeensions Act 2004nd theFinance Act 2004This has included
the publication of over a hundred sets of regutetido implement the detailed
requirements of the Acts. In addition, several €odf Practice and an online guidance
manual from HM Revenue & Customs have also beameissThese changes have
involved pension schemes putting in place new mhoes and extensively modifying
their practice before A-Day (6 April 2006). It igspected that the publication of further
Regulations and Codes of Practice will continue the 2006 - 2007 year.

Pension Protection Fund (PPF)

The PPF started in April 2005 and as at Decemb@5,2irty-five schemes that were
underfunded, whose sponsoring employees were iesplwere in the assessment
process before being admitted to the PPF. The ®RBtifinanced by the Government
or by general taxation but is funded entirely blgestfinal salary pension schemes. In
2005 the TRW Pension Scheme paid £830,000 to tke PP

The levy in 2006 will be based on two componentScheme based levy based on the
amount of an individual scheme’s liabilities andrisk-based levy. Two factors
determine the size of the risk-based levy. Theytlae funding level of the Scheme and
the credit rating of the sponsoring employer.

Pensions Commission

A significant development during the year was thbligation of the much-anticipated
report from the Pensions Commission, led by Lorch&u This reportA New Pension
Settlement for the Twenty-First centurwas published in November 2005 and
prompted considerable debate. The main proposatsined in the report were:

= Anincrease in the State Pension Age to 68 by 20&Din line with life expectancy
thereafter;

= Re-introduce the link between the Basic State Beresnd earnings;

= The introduction of a National Pension Saving Sobeta provide defined
contribution benefits for all employees over 21.owéver, there would be the
option to opt-out of the NPSS.

» Reduce the amount of means-tested State benefits.

= Simplify the contracting out process.

Following a period of consultation on this repdhte Government has issued a White
Paper calle®ecurity in retirement: towards a new pension systEhe main changes
proposed in the White Paper mirror those of then@uCommission. However, as the
White Paper was issued in May 2006 consideratiortso€ontents falls outside this
report. It is clear that the changes made to pessiegislation in the last few years
will not be the end of the process. Further exiensevision is anticipated in the near
future as a result of this White Paper.
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Further information about the Scheme

Pensions Act 1995 - Compliance
Appointment of advisers

The Pensions Act 1995 (the Act) requires the Trusbteappoint its own advisers. The
following advisers were appointed under the regquéets of the Act. All the advisers
have formally accepted the appointments and cosefirthat they will notify the
Trustee should any conflicts of interest arisesilation to the Scheme.

= Scheme Actuary Ronald Bowie of Hymans Robertson LLP
= Auditor Ernst & Young LLP
® |nvestment Managers TRW Investment Management Coynlpianited

Capital International
C B Richard Ellis Investors
Western Asset Management Company

= Custodian State Street Bank and Trust Company
= Solicitors Allen & Overy LLP
Pinsent Masons - Property
=  Property Valuer Atisreal
= Investment Advisers Hymans Robertson LLP

Member Nominated Directors

The Act introduced a requirement for occupatioreigion schemes whose trustee is a
company to have member nominated directors. Regntatvere issued detailing the
prescribed rules for appointing directors. The ewet can, however, opt-out of the
Act's requirements by putting forward an alterrafproposal and seeking approval for
the alternative proposal through a statutory caasah procedure.

The Company notified the Trustee that it intendeddek an opt-out in order to retain
the method of appointing directors of the Trusteen@any that had been in place for
many years. Following the statutory consultatioacedure the Trustee was informed
on 26 March 1997 that the Company's alternativeapgsoved. Following the Scheme
merger on 1 March 2001, the Company reviewed tH&/ I&pt-out and following a
consultation process with both the Trade Unions ¥wiks Council Consultative
Committee, it concluded that a new opt-out propessd appropriate.

Under the revised opt-out, TRW Pensions Trust ledhivill continue to consist of nine
directors. Five directors will continue to be apped by the Company, and there will
continue to be four member directors. Howeverhwvdgtfect from 1 October 2004,
three member directors are selected from the Tuhden Consultative Committee, and
a fourth member director is selected from the Wd&ksincil Consultative Committee.
This amendment to the existing arrangement wasogeap to address the lack of
representation on the Trustee Board for members fbusiness locations where
employee representation is achieved through thesnebia Works Council. Following
the statutory consultation procedure, the Trustas wformed on 2 June 2004 that the
Company’s alternative was approved. A member notachairector selected by the
Works Council Consultative Committee has been agpdito the Trustee Board.
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Contracting out

The Scheme is contracted out of the State Secomdid?e on the basis of the
'Reference Scheme test' (see page 3).

Board procedures

The Trustee has reviewed its procedures to endeg tonform with the Act's
requirements.

Internal Disputes Resolution Procedure

On 13 January 1997 the Board approved an Interrsguies Resolution Procedure.
The procedure can be summarised as follows:

= Queries and complaints should initially be referr@d@ RW Benefit Administration
(UK).

= |f the complaint is not resolved to the complairesttisfaction they may apply to
have their case reviewed under the Internal Disp&esolution Procedure. This
procedure comprises two formal stages. The queamytaint must be set out in
writing in a specified manner. The complainant whién receive an answer to their
guery/complaint in writing.

= The two stages are as follows:
* Review by the committee of the Trustee Board.

» Review by the Trustee Board if the complainantaswilling to accept the first
stage decision.

Full information on how to refer a query/complaiatthe Internal Disputes Resolution
Procedure is available by writing to the Secretarythe Trustee at TRW Benefit
Administration (UK).

Transfers

The Scheme’s transfer out factors ensure thateteirements of the Act are met. The
Trustee has directed the Actuary not to take dierary pension increases into
account in the calculation of transfer paymente (sge 14).

Statement of Investment Principles

On 21 July 2006, the Trustee Board revised itseStant of Investment Principles. See
pages 51 to 55 for a copy of the revised statement.

Disclosure of information

The Scheme’s Summary of Benefits leaflets conthitha information required by the
disclosure of information regulations.
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Member contributions

The Principal Employer has put in place procedihes seek to ensure the Trustee
receives member contributions by the nineteenthadidlge month following the month
in which they were deducted from salaries.

Myners Compliance

On 6 February 2003 the Board approved its resptmgbe ten Myner’'s principles.
The response is contained in a document cdladciples of Investment Decision
Making.

The Board also approved a Business Plan on theb6u&e 2003, which has been
reviewed and updated annually since that date. h Blocuments are available for
downloading from the Scheme’s website, www.trwpensico.uk

In Notes 16 & 17 to the Accounts are detailed ttendaction costs of the equity
portfolios and the full management costs of theprty portfolio.

Shareholder Activism
Policy

It is the Board’s policy to vote in respect of alares held in the Active UK Equity
Fund. No action is normally taken in respect ofrehaheld only in the Passive UK
Equity Fund. TRW Investment Management Company, tles Scheme’s lead
investment manager, will normally vote in line witcommendations from Research,
Recommendations and Electronic Voting (RREV). Tikia joint venture between the
National Association of Pensions Funds and Insbibal Shareholder Services and is a
leading provider of global research and proxy \@8ervices.

