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1. Introduction and Governance Arrangements

1.1 This statement describes how the Trustee has governed the DC Section of the Scheme during
the year and, in particular, the steps the Trustee has taken during the year to improve the
likelihood of members experiencing a good outcome for life after work.

1.2 The Occupational Pension Schemes (Scheme Administration) Regulations 1996 require the
Trustee to include an annual statement regarding governance in the annual report. This
statement covers the period from 1 April 2020 to 31 March 2021.

1.3 The Trustee Board delegates certain matters relating to the DC Section to its DC Sub-
Committee (DCSC). The Trustee Board has agreed appropriate terms of reference for the
DCSC, which meets at least four times each year to consider matters relating to the DC Section.
The DCSC reports on a quarterly basis to the Trustee Board.

1.4 In order to give additional focus and consideration to environmental, social, and governance
(ESG) matters, during 2020 the Trustee established an ESG Sub-Group, with representation
from the DCSC. This Sub-Group considered matters relating to the DC Section as well as other
Sections of schemes across United Utilities.

1.5 The DCSC is supported by an independent DC investment adviser, who also covers wider DC
matters and governance, and attends meetings of the DCSC. The Trustee's legal advisers
provide additional support and attend meetings as required.

1.6 Day to day support to the DCSC is further provided by the principal employer’s in-house
pensions team.

1.7 The statement covers four principal areas:
1. Investment, with a focus on the Scheme’s default investment arrangements.
2. Internal controls, with particular focus on the processing of core financial transactions.
3. Value, including charges and transaction costs deducted from members’ funds.
4. The knowledge and resources available to the Trustee, including how the Trustee

maintained the statutory levels of knowledge and understanding to govern the Scheme
and how these help the Trustee to ensure that the Scheme is governed effectively.

2. Investment Arrangements

Introduction

2.1 A copy of the Scheme’s Statement of Investment Principles (SIP), prepared in accordance with
regulation 2A of the Occupational Pension Schemes (Investment) Regulations 2005 is included
within the Annual Report. The SIP covers the Trustee’s aims and objectives in relation to the
default investment arrangement as well as policies in relation to risk, diversification, and
environmental, social, and governance (ESG) considerations. It also states why the Trustee
believes the default investment arrangement to be designed in members’ best interests.

2.2 The SIP was revised during the Scheme year to reflect new requirements to include the
Trustee’s policies in relation to the arrangements with their investment managers. There were
no fundamental changes to the investment arrangements themselves. The new SIP was
adopted in September 2020.

Current Default Investment Arrangement

2.3 The default investment arrangement during the year covered by this statement was the
Retirement Flexible Income Fund Lifestyle. There were no changes to the strategy over the
period.
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2.4 The Retirement Flexible Income Fund Lifestyle is a strategy designed to be broadly appropriate 
for members who intend to remain invested when they start drawing retirement benefits, and 
assumes that members invested in the strategy will take benefits out in stages, through an 
income drawdown policy. At the current time the Scheme does not provide an income drawdown 
facility, but members are able to transfer out of the Scheme when they take their benefits in 
order to access such a policy.  

2.5 The default arrangement invests in equities and other growth-seeking assets during the growth 
phase of the strategy. Starting from 10 years prior to each member’s selected retirement date 
(or the member’s default normal retirement date where none is selected), investments are 
gradually switched into a balanced mix of assets by the year of the member’s normal or selected 
retirement date, including cash, corporate and government bonds, global equities and 
alternative asset classes such as property and infrastructure investments (accessed through 
diversified growth funds).  

Strategic Review of Default Investment Arrangement 

2.6 As outlined in last year’s Chair’s Statement, a detailed strategic review of the default investment 
arrangement was undertaken over the second half of 2018 and into 2019, and last year we 
reporting on changes to the strategy that were implemented in the summer of 2019. 

2.7 The Trustee intends to begin the triennial strategic investment review of the default arrangement 
during the fourth quarter of 2021.  

2.8 However, during the Scheme year a specific review of the strategy in the context of ESG matters 
was carried out. This review included the following activities: 

• Reviewing market experience in relation to emerging demand for sustainable
investment options from UK savers.

