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Pirelli Tyres Limited 1988 Pension and Life Assurance 
Fund (‘the Fund’) 

Defined Contribution Section and AVC arrangements 

Annual governance statement by the Chairman of the Trustee for the 
year ending 31 March 2020 

Introduction 

Governance standards apply to defined contribution pension arrangements like the 
Defined Contribution Section of our Fund. These standards are designed to help 
members achieve a good outcome from their pension savings.

As Chairman of the Trustee of the Pirelli Tyres Limited 1988 Pension and Life Assurance 
Fund, I am pleased to provide you with a yearly statement which explains what steps the 
Trustee (with guidance from our professional advisers) has taken to meet these 
standards. The information included in my statement is set out in law and regulation. 

The Trustee is committed to having high governance standards and we meet regularly to 
monitor the controls and processes in place in connection with the Fund’s investments 
and administration.   

We also have a dedicated Defined Contribution Sub Committee (DCSC) which consists 
of four Trustee Directors who meet and discuss in detail, matters which affect the Defined 
Contribution Section specifically and make recommendations to the Trustee on areas of 
change and improvement.   

I welcome this opportunity to explain what the Trustee does to help to ensure the Defined 
Contribution Section is run as effectively as it can be. 

Feedback 

If you have any questions about anything that is set out in this statement, or any 
suggestions about what can be improved, please do let us know. 

Signed for and on behalf of the Trustee of the Pirelli Tyres Limited 1988 Pension and Life 
Assurance Fund by Chris Richardson, Chairman of the Trustee. 

……………………………………………… 

Date ……………………………………….. 
28th September 2020
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Executive summary

Over the year to 31 March 2020, the Trustee of the Fund has reviewed the following 
areas and our main conclusions are as follows: 

Defined Contribution Section 

The default 
investment 
strategy 

 The Trustee reviewed the default strategy over the year to 
31 March 2020 and as a result of this review decided to 
change the default strategy with the aim of improving 
member outcomes.  The changes were communicated to 
members in January 2020 and implemented in March 2020 
for future contributions and June 2020 for existing funds.  

Charges and 
transaction costs 

 The charges that members pay to invest in the investment 
funds in the Defined Contribution Section range from 0.11% 
to 0.84% per annum. Transaction costs over the year to 31 
March 2020 are between 0.01% and 0.59%. The Company 
pays for all other costs and charges. 

Value for members 
and wider value for 
money 

 The charges and transaction costs incurred by members 
represent good value for members. When the wider services 
paid for by the Company as well as the generosity of 
employer contributions are taken into account, the Defined 
Contribution Section represents good value for money. 

Core financial 
transactions 

 The Fund’s administrator, provided by Pirelli’s in-house 
pensions department, operates to high standards around the 
accuracy and timeliness of all core financial transactions 
and the Trustee has enhanced the process of regular 
reporting on administration activity.  

Trustee knowledge 
and understanding 

 The Trustee has a training programme to ensure that 
Trustee Directors meet the knowledge and understanding 
requirements and understand the Fund and its documents. 

Additional Voluntary Contribution (AVC) arrangements within the Defined 
Benefit Section 

During the year to 31 March 2020, the AVC arrangements were invested in a range 
of funds with Equitable Life and Clerical Medical.  

Investments with Equitable Life were on a with-profits basis prior to 31 December 
2019.  On 1 January 2020, Equitable Life unitised and transferred all with-profit 
holdings to Utmost Life and Pensions and members were subsequently invested in a 
range of unit-linked funds with charges of between 0.5% and 0.75% per annum. 

With Clerical Medical, members can choose to invest in a variety of with-profit or unit-
linked funds. The typical member charge in the with-profit fund is 0.5%.  The charges 
in the range of unit-linked funds are 1% per annum. 

The Trustee plans to review AVC arrangements over the next year following the 
change to the nature of the Equitable Life AVC arrangement which took place during 
the year to 31 March 2020. 
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Default investment arrangement 

The Trustee has selected and provides a default investment arrangement for members 
who do not choose an investment option for their contributions, although members can 
also choose to invest in this default investment arrangement.  

The Trustee is responsible for investment governance. This includes setting and 
monitoring the investment strategy for the default arrangements. We take professional 
advice from regulated investment advisers. 

Setting an appropriate investment strategy 
Details of the strategy and objectives of the default investment arrangement are recorded 
in a document called the Statement of Investment Principles. A copy of the latest 
statement of investment principles is attached to this statement. 

We have chosen the Lifestyle Targeting Options Open as the default investment 
arrangement with effect from 1 March 2020.  Prior to this date, there was a different 
default arrangement in place (see below for further details).   

When deciding on investment strategy, the Trustee recognises that the majority of 
members do not take active investment decisions and instead invest in the default option. 
Therefore, the Trustee’s primary objective in deciding on an investment strategy is to 
ensure that the strategy is appropriate for a typical member, taking into account factors 
such as the size of members’ pension savings within the Defined Contribution Section, 
members’ current level of income and likely expectations for income post-retirement. 
When choosing the default strategy, it is the Trustee’s policy to consider a range of asset 
classes, together with their expected returns and the expected volatility of those returns, 
the suitability of styles of investment management, and the need for diversification. The 
Trustee also recognises that there are various investment and operational risks and gives 
qualitative and quantitative considerations to such risks. 

