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Introduction

The financial regulator requires firms like Scottish Widows that operate workplace personal 
pension schemes to have an Independent Governance Committee (IGC). 

The Scottish Widows IGC must look at the Value for Money of the Scottish Widows 
workplace pension schemes. If it has any concerns, it will raise them with the company’s 
board and make recommendations. The IGC must:

Act only in the interests of scheme members

Act independently of the Company.

1

2



4

Statement from the Chairman

Welcome to the fifth annual report from the Scottish Widows’ IGC. This is my first report 
as Chairman of the committee. I succeeded Babloo Ramamurthy at the start of this year. 
I would like to thank Babloo for the work he did over the last five years, establishing and 
leading the committee. 

This report was drafted before the current situation with Coronavirus emerged. Clearly a lot has 
happened since then. We know that the Scottish Widows staff are working very hard to maintain 
service to customers at this difficult time. We have encouraged the company to try to maintain and, 
where possible and sensible, to increase communications to customers to give you helpful information 
about your pensions.

In this statement, I will highlight what we have done 
and give our view on whether Scottish Widows is 
delivering Value for Money (VFM). More detail is in 
the full report that follows.

We have three separate groups of customers that 
we look at when we think about VFM:

• Customers in modern Scottish Widows products 
(Typically pension schemes established since 2001).

• Customers in older Scottish Widows products, 
including Clerical Medical products acquired by 
Scottish Widows in 2009 (Typically pension 
schemes established prior to 2001).

• Customers in products acquired from Zurich UK.

In this report, if something refers to just one or two 
of these groups, we will make this clear.

Over the last year, some of the most important 
things we have talked about have been:

• Continuing to work to move customers with 
older products to a new computer system.  
The benefits of this should be to deliver better 
communications, more investment choice and 
better service. Customers will start being moved 
to the new system later this year and through 
2021. The regular progress reports we receive 
show the project is going to plan. We will be 
testing how much customers have benefitted 
after moving to the new system.

• Improving the way Scottish Widows 
communicates with customers and listens to and 
acts on their feedback. We are pleased that 
hundreds of thousands of customers now have 
better on-line access to services. There’s been a 
big increase in customers using those services, 
but it’s still only a relatively small proportion of the 
total. We will continue to push Scottish Widows to 

Mark Stewart, 
Independent Chairman, Scottish Widows IGC

work harder to reach more customers and to keep 
developing new ways for customers to obtain 
information and interact with their pension policy.

• Integration of the customers from Zurich UK. 
Scottish Widows is still working on how best to 
bring together their arrangements with those of 
Zurich, particularly the way funds are invested. 
We expect to see further proposals from them 
during this year.

• Change of investment manager and changes to 
the way default funds are invested. In 2018, 
Scottish Widows decided to replace Aberdeen 
Standard as its investment manager with two 
different firms, BlackRock and Schroders. 
Scottish Widows is also changing the mix of 
investments in the default funds. The aim of this 
change is to give better returns in the future 
without taking more risk. We have been 
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particularly concerned that any costs to 
customers from these changes are kept as low as 
possible. We had lengthy discussions with them 
about this and ultimately we agreed a cap on the 
level of charges that customers would bear. 
These changes are still continuing this year and 
so far they have progressed smoothly.

• Independent research on what customers think 
about Scottish Widows and how its plans look in 
comparison with other major providers. This year 
we joined together with the IGCs of some other 
major pension providers and asked an external 
firm, Redington, to compare some elements of 
Scottish Widows’ modern workplace products 
with similar products of the other providers. The 
same group of IGCs also asked the Institute of 
Customer Service to carry out research into what 
customers thought on a number of different 
questions. We have been broadly happy with the 
early results of this work. Scottish Widows stood 
up well in the market in both pieces of research. 
The work has also identified some opportunities 
to improve things for customers. We have asked 
Scottish Widows to investigate these and report 
back to the IGC this year with proposals.

If you have any comments, questions or concerns 
about the work of the Scottish Widows’ IGC, 
please contact us at the following address: 
Mailbox.contacttheigc@scottishwidows.co.uk

INVESTMENTS ADMINISTRATION ENGAGEMENT GOVERNANCE CHARGES

Modern  
Scottish Widows 
products

Older  
Scottish Widows 
products

Business acquired 
from Zurich UK

Conclusion
The IGC believes that customers who are in one of the modern products are receiving good VFM overall.

For those customers that were formerly with Zurich UK, many things are very similar to what the 
Scottish Widows’ customers experience, but there are areas where improvements can be made. There 
will be enhancements over the next few years that will bring these two customer groups even closer 
together. We will be monitoring how well these changes are managed to make sure all customers 
continue to get good VFM. 