• Strategic considerations in relation to the risk / return potential of investment funds
with specific sustainable objectives.

• Assessing funds available in the market and taking advice from the Trustee’s adviser
on these funds.

• Working with the platform provider to ensure that suitable options would be available
should the Scheme wish to use sustainable funds.

2.9 This review was discussed at a series of DCSC meetings, specifically on 10 November 2020 
and 23 February 2021. 

2.10 As a consequence of the review, the Trustee has agreed in principle to replace a portion of the 
default investment strategy (expected to be approximately 30% of the “growth phase” fund) with 
an equity fund that has specific sustainability objectives (for example, lower carbon emissions). 
Implementation discussions are ongoing at the time of this statement, and the Trustee looks 
forward to communicating further with members on this topic later this year. 

Investment Governance 

2.11 In addition to the strategic review described above, performance and risk-based reviews were 
also undertaken each quarter. These reviews incorporate consideration of investment returns 
and volatility levels. The Scheme’s investment reports include consideration of:  

• Performance (net of fees) relative to fund benchmarks, peer group levels (where
relevant) and also relative to inflation measures (for the default arrangement).
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• The investment manager research ratings published by the Trustee’s independent
investment adviser, Mercer. These ratings include an assessment of each manager’s
Environmental, Social and Corporate Governance (ESG) capabilities and the extent to
which these issues are integrated into investment processes.

• Analysis of member experience throughout the ‘de-risking’ path.
• Risk analysis, including the volatility and experience of capital loss (“drawdowns”) within

the default investment strategy.
• Our members’ retirement experience, in order to assess whether the default investment

strategy aligns with the actual retirement benefits typically accessed by members.

Other “Technical” Default Investment Arrangements 

2.12 One of the self-select options available to members, the UUPS Property Fund, invests in UK 
commercial property. In March 2020, as the COVID-19 pandemic unfolded, the underlying 
investment manager suspended trading in this Fund due to uncertainties in valuing the 
properties held. Those members with holdings in this Fund received communications to inform 
them of the position and confirm that contributions could be redirected into a fund of their choice. 
For those members who did not make a choice, contributions were re-directed into the 
Scheme’s DC Cash Fund (an existing self-select fund choice that is also used within the 
Scheme’s main default investment arrangement). 

2.13 The Trustee’s process was to ask members affected by the suspension of the UUPS Property 
Fund to choose an alternative from the Scheme’s range of funds. However, as noted above, as 
a fallback position, the DC Cash Fund was used and as such may be deemed a technical default 
investment arrangement.  

2.14 In September 2020, the UUPS Property Fund resumed trading. As a result, contributions which 
were being made to the alternative fund (the DC Cash Fund) were redirected to the UUPS 
Property Fund, and the value of the “temporary” contributions held in the DC Cash Fund were 
transferred to the UUPS Property Fund. Members had the opportunity to make other fund 
choices if preferred.  

2.15 During the period for which the technical default was in place, I am pleased to confirm that the 
Trustee governed the DC Cash Fund as technically constituting a default arrangement, in line 
with appropriate governance requirements, including the cap on charges (excluding transaction 
costs) of 0.75% p.a. and the duty to review this Fund at least every three years.  

Legacy Additional Voluntary Contributions (AVCs) 

2.16 In addition to governing the Scheme’s DC Section, the Trustee has oversight of the benefits 
(and core financial transactions) relating to legacy AVC arrangements with Utmost Life and 
Clerical Medical. These transactions are limited given the small number of members who retain 
such benefits. In 2020, following a review of the value for money provided by the legacy 
arrangements, Utmost Life benefits were transferred to the DC Section’s “main” investment 
funds with Aegon, in order for members to have access to funds of higher expected quality, and 
lower charges. 

3. Internal Controls and Core Financial Transactions

Introduction

3.1 The Scheme has appointed a professional third party administrator, Aegon.

3.2 The Trustee has received assurance from the Scheme’s administrator, and has taken steps to
seek to ensure, that there were adequate internal controls to ensure that core financial
transactions relating to the Scheme were processed promptly and accurately during the year.
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This includes the investment of contributions, processing of transfers in and out of the Scheme, 
transfers of assets between different investments, and payment of benefits to members. 

