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A trust can be described as a legal arrangement that allows 
individuals or organisations to transfer assets in order to benefi t 
other parties, but allowing those giving the assets to direct how the 
assets are managed and for whom. With each trust there exists a 
trust deed that establishes the rules that govern the trust.

There are three important parties to a trust. First, there is the 
settlor. The settlor is the individual or organisation that creates 
the trust by transferring the assets that are to be governed by the 
rules contained in the trust deed. Second, there are the trustees. 
Trustees act as the legal owners of the assets covered by the trust 
and effectively look after these assets on behalf of the benefi ciaries 
of the trust. The benefi ciaries are the third party in the formation 
of the trust. The purpose of the trust is to benefi t an individual or 
individuals named as the benefi ciary(ies) in the trust deed. At the 
discretion of the trustees the benefi ciaries of the trust receive the 
assets and/or income from the assets over time. The trust deed 
will defi ne how and when the trust’s benefi ciaries are permitted to 
benefi t from the assets protected by the trust. Whereas the trustees 
have legal ownership of the assets within a trust, the benefi ciaries 
have benefi cial ownership of the same assets.

The trust’s settlor can also act as a trustee. In addition, trust 
benefi ciaries can also serve as trustees.

In the UK, pension schemes are established as trusts. In the context 
of a pension fund then, the settlor is the scheme sponsor the 
pension scheme assets being kept separate from the other assets of 
the scheme sponsor the pension fund trustees are legally defi ned 
as the trust’s trustees (more obviously), while the benefi ciaries are 
the scheme members who either draw, or expect to draw, upon the 
assets held within the trust in the form of a pension. Being set up as 
a trust also confers tax advantages on the scheme. 

Trustee Act 2000: Since a trust is a legally recognised arrangement 
its structure is subject to an Act of Parliament, the Trustee Act 
2000. The most signifi cant aspects of the Act, which applies to all 
trusts, are that trustees:

have a duty of care with regard to the benefi ciaries of the trust • 
that requires them to exercise care and skill when discharging 
their responsibilities;

have a general power of investment which means that they • 
have discretion over the investment decisions taken with respect 
to the asset held within the trust, but when exercising this 
discretion (among other things) should consider the suitability 
of the investments made, should review these investments and 
ensure that the investments are diversifi ed to a suitable degree; 

should obtain and consider proper advice when making and • 
reviewing investments;

can appoint/delegate (subject to certain restrictions) suitable • 
bodies or individuals to carry out aspects of their duties;

can appoint (subject to certain restrictions) nominees • 
and custodians to act for the trust, but must keep these 
appointments under regular review.

More specifi cally, the fi duciary duties of pension scheme trustees 
require trustees to:

act impartially between and in the best (fi nancial) interests of • 
scheme benefi ciaries;

become familiar with the scheme rules and documents, such as • 
the Statement of Investment Principles (SIP) and Statement of 
Funding Principles (STF);

exercise reasonable care and act prudently when dealing with • 
the scheme’s assets, having regard to any provisions limiting 
investment powers contained in the scheme’s trust deed, SIP and 
Pensions Act 2004. In so doing, trustees must:

obtain the best possible risk/return trade-off having regard • 
for social, ethical and environmental (SEE) and corporate 
governance issues, if these are valued by a signifi cant number 
of scheme benefi ciaries, though setting aside their own 
personal views;

consider the suitability of investments to the needs and of the • 
liabilities of the scheme (see Regulatory issues);

consider the risks involved;• 

diversify the scheme’s assets;• 

seek and act upon professional advice as appropriate;• 

ensure the scheme assets and any documents of title are held • 
securely;

avoid profi ting personally at the expense of the scheme, and• 

avoid breaches of trust.• 
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