The Lifestyle Targeting Options Open is structured to provide diversity from a range of 
different investment funds and the potential for a level of growth over and above inflation 
in the long term.  As members approach retirement the monies in the Lifestyle Targeting 
Options Open are gradually switched to less volatile investments which aim to protect 
members’ potential income in retirement. but with continued exposure to growth assets 
should members wish to keep their fund invested beyond retirement. 

Up to 15 years before retirement, the Lifestyle Targeting Options Open invests mainly in 
equities but with a small exposure to property and infrastructure. These funds are 
considered ‘riskier’ than other fund types but aim to grow members’ pension savings. 
Once members are within 15 years of retirement, the Lifestyle Targeting Options Open 
gradually moves members’ pension savings into investments which are aimed to provide 
protection from ‘riskier’ funds as retirement approaches whilst continuing to provide some 
exposure to growth assets.  The aim of this approach is to keep members’ options open 
at retirement for those members who are not sure about how they plan to take their 
pension savings and offers flexibility in line with the range of choices available following 
the pension freedoms introduced by the government in 2015. 

Reviewing the default investment arrangement 
The Trustee is expected to review the strategy and objectives of the default investment 
arrangement regularly, and at least once every three years, and take into account the 
needs of the Defined Contribution Section membership when designing the default 
arrangement. 

To fulfil our fiduciary duty to act in members’ best interests, we first confirm our 
understanding of the key features of the current and expected membership. We use this 
information to develop an understanding of their needs, attitudes and expectations. This 
enables us to make assumptions as to what members’ reasonable expectations could be. 
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We consider members’ attitudes to risk and their retirement expectations and analyse 
different lifestyle strategies and revisions to the funds in the default investment 
arrangement, before deciding on what changes would be appropriate.  Investment 
modelling of a variety of different investment strategies contributes to our decision-
making process. 

The Trustee reviewed the default investment arrangement during the period covered by 
this statement.  The review concluded on 26 September 2019 and as a result of the 
review, the Trustee decided to change the default investment strategy with the aim of 
improving member outcomes.  The new default investment arrangement is called the 
Lifestyle Targeting Options Open.   

As well as the change to the default investment arrangement, the Trustee introduced two 
new additional Lifestyle options for members who have decided how they would like to 
take their pension savings when they retire. The new Lifestyle options are called the 
Lifestyle Targeting Annuity and the Lifestyle Targeting Cash.  Both alternative strategies 
use the same growth investments as the Lifestyle Targeting Options Open until five years 
before retirement. Once there is less than five years to go, the Lifestyle Targeting Annuity 
and Lifestyle Targeting Cash strategies invest members’ pension savings to target a 
specific retirement outcome. The Lifestyle Targeting Annuity may be more useful for 
members who plan on take a quarter of their pension savings as a tax-free lump sum and 
use the rest to purchase an annuity (guaranteed income for life). The Lifestyle Targeting 
Cash may be more useful for members who plan on taking all their pension savings as a 
cash lump sum.  

The change in the default investment strategy was communicated to members in January 
2020 and implemented in March 2020 for future contributions and June 2020 for existing 
funds (the change for existing funds was originally planned for April 2020 but was 
delayed until June 2020 in order to protect members against any negative impact from 
the effects of COVID-19 which made investment markets particularly volatile during 
March and April 2020).  

In addition to the strategy review, the Trustee also reviews the performance of the default 
investment arrangement against their aims, objectives and policies on a half yearly basis, 
taking advice from the Trustee’s investment consultant. During the period covered by this 
statement, such reviews took place in May 2019 and November 2019. 

In carrying out the reviews of the performance of the default investment arrangement the 
Trustee considered that the funds in the default investment arrangement performed well 
in relation to their benchmarks and deliver members reduced risk as they approach 
retirement. The default investment arrangement for the Fund therefore remains 
appropriate and consistent with the aims and objectives as stated in the statement of 
investment principles.  However, please note the commentary below regarding the 
impact of COVID-19 on investment markets. 

COVID-19 impact on savings 
Due to the COVID-19 outbreak, longer-term ‘growth’ assets, like equity funds and 
diversified growth funds are likely to have suffered significant falls. Other types of 
investment options, such as bonds are unlikely to have been affected as much as shares. 
Cash funds will have provided protection from the volatility that most other types of 
investments have experienced. 

As pensions are a long-term savings plan it is expected that there will be some short-
term fluctuations in order to stimulate longer-term growth.  The current situation is 
extreme but looking back over history there have been many periods of turmoil that 
global economies and markets have recovered from. 

Self-select investment choices 
In addition to the default investment arrangement, the Trustee allows members to self-
select from a range of funds as indicated below.  Members may wish to take financial 
advice before choosing between these funds.   
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As well as reviewing the default investment arrangement, the Trustee also reviewed the 
range of self-select fund choices during the year to 31 March 2020 and as a result of the 
review, the range of self-select funds was extended to provide members with more 
choice.  

