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

 
Defined Contribution Section and Additional Voluntary Contribution (AVC) 

arrangements 
 

Annual governance statement for the period ending 31 March 2018 

Introduction  

 
Governance standards apply to defined contribution pension arrangements like the defined 
contribution section and AVC arrangements within our Fund. These are designed to help 
members achieve a good outcome from their pension savings. 
 
As Chairman of the Trustee, I am required to provide you with a yearly statement which 
explains what steps the Trustee (with guidance from our professional advisers) has taken to 
meet the governance standards. The law sets out what information has to be included in my 
statement. 
 
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.  
 
I welcome this opportunity to explain what the Trustee does to help to ensure the defined 
contribution section and our AVC arrangements are run as effectively as they can be. If you 
have any questions about anything that is set out below, or any suggestions about what can 
be improved, please do let us know. 

Default investment arrangement 

 
A default investment arrangement is set up by the Trustee for the defined contribution section 
and is provided for members who do not choose an investment option for their contributions. 
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 arrangement. The Trustee takes 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 statement of investment 
principles agreed by the Trustees is attached.  This does not reflect the current investment 
options, but the administrators are currently working to introduce the basis described. 
 
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 when deciding on an investment strategy is to ensure that the 
strategy is appropriate for a typical member. 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 considerations to such risks. 
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The Lifestyle Option is used as the default investment arrangement. The Lifestyle Option is 
structured to provide the potential for a level of growth over and above inflation in the long 
term. In addition, as members approach retirement the monies in the Lifestyle Option are 
gradually switched to less volatile investments which aim to protect members’ potential 
income in retirement. 
 
 
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 Fund membership when designing it.  
 
The Trustee considers the membership profile of the Fund, the risk profile and number of 
investment funds offered to members when carrying out such reviews. 
 
The Trustee reviews the investment performance of the default investment arrangement on a 
half-yearly basis, taking advice from the Trustee’s investment consultant. 
 
The Trustee has not reviewed the default investment arrangement during the period covered 
by this statement.  The last review was carried out in 2016.  The review considered making 
changes to the default investment arrangements but no changes were implemented during 
the period covered by this statement.  The next regular review is scheduled to take place no 
later than during 2019. 

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 Fund that are paid by members rather than the employer). The 
employer pays for all administration costs in respect of the Fund so the charges and costs 
below relate only to those which are payable by members (i.e. the investment management 
costs). 
 
Ongoing costs 
 
The level of ongoing charges (excluding transaction costs) applied within the default 
investment arrangement during the year were: 
 
Growth phase: 

 BlackRock Passive 70:30 Global Equity Fund: 0.16% p.a. 
 
Switching phase  

 BlackRock Active Diversified Growth Fund: 0.61% p.a. 

 BlackRock Passive Over 15 Years Gilt Index Fund: 0.12% p.a. 

 BlackRock Cash Fund: 0.13% p.a. 
 
The range of the level of ongoing charges (but excluding transaction costs) applicable to the 
Fund’s other investment funds in the defined contribution section during the year were 
0.12% p.a. – 0.94% p.a. 

In addition to the ongoing charges, ongoing transaction costs are incurred within each of 

the funds as underlying stocks and shares are bought and sold.   

Information on the level of total ongoing costs for the funds offered in the defined 

contribution section is shown below (over the period 1 January 2017 to 31 December 2017).  

It should be noted that performance figures and member’s fund values are always provided 

after allowing for the costs shown.   
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Fund name  

Ongoing 

charges 

(%) 

Ongoing 

transaction 

costs 

incurred 

within each 

fund (%)  

Total ongoing 

costs during 

01/01/17 to 

31/12/17 (%) * 

BlackRock Passive 70:30 Global Equity Fund 

 

0.16 <0.01 

 

0.16 

BlackRock Active Diversified Growth Fund 

0.55% 

 

0.61 <0.01 

 

0.61 

BlackRock Passive Over 15 Years Gilt Index 

Fund 

0.12 

<0.01 

0.12 

BlackRock Cash Fund 0.13 <0.01 0.13 

BlackRock Passive Index-Linked Gilt Fund 0.14 <0.01 0.14 

BlackRock Active Corporate Bonds Fund 0.47 <0.01 0.47 

Aberdeen Active World Equity Fund   0.94 N/a- 0.94 

Costs when assets are sold 

Members may also experience transaction costs whenever assets are sold (as is the case 

throughout the lifestyling phase). These costs are implicit and 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 costs have been incurred in practice for 

particular members.  

