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1. Introduction 
 
The Trustee is required to prepare an annual governance statement for the nine month 
period commencing on 1 April 2018 and  ending 31 December 2018. This must cover any 
default investment strategy, administration, costs and charges, value for members and 
trustee knowledge and understanding. 
 
The Trustee Directors as at 31 December 2018 and currently are: 
 

• Capital Cranfield Pension Trustees Limited (Chair) represented by Martine Trouard-
Riolle; 

• Andrew Barker; 
• Andrew Cummins; 
• Linda Doran; 
• Linda Mawson; 
• John Robbins; and 
• Richard Winfield. 

 
The Trustee oversees the governance of the Scheme. The Trustee must operate in 
accordance with the Scheme Rules and the legal and regulatory regime. 
 
 
2. DC Funds 
 
The Scheme holds defined contribution ("DC") benefits. They derive from transfer values 
received from members' previous pension arrangements and Additional Voluntary 
Contributions ("AVCs") that members have paid to the Scheme. In some cases, the transfer 
values received into the Scheme include liabilities for members' Guaranteed Minimum 
Pensions ("GMPs") and in such circumstances the benefits to be provided to the member 
are the greater of the GMP and those benefits which can be secured by the DC funds. 
 
Members DC benefits are held in with-profits funds, a deposit fund and a range of unit-linked 
funds all managed by The Equitable Life Assurance Society ("Equitable Life") and The 
Prudential Assurance Company Limited ("Prudential"). 
 
Investment return on the with-profits funds comes in the form of regular annual bonuses and 
final bonuses. These bonuses are not directly related to the investment returns achieved on 
the assets in which the fund is invested; returns are smoothed with the intention of reducing 
fluctuations in bonus rates.  It is not guaranteed that a regular bonus will be added, but once 
added it cannot be removed. A final bonus may be paid on retirement or death. If money is 
withdrawn from a with-profits fund other than at a member’s normal retirement date or death, 
the amount may be reduced by a Market Value Reduction (“MVR”) if the value of the 
underlying assets is less than the fund value including all bonuses. 
 



 
The deposit fund is managed by Prudential and earns a variable rate of interest, currently set 
in line with the Bank of England base rate. It is backed by the assets held in Prudential’s with 
profits fund. Interest once added is guaranteed and withdrawals from the fund are not 
subject to a MVR. 
 
For unit-linked funds, the value of the fund directly reflects the value of the underlying 
assets. The price of units changes daily to reflect the value of the assets held in the fund. 
Some of these funds are invested passively, meaning that they aim to track a particular 
market index or benchmark. Others are invested actively, where the manager makes specific 
investments with the goal of out-performing an investment benchmark index or target return. 
 
 
3. Default Arrangement 
 
The Scheme does not have a default arrangement in place for the DC funds; the Scheme is 
not used as a qualifying arrangement for the purposes of auto enrolment and the Scheme 
does not receive and has not received contributions from members or transfer values where 
no choice has been made about their investments. 
 
The Trustee will keep the position under review should a default arrangement be needed in 
the future. 
 
 
4. Core Financial Transactions 
 
As the Scheme has closed to future accrual of benefits, no new contributions are being paid 
to the Scheme, and so the Core Financial Transactions which Scheme undertakes relate to 
the disinvestment of DC funds to pay members’ benefits, the transfers of assets between 
different DC funds and the transfers of assets out of the Scheme. 
 
The Trustee seeks to ensure that these Core Financial Transactions are processed promptly 
and accurately by establishing with the Scheme Administrator agreed timescales and 
procedures for completing these transactions. 
 
The Trustee has agreed processing targets for Core Financial Transactions with the Scheme 
Administrators; the principal targets are as follows: 
 
Event Target 
Maintain and update records Within 5 working days of receipt of data 
Provide forecast of benefits Within 5 working days of request  
Disinvest funds to pay benefits Within 5 working days of request 
Arrange payment of benefits Within 5 working days from receipt of funds 
Provide benefit statements Within 10 working days of receipt from providers 

 
The Scheme Administrator provides a quarterly report to the Trustee against these targets 
detailing the number of Core Financial Transactions processed in the period and the number 
of Core Financial Transactions that were not processed within the agreed timescales. The 
Trustee monitors the Scheme Administrator's performance against these targets and 
requests reports from the Scheme Administrator where Core Financial Transactions have 
not been processed more than two days outside the agreed timescales. 
 