Guidelines for action

In the case of perceived failures of managemenhefshares are expensive, then the
holding is sold. If the shares are not expensiea tim the first instance, TRWIM aims
to meet with the executive management of the companencourage effective
dialogue. If this fails, TRWIM normally meet withe senior non-executive director(s).
In addition, they may liaise with other sharehoédier order to promote any necessary
changes within the company.

Pensioner representation on the consultative comntée

Since April 1996 pensioner representatives have beeopted on to the TRW Pension
Scheme Consultative Committees. Their term of effi for three years. Applicants
must be receiving a TRW Pension, have been an geplmot have retired on the
grounds of ill health and have completed an apttinaform. The consultative
committees then consider all the applicants anectéthe pensioners to be co-opted on
to the committees.
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Investment Report

Investment Managers

The lead investment manager is TRW Investment Mamagt Company Limited. The

emerging market investment manager is Capital matégonal, the corporate bond

manager is Western Asset Management Company andperty investment manager
is CB Richard Ellis Investors. The Financial SeegicAuthority (FSA) regulates TRW

Investment Management Company Limited, Western tAgsmagement Company and
Capital International. CB Richard Ellis Investoss regulated by the FSA and is a
member of the Royal Institution of Chartered Sunrsy All are authorised under the
Financial Services and Markets Act 20@0undertake investment business.

The investment management costs are borne by then%&c and detailed in the
accounts. TRW Investment Management Company Ldnige a wholly owned
subsidiary of TRW Automotive.

Custody of Investments

Up to 31 March 2006, State Street Bank & Trust Camyp was the external
independent custodian of the Scheme's non-pro@asgts. A custodian agreement
between State Street Bank & Trust Company and TRMsiens Trust Limited
detailed the terms on which the custodian wouldd itble Scheme's assets and the
respective responsibilities of the custodian ardTrustee. All of the title documents
of the Scheme's assets were held by the custodider uhe control of the Trustee.
Physical documents are held in a strong room anedsacis limited by the custodian’s
own strict security procedures. Regular reconaiies of the holdings are carried out
and a copy of the State Street report on interaatrols is kept and reviewed by the
lead investment manager. (See pages 4-5 for sletiiihe new Scheme custodian from
1 April 2006).

The Scheme's investments held by the custodiaregigtered as follows:

= United Kingdom investments are in the name of ainemof the custodian with
the designation account 'TRW Pensions Trust Lirhitedsome other account
designation specifying they are the assets of TRW&I®Ns Trust Limited.

= United States investments are in the name of ameenwith the designation on the

books and records of the custodian which is speddi TRW Pensions Trust
Limited added to the nominee's name.

= Other investments are in the name of either théodiem or a nominee with a
designation to make clear the registered holdeoighe beneficial owner.

The custodian will only release title document®@#t series of security checks have
taken place. These include:

= A dual electronic instruction to the custodian itwuag the use of passwords.
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= Daily authorisation of sales by a senior staff memlof TRW Investment
Management Company Limited, and approved as soomrasticable by the
Managing Director of TRW Investment Management CanmypLimited.

®= The custodian has received payment.
Cash is placed on short-term deposit with bankkemame of the Trustee company.

Pinsent Masons provide custody services for thpgitg documentation relating to the

property investments of TRW Pensions Trust Limitddhey have secure deeds rooms
and operate a computerised deeds record systemdeélb can be removed from the
deeds room except by specific request from thevasliefee earner or their secretary on
behalf of the fee earner. Access to such secuedsdeooms is only by authorised

Pinsent Masons personnel.

Internal Controls

The Trustee has received a Global Controls Exafomateport dealing with the
internal control of investment custodians from &t&treet Bank & Trust Company
dated 15 June 2006. The Trustee has also receodCapital International a SAS 70
report on controls and tests on operational effeogss dated 31 August 2005. In
addition, the Trustee has received an un-auditggbR®n Internal Controls from CB
Richard Ellis Investors and a statement on compéainom the Atisreal Group — the
Scheme’s property valuer. These reports have lmaewed to ensure that the controls
are appropriate to the requirements of the Board.

Asset Allocation

The Trustee considers the asset allocation benéhdedailed below is appropriate for
the Scheme. The purpose of the asset allocatioohb@ark is to establish a notional
portfolio distribution for the medium to long ternthe actual investment of the
Scheme's assets needs, however, to be more flegililke account of shorter term
investment decisions and changes in asset valuesordingly, the Trustee has
authorised the lead investment manager to managefuid within tactical asset
allocation limits. The benchmarks and allocationits are detailed below:

Investment Benchmark

Benchmark % Range %
UK Equities 40 35 to 45
Overseas Equities
« Developed markets 19 15to 25
- Emerging markets 1 Oto3
Fixed Interest 20 15to 25
Index Linked 8 3to 13
Corporate Bonds 3 0Oto5
Property 7 5t09
Cash 2 0to 15
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Actual allocation at 31 March 2006
% Market Value
of the Total Fund
UK equities 41
Overseas Equities
« Developed markets 23
» Emerging markets 1
Fixed Interest 19
Index Linked 6
Property 6
Cash 4
100

Analysis of the Scheme Investments at year end

Analysis of UK equities by sector
Market Value % Market Value
of the Total Fund
£'million

Financials 430 12.4
Services 326 9.4
Resources 249 7.1
Consumer goods 235 6.7
General industrials 114 3.2
Utilities 73 2.1
Information Technology 19 0.5
1,446 41.4
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Geographical analysis of investment assets (Excludjrexternal AVCs)

Market March  March
Value 2006 2005

£ million % %
UK 2,676 76.6 78.5
USA 227 6.5 8.0
Japan 194 5.6 4.7
France 62 1.8 1.4
Luxembourg 59 1.7 0.1
Germany 48 1.4 1.0
Switzerland 38 1.1 1.0
Italy 27 0.8 0.7
Australia 25 0.7 0.6
Netherlands 21 0.6 0.8
Spain 21 0.6 0.6
Canada 15 0.4 0.4
Sweden 13 0.4 0.4
Hong Kong 11 0.3 0.3
Belgium 9 0.3 0.2
Bermuda 8 0.2 0.1
Finland 6 0.2 0.1
Ireland 6 0.2 0.1
Norway 5 0.1 0.1
Singapore 4 0.1 0.1
Greece 4 0.1 0.1
Other 13 0.4 0.7

3,492 100.0 100.0
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Largest holdings

Market % of total % of total

value investmen  investmen

£million asset assets il

March 200¢

Vodafone Group 61.7 1.9 1.7
GlaxoSmithKline 61.5 1.9 1.7
BP 59.8 1.8 1.7
HSBC Holdings 58.0 1.8 1.6
Royal Bank of Scotland 55.2 1.7 15
Capital Intl Emerging Market 53.7 1.7 15
Barclays 44.5 1.4 1.4
UK Treasury 7.25% 2007 41.8 1.3 -
UK Treasury 4.75 2038 41.7 1.3 -
Astrazeneca 39.8 1.2 1.1
UK Treasury 4% 2009 39.6 1.2 -
UK Treasury 6% 2028 38.6 1.2 -
Royal Dutch Shell B Shares 37.4 1.2 -
UK Treasury 8% 2021 37.1 1.1 0.8
UK Treasury 7.5% 2006 36.3 1.1 -
UK Treasury 5% 2008 35.9 1.1 1.0
HBOS 34.3 1.0 1.2
UK Treasury 2.5% 2016 34.0 1.0 1.2
UK Treasury 2.5% 2020 32.9 0.9 1.0
UK Treasury 1% 2013 32.8 0.9 -
876.6 26.7 17.4
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Employer related investments

At the year-end the Scheme had no investment in /RM@motive. At the year-end
the Scheme held 10,732 (2005: 11,460) Northrop @GramCorporation Shares with a
market value of £422,523 (2004: £327,376). The INog Grumman Corporation is a
significant shareholder in TRW Automotive. Membmontributions due from the
employer amounted to £40,207 (2005: £65,397). OMarch 2006 this represented
approximately 0.01% of the Scheme’s assets. Thas wonsiderably below the
maximum permitted by Section 40 of tRensions Act 1995.