3.3 Our processes in this regard are documented below. 

Administration 

3.4 The Scheme has established service level agreements (SLAs) with the administrator which 
include target timescales for processing core financial functions relating to contribution handling, 
quoting, switching and paying benefits. The target timescales are all well within applicable 
statutory timescales.  

3.5 SLAs are monitored on a quarterly basis by the Trustee, via the DCSC and the in-house team. 
As at the end of March 2021, the total percentage level of SLAs achieved for Scheme-specific 
SLAs stood at 93%. The DCSC have a proactive approach to questioning the administrator 
about their service level reports. In particular, representatives from the administrator attend 
DCSC meetings at least twice each year in order to discuss administration issues.  

3.6 Where items fall outside of the agreed service levels by more than 5 days, the administrator 
documents in quarterly reports (which are discussed at each quarterly DCSC meeting), whether 
these instances relate to financially critical requests. For example, for the quarter ending 31 
March 2021, within the overall SLA achieved (93%), the financially critical items attained 98%. 

3.7 The administrator includes information in quarterly administration reports that focus specifically 
on core financial transactions. This highlights, for example, the administrator’s processes and 
controls around checking and reconciling contributions and investment records. 

3.8 Through the administrator, the quality of the common and conditional records in respect of 
member data is reviewed at least annually. The administrator provides an annual report to the 
Trustee summarising the quality of member records, allowing any actions to be identified and 
carried out. The last report for the Scheme was produced by Aegon in March 2021. 

3.9 In addition to quantitative measures, the DCSC also reviews member feedback on their 
interactions with the administrator, primarily through reviewing the administrator’s “net promoter 
score”, which is reported quarterly. We have been pleased to note consistently positive scores 
on this basis. 

Broader Controls 

3.10 The Scheme has put arrangements in place to seek to ensure that detailed disaster recovery 
plans are in place with the administrator, other relevant third parties, and within the sponsoring 
employer. In March 2020 as the Covid-19 pandemic triggered a UK-wide “lockdown”, business 

continuity plans were clearly tested, and we are pleased to confirm that smooth running of the 
Scheme continued throughout the Scheme year. 

3.11 In particular, the Trustee paid close attention to administration standards during the period, 
engaging with Aegon to understand their contingency plans. Indeed, Aegon were able to deliver 
scheduled enhancements to member services more quickly than originally planned as a result 
of the pandemic, for example web chat functionality. 

3.12 The Trustee requires that all third party providers share their data security and cyber risk policies 
with the Trustee. These policies are reviewed and the parties are questioned on any areas 
requiring clarity. 
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3.13 The administrator provides an AAF (Audit and Assurance Faculty) internal controls audit report 
each year. For the Scheme year, the report received was for the period 1 October 2019 to 30 
September 2020 and noted the Independent Service Auditor’s opinion that, in all material 
aspects, the administrator’s controls were suitably designed and those tested operated 
effectively. 

3.14 The Trustee maintains a Risk Register which outlines the risks to members and the Scheme, 
including those in relation to financial transactions, and considers the impact, likelihood, controls 
and mitigation steps for each risk. The Risk Register at the total Scheme level is maintained by 
the Scheme’s Governance, Risk and Audit Sub-Committee. The risks from the Risk Register 
relating to the DC Section are then considered at each DCSC meeting, with additional oversight 
from the Trustee board. At the DCSC level, we seek to integrate the output of the Risk Register 
with our strategic agenda; that is, we focus our time on significant risks and / or those where 
practical action can be taken to mitigate the risks.  

3.15 The Trustee has appointed a Registered Auditor to undertake an annual audit. 

3.16 I am pleased to confirm that in the last Scheme year there were no material administration 
service issues which need to be reported here by the Trustee. 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. 

4. Value, Charges and Transaction Costs

4.1 The range of the levels of charges and transaction costs applicable to the investment
arrangements during the period are detailed in this section.