The Scheme Administrator processed 96 Core Financial Transactions in the period ended 
31 December 2018. The Scheme Administrator has reported that all 96 Core Financial 
Transactions were processed within the agreed timescales. 
 



 
The Trustee requests annual confirmation from the Scheme Administrators of the internal 
controls they have in place to ensure the accuracy of Core Financial Transactions, and they 
review their annual “AASF 01/06 and ISAE 3402 reporting accountants’ assurance report”.  
Separately the Scheme Auditor reviews these internal controls as part of their annual audit 
and advises the Trustee on any significant exceptions within this report. Principal controls 
are as follows: 
 

Procedure Control  
Member request for switch of 
investment funds. 

Processed by an administrator and independently 
reviewed for accuracy against the member’s 
instruction by a separate authorised person. An audit 
trail is retained on file showing the individuals 
concerned. 

Disinvestment of funds for benefit 
payments. 

Documentation is sent to investment managers and 
confirmations are obtained, which are independently 
reviewed by a separate authorised person, and a full 
audit trail is maintained on the system. 

Payment of benefits. Authorised staff have an allocated payment approval 
level based on an authorisation matrix. Authorisation 
is provided by a separate authorised person 
depending on the value of the payment with a full 
audit trail maintained. 

Reconciliation of transactions. Bank reconciliations are completed on a monthly 
basis, and reconciliations of investment transactions 
on an annual basis. These are prepared by an 
authorised person and reviewed for completeness 
and accuracy by a separate authorised person. 

  
The Trustee requests reports where the correct procedures have not been followed. During 
the previous year ended 31 March 2018, it was identified that on one occasion, the Scheme 
Administrator had followed an incorrect procedure for the payment of a lump sum, which 
resulted in a member potentially receiving an additional tax charge. This case had not been 
resolved at 31 March 2018 but has now been resolved with no adverse impact on the 
member concerned. 
 
The Trustee considers that the Core Financial Transactions were processed promptly and 
accurately during the period ended 31 December 2018. The Trustee will continue to monitor 
this and has appropriate mechanisms in place to address circumstances where this does not 
occur. 
 
 
5. Charges and Transaction Costs 
 
This section has been prepared having regard to 'Cost and charge reporting: guidance for 
trustees and managers of occupational pension schemes' issued by the Department for 
Work & Pensions in September 2018. 
 
In respect of their DC benefits in the Scheme, members pay charges in respect of the 
investment managers’ administration costs. No charges are made for other costs such as 
the Scheme Administrator’s costs for administering the DC benefits or for Scheme 
governance.  The level of charges payable under each fund varies. Further details of the 
charges and any transaction costs payable are set out below. 
 



 
Equitable Life 
 
With-profits fund 
 
There are no explicit charges in the Equitable Life with-profits fund. However, Equitable Life 
deducts an expense charge and a charge for the extra costs of paying guaranteed benefits 
when calculating any bonuses declared on the fund. Equitable Life has indicated that the 
allowance made for expenses when calculating the bonus rates on the with-profits fund is 
approximately 1% per annum and the current charge for the cost of guarantees is 0.5% per 
annum. Equitable Life has confirmed that the regular annual bonus rate declared on the 
with-profits fund as at 31 December 2018 was 2% per annum (calculated once the charges 
have been deducted). 
 
Unit-linked funds 
 
An annual management charge of 0.5% per annum is charged on the Equitable Life unit-
linked funds. These charges are accrued daily. They are deducted from the assets held in 
the funds, and so taken into account when calculating each fund’s unit price. 
 