Stock Lending

Stock lending is only permitted by the Trusteeimcumstances where the loan is fully
collateralised and the collateral meets strict ptadality requirements.

At the year-end the total value of the stock omlaas £1,465,000. The total value of
the collateral held by the scheme was £1,567,000.

Analysis of securities on loan £000

= Qverseas equities on loan £1,465

Analysis of collateral
= Collateral for overseas equities - Sovereign debt £1,567

Investment principles
The statement of investment principles deals wWighfollowing topics:

®* Fund managers

® |nvestment management fees

= Investment adviser

= Investment objectives

= The kind and balance of investments
= Risk

=  Expected return on investments

= Mandates to the investment managers
= Realisation of investments

=  Minimum funding requirement

= Socially responsible investment

= Exercise of voting rights

= Custodian

The current statement, implemented from 21 July62@included on pages 51 to 55.

A separate copy of the statement can be obtainedviiyng to TRW Benefit
Administration (UK).
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Review of Investments

During the year the Trustee, with the help of itef@ssional advisers, has carefully
considered the Scheme's investments. They ardiesétibat the investments conform
to all the statutory criteria

Investment Performance

Independent performance measurement is providetheéoScheme by State Street
Analytics. Universe comparison is provided by Y& Company through their WM
50 statistics.

Benchmark
The Trustee has instructed its performance measuter compare the fund's

performance with a specific performance policy tenark. The benchmark at 31
March 2006 is based on the indices detailed inahk below.

Sector Index Weight
" UK Equities FTSE All Sharé 40%
- Overseas Equities

* North America FTSE World Index North America 7%

* Europe ex-UK FTSE World Index Europe ex-UK 6%

¢ Japan FTSE World Index Japan 5%

* Pacific ex-Japan FTSE World Index Asia Pacific ex 1%

Japan

* Emerging markets MSCI Emerging Markets Free 1%
"  Fixed interest FT-A All Stocks Gilt Index 20%
n Index linked FT-A Over 5 Year Index Linked Inde 8%
"  Corporate Bonds iBoxx sterling Non-Gilts 3%
m Property IPD Annualised 7%
" Cash LIBID 7 day rate 2%

1 The index used is based on the FTSE All Share Ind#éxthe weighting of any one stock capped to 4%tohiarket capitalisation. Rebalancing normally

takes place at three monthly intervals
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Returns

The Scheme return measured against specific poliey one, three, five and t
years are detailed below.

£ £
Period to 31 December 2006 Benchmark Fund
% Annual Return % Annual Return
Last year 23.9 22.7
Last 3 years 19.7 18.7
Last 5 years 3.1 2.8
Last 10 years 8.8 8.4

WMS50

The WM Company compares the 50 largest pensionsfamat it measures. The
represent the assets of almost all the largest é€h&ipn schemes. The returns of
WM5O0 are as follows:

Period to 31 December 2006 WM50 Fund
% Annual return % Annual return
Last year 20.3 22.7
Last 3 years 16.2 18.7
Last 5 years 4.6 2.8
Last 10 years 8.3 8.4
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Conclusion

The Directors acknowledge with thanks the help sungport they have received from
everyone associated with the administration ofSblkeeme.

If a member has any queries about the operatidheoScheme or about their benefits,
they should raise them with their local Human Resesi Department or with the
Secretary to the Trustee at TRW Benefit Administra{UK).

By order of the Directors of TRW Pensions Trust itéd.

Roy Middleton
Secretary
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Fund Account & Net Assets Statement
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Fund Account

2006 2005
Contributions and Benefits Note £'000 £000
Contributions receivable 3 4,081 4,476
Transfers in 4 225 1,641
4,306 6,117
Benefits payable 5 (152,758) (148,430)
Payments to and on account of leavers 6 (3,528) ,446)
Administration expenses 14 (1,910) (1,737)
Professional Adviser Fees and Levies 15 (1,692) 8)(47
(159,888) (152,091)
Net withdrawals from
dealings with members (155,582)  (145,974)
Returns on investments
Investment income 7 110,586 98,861
Change in market value of investments 13 572,519 245,361
Investment management expenses 18 (3,979) (3,931)
Net returns on investments 679,126 340,291
Net increase in the fund during the year 523,544 194,317
Net assets of the Scheme at 1 April 2005 2,967,399 2,773,082
Net assets of the Scheme at 31 March 2006 3,490,943 2,967,399
Net Assets Statement
Investments
Equities 9&13 2,203,087 1,827,914
Fixed interest securities 8 &13 678,285 631,515
Index-linked securities 8 &13 193,445 182,219
Property 11&13 213,851 199,413
Pooled investment vehicles 10& 13 58,104 47,062
Cash deposits 13 124,350 59,967
External Additional Voluntary Contributions 12 & 13 1,967 2,162
Other current investment assets less liabilities &3 20,769 18,387
3,493,858 2,968,639
Net current liabilities 20 (2,915) (1,240)
Net assets of the scheme at 31 March 2006 3,490,943 2,967,399
Approved by the Directors of the Trustee CompanyDirector Steve Lunn
27 September 2006 Director Pam Palmer
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Notes to the Accounts
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Note 1 Basis of preparation

The financial statements have been prepared antkdudiaccordance with the regulations made under
Section 41(1) and (6) of the Pensions Act 1888 with the guidelines set out in the reviStgtement of
Recommended Practice, Financial Reports of Pension Sshidovember 2002

The financial statements summarise the transactibiise Scheme and deal with the net assets at the
disposal of the Trustee. They do not take accounbbfations to pay pensions and benefits, whidh fa
due after the end of the Scheme year. The actyafalion of the Scheme, which does take account of
such obligations, is dealt with in the statementh®y actuary on page 48 of the annual report aeskth
financial statements should be read in conjunac#iih it.

Note 2 Accounting Policies

. Income from equity investments is brought into artoat the ex-dividend date. Income from
pooled investment vehicles is re-invested. Incommnffixed interest securities, index linked
securities and cash is recognised as the interesies.

. Company and members contributions are accountedrfioan accruals basis at rates agreed
between the Trustee and the Employer based on ttmmmeendation of the actuary and the
schedule of contributions.

. Benefits and expenses are dealt with on an acdaails.

. Transfer payments in respect of members transfeoredhd from the Scheme during the year are
included in the accounts on the basis of sums ady the actuary at the time the accounts for
the year are finalised.