In addition, the Trustee decided to replace the Aberdeen Standard World Equity fund with 
a preferred alternative, the MFS Global Equity fund. 

The new funds were made available for members with effect from 1 March 2020 and 
members were transferred from the Aberdeen Standard World Equity fund to the MFS 
Global Equity fund in June 2020 unless they did not consent to the transfer by selecting a 
different fund from the range available. 

The self-select options available are shown below. 

Prior to 1 March 2020 
 BlackRock Passive (70:30) Global Equity Fund 
 BlackRock Active Diversified Growth Fund 
 BlackRock Passive Over 15 Years Gilt Index Fund 
 BlackRock Cash Fund 
 BlackRock Passive Index-Linked Gilt Fund 
 BlackRock Active Corporate Bonds Fund 
 Aberdeen Active World Equity Fund   

After 1 March 2020 
 BlackRock Passive (70:30) Global Equity Fund 
 BlackRock Active Diversified Growth Fund 
 BlackRock Passive Over 15 Years Gilt Index Fund 
 BlackRock Cash Fund 
 BlackRock Passive Index-Linked Gilt Fund 
 BlackRock Active Corporate Bonds Fund 
 BlackRock Global Minimum Volatility Equity Index 
 LGIM Ethical Global Equity Index 
 LGIM World Emerging Markets Equity Index 
 MFS Global Equity 
 Investec Diversified Growth 

Charges and transaction costs paid by members 

The Trustee is required to explain the charges and transaction costs (i.e. the costs of 
buying and selling investments in the Defined Contribution Section) that are paid by 
members rather than the employer. In the Defined Contribution Section, members 
typically pay for investment management and investment transactions, while the 
employer pays all the other costs of running the Fund such as administration and 
governance. 

The investment management and transaction costs can be explained like so: 

 The total ongoing charges figure is the total cost of investing in any fund or strategy 
and includes the Annual Management Charge (direct charges) and any additional 
fund expenses (indirect charges). The charges for the default investment strategy are 
compared against the 0.75% charge cap set by legislation. 

 Transaction costs are the costs incurred as a result of the buying, selling, lending or 
borrowing of investments within each fund or strategy.  They include taxes and levies 
(such as stamp duty), broker commissions (fees charged by the executing broker in 
order to buy and sell investments) and the costs of borrowing or lending securities, 
as well as any differences between the actual price paid and the quoted 'mid-market 
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price' at the time an order was placed. These costs will vary between members 
depending on the funds invested in, the transactions that took place within each fund 
and the date at which the transactions took place.  Unlike the ongoing charges 
figures, transaction costs are not compared against the 0.75% charge cap set by 
legislation – instead, the reported performance of the fund is typically net of these 
transaction costs. 

The level of ongoing charges applicable to the Defined Contribution Section’s default 
investment arrangement (Lifestyle Targeting Options Open) during the last Fund year 
were 0.23 to 0.58%.  

The level of ongoing charges applicable to the two alternative Lifestyle options were as 
follows the Lifestyle Targeting Annuity was 0.23 to 0.58% and the Lifestyle Targeting 
Cash was 0.13 to 0.58%. 

The level of charges applicable to the Defined Contribution Section’s other investment 
funds that members were invested in during the last Fund year were: 

Fund Name Annual charge 
BlackRock Passive (70:30) Global Equity Fund 0.16% 
BlackRock Active Diversified Growth Fund* 0.60% 
BlackRock Passive Over 15 Years Gilt Index Fund* 0.11%  
BlackRock Cash Fund* 0.13% 
BlackRock Passive Index-Linked Gilt Fund 0.14% 
BlackRock Active Corporate Bonds Fund* 0.47% 
BlackRock Global Property Securities* 0.13% 
BlackRock Global Minimum Volatility Equity Index* 0.21% 
Aberdeen Active World Equity Fund   0.84% 
LGIM Ethical Global Equity Index 0.40% 
LGIM World Emerging Markets Equity Index 0.57% 
LGIM Infrastructure Index* 0.45% 
MFS Global Equity 0.75% 
Investec Diversified Growth* 0.64% 

*Funds used in the Lifestyle options including the new default investment strategy. 

The transaction costs applicable to investment funds being utilised by members were 
confirmed by the investment managers as being:  

Fund Name Annual charge 
BlackRock Passive (70:30) Global Equity Fund 0.03% 
BlackRock Active Diversified Growth Fund* 0.21% 
BlackRock Passive Over 15 Years Gilt Index Fund* 0.01% 
BlackRock Cash Fund* 0.02% 
BlackRock Passive Index-Linked Gilt Fund 0.02% 
BlackRock Active Corporate Bonds Fund* 0.11% 
BlackRock Global Property Securities* 0.14% 
BlackRock Global Minimum Volatility Equity Index* 0.05% 
Aberdeen Active World Equity Fund   0.00% 
LGIM Ethical Global Equity Index 0.01% 
LGIM World Emerging Markets Equity Index 0.01% 
LGIM Infrastructure Index* 0.02% 
MFS Global Equity 0.00% 
Investec Diversified Growth* 0.59% 

*Funds used in the Lifestyle options including the new default investment strategy. 