Transaction charges are also incurred when units in the Equitable Life unit-linked funds are 
bought and sold. Transaction costs vary across the Equitable Life unit-linked funds. Details 
of the transaction costs of these funds are set out below: 
 

Equitable Life unit-linked fund Transaction Cost 
Money Nil 
Index-linked Gilts 0.04% 
Gilt and Fixed Interest 0.05% 
Managed 0.10% 
Ethical 0.20% 
European, Far Eastern, International Growth, North American 0.32% 
All Share Tracker*, FTSE 100 Tracker*, Fund of Investment 
Trusts, High Income, Pelican, Property, Smaller Companies, 
Special Situations 

0.59% 

 
* Passively invested funds; all other funds are actively invested.  
 
The applicable transaction costs set out above are calculated as a percentage of the bid 
price of the units sold in the relevant Equitable Life unit-linked funds. 
 
The total annual cost of annual management charges and transaction costs expressed as a 
percentage of total assets invested, averaged over a year, was 0.50% per annum for the 
passively invested funds, 1.29% per annum for the Property fund and 0.75% per annum for 
all other Equitable Life unit-linked funds. 
 
Prudential 
 
With-profits fund 
 
There are no explicit charges in the Prudential with-profits fund. However, Prudential 
deducts a charge when calculating any bonuses declared on the fund. Prudential has 
indicated that the allowance made for expenses when calculating the bonus rates on the 
with-profits fund is approximately 1% per annum. Prudential has confirmed that the regular 
annual bonus rate declared on the with-profits fund as at 31 December 2018 was 1.25% per 
annum (calculated once the charges have been deducted). 
 



 
Deposit fund 
 
There are also no explicit charges for the Prudential deposit fund, and as it is backed by the 
assets held in the with-profits fund, the allowance for expenses is as noted above.  
Prudential has confirmed that the interest rate declared on the deposit account as at  
 
31 December 2018 was 0.75% per annum (calculated once the charges have been 
deducted). 
 
Unit-linked funds 
 
An annual management charge is charged on the Prudential unit-linked funds. The annual 
management charge is 0.65% per annum for passively invested funds and 0.75% per annum 
for actively invested funds. These charges are accrued daily, and deducted monthly from 
each member’s fund. 
 
Transaction costs are also incurred when units in the Prudential unit-linked funds are bought 
and sold. Transaction costs vary across the Prudential unit-linked funds. The actual 
transaction costs will depend upon the volume of transactions being undertaken in the 
individual funds on the relevant day, and in particular on whether there is a net inflow or 
outflow of cash from the fund concerned.  
 
Prudential has estimated that in a worst case scenario the transaction costs for the 
Prudential unit-linked funds are as set out below:  
 

Prudential unit-linked fund Transaction Cost 
Cash Nil 
Fixed Interest 0.07% 
Index Linked Gilts 0.20% 
Retirement Protection 0.23% 
Discretionary 0.34% 
Socially Responsible 0.39% 
Global Equity, International Equity 0.51% 
UK Equity Passive* 0.75% 
UK Equity Active, Property, 0.79% 

 
* Passively invested fund; all other funds are actively invested. 
 
The total annual costs of annual management charges and transaction costs expressed as a 
percentage of total assets invested, averaged over a year was 0.65% per annum for the 
passively invested fund, 0.77% for the Discretionary fund, 1.32% for the Property fund and 
0.75% for all other Prudential unit-linked funds. 
 
Illustration of cost and charges 
 
The following table sets out examples of the cumulative effect over time of the application of 
costs and charges on the value of a member's benefits. The table has been prepared in 
accordance with guidance produced by the Department for Work and Pensions. 
 
Members should note that the information contained in these tables is only intended to be 
illustrative and members should exercise caution before relying on this purposes of making 
decisions about savings, investment and retirement choices. In particular, the values are 
based on a number of assumptions and are not guaranteed. Members can obtain from the 
Scheme Administrators further information provided by Equitable Life and Prudential on  the 
characteristics (as opposed only to cost) of investment options and are recommended to 
take independent financial advice as appropriate when making decisions. 