. Listed investments (including Pooled Investment ¢lels) are stated at the last quoted price on 31
March. Unlisted investments are priced using guptevided by external brokers.

. Foreign currency investments are translated ingolisg at the rates of exchange ruling at the
balance sheet date. Foreign currency investmeatrie is recorded at the rate ruling at the date of
the transaction.

. Stock index futures contracts are valued at mapkiees at the year-end and, to the extent that the
contracts have been entered into for the purposebtdining economic exposure, have been
reflected in the accounts on the basis of assatiatwmnomic exposure. The corresponding
liability is included in other investment liabikts. The associated economic exposure of a futures
contract is the value of an amount of securitieBichy if held as an alternative to the futures
contract, would provide a similar return in the kwdrto that obtained on the futures contract. All
gains and losses on contracts are included inghemovement in market value of investments.

. Where forward sales or purchases of foreign cuprérawe been made as a hedge against exposure
on foreign currency investments, held or expectellet acquired, any unrealised profit or loss at
the year end, measured by the difference betweeppbt rate and the contract rate, is included in
the net movement in market value of investmenteutiie same category as the foreign currency
investment that is the subject of the hedge. Redligains and losses on forward contracts
maturing during the year are also included in tee movement in market value of investments
within the same category.

. The property investments of the scheme are incliélde accounts at open market value at the
balance sheet date. This value is determined dgp@ndent external valuers in accordance with
the Appraisal and Valuation Manual issued by thgaRdnstitute of Chartered Surveyors. No
depreciation is provided on property assets in mmwe with SSAP19: Accounting for
Investment Properties.

. Purchases and sales of properties are recognigbd accounts upon unconditional exchange of
contracts. Property rental income is recognisedroaccruals basis.
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Note 3 Contributions receivable 2006 2005
£'000 £'000

Company contributioris 0 0

Member’s contributions 2,909 3,358
Member’s internal additional voluntary contributin 1,156 1,095
Member’s external additional voluntary contribudn 16 23

4,081 4,476

A two year cessation of Company contributions comree on 1 August 1985, and has
since been extended, initially for a further twasggeto 31 July 1989 and subsequently
following the actuarial valuations as at 31 Mar&94, 31 March 1997, 31 March 2000, and
31 March 2003, until at least the next actuaridiaton.

2Members’ additional voluntary contributions are fte most part invested either in the
Scheme or in the investment vehicles detailed iteNk®2. Small amounts invested with
London Life Association Limited and The EquitabliéelAssurance Society are not included
in the accounts.

Note 4 Transfers in 2006 2005
£'000 £'000

Transfers of the Lucas Supplementary Scheme dssets 0 1,186
Transfers from other funds — individual 225 150
Transfers from other funds - group 0 305
225 1,641

3 The Company and the Trustee approved in a previoascial year the transfer of the
assets and liabilities of the Lucas Supplementans®n Scheme into the Scheme.

Note 5 Benefits payable 2006 2005

£'000 £'000
Pensions 142,896 140,304
Child allowances 291 298
Commuted lump sums 8,384 7,315
Death benefits 1,187 513

152,758 148,430

Note 6 Payments to and on account of leavers 2006 2005
£'000 £'000
Refunds to leavers 48 50
Transfers to other funds - Individual 3,233 1,197
Transfers to other funds - Group 0 6
Transfers to State Scheme 247 193

3,528 1,446
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Note 7 Investment income

Dividends from equities

Income from fixed interest securities
Income from index linked securities

Net rents from property

Interest on cash account

Stock lending

Income from pooled investment vehicles
Tax reimbursement

Miscellaneous expenses

Overdraft expense

Foreign exchange losses

Write-off of non recoverable withholding tax
Other investment income/(expense)

Note 8 Fixed Interest Securities and Index Linked
Securities

Fixed Interest

UK Quoted

Government
Government futures contracts
Corporate

Overseas

Government
Corporate

Index linked

UK Quoted

Government
Corporate
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2006 2005
£000 £000
57,606 60,117
33282 69,7
4,469 4,293
13,311 13,973
3,294 1,838
439 351
0 15
23 0
0 (41)
0 (16)
(689) (270)
(8%)  (1,109)
36 (52)
110,586 98,861

Market Value

2006 2005
£'000 £'000
667,617 325,461

0 302,858
10,635 3,094
0 0
33 102
678,285 631,515
2006 2005
£'000 £'000
182,012 171,416
11,433 10,803
193,445 182,219




Note 9 Equities Market Value

2006 2005

£'000 £'000
UK 1,445,811 1,236,828
Overseas 757,276 591,086

2,203,087 1,827,914

All the equity investments held by the Scheane quote(

Note 10 Pooled Investment Vehicles

Included within the investments are the followimgaunts in respect of pooled investment vehicles

Market Value

UK registered 2006 2005

£000 £000
Fidelity 1,210 1,018
Templeton Emerging Markets Investment Trust plc 849 498
RIT Capital Partners plc 836 569
Invesco English & International Trust plc 534
Scottish Investment Trust 465 0
Foreign & Colonial Emerging Markets Investment 179 107
Schroder UK Growth Fund plc 153 124
Eurotunnel PLC 153 0
Mercury Unquoted Security Trust 35 33
Schroder Institutional Pacific Fund 0 3
Overseas registered
Capital International Emerging Markets Fund 53,690 44,710

58,104 47,062
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Note 11 Market Value of property investments

2006 2005 2006 2005
Sector £000 £000 Geographical £000 £000
Industrials 94,750 80,375 South East 113,875 103,70
Offices 44,800 53,600 Scotland 27,950 23,125
Retail Warehouses 50,300 43,600 Yorkshire 19,525 6,60D
Retail 18,900 17,350 East Midlands 16,700 14,750
Residential 160 160 West Midlands 10,250 8,750
North West 10,160 9,460
Wales 6,100 4,700
South West 4,350 4,000
Property Unit Trusts 4,941 4,328 4,941 4,328
Total 213,851 199,413 213,851 199,413

Note 12 External Additional Voluntary Contribution s

The Trustee held assets invested separately frormé#ire fund in the form of individual insurance padie

and building society accounts securing additioraidfits on a money purchase basis for those members
electing to pay additional voluntary contributioMembers participating in these arrangements ezaive

an annual statement confirming the amounts hetlddgin account and the movements in the year.