Switching between different investment funds in the Fund 

The funds used by the Defined Contribution Section of the Fund operate on a single-
swinging price basis with no explicit switching costs charged to members. However, 
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implicit costs will apply when trades are placed, which will be reflected in the prices that 
members receive when placing their trades.  These implicit costs will vary between 
members depending on what switches took place for each member and the date at which 
these occurred.  The Trustee is not able to track what switching costs have been incurred 
in practice for particular members. The table below sets out the typical potential size of 
these switching costs for each fund, although it should be noted that not all switches will 
incur these costs, with many taking place at nil cost.

Fund Name Maximum spread costs 
BlackRock Passive (70:30) Global Equity Fund 0.52% 
BlackRock Active Diversified Growth Fund* 0.38% 
BlackRock Passive Over 15 Years Gilt Index Fund* 0.16% 
BlackRock Cash Fund* 0.00% 
BlackRock Passive Index-Linked Gilt Fund 0.16% 
BlackRock Active Corporate Bonds Fund* 0.72% 
BlackRock Global Property Securities* 0.27% 
BlackRock Global Minimum Volatility Equity Index* 0.13% 
Aberdeen Active World Equity Fund   Not available  
LGIM Ethical Global Equity Index 0.15% 
LGIM World Emerging Markets Equity Index 0.38% 
LGIM Infrastructure Index* 0.14% 
MFS Global Equity Not available  
Investec Diversified Growth* Not available  

*Funds used in the Lifestyle options including the new default investment strategy. 

Any members considering switching funds during the COVID-19 pandemic should 
consider the risk involved and take any advice they feel is necessary. Free impartial 
guidance is available from the Pensions Advisory Service. Visit their website at 
https://www.pensionsadvisoryservice.org.uk/.  

Completeness of transaction cost information 
Where information about the member costs and charges is not available, we have to 
make this clear to you together with an explanation of what steps we are taking to obtain 
the missing information.  

We confirm that there was no information about costs or charges that could not be 
obtained except the maximum spread costs for 3 funds shown above (as ‘Not available’).  
We have raised this with the relevant investment manager and will be asking the 
manager(s) to join a meeting with the Trustee with the aim of working together to include 
these figures in next year’s statement. 

Illustrations of the impact of charges and transaction costs 
Over a period of time, the charges and transaction costs that are taken out of a member’s 
pension savings can reduce the amount available to the member at retirement. We are 
required to provide illustrative examples of the cumulative effect over time of the impact 
of the charges and transaction costs on the value of a member’s pension savings. 

We have prepared the following illustrations, having taken account of the statutory 
guidance issued by the Department of Work and Pensions in preparing this section of our 
statement. 
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Example 1 provides an example illustration for a new joiner to the 
Fund; joining at age 20 and paying contributions to age 65

Projected pension savings/pot in today’s money 

Years 

Lifestyle Targeting 
Options Open 

MFS Global Equity
BlackRock Passive 
Over 15 Years Gilt 

Index Fund

Before 
charges (£) 

After all 
charges + 

costs 
deducted 

(£) 

Before 
charges 

(£) 

After all 
charges 
+ costs 

deducted 
(£) 

Before 
charges 

(£) 

After all 
charges + 

costs 
deducted 

(£) 

Starting pot - - - - - - 

After year 1 1,791 1,789 1,795 1,789 1,757 1,756 

3 5,470 5,448 5,509 5,451 5,152 5,143 

5 9,283 9,221 9,395 9,228 8,393 8,369 

10 19,435 19,169 19,918 19,199 15,867 15,776 

15 30,537 29,901 31,703 29,973 22,522 22,333 

20 42,677 41,480 44,903 41,614 28,449 28,138 

25 55,953 53,973 59,687 54,193 33,726 33,275 

30 70,472 67,450 76,245 67,785 38,426 37,823 

35 84,868 79,762 94,790 82,471 42,611 41,849 

40 98,009 89,274 115,561 98,340 46,338 45,412 

After year 45 107,447 95,941 138,825 115,486 49,657 48,567 

Notes 
1. Projected pension pot values are shown in today's terms, and do not need to be 

reduced further for the effect of future inflation. 
2. Each fund shown in the illustration has different potential returns and levels of 

associated risk. For example, the MFS Global Equity Fund has a higher expected 
projected pension than the Over 15 Years Gilt Index Fund but this is to be expected 
as equity funds tend to provide the best long term reward but with the highest level of 
risk. 

3. The illustration assumes that 100% of contributions are credited to each fund. 
4. The starting pot size is assumed to be £0 as would be applicable for a new joiner to 

the Fund (we have assumed joining at age 20 which is representative of the 
youngest member of the Fund). 