Charges

4.2 Note that a "total expense ratio" reflects the total costs associated with managing and operating
an investment fund, including investment management fees, fund legal fees, investment
platform fees and any other expenses.

Transaction Costs

4.3 When buying and selling investments, transaction costs can be incurred. Transaction costs are
not explicitly deducted from a fund but are captured in its performance (in other words, the
higher the transaction costs, the lower the returns produced by a fund). The Financial Conduct
Authority has provided guidance (in Policy Statement 17/20) to investment managers regarding
calculation and disclosure of transaction costs. Due to the way in which these costs are required
to be calculated, they can be negative or positive; a negative figure is effectively a gain from
trading activity, whilst a positive figure is effectively a cost from trading activity.

Scheme Information

4.4 In the following table, we set out the charges and transaction costs applicable to the funds used
in the default investment arrangement and other investment funds.

4.5 Funds used as part of the default investment option are shaded in blue.

Fund 
Total Expense 
Ratio % p.a. 

Transaction 
Costs % 

UUPS Medium Growth 0.46 0.18 
DC Aquila Corporate Bond All Stocks Index 0.22 0.07 
DC Aquila Up to 5 years Index Linked Gilt Index 0.20 0.02 
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Fund 
Total Expense 
Ratio % p.a. 

Transaction 
Costs % 

DC Cash 0.21 0.01 
UUPS Blended Bond 0.21 0.05 
UUPS Defensive 0.22 0.04 
UUPS Higher Growth 0.40 0.12 
UUPS Lower Growth 0.37 0.13 
UUPS Diversified Growth 0.63 0.33 
UUPS Property Fund 0.98 0.04 
UUPS Corporate Bond 0.59 0.09 
UUPS Ethical UK Equity 0.39 0.02 
UUPS Shariah Global Equity 0.50 0.02 
UUPS Global Emerging Market Equity 1.13 0.17 
DC Aquila UK Equity Index 0.21 0.05 
DC Aquila (30/70) Currency Hedged Global Equity Index 0.23 0.09 
DC Aquila (50/50) Global Equity Index 0.21 0.03 
DC Aquila US Equity Index 0.21 0.04 
DC Aquila European Equity Index 0.21 0.00 
DC Aquila Japanese Equity Index 0.21 0.00 
DC Aquila Pacific Rim Equity Index 0.21 0.02 
DC Aquila Over 15 Year Gilt Index 0.21 -0.04 
DC Aquila Over 5 Year Index-Linked Gilt Index 0.21 0.00 
DC Aquila Over 15 Years Corporate Bond Index 0.22 0.18 
DC Aquila Emerging Markets Equity Index 0.36 0.00 
L&G Pre-Retirement (available within lifestyle only) 0.30 0.03 

Source: Aegon. Charges as at 31 March 2021, transaction costs cover 12 months to 31 December 2020. 

Impact of Costs and Charges 

4.6 Using the charges and transaction cost data provided by Aegon and in accordance with 
Regulation 23(1)(ca) of the Administration Regulations, the Trustee has prepared an illustration 
detailing the impact of the costs and charges. Statutory guidance has been considered when 
providing these examples, and a range of funds has been shown.  

4.7 The illustrations have taken into account the following elements: 
• An initial fund value of zero, to reflect the typical starting pot size of a new member.
• Contributions levels.
• Real terms investment returns gross of costs and charges.
• Adjustment for the effect of costs and charges.
• Time period of investment.
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Year End 

Default Investment 
(Retirement Flexible Income 

Fund Lifestyle) 

Fund with Highest Charges 
(UUPS Global Emerging Market 

Equity) 
 

Fund with Lowest Charges 
(DC Aquila Up to 5 years Index 

Linked Gilt Index) 

Pot size with 
no charges 
incurred (£) 

Pot size with 
charges 

incurred (£) 

Pot size with 
no charges 
incurred (£) 

Pot size with 
charges 

incurred (£) 

Pot size with 
no charges 
incurred (£) 

Pot size with 
charges 

incurred (£) 