2006 2005
£'000 £000
Clerical Medical 728 771
Scaottish Life 663 786
Standard Life 433 479
Fidelity 123 102
Century Life 6 11
Alba Life 14 13
1,967 2,162
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Note 13 Change in market value of investments

Value at 1 Purchases at Sales Change in Value at 31
April 2005 cost Proceeds Market Value March 2006
£'000 £'000 £000 £000 £000
Equities 1,827,914 508,276 (619,963) 486,910 2,203,087
Fixed Interest
securities 631,515 940,670 (907,390) 13,490 678,285
Index-linked
securities 182,219 90,750 (91,587) 12,063 193,445
Pooled investment 47,062 43,350 (63,244) 30,936 58,104
vehicles
Property 199,413 469 (14,985) 28,954 213,851
External Additional
Voluntary
Contributions 2,162 16 (377) 166 1,967
2,890,285 1,583,481 (1,697,546) 572,519 3,348,739
Cash deposits 59,967 124,350
Other current
investment assets
and liabilities
(See note 21). 18,387 20,769
2,968,639 3,493,858

2 See Note 16 for a breakdown of the transactiotsdnsluded in the cost of purchase.
% See Note 17 for a breakdown of the transactionnaasagement costs for the property portfolio.
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Note 14 Administration expenses 2006 2005
£'000 £'000
Administration 1,242 1,032
Computing costs 574 593
Archive legacy TRW records 0 11
Imaging 4 13
Mortality Verification 0 3
Web Site 90 85
1,910 1,737
Note 15 Professional Adviser Fees and Levies 2006 2005
£'000 £'000
Pension Protection Fund levy 831 0
Merrill Lynch — Transition management 240 0
Hymans Robertson - Actuarial fees 193 177
Hymans Robertson - Investment Adviser fees 129 0
Allen & Overy - Legal fees 102 70
Ernst & Young - Audit and tax fees 97 122
Thomas Murray — Custodian review 59 0
Capita Health Solutions - Medical fees 32 34
Other advisers 9 43
OPRA Levy 0 32
1,692 478
Note 16 Transaction Costs - Ordinary Shares
Ordinary share portfolio Brokerage Taxes, duty Other charges, Total
commission fees
£'000 £'000 £'000 £'000
UK Equity - Passive 79 257 12 348
UK Equity - Quant 5 0 0 5
UK Equity - Active 796 1,032 0 1,828
European Equity - Active 144 2 0 146
European Equity - Passive 8 11 0 19
North American Equity - Passive 4 0 0 4
Japanese Equity - Passive 15 0 1 16
Asia Pacific Equity - Passive 1 0 1 2
Transaction costs 2006 1,052 1,302 14 2,368
Transaction costs 2005 1,073 1,168 10 2,251
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Note 17 Property transaction and management costs

The property transactions and management costhawasn two places in the accounts, as follows:

® Costs associated with the purchase and sale ofefiyopre capitalised in the purchase price or
deducted from the receipts of sales - see Note 13

®  Included in the property section of the investmmaahagement expenses - see Note 18

The purpose of this note is to detail the costs @hatincluded in the purchases and sale receipgtoia

13 that otherwise would not be transparent.

Purchases during the year
Costs associated with purchase

Stamp Duty

CB Richard Ellis Investors -
transaction fees

Pinsent Masons - transaction fees

Gooch Cunlife Whale - transaction
fees

Other purchase costs

2006

Total purchase costs

Sales during the year

Costs associated with sales
CB Richard Ellis - transaction fees
Pinsent Curtis - transaction fees

Rental guarantee
Dilapidation/remediation costs
Insurance

Other Sales Cost

Total sales proceeds less costs

Net purchases and sales at cost

Total Property transaction and management costs

Costs associated with property sales
and purchases

Property management costs (see note
18)

2005
£000 £000 £000 £'000
443 8,437
13 338
7 72
3 23
0 50
3 4
469 8,924
(15,613) (9,520)
158 83
25 18
279 0
144 0
17 0
5 0
(14,985) (9,419)
(14,516) (495)
654 588
1,885 1,915
2,539 2,503
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Note 18 Investment Management Expenses

2006 2005
Non-property Management Expenses £'000 £'000
TRW Investment Management Company Ltd 1,711 1,633
State Street Bank and Trust Company (Custodian) 383 380
Other 0 3
2,094 2,016
Property Management Expenses
2006 2005
£000 £000
CB Richard Ellis 602 438
Pinsent Masons 102 132
Biggart Baillie 2 8
Atisreal 126 115
Property Management Costs:
Building & Refurbishment 341 188
Marketing & Letting 111 19
Head rent & rates 211 225
Bad debts - amounts provided for 0 709
Vacant unit costs 142 74
Lease surrender 228 0
Other 20 7
1,885 1,915
Total investment management expenses 3,979 3,931
Note 19 Total Investment Management and Transactrocosts
2006 2005

Non-property Management expenses (See note 18)
Property Management expenses (See Note 18)

Transaction costs - Ordinary shares (See Note 16)
Transaction costs - Property (See Note 17)

£'000 £'000

42,09 2,016
1,885 1,915
3682, 2,251
654 588
7,001 6,770
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Note 20 Current assets and liabilities

2006 2005

Current Assets £000 £000

Employee contribution’s 40 65
Cash at Bank 406 1,909

VAT receivable 52 36
Other debtors 4 12
502 2,022

Current liabilities

Unpaid benefits (1,719) (1,702)
Payable to TRW Limited (518) (562)
Administration expenses (151) (86)
Advisers fees (205) (165)
Investment expenses (545) (462)
Net property VAT payable 177) (185)

Accrual and deferred income (2) 0
HM Revenue & Customs (100) (100)
(3,417) (3,262)
Net current liabilities (2,915)  (1,240)

! These employee contributions outstanding at tiae gad were subsequently paid within the requiredgcales
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Note 21 Other current investment assets and lialiies

Current Assets

Balances due from brokers
Dividends receivable
Interest receivable - bonds
Income tax recoverable
Rent receivable

Interest receivable - cash/term deposits
VAT recoverable

Current liabilities

Balances due to brokers
Deferred rental income
Provision for property bad debts
Property creditors

Other creditors

Rental deposits

Net other current investment balances

42

2006 2005
£000 £000
944 2,581

13,445 12,819

7,967 5,236

247 276
1,663 1,835

235 150
0 41

24,501 22,938

(13)  (13)
(2,534)  (2,846)
(897) (967)
(93) (423)

0 (70)
(195) (232)

(3,732)  (4,551)

20,76918,387




Reports of the Auditors and the Actuaries
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Report of the Independent auditor to the Trustee othe TRW Pension Scheme

We have audited the Scheme's financial statementthé year ended 31 March 2006 which comprise
the Fund Account, the Net Assets Statement andeflated notes 1 to 21. These financial statements
have been prepared on the basis of the accourtiiggs set out therein.

This report is made solely to the Trustee, as a baudyaccordance with regulation 3 (c) of the
Occupational Pension Schemes (Requirement to obtadited Accounts and a Statement from the
Auditor) Regulations 1996, made under the Penstais1995. Our audit work has been undertaken so
that we might state to the Trustee those matterare@equired to state to them in an auditor’s regad

for no other purpose. To the fullest extent peexitby law, we do not accept or assume respongikmlit
anyone other than the Trustee as a body, for odit awrk, for this report, or the opinions we have
formed.

Respective responsihilities of trustee and auditor

The Scheme’s Trustee is responsible for obtainimited financial statements which comply with apptile
United Kingdom law and Accounting Standards (Unk&dgdom Generally Accepted Accounting Practice)
and for making available certain other informatidyout the Scheme in the form of an Annual Report.

The financial statements are the responsibilityhef Trustee. Pension scheme regulations require the
Trustee to make available to the Scheme membersfibemnies and certain other parties, audited
financial statements for each scheme year which:

*  Show a true and fair view of the financial trangatt of the Scheme during the Scheme year and
of the amount and disposition at the end of thatry& the assets and liabilities, other than
liabilities to pay pensions and benefits afterehd of the Scheme year, and

* Contain the information specified in the Schedute The Occupational Pension Schemes
(Requirement to obtain Audited Accounts and a Statefnem the Auditor) Regulations 1996
including a statement whether the financial statéméave been prepared in accordance with the
Statement of Recommended Practdgancial Reports of Pension Schemes.