5. Future contributions of 12% (4% member and 8% employer) and a current salary of 
£15,000 are assumed to be payable. 

6. Inflation is assumed to be 2.5% each year.  
7. Contributions are assumed to start from age 20, to continue to age 65 and increase 

in line with assumed earnings inflation of 2.5% each year.  
8. Values shown are estimates and are not guaranteed.  
9. The projected growth rates before charges for each fund are as follows: 

Default fund: 1.80% above inflation in the growth phase only 
World Equity fund: 2.29% above inflation  
Over 15 Year Gilt Index Fund: 2.29% below inflation. 

10. The growth rates are based on market conditions as at 30 September 2019. 
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Example 2 provides an example illustration for a current contributing 
member with an existing fund of £30,000 and a current age of 45 with 
contributions continuing until age 65

Projected pension savings/pot in today’s money 

Years 

Lifestyle Targeting 
Options Open   

MFS Global Equity
BlackRock Passive 
Over 15 Years Gilt 

Index Fund

Before 
charges 

(£) 

After all 
charges + 

costs 
deducted 

(£) 

Before 
charges 

(£) 

After all 
charges + 

costs 
deducted 

(£) 

Before 
charges 

(£) 

After all 
charges + 

costs 
deducted 

(£) 

Starting pot 30,000 30,000 30,000 30,000 30,000 30,000 

After year 1 33,526 33,440 33,679 33,450 32,241 32,204 

3 40,771 40,478 41,292 40,512 36,570 36,455 

5 48,279 47,734 49,259 47,796 40,703 40,503 

10 67,151 65,131 70,829 67,024 50,234 49,800 

15 85,497 80,466 94,988 87,801 58,722 58,030 

After year 20 100,769 93,169 122,046 110,251 66,280 65,314 

Notes 
1. Projected pension pot values are shown in today's terms, and do not need to be 

reduced further for the effect of future inflation. 
2. Each fund shown in the illustration has different potential returns and levels of 

associated risk. For example, the MFS Global Equity Fund has a higher 
expected projected pension than the Over 15 Years Gilt Index Fund but this is to 
be expected as equity funds tend to provide the best long term reward but with 
the highest level of risk. 

3. The illustration assumes that 100% of contributions are credited to each fund. 
4. The starting pot size is assumed to be £30,000. 
5. Future contributions of 12% (4% member and 8% employer) and a current salary 

of £25,000 are assumed to be payable. 
6. Inflation is assumed to be 2.5% each year.  
7. Contributions are assumed to start from age 45 (which is the median age of the 

current DC membership of the Fund) and continue to age 65 and increase in line 
with assumed earnings inflation of 2.5% each year.  

8. Values shown are estimates and are not guaranteed.  
9. The projected growth rates before charges for each fund are as follows: 

Default fund: 1.80% above inflation in the growth phase only 
World Equity fund: 2.29% above inflation  
Over 15 Year Gilt Index Fund: 2.29% below inflation. 

10. The growth rates are based on market conditions as at 30 September 2019. 
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Example 3 provides an example illustration for a deferred member with an 
existing fund of £10,000 and a current age of 45 remaining in the Fund until 
age 65

Projected pension savings/pot in today’s money 

Years 

Lifestyle Targeting 
Options Open  

MFS Global Equity 
BlackRock Passive 
Over 15 Years Gilt 

Index Fund

Before 
charges 

(£) 

After all 
charges + 

costs 
deducted 

(£) 

Before 
charges 

(£) 

After all 
charges + 

costs 
deducted 

(£) 

Before 
charges 

(£) 

After all 
charges + 

costs 
deducted 

(£) 

Starting pot 10,000 10,000 10,000 10,000 10,000 10,000 

After year 1 10,180 10,153 10,229 10,156 9,771 9,759 

3 10,551 10,466 10,704 10,476 9,328 9,294 

5 10,936 10,789 11,200 10,805 8,905 8,852 

10 11,745 11,310 12,544 11,675 7,930 7,835 

15 12,307 11,396 14,050 12,615 7,062 6,936 

After year 20 12,380 11,131 15,736 13,631 6,288 6,139 

Notes 
1. Projected pension pot values are shown in today's terms, and do not need to be 

reduced further for the effect of future inflation. 
2. Each fund shown in the illustration has different potential returns and levels of 

associated risk. For example, the MFS Global Equity Fund has a higher 
expected projected pension than the Over 15 Years Gilt Index Fund but this is to 
be expected as equity funds tend to provide the best long term reward but with 
the highest level of risk. 

3. The illustration assumes that no future contributions are payable. 
4. The starting pot size is assumed to be £10,000. 
5. Inflation is assumed to be 2.5% each year.  
6. Age 45 is the median age of the current DC membership of the Fund.  
7. Values shown are estimates and are not guaranteed.  
8. The projected growth rates before charges for each fund are as follows: 

Default fund: 1.80% above inflation in the growth phase only 
World Equity fund: 2.29% above inflation  
Over 15 Year Gilt Index Fund: 2.29% below inflation. 