* Full disclosure of transaction costs in a prescribed format is required from all investment 

managers from January 2018.  The Trustee expects to receive and be able to report on more 

information about transaction costs in future statements but have shown the latest available 

figures from BlackRock for the year to 31 December 2017 for the purpose of this statement. 

Good 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 investment options and the benefits offered by the defined 
contribution section and AVC arrangements represent good value for members when this is 
compared to other options available in the market. 
 
There is no legal definition of ‘good value’ and so the process of determining good value for 
members is a subjective one. We have received advice on how to assess good value from our 
advisers and considered regulatory guidance.  
 
In undertaking the assessment the Trustee considered: 
 

 The benefits of membership (contribution structure, administration / online services, 
member support, governance and member communications). 

 

 Investment arrangements (including the performance of the growth phase of the 
default investment arrangement). 

 

 Charges applied to members.  
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 How these compare to other pension arrangements. 
 

The Trustee has assessed the extent to which charges and costs represent good value for 
their members and have concluded that the defined contribution section provides good value 
for money for members.  The Trustee’s focus, therefore, is on maintaining that value and 
identifying if further developments can be made. 

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 of the Fund; 
 

 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.  
 
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 receives regular reports confirming the payment 
and allocation of contributions, together with statistics on the level of service that is provided 
in comparison to agreed targets. Any mistakes or delays are investigated thoroughly and 
action is taken to put things right as quickly as possible.  
 
The financial statements of the Fund are audited and the Auditor reports on whether 
contributions are paid in accordance with the contribution schedule. 
 
I am pleased that in the last Fund year there have been no material administration service 
issues within the Fund which need to be reported here by the Trustee. The Trustee is 
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.  
 

Defined Benefit Section AVC arrangements  

 
Our historic AVC arrangements associated with the defined benefit section (which are closed 
to new members) are provided by Equitable Life and Clerical Medical.   
 
Members with Equitable Life funds are invested in a With Profits fund which has no annual 
management charge (“AMC”) but Equitable Life allows for a charge of 1.0% p.a. when 
declaring With Profits bonus rates. With Profits policyholders also incur 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.   
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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 reviewed the AVC arrangements in July 2017.  There were no changes made as 
a result of the review.  The next review is due to take place during 2020. 
 
The Trustee reviews the investment performance of the AVC arrangements annually taking 
advice from the Trustee’s investment consultant. 
 

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 investment to be able to run the Fund. We take our 
training and development responsibilities seriously and keep a record of the training 
completed by each member of the Trustee Board.  
 
During the Fund year the following training and development activities have taken place: 
 

 A training log has been maintained and reviewed regularly to identify any gaps in the 
knowledge and understanding across the board as a whole. 

 

 The Directors of the Trustee receive “on-the-job” training. This means that as new 
topics arise, their professional advisers attending the Trustee’s meetings will provide 
training so that the Trustee Directors may engage in an informed manner. 

 
As a result of the training activities which have been completed by the Trustee Board 
individually and collectively, and taking into account the professional advice available to the 
Trustee Directors, I am confident that the combined knowledge and understanding of the 
Trustee Board enables us to properly exercise our functions as trustees.  In order to provide 
further evidence of this, we have been encouraged to complete the Pensions Regulator’s 
online toolkit relating to defined contribution matters.  

Signed for and on behalf of Pirelli Tyres Pension Trustees Limited by: 

Mr G Andrews, Chairman. 

 

        

Date: 2/10/18 