The Trustee has supervised the preparation of tiandial statements in accordance with applicable
United Kingdom law and accounting standards andalgased suitable accounting policies, to be applied
consistently, making any estimates and judgments prudent and reasonable basis.

The Trustee is responsible under pensions legislétir ensuring that there is prepared, maintaaretifrom
time to time revised a schedule of contributionsvsihg the rates of contributions payable by or ehdif of
the employer and the active members of the Schewh¢he dates on or before which such contributaresto
be paid.

The Trustee is also responsible under pensionsldgigin for keeping records in respect of contiitmg
received in respect of any active member of theeBehand for ensuring that contributions are madeeo
Scheme in accordance with the Schedule of Contoibsit

The Trustee has a general responsibility for ensutiag adequate accounting records are kept and for
taking such steps as are reasonably open to @femsard the assets of the Scheme and to prevdnt an
detect fraud and other irregularities.

Our responsibility is to audit the financial statats in accordance with relevant legal and regolato
requirements and International Standards on A’k and Ireland)

We report to you our opinion as to whether therfoial statements show a true and fair view and
contain the information specified in the relevagislation We also report to you if, in our opinidhe
Trustee’s report is not consistent with the finahaatements or if we have not received all the
information and explanations that we require far audit.

We read the other information contained in the AairiReport and consider the implications for our
report if we become aware of any apparent missitiésror material inconsistencies within the finahci
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statements. The other information comprises the t@elss Report, Investment Report, Actuarial
Statements and Statements of Investment Principles.

Basis of audit opinion

We conducted our audit in accordance with Inteamati Standards on Auditing (UK and Ireland) issued
by the Auditing Practices Board. An audit incluéssimination, on a test basis, of evidence reletant
the amounts and disclosures in the financial statésn It also includes an assessment of the gigntf
estimates and judgments made by or on behalf ofTtlustees in the preparation of the financial
statements and of whether the accounting policies appropriate to the Scheme’s circumstances,
consistently applied and adequately disclosed.

We planned and performed our audit so as to olghithe information and explanations which we
considered necessary in order to provide us witlicgnt evidence to give reasonable assurancetiteat
financial statements are free from material misstent, whether caused by fraud or other irregylanit
error. In forming our opinion, we also evaluated tverall adequacy of the presentation of inforamati
in the financial statements.

Opinion

In our opinion the financial statements show a #&d fair view, in accordance with United Kingdom
Generally Accepted Accounting Practice, of theriitial transactions of the Scheme during the Scheme
year ended 31 March 2006, and of the amount asubsition at that date of its assets and lialslitie
other than liabilities to pay pensions and benediter the end of the Scheme year, and contain the
information specified in Regulation 3 of and theh&tule to The Occupational Pension Schemes
(Requirement to obtain Audited Accounts and a ®iate from the Auditor) Regulations 1996 made
under the Pensions Act 1995.

Ernst & Young LLP
Registered Auditor
Birmingham

27 September 2006
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Summary of Contributions

During the year ended 31 March 2006, the contrmstipayable to the Scheme under the Schedule of
Contributions were as follows:

£'000
Employer normal contributions 0
Employee normal contributions 2,909
Total contributions under Schedule of Contributions 2,909
Other contributions 0
Employee additional voluntary contributions 1,172
Total contributions per Note 3 of the financial staents 4,081

Approved by the Board Steve Lunn
Pam Palmer

Date: 27 September 2006

Information about contributions

Contributions by the Company remain suspended ti&tihext actuarial valuation, which will be based
on data as at 31 March 2006. Members’ normal doutions are at the rates specified in the Scheme
rules for the different sections of the Scheme.

46



Independent Auditor's Statement about Contributions under Regulation 4 of the Occupational
Pension Schemes (Requirement to obtain Audited Accots and a Statement from the Auditor)
Regulations 1996, to the Trustee of the TRW Pensid@cheme.

We have examined the summary of contributions @oltRW Pension Scheme in respect of the Scheme
year ended 31 March 2006 to which this statemesattéched.

This statement is made solely to the Trustee, asly, ilmaccordance with regulation 4 of the
Occupational Pension Schemes (Requirement to ohtadited Accounts and a Statement from the
Auditor) Regulations 1996, made under the Penshand 995. Our work has been undertaken so that we
might state to the Trustee those matters we aréreghjto state to them in an auditor’s statemedtfan

no other purpose. To the fullest extent permittgdhl,, we do not accept or assume responsibility to
anyone other than the Trustee as a body, for ouk,vi@r this statement, or the opinion we have fatme

Respective responsihilities of Trustee and Auditor

The Trustee is also responsible under the pensiaisldgon for ensuring that there is prepared,
maintained and from time to time revised, a Schedil Contributions showing the rates of normal
contributions payable towards the Scheme by oredralb of the employer and the active members of the
Scheme and the dates on or before which such batitms are to be paid. The Trustee is also
responsible for keeping records in respect of dmions received in respect of any active member o
the Scheme and for procuring that contributionswaaee to the Scheme in accordance with the Schedule
of Contributions.

Our responsibility is to provide a statement almutributions paid under the schedule of contridmsi
and to report our opinion to you.

Basis of statement about contributions

We planned and performed our work so as to obtathainformation and explanations which we
considered necessary in order to give reasonableawxe that contributions payable, as reportéien
attached Summary of Contributions, have been pasttordance with the relevant requirements. For
this purpose the work that we carried out includramination, on a test basis, of evidence releteant

the amounts of contributions payable to the Schamngethe timing of those payments under the schedule
of contributions. Our statement about contribwianrequired to refer to those breaches of thedidie

of contributions which come to our attention in twairse of our work.

Statement about contributions

In our opinion the contributions payalitethe Scheme during the year ended 31 March 2680&ported
in the attached summary of contributions, have lpedah in accordance with the Schedule of
Contributions certified by the Scheme actuary o4 2004.

Ernst & Young LLP
Registered Auditor

Birmingham

27 September 2006
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Actuarial Statement made for the purposes of Regution 30 of the
Occupational Pensions Schemes (Minimum Funding Regqement & Actuarial
Valuation) Regulations 1996

Name of Scheme: The TRW Pension Scheme (“"the Scheme")
Effective date of latest valuatioB1 March 2003

1. Security of prospective rights
In my opinion, the resources of the scheme ardylikethe normal course of events to meet in

the liabilities of the scheme as they fall due. @wing this opinion, | have assumed that
following amounts will be paid to the Scheme.

Members contributions: At the rates set out inTthest Deed and Rules
Employers' normal Nil until 31 March 2007, 15.1% of pensionable sakafter 31
contributions: March 2007.

2. Summary of methods and assumptions used

My opinion on the security of prospective rightb@sed on a twetage calculation as follows. T
technical name for this approach is the Projectei tdethod:

First, | have considered the value of benefits Whidll be earned by employee members over
period until retirement. This ssssment allows for future increases in pensionsdiry. | haw
expressed this value as a contribution rate byduligi by the pensionable salaries payabl
employees over the same period.

| have made an adjustment to allow for expenses rapthbers’ contributions to derive tF
employer’s normal contribution.