9. The growth rates are based on market conditions as at 30 September 2019. 

Core financial transactions 

The Trustee is required to report to you about the processes and controls in place in 
relation to ‘core financial transactions’. The law specifies that these include the following: 

 investing contributions paid into the Defined Contribution Section; 
 transferring assets relating to members into and out of the Defined Contribution 

Section; 
 transferring assets between different investments within the Defined Contribution 

Section; and 
 making payments from the Defined Contribution Section to, or on behalf of, 

members. 

We must ensure that these important financial transactions are processed promptly and 
accurately. In practice we delegate responsibility for this to the in-house pensions 
department at Pirelli.  
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There is a process in place between the Trustee and the in-house pensions department 
to ensure accurate and timely processing of the core financial transactions for which it is 
responsible. The in-house administration team is required to carry out services in 
accordance with good industry practice and, more specifically, payments in respect of 
members must reach the recipients as agreed with the Trustee and in accordance with 
the Fund’s trust deed and rules. Any mistakes or delays are investigated thoroughly, and 
action is taken to put things right as quickly as possible. 

This administration service includes key financial tasks such as managing the investment 
of contributions, paying benefits (or making transfers) and keeping track of changes in 
members' circumstances. 

In order to monitor this service the Trustee expects the Administration Manager to attend 
every Trustee meeting to report on activity, provide feedback from members and highlight 
any issues directly to the Trustee. During the year to 31 March 2020, the Trustee has 
also improved the reporting process whereby the Trustee receives regular administration 
reports confirming key administration activity such as the payment and allocation of 
contributions, Fund membership and bank account transactions. 

The Fund Auditor tests a sample of financial transactions for accuracy and timeliness as 
part of the annual audit process. 

There were no material administration service issues discussed in the last Fund year 
which need to be reported here by the Trustee and as a result I am confident that all core 
financial transactions have been processed within a reasonable time. 

Overall, we are confident that the processes and controls in place with the administrator 
are robust and will ensure that the financial transactions which are important to members 
are dealt with properly.  

Trustee knowledge and understanding 

The law requires the Trustee to be conversant with the Fund’s documents and to 
possess, or have access to, sufficient knowledge and understanding of the law relating to 
pensions and trusts and the principles relevant to funding and investment to be able to 
run the Fund effectively.  

The Trustee Directors meet all the knowledge and understanding requirements and 
understand the Fund and its documents. The Trustee Directors are aware that they must 
have a working knowledge of the trust deed and rules of the Fund, the Statement of 
Investment Principles and the documents setting out the Trustee‘s current policies. They 
are also aware that they must have sufficient knowledge and understanding of the law 
relating to pensions and trusts and of the relevant principles relating to the funding and 
investment of occupational pension schemes. The Trustee Directors do this by regularly 
reviewing the relevant Fund documents via a new online portal which was introduced 
during the year to 31 March 2020. 

We take our training and development responsibilities seriously and keep a record of the 
training completed by each member of the Trustee Board. 

 Trustee Directors complete the Pensions Regulator’s on-line trustee toolkit and 
review the toolkit on an on-going basis to ensure their knowledge remains up to date.  

 New Trustee Directors are required to attend an induction training course and 
complete the toolkit within 6 months of becoming a member of the Trustee Board. 
Our new Trustee Directors, Dean Atkinson and Natalie Sutcliffe successfully 
completed the trustee toolkit and took part in an induction course and/or a bespoke 
training day during the year to 31 March 2020. 
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 We have a training log for each Trustee Director and review regularly and update 
with our training activities. Training over the period covered by this statement 
relevant to the Defined Contribution Section of the Fund included the following: 

Training  Trustee Director  Date  

DC induction course  Natalie Sutcliffe  10/05/2019 

General Investment Training   Natalie Sutcliffe, Chris 
Richardson, Dean Atkinson 

23/05/2019 

DC Seminar Tony Shingler 19/06/2019 

DC Bespoke Training Day  All Trustee Directors  18/07/2019 

Introduction to Pensions from 
the Pensions Management 
Institute (PMI) 

Natalie Sutcliffe, Dean Atkinson 11/09/2019 and 
25/09/2019 

DC Symposium (PMI) Tony Shingler  10/10/2019 

PensTech (PMI) Tony Shingler  07/11/2019 

Investment Consultant 
Objectives 

All DC Sub-Committee 13/11/2019 

Value for Money Assessment 
review training 

All DC Sub-Committee 13/11/2019 

Statement of Investment 
Principles 2020/21 Update 
Training 

All DC Sub-Committee 13/11/2019 

DC At retirement options and 
member support 

All DC Sub-Committee 30/01/2020 

Investment Guidance Training All Trustee Directors  17/02/2020 

 The Trustee Directors receive “on-the-job” training. This means that as new topics 
arise their professional advisers attending the Trustee meetings will provide wider 
briefing notes and topical digests, as well as training during the meeting so that the 
Trustee Directors may engage on such topics in an informed manner. 

 The Trustee has assessed the Defined Contribution Section against the standards 
set out in the code of practice for trustees of pension schemes providing money 
purchase benefits (the DC code) and related guides and established an action plan 
to ensure we can demonstrate that we are offering a quality scheme. The majority of 
elements of the action plan were progressed and concluded during the period to 31 
March 2020 and the Trustee will progress any outstanding action over the next year. 