 
Projected pension pot in today’s money (£’s) 
 

 Fund 
 Equitable Life With Profits Fund 

 
Equitable Life Managed Fund 

 
Years Before charges After all charges & 

costs deducted 
Before charges After all charges & 

costs deducted 
1 24,878 24,512 25,610 25,427 
3 24,636 23,565 26,874 26,302 
5 24,396 22,654 28,201 27,208 

10 23,807 20,529 31,812 29,612 
15 23,232 18,603 35,886 32,227 
20 22,671 16,857 40,481 35,074 
25 22,123 15,275 45,664 38,172 
30 21,589 13,842 51,511 41,544 

 
 

 Fund 
 Prudential With Profits Fund Prudential UK Equity Fund 

 
Years Before charges After all charges & 

costs deducted 
Before charges After all charges & 

costs deducted 
1 25,366 25,122 25,854 25,671 
3 26,114 25,368 27,649 27,067 
5 26,884 25,616 29,570 28,539 

10 28,909 26,247 34,975 32,578 
15 31,087 26,893 41,369 37,189 
20 33,429 27,555 48,931 42,453 
25 35,948 28,234 57,875 48,461 
30 38,657 28,929 68,454 55,321 

 
 
 
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. The starting pot is assumed to be £25,000. 
3. Inflation is assumed to be 2.5% p.a. 
4. The assumed projected growth rates are as follows:  

Equitable Life With Profits Fund : 2.0% p.a. 
Equitable Life Managed Fund : 5.0% p.a. 
Prudential With Profits Fund : 4.0% p.a. 
Prudential UK Equity Fund : 6.0% p.a. 

5. Values shown are estimates and are not guaranteed. 



 
6.  Value for members 
 
In 2014 the Trustee instructed its investment advisers to commence a review of the funds 
offered by Equitable Life and Prudential to assess whether those funds represented good 
value for members. Further reports were received in 2017 and 2018. The reports produced 
by the investment advisers identified that: 
 

• the charges applied to some of the funds exceed the industry norm;  
• some funds have underperformed relative to their benchmarks; and 
• a rationalisation of funds would be beneficial to the majority of members. 

 
The Trustee considered the reports and has proposed that the number of DC funds should 
be rationalised and consolidated so that members are offered a smaller range of mainly 
passive funds. The Trustee anticipates that this will result in noticeable reductions in charges 
for most members (equating on average to a reduction of 0.55% per annum), address 
concerns around past underperformance relative to benchmarks, reduce the risk of 
inappropriate fund choices by members (which may arise from the wide array of options 
currently available) and improve governance by enabling the Trustee to focus on a smaller 
fund range.  
 
The Trustee feels that the proposed changes would improve the value for members and has 
determined to proceed with the proposal. However, as the Trustee is in the process of 
changing its administrator, the Trustee has determined to pause making any changes to the 
funds until the new administrator is in place. Once the new administrator is in place, the next 
stage will be for the Trustee to identify investment providers and to agree how members’ 
existing funds will be mapped across to the new funds. The Trustee will take advice on these 
matters throughout the process.   
 
 
7. Trustee Knowledge and Understanding 
 
The Pensions Act 2004 requires the Trustee to possess, or have access to, sufficient 
knowledge and understanding to run the Scheme effectively. 
 
All Trustee Directors are required to meet the legal Trustee Knowledge and Understanding 
standards within 6 months of appointment.  
 
The Trustee has an established induction process for any new Trustee Directors. After an 
initial assessment of their knowledge levels, appropriate training and courses are arranged. 
All new Trustee Directors are expected to complete the Pension Regulator's Trustee Toolkit 
within 6 months of their appointment. 
 
No new Trustee Directors were appointed in the year ending 31 December 2018. 
 
The Trustee Directors receive ongoing regular training throughout the year to ensure they 
continue to meet the legal Trustee Knowledge and Understanding requirements. The training 
programme is intended to ensure that the Trustee Directors continue to: 
 

• have a working knowledge of the Scheme Rules; 

• have a working knowledge of the current Statement of Investment Principles; 

• have a working knowledge of the policies which the Trustee has adopted in relation 
to the administration of the Scheme; 

• have appropriate knowledge and understanding of the law relating to pensions and 
trusts and the principles relating to the funding of occupational pension schemes and 
the investment of scheme assets; and 

 



 

• remain aware of the Pensions Regulator’s statutory objectives to protect the benefits 
of pension scheme members and to promote good administration of work-based 
pensions. 