Second, | have considered the value of benefitaeglaby members from service prior to
valuation date. For employee members this assessatiews for future increases in pension:
salay. | have compared this with the value of Schessets. | have adjusted the contribution ra
respect of future service to allow for the excdsassets over liabilities.

3. Valuation Assumptions

The main actuarial assumptions used in my valuaieras follows:

Rate of investment return prior to retirement:  7.0% per annum

Rate of investment return after retirement: 5.5% per annum
Rate of earnings increase: 4.0% per annum
Rate of pension increase (excluding GMP): 2.5%

Assets were taken into account at a value clostdyed to market value.
| have made allowance for members dying, withdrgwémd retiring from the scheme prior

normal retirement age. | have also made allowdncenembers to exchange part of their pen
for a cash sum at retirement.

Further details of the method and assumptions asedet out in my actuarial valuation addre:
to the Trustees dated 27 February 2004.

R S Bowie
Fellow of the Faculty of Actuaries
Hymans Robertson, 221 West George Street. Glasgo@2 2ND

27 February 2004
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Actuarial Certificate given for the purposes of Setton 58 of the Pensions Act 1995
(Certification of Schedule of Contributions)

Name of scheme: TRW Pension Scheme (“The Scheme”)
1. Adequacy of rates of contributions

I hereby certify that, in my opinion, the ratesooitributions payable in accordance with the
schedule of contributions dated 9 April 2004 arecptite for the purpose of securing that
throughout the period it covers the Scheme will tmis® minimum funding requirement
imposed by section 56(1) of the Pensions Act 1995.

2. In forming this opinion | have complied with thequirements imposed by sections 56(3) and
58 of the Pensions Act 1995, the Occupational Bensschemes (Minimum Funding
Requirement and Actuarial Valuations) Regulatio®96l and the mandatory guidelines on
minimum funding requirement (GN27) prepared andipbbd by the Institute of Actuaries and
the Faculty of Actuaries, and have made the assangpprescribed by them.

Ronald S Bowie
Fellow of the Faculty of Actuaries
Hymans Robertson, 221 West George Street, Glasgo@2 2ND

14 May 2004

NOTE:

The certification of the adequacy of rates of cimiion for the purpose of securing the meetinthef
minimum funding requirement is not a certificatmfrtheir adequacy for the purpose of securing the
scheme’s liabilities by the purchase of annuitiehe scheme were wound up.
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Statement of Investment Principles
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Statement of Investment Principles

This statemet sets out the principles, which the Trustee of TRW Pension Scheme will follow
determining its investment policy for the purposéshe Scheme. It has been prepared in accor
with the requirements of Section 35 of fensions Act 1995 as anued by section 244 of the Pens
Act 2004.

This revised statement was approved at a meetintbeoflrustee Board held on 21 July 2006.
Principal Employer has been consulted. The investrpenciples set out in this statement will
reviewed priodically and revised as necessary. Prior tqtieparation of this statement the Trustee
obtained and considered written advice from HynRobkertson LLP and TRW Investment Managet
Company Limited both of which are qualified to pd&isuch adee in connection with the investm
of the Scheme.

Fund managers

The Trustee does not take day to day investmensidesj the Board considers investment manage

to be a specialist activity that is most approptiatundertaken by professional namers. It he

delegated responsibility for the selection and rganzent of the Scheme's assets to the follo

professional investment managers:

= TRW Investment Management Company Limited: This is ldad investment manager anc
currently responsikl for all Scheme assets except the emerging manetperty portfolios an
some Additional Voluntary Contributions.

= Capital International - Emerging markets equity fodid

= Western Asset Management — Corporate bond portfolio

= CB Richard Ellis Investors — Property

= Alba Life — Insured Additional Voluntary Contributie

= Century Life — Insured Additional Voluntary Contriimns

= Clerical Medical — Insured Additional Voluntary Gdbutions
= Fidelity — Additional Voluntary Contributions

= Scottish Life — Insured Additional VVoluntary Conuiions

= Standard Life — Insured Additional Voluntary Contrilons

The first three organisations are regulated byRimancial Services Authority (FSA). The regul:
part of the business of the fourth angsation is also supervised by the FSA. All arénarised under tt
Financial Services Act 1986 to undertake investmiemsiness. The appointments are revie
periodically. The lead investment manager, the gmgrmarket manager and the corporatedo
manager are responsible for investing the Scheamsets and for deciding when and where to i
new money from contributions, investment incomdransfers into the Scheme. They are respor
particularly for tactical asset allocation arouhd $cheme'’s strategic benchmark. All the Fund mars
are responsible for deciding whether investmentieutheir management should be kept or sold.

The final six managers listed, responsible for thegestment of external Additional Volunti
Contributimns, were the appointed managers of legacy pensiangements transferred into the T
Pension Scheme. They are all regulated by the FSA.

Investment management fees

The in-house lead investment manager’s costs adequaiiof the assets of the Safeeand published
the Scheme accounts. Each year the lead investmmardager submits a budget to the Board for re'
Following this review a budget is agreed. In theldet review process for the coming year the E
also reviews the actual outcorfar the previous year against the agreed budgethfo previous ye:
This fee structure has been chosen as appropriate itthouse manager whose total costs in relati

external managers is kept under continual review

The fee structure of thgroperty investment manager is in two parts; a bsesgagement fee and a fee
the completion of each purchase or sale. This feectste was chosen in order to compensat
manager appropriately in relation to the work utelesn on behalf of the Trustee.
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The basis of fees agreed with the corporate bondhgearis based on a percentage of the value
portfolio controlled by the manager. This fee stme was chosen in order to compensate the me
appropriately in relation to the work undertakenbehalf of the Trustee.

The emerging market portfolio is a holding in a gabVehicle. The charging structure is detaileché
prospectus of the fund and is reflected in theesipaice of the holding. The Board has no contrat
this fee structure.

The charging structures of the managers resporfsiblexternal Additional Voluntary Contributions
built into the historical group policy terms for abaarrangement, and is reflected in the valu
individual members’ Additional Voluntary Contribatis account.

Investment Adviser

The Trustee has appointed an Investment Adviser, HgnRobertson LLP, to assist it in determir
and reviewing its ongoing investment policy. Thedstment Adviser provides routine advice on
suitability of the Trustee’s investments relative to its ligie$, and also assists the Trustee in revie
the performance of its lead investment managerspedialist investmenhanagers. This is a sepa
appointment to that of Hymans Robertson LLP as aetsio the Scheme.

Investment objectives

The Trustee's investment objectives are:

= The acquisition of suitable assets of appropriataidity which will generate income and cap
growth to meet, together with contributions, thetaaf current ad future scheme benefits as set
in theTrust Deed and Rules.

= To limit the risk of the assets failing to meet Habilities over the long term.

= To minimise the longerm cost of the Scheme by maximising the returthenassets whilst havit
regard to the above objectives.

The kind and balance of investments

The Trustee, acting on the basis of asset liabilitgdies and subsequent advice provided to it by b
Scheme Actuary, Hymans Robertson and the lead timee Manager, have seh asset allocatic
benchmark as appropriate to the Scheme. The pugbdlse asset allocation benchmark is to estala
notional portfolio distribution which would be ap@opriate allocation of the Scheme's assets i
medium, to long term. Howewethe actual investment of the Scheme's assetisriedoe more flexib
to take account of shortégrm investment decisions and changes in asseesaltAccordingly th
Trustee has authorised the lead investment manageanage the fund within tacticasset allocatic
limits.