Start value 0 0 0 0 0 0 

1 5,632 5,598 5,635 5,571 5,533 5,522 

3 17,561 17,350 17,588 17,191 16,600 16,531 

5 30,424 29,874 30,502 29,470 27,671 27,500 

10 67,064 64,832 67,418 63,250 55,398 54,781 

15 110,953 105,558 111,849 101,828 83,250 81,929 

20 163,285 152,821 165,075 145,740 111,295 109,025 

25 225,443 207,486 228,586 195,579 139,605 136,153 

30 299,025 270,524 304,110 251,999 168,250 163,393 

35 385,879 343,029 393,659 315,721 197,301 190,826 

40 487,291 425,565 499,567 387,537 226,830 218,533 

45 586,848 505,107 624,549 468,323 256,912 246,593 

49 655,494 559,431 740,366 540,053 281,426 269,350 

Year 

Fund with Highest Assumed Growth Rate 
(DC Aquila Pacific Rim Equity Index) 

Fund with Lowest Assumed Growth Rate 
(DC Cash) 

Pot size with no 
charges incurred (£) 

Pot size with charges 
incurred (£) 

Pot size with no 
charges incurred (£) 

Pot size with 
charges incurred (£) 

Start value 0 0 0 0 

1 5,635  5,623 5,533  5,521 

3  17,590  17,512  16,602  16,530 

5  30,510  30,306  27,678  27,498 

10  67,452  66,618  55,425  54,778 

15  111,936  109,898  83,309  81,924 

20  165,251  161,254  111,399  109,019 

25  228,894  221,962  139,765  136,146 

30  304,610  293,490  168,476  163,384 

35  394,425  377,526  197,605  190,816 

40  500,695  476,012  227,224  218,521 

45  626,158  591,180  257,405  246,580 

49  742,467  697,038  282,004  269,335 

Source for underlying data: Aegon. Notes: 
i. Projections have been prepared with a time period based on the term of the youngest member

at the Scheme year end (age 16) up until the Scheme’s current Normal Retirement Age. 
ii. Projected values are shown in today’s terms, and do not need to be reduced further for the

effect of future inflation. 
iii. The starting pot size is assumed to be £0.
iv. Contribution rates in line with the Scheme median are used. This is 7% for the employee, 14%

for the employer.
v. A median salary across the Scheme has been used for the purpose of calculating contributions,

based on the median salary used in the 2020 statement increased by the base salary increase
for employees declared in the employer’s latest published annual report and accounts.
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vi. Projected growth rates assumptions are based on those used for Statutory Money Purchase
illustrations.

vii. Price inflation is assumed at 2.5% p.a. and future salary growth is assumed at 1.0% p.a. above
price inflation.

viii. If the growth rate used is lower than the rate of inflation, this produces a negative growth rate
after making an allowance for inflation.

ix. Values are estimates and are not guaranteed.

Value for Members 

4.8 The Trustee assesses annually the extent to which the charges and transaction costs set out 
above represent good value for members and has concluded, following receipt of reports from 
its independent DC adviser, that the Scheme offers good value for money relative to peers 
including other pension schemes of a similar size and nature (using data from Mercer, the 
Pensions Regulator and other public surveys) and relative to options available to the Trustee 
with alternative investment managers and providers. 

4.9 The Trustee conducts an annual Value for Money assessment in order to arrive at this 
conclusion, which incorporates consideration of: 
• Total expense ratio costs borne by members
• Transaction costs
• Net of cost performance
• Investment risk measures
• Governance arrangements
• Fund range available to members
• Investment manager and platform provider ratings
• Member feedback
• Additional services available to members, including at retirement options, services and

member tools.

4.10 Alongside the annual review noted above, the Trustee has established an ongoing fee review 
process with the administrator, whereby a formal review of member-borne charges is 
undertaken either every three years or at the end of the calendar year that the Scheme’s total 
assets under administration reaches certain agreed levels. This supports the Trustee’s 
continued commitment to ensuring that members receive good value for money through the 
Scheme. 