 
The Trustee demonstrates knowledge and understanding in these areas as follows: 
 

• the Trustee’s legal adviser attends each meeting and provides updates from time to 
time (supporting a working knowledge of the Trust Deed and Rules and the law 
relating to pensions and trusts); 

• the Trustee’s investment advisers attend all Trustee meetings (supporting a working 
knowledge of the Statement of Investment Principles and relevant principles of the 
funding and investment of occupational pension schemes); 

• any review of the Statement of Investment Principles is undertaken with professional 
advisers (which supports a working knowledge of this document); 

• all Trustee Directors are required to read and understand the Scheme’s key 
documents and current policies and they consider any changes to these documents 
in consultation with their legal and other advisers; and 

• all Trustee Directors are expected to devote sufficient time to training in addition to 
training provided at Trustee and committee meetings, and are responsible for their 
own training programme and for completing the Pensions Regulator’s Trustee 
Toolkit. 

 
The Trustee Directors undertake a self-assessment of their capabilities each year in order to 
identify any knowledge gaps or training needs and the training programme is then adapted 
to address those particular training needs. The Trustee Directors will be completing a more 
detailed trustee training analysis questionnaire for 2019 which will then be analysed in order 
to understand where their strengths and weaknesses lie, and in particular to highlight any 
knowledge gaps where further training is required.  
 
Training is generally undertaken by the Trustee's advisers giving presentations during 
Trustee meetings and is supplemented by supporting documentation (such as reference to 
the Pension Regulator's guidance). In the period ending 31 December 2018, the Trustee 
Directors received training in relation to: 
 

• liability hedging and the options for implementing a hedge as part of their investment 
strategy provided by River & Mercantile; 
 

• TPR’s 2018 Annual Funding Statement provided by Cartwright Group Limited; 
  

• DWP’s White Paper on Protecting DB Pension Schemes provided by Cartwright 
Group Limited; 

 
• Long-Term Investment Strategy – moving from Technical Provisions to Self-

Sufficiency provided by Mercer Ltd;  
 

• current opportunities for illiquid assets provided by River & Mercantile; and 
 

• GMP Equalisation provided by Cartwright Group Limited.  
 
In addition to specific training, the scheme actuary and the trustee's legal, investment and 
covenant advisers regularly attend trustee meetings and provide the Trustee Directors with 
updates on any relevant issues. 
 
The Trustee Directors are required to maintain a training log of any training they have 
received. This log is retained by the secretary to the Trustee. 



 
The Trustee Directors are satisfied that as a result their combined knowledge and 
understanding, together with the advice which is available to them from their professional 
advisers, means that they are able to properly to exercise their functions as the Trustee of 
the Scheme. The Trustee Directors are also satisfied that their current processes mean that 
they will continue to maintain the necessary level of Trustee Knowledge and Understanding 
required for the Trustee of the Scheme and are able to identify training needs. 
 
Trustee Chair 
 
The Chair of the Trustee Board is a professional independent trustee, Capital Cranfield 
Pension Trustees Ltd. Capital Cranfield is the largest professional pension trustee firm in the 
UK and its professional trustees are drawn from a wide range of relevant disciplines, with a 
wealth of experience and expertise. Capital Cranfield is represented at Trustee meeting by 
Martine Trouard-Riolle. Martine has worked as an independent professional trustee for 8 
years. Her experience includes a number of hybrid schemes. Martine currently works on a 
number of pension schemes in a similar position to this Scheme, i.e. they provide defined 
benefits with a separate section providing DC benefits. Martine draws on this experience in 
her work with the Scheme. 
 
Capital Cranfield has strict on-going “continuous professional development” requirements for 
its professional trustees, with centrally held records and annual reporting. Additionally, all 
professional trustees are expected to complete the Pension Regulator’s “Trustee Toolkit”. 
Capital Cranfield hosts regular forums and workshops for its professional trustees and staff. 
 
Signed for and on behalf of Ericsson Pension Trustee Limited 

 

....................................................................   Date............................................. 
For Capital Cranfield Pension Trustees Limited 
Chair of Trustee Board 
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