The asset allocation benchmark and tactical allondimits are agreed by the Trustee after takindn

investment advice as they consider appropriateadted consulting the employer. The asset alloa
benchmark and tactical allocation limits are atfes:
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Asset Class Benchmark % Minimum % Maximum %
UK Equities 40 35 45

Overseas Equities

+ North America 7 5 9
« Europe - ex UK 6 4 8
« Japan 5 3 7
« Asia Pacific 1 0 3
- ex-Japan
« Emerging Markets 1 0 3
Fixed Interest
. UK 20 15 25
. Overseas 0 0 4
Index Linked Bonds
« UK 8 3 13
« Overseas 0 0 2
Corporate Bonds 3 0 5
Property 7 5 9
Cash 2 0 15

The proportion of the portfolio calculated at cutremarket values shall be withilneé ranges shov
above unless the lead manager and the Board atiremvise. If these limits are exceeded becau
movements in market values or because of tranbfethe Board to or from the Portfolio the Manz
shall take such action, as the Managensiders practicable and prudent, to bring tlopartions withi
the limits.

The Trustee considers that due to the indexed nafuapproximately 40% of the assets and the s
among different asset classes, a sufficient degfreversificationhas been obtained. The Trustee
considers the investments to be suitable to thesi8els liabilities. Overall the Trustee considee
investment structure and management style adopiddemable the control of risk in a mani
appropriate to the circumstances of the Fund.

Risk

The Trustee's policy regarding risk is set out imadien Appendix 8 to itsPrinciples of Investme

decision making.This document is the Board’s response to the Mypenciples and is available fr(

the Secretary to the Board. It can also be dovd@daat the Scheme’s websitevw.trwpensions.co.t

A summary of the Board'’s attitude to risk is addois:

= Diversification among the selected asset classetessgned toreduce the risk that after taki
account of the ongoing lortgrm liability there will be insufficient assets tover its liability or
both the Minimum Funding Requirement and on an ongbasis.

= In order to control risk the Trustee has imposedfthlowing restrictions:

- The maximum actively held percentage in one investmal not exceed the limits set down
the Trustee for each investment manager in writing.

- Stock Lending is only permitted in circumstances mehthe loan is fully coliteralised and tt
collateral meets strict acceptability requirements.

- Constraints are placed on the use of derivativeg;iwmay not be used to gear up the portfoli
for speculative purposes.

- Certain types of investment are not permitted. séhimclude commodities, works of art ¢
precious metals.
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Expected return on investments

In the long term the investments are expected ligatea return which either matches or exceedsdl
rate of return assumed by the actuary in assedss@iinding of the Scheme. The Trustee will mor
the returns of each fund manager and asset clagssagan appropriate benchmark. The indivi
benchmarks will be constructed using data provigedxternal index providers and will be indepent
verified by a recognised pension fund performance nmeasnt company on behalf of the Trustee.
projected investment returns are relative to therggriate index benchmark for each asset class.
projected returns and index benchmarks are asafsilo

Asset class Index Target return over the index
UK Equities FTSE All Sharé

. Active 1%

. Passive 0%

. Quant 0.5%

Overseas Equities

. North America FTSE World Index North America 0%
. Europe ex-UK FTSE World Index Europe ex-UK
Active 1%
Passive 0%
. Japan FTSE World Index Japan 0%
. Asia Pacific FTSE World Index Asia Pacific 0%
ex-Japan (Developed)- ex-Japan
. Emerging markets MSCI Emerging markets free 2%
Fixed interest FT-A all stocks Gilt Index 0.5%
Index linked FT-A Over 5 year Index-linked Gilt iex 0.5%
Corporate Bonds iBoxx sterling Non-Gilts  All sksdandex 1.25%
Property IPD Annual Exceed indéx
Cash LIBID 7 day rate 0%

The target returns are goals and neither the leggsiment manager nor the specialist managexsagte
they will be achieved.

Mandates to the Investment managers

The Board has explicit written mandates with thel leevestment manager and its specialist invest
managers. The managers are to invest the assateandance with the assetoalhtion benchmark a
the Board’s guidelines on risk control. In orderéspond to shorteéerm investment decisions the |
investment manager is authorised to manage thdsagéhin maximum and minimum tactical as
allocation limits.

Further details of the mandates regarding eacht asagss are set out in the BoardXinciples o

Investment decision makirgg 5.1 to 5.18 (see the above section on ‘Risk’tifie availability of thi
document)

Realisation of investments

Over 85% of the assetare directly or indirectly invested in securititgded on major recognis
investment exchanges. These investments can thereé realised quickly, if necessary. The Trus

4 The index used is based on the FTSE All Share Indxthwe weighting of any one stock capped to 4%sofriarket capitalisation. Rebalancing normally
takes place at three monthly intervals
5 The property target return is expressed as 6% overtheal increase in the Retail Prices Index and ¢teexkthe IPD index
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policy is that there should be sufficient investisan liquid or readyf realisable assets to meet cash
requirements in the majority of foreseeable circiamses.

Minimum Funding Requirement (MFR)

In arriving at its investment principles accounst lzeen taken by the Trustee of the liabilities @
Scheme in respe of pensioners and active members together Wwéldisclosed level of surplus. This
been done relative to the funding bases used hothnoongoing basis and on an MFR basis.

selection of a spread of investments, which closyches the Schee's liabilities under the MFR, wot
indicate a more substantial investment in fixe@rest and indexed linked bonds. The Trustee, hay
believes that in the long term investment in UK awv@rseas equities gives a better prospect ofay
investnent returns. They have concluded, therefore, thithagreement of the Scheme’s Actuary, tl
spread of investments with a substantial emphasisquiities is appropriate for the Scheme and tis
MFR does not represent a constraint on the adsettibn decisions.

Socially responsible investment

The Trustee has examined the extent to which saami@ironmental and ethical issues should influ
the purchase, holding and realisation of investmenthe actively managed portions of the pdidfo In
order to ensure that their duty of acting in thetheterests of Scheme members is fulfilled, thestat
considers that the principal concern of their inmesnt managers should be to ensure that, wheng
investment decisions, they are in the Idagn financial interest of members. Social envinental o
ethical issues may be considered where this p@hcipncern is not compromised.

The purpose of the passively managed portion opthrdolio is to track a specific index. Accordiggl

on this portion of the portfolio, social, environntal and ethical issues form no part of the invest
manager’s mandate.

Exercise of voting rights

The Trustee has delegated the exercise of votingsrighthe Scheme’s investment managers on thie ba
that voting rights should be exercised with the airpreserving and enhancing lotegm sharehold
value. Voting rights are exercised more oftentorlss held in the UK active equity fund than in tibe

funds, as their impact is usually greaterd the lead investment manager will have undentakor
research. The investment managers will provigents on votes cast to the Trustee on a quartedisb

Custodian

The assets of the Scheme are held by ABN AMRO Melader the control ofhe Trustee. Tt
custodian has been appointed by the Trustee. Tgwrament is reviewed periodically.

21 July 2006
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