 Regular reviews of the performance and effectiveness of the Trustee Board are 
undertaken. 

Relevant advisers are in attendance at meetings and in frequent contact with the Trustee 
Board to provide information on topics under discussion, either specific to the Fund or in 
respect of pension or trust law. 

As a result of the training activities which have been completed by the Trustee Directors 
individually and collectively and taking into account the professional advice available to 
the Trustee Board, I am confident that the combined knowledge and understanding of the 
Trustee Board enables us to properly exercise our functions as a Trustee Board. 

Defined Benefit Section - AVC arrangements  

Our historic AVC arrangements associated with the defined benefit section are provided 
by Equitable Life and Clerical Medical.   

Prior to 31 December 2019, members with Equitable Life funds were invested in a With 
Profits fund which had no annual management charge (“AMC”) but Equitable Life allowed 
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for a charge of 1.0% p.a. when declaring With Profits bonus rates. With Profits 
policyholders also incurred an annual charge of 0.5% p.a. in order to provide the Society 
with sufficient capital to meet the expected cost of guaranteed benefits on all of their With 
Profits policies.  On 1 January 2020, Equitable Life unitised and transferred all with-profit 
holdings to Utmost Life and Pensions and members were subsequently invested in a 
range of unit-linked funds with charges of between 0.5% and 0.75% per annum. 

With Clerical Medical, members can choose to invest in a variety of With Profit or Unit-
Linked funds. The typical member charge in the With Profits funds is 0.5%.  The charges 
in the range of Unit-Linked funds are 1% per annum. 

The Trustee reviews these arrangements on an annual basis to ensure they continue to 
be fit for purpose and writes directly to individual members who have such investments if 
there is anything of significance to highlight or make members aware of. The Trustee last 
reviewed the AVC arrangements in September 2019.  There were no changes made as a 
result of the review.  The next review is due to take place before the end of 2020. The 
Trustee has not assessed the transaction costs for the AVC arrangements but plans to 
do so as part of the next review of the AVC arrangements.    

The Trustee also reviews the investment performance of the AVC arrangements annually 
taking advice from the Trustee’s investment consultant. 

The Trustee takes a proportionate approach to reviewing the AVC investments based on 
the size of the funds invested compared to the size of the funds invested in the Defined 
Contribution Section. 

Assessing value for members 

As part of our assessment of the charges and transaction costs, the Trustee is required 
to consider the extent to which the member-borne charges and costs represent good 
value for members when this is compared to other options available in the market. 

This section sets out the approach that the Trustee has taken, the conclusions we have 
reached and an explanation of how and why we have reached those conclusions. 

Categorising costs/charges and how these impact on our assessment
There is no legal definition of ‘good value’ and so the process of determining good value 
for members is a subjective one. We note that value for members does not necessarily 
mean the lowest fee. 

In line with our legal duties and guidance issued by The Pensions Regulator, our first 
step has been to identify the services that members directly pay for, either through costs 
that only members pay, or costs that are shared with the Company.  

The costs that are paid by members are fund management charges and transaction 
costs for the investment funds used within the Fund.  

For all other costs and charges, the Company bears the full cost. This covers such areas 
as:  
 wider investment support and governance (e.g. the costs of regularly reviewing and 

updating funds available to members, etc); 
 administration of the Defined Contribution Section (e.g. the costs of updating and 

maintaining member records, processing contributions and pension payments, 
dealing with member queries, producing annual financial statements, etc); 

 member communications (e.g. the costs of producing and issuing member booklets, 
annual benefit statements, etc); and 

 the management and governance of the Defined Contribution Section (e.g. the 
expenses of the Trustee, the costs of legal/actuarial advisers and annual audit, etc). 

The Trustee has undertaken an analysis that covers the ‘value for members’ (i.e. arising 
from the benefits that members receive from the charges and transaction costs that they 
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directly pay). This assessment is required by legislation and is mainly limited to the 
performance and volatility of investment returns versus the charges members pay for 
holding those funds.   

The analysis has then been extended to assess the overall ‘value for money’ offered to 
members of the Defined Contribution Section, with the aim of capturing not only the value 
from member-borne costs but also the broader elements of value that members receive 
from the employer-financed costs, as well as wider factors such as the employer 
contribution rates.

Overall approach and conclusion 
Assisted by our advisers and in line with The Pensions Regulator’s guidance, we have 
taken the following approach: 

1. We have collated information on services that members receive and the total 
costs that members pay, including transaction costs (where available); 

2. We have assessed the scope and quality of the services that members receive; 
3. We have compared the value members receive from the services against the 

cost of those services; and 
4. We have reflected on our key findings and suggested courses of action to 

maintain areas of good value and improve areas where value could be better. 

Overall, the above approach ensures that we are comparing the level of charges in each 
fund with the levels of return they have delivered to members, as well as comparing the 
costs of membership (i.e. the charges) against the benefits of membership (i.e. the 
services provided by the Defined Contribution Section).  