5. Trustee Knowledge and Understanding

Introduction and Policies

5.1 The requirement under the Pensions Act 2004 (requirement for knowledge and understanding)
has been met during the Scheme year by the Trustee as a body in dealing with the whole
Scheme (not just the DC Section).

5.2 The Trustee Board has in place a Trustee Director Training Policy, which sets out the Trustee’s
procedures and approach to meeting the Pensions Regulator’s Code of Practice (No.7) on
Trustee Knowledge and Understanding.

5.3 The Trustee has put in place arrangements for ensuring its Trustee Directors take personal
responsibility for keeping up to date with relevant developments and each quarter consider
training requirements. Training logs are maintained for each Director and training for the full
board and its various Committees is provided regularly during quarterly meetings. Training plans
are bespoke, and tailored to issues that arise on the Trustee’s business plan. Training plans are
also discussed at the annual one-to-one meetings with the Chair of the Trustees.
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5.4 The Trustee has adopted a robust training programme in place for newly appointed Trustee 
Directors. For the Scheme, upon appointment, a Trustee Director is required to undertake an 
induction process. This includes a training session with the in house pension department and 
completion of the Pensions Regulator’s Trustee Toolkit, within 6 months of becoming a Trustee 
Director.  

5.5 The Trustee is conversant with, and has demonstrated a working knowledge of, the Trust Deed 
and Rules. If there are any ambiguities over the interpretation of the Trust Deed and Rules, 
legal advice is sought from the Scheme’s legal advisers. 

5.6 The Trustee is conversant with, and has a working knowledge of, the Statement of Investment 
Principles, including the requirement that came into force from October 2020 in relation to our 
policies in relation to investment manager arrangements. 

5.7 In addition, the Trustee receives advice from professional advisers and the relevant skills and 
experience of those advisers is a key criterion when evaluating adviser performance or selecting 
new advisers. 

Activity During the Scheme Year 

5.8 One new Trustee Director, Alan Schofield, was appointed during the Scheme year (in December 
2020). Alan has completed his induction training and is working through the Pensions 
Regulator’s Trustee Toolkit. 

5.9 During the course of the year, the training topics considered by the DCSC were delivered, for 
example, through the DC adviser’s “current topics” training material, as well as through 
attendance at external webinars and training sessions for the full Trustee Board. Relevant 
training topics considered during the year included: 
• Updates on activity from the Pensions Regulator, including planning for key regulatory

deadlines in relation to SIPs and implementation statements. 
• Cyber risk.
• The Taskforce on Climate-Related Financial Disclosures (TCFD) and new regulations

for UK pension schemes in this respect.
• ESG matters, including climate risks and investment market developments in this area.

5.10 In December 2020, a Trustee Knowledge and Understanding assessment was conducted, using 
a questionnaire to identify areas of training needs. The results of this assessment were 
discussed in the regular one-to-one meetings between the Chair of the Trustee Board, and have 
been used to shape the agenda for the Trustee training plan for 2021. 

5.11 The Trustee also periodically conducts assessments of its effectiveness as a Trustee Board. 
These assessments include candid feedback on the Trustee’s operating framework and 
performance generally. They also provide insight to areas where we can improve our 
effectiveness by identifying training needs. A review is scheduled for the second half of 2021, 
with a specific focus on Board diversity and inclusion. 

5.12 All of the Trustee Directors in office over the full Scheme year period have completed the 
Pension Regulator’s Trustee Toolkit. As noted earlier, one new Trustee Directors was appointed 
in December 2020 and the new Trustee Director is on track to complete the Toolkit in 2021. 

5.13 Taking account of actions taken individually and as a trustee body, and the professional advice 
available to them, the Trustee Directors consider they are enabled properly to exercise their 
function as a Trustee. 
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6. Trustee Statement of DC Governance

6.1 The Trustee considers that its systems, processes and controls across key governance
functions are consistent with those set out in The Pensions Regulator’s Code of Practice.

Signed for and on behalf of United Utilities Pensions Trustee Limited 

Date 18 August 2021 

GARY DIXON
Chair of United Utilities Pensions Trustee Limited 