In attempting to compare these against other options available in the market, the Trustee 
has found that there are limited industry-wide benchmarks for each service area and so 
the Trustee has relied on the market knowledge of its advisers. 

Based on our assessment, we conclude that the Defined Contribution Section offered 
good ‘value for members’ and good ‘value for money’ over the year to 31 March 2020.

There are areas where overall ‘value for money’ could be improved for members and the 
Trustee plans to perform further investigations into these areas, taking action in some, 
over the year to 31 March 2021 and further details are included later in this section. 

Preparation for the assessment 
The Trustee received support from advisers around how to undertake the assessment 
and also considered the statutory guidance.  

The Trustee used a scoring system for the assessment and individual elements of 
service were given scores by considering the scope and quality of the services under 
those areas.  A weighted score ranging from 0% to 100% was produced and the Trustee 
agreed that any score between 50% to 75% represented satisfactory value and a score 
of 75% or over represented good value.  The Trustee agreed that scores would be 
compared from year to year with a view to measuring and monitoring changes in ‘value 
for money’.

Process followed for the assessment, including key factors considered 
The Trustee then considered the services provided by the Fund in the areas where costs 
are borne (whether by members or by the employer), such as investment, 
communications, scheme management and governance, and administration. The scores 
for these areas were assessed by considering the scope and quality of the services in 
each area. 
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We assessed the historic return and volatility of the default fund versus benchmark, and 
the charges and transaction costs and reviewed the larger set of services paid for by 
members and the Company, including (but not limited to) the following: 

Area Examples 

Investments / 
charges 

The quality / governance of the default fund and alternative 
choices, the historic return and volatility of the default fund, 

charges and transaction costs versus benchmark, etc 
Communications 

/ member 
support 

Whether bespoke / tailored or event-driven communications are 
used, at-retirement communications / guides / modellers / 

support, access to pension freedoms, etc 
Scheme 

management 
and governance 

Understanding of membership characteristics / attitudes / needs, 
compliance with The Pensions Regulator’s Codes of Practice, 

Trustee Knowledge and Understanding practices, use of expert 
advisers, etc 

Administration / 
online services 

Online fund values / switching, use of service level agreements, 
core administration team / helpline, etc 

Employer 
contribution to 
member funds 

The generosity of the employer contributions over and above the 
automatic enrolment minimum. 

While all of the factors above contribute to whether the Fund is well run, the Trustee 
believes that two of the biggest factors that can influence retirement outcomes are the 
level of contributions paid into the Fund and the level of investment performance net of 
fees.  

As a result, 40% of the overall ‘value for money’ score is allocated to the benefits 
members received including the level of contributions; 40% of the score is allocated to 
investments and 20% to the competitiveness of fees and transaction costs.  

Explanation of the results of the assessment 
Our conclusion that the Defined Contribution Section offers good ‘value for money’ over 
the year to 31 March 2020 is based on aspects such as: 

 The default investment strategy broadly matched the benchmark over the year to 31 
March 2020. 

 The default investment strategy has a maximum annual charge of 0.23% in the 
growth phase, which compares favourably to the 0.37% average charge for default 
funds within trust-based defined contribution pension schemes that featured in the 
2017 PLSA annual survey.  

 The contribution structure is generous where members join the Defined Contribution 
Section voluntarily compared to the automatic enrolment minimum. 

 The default investment strategy was designed with reference to the membership 
profile of the Defined Contribution Section and its performance is reviewed on a 
regular basis. 

 Members are able to receive a wide range of administration services (e.g. a 
dedicated helpline manned by a ring-fenced administration team, etc), which 
compares well to other options in the market.   

 Members receive communications that aid member decision-making (including 
section-specific member booklet and bespoke annual benefit statements which were 
introduced in 2019). 

 The Trustee and DCSC each meet around four times a year, discussing DC-related 
matters at all meetings, with a Trustee training plan in place and ad-hoc training 
received before major decisions, as well as clear contracts with external advisers. 

It is not as easy to assess value for money for those members of the Defined Benefit 
Section with AVC funds, particularly for those who were invested in with-profits funds. 
The low transparency of costs, combined with a lack of visibility and influence on how the 
with-profits fund is run are a negative factor when assessing value for money, However, 
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the inherent guarantees that feature in many with-profit funds may be valued by 
members.   

During the period covered by this statement, the with-profits funds at Equitable Life were 
unitised and transferred to Utmost Life and Pensions.

Follow-on actions and investigations 
The Trustee's focus is on maintaining the value for money and identifying if further 
improvements can be made. Over the year to 31 March 2021, the Trustee plans to do the 
following: 

For the Defined Contribution Section: 
 Review the at-retirement tools / guidance / advice provided to members, as well as 

the options available within or outside the Fund; 
 Review the potential for introducing online services to improve the member 

experience; and   
 Share this analysis with the Company to obtain their views. 

For the members with AVC funds in the Defined Benefit Section: 
 Review the AVC arrangements and the charges and transaction costs; and 
 Communicate with members around reviewing their AVC funds to ensure that 

members are aware of their options, particularly with reference to the change from 
Equitable Life to Utmost. 