Customers in older products may have, on the one hand, some things that are no longer available in 
more modern products such as certain types of insurance or guarantees. But on the other they have not 
had some of the benefits of more modern products such as on-line service and communication and 
newer investment options. This is something we have been keen for Scottish Widows to address. We are 
pleased that there is a lot of work planned for this year and next to improve service, give better 
communication and give more investment choice to these customers.

The overall ratings we have given to Scottish Widows this year are the same as last year. But this doesn’t 
mean nothing has changed. We will always be looking for them to continue to improve VFM wherever it 
can. So our benchmarks for Scottish Widows will continue to change each year as well.
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1 How do we assess Value for Money?

The IGC looks at five areas when we assess Value for Money (VFM)

Investment: This covers the funds in which 
customers’ money is invested, and includes, for 
example, how well they are managed, whether they 
are delivering what they are supposed to, how the 
company reviews the funds it offers, how it takes 
account of environmental, social and governance 
(referred to as ESG) aspects and how the default 
funds are constructed.

Administration: This covers the quality of things like 
record-keeping, documentation, making changes 
that customers ask for, collecting money and paying 
money when required.

Engagement: This refers to how well the company 
communicates with you and how well it supports 
you when you need to take some action to manage 
your pension.

Governance: This refers to the systems and 
processes that the company has in place to manage 
the workplace pensions business and includes for 
example the systems to protect customers’ data, and 
money and to ensure customers are treated fairly.

Charges: The amount of money deducted from 
customers’ pension pots to cover all the other 
items above.

To help us reach our conclusions, the IGC seeks 
customer feedback through regular independent 
research on a range of topics. 

To supplement the views of customers, we also 
examine external information including 
governance reports and attend a number of 
governance committees with employers and 
employees. In addition, we have site visits to see 
things for ourselves, speak to front line staff and 
observe real customer interactions. We also attend 
meetings and events with scheme sponsors and 
their financial advisers and we meet corporate 
advisers and employee benefit consultants to 
understand their perspective.

Over the course of each year, the IGC has a series 
of meetings where it challenges Scottish Widows 
in relation to the areas listed above. 
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2 Our Assessment for the year ending March 2020

In considering VFM, the IGC takes into account both the views of Scottish Widows customers, as well as our own evaluations, to assess 
a number of key components before assigning a rating of ‘GREEN’, ‘AMBER’ or ‘RED’. 

Where a rating other than ‘GREEN’ has been 
assigned, we will agree an action plan with 
Scottish Widows to achieve a ‘GREEN’ rating in  
the future.

A ‘GREEN’ rating generally means that there are no 
areas for immediate concern. It does not mean that 
there are no areas to improve. Things change all the 
time and our aim is to make sure that the company 
continually looks to improve how it provides value 
for money for customers.

In 2019, a group of IGCs asked a firm called 
Redington to compare a number of workplace 
pension providers’ products. That same group also 
commissioned the Institute of Customer Service to 
survey the customers of those providers so that 
IGCs were able to make a relative assessment of 
customers’ views. 

The surveys only compared the modern products  
of each of the providers. The surveys are a pilot 
exercise. It wasn’t always possible to compare 
things on a like for like basis but we felt that the 
exercise produced some very helpful information. 
We have been able to identify a number of things 
that we have asked Scottish Widows to consider 
improving, particularly in the area of engagement 
with customers. For instance, it appears that 

Scottish Widows is sometimes difficult to contact. 
This may relate to the opening hours of its call 
centres and we have asked them to review these.

Overall, the benchmarking work helped to confirm 
that Scottish Widows is delivering good service and 
value in comparison with other major providers in 
the industry. However, we did note that customers 
of Scottish Widows and insurance providers 
generally do not rate the companies they use as 
highly as in many other industries and so there is 
more work to do.

Throughout this section, when you see 
the mouse symbol, move over the 
image with your mouse to see any 
change to the ratings from last year. 
Where there is no movement there has 
been no change to the rating.

RED
This area is performing at a 
level below which the IGC 

feels is appropriate, or below 
alternatives available in the 
market more generally, and 
urgent action is required.

AMBER 
There may be a group  

of customers for  
whom improvements  

are required or  
specific areas that  
require attention. 

GREEN
The IGC has observed no 

material issues and 
performance is in line with 

expectations. However, there 
may still be some areas for 

further improvement.
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2.1 Investments

Is Scottish Widows making the right investment decisions to deliver for its customers?

Conclusion
The IGC believes that Scottish Widows is delivering VFM in the investment elements of its workplace 
pensions. But there are some aspects that we believe could be improved in the short term and so we 
have given this area an ‘AMBER’ rating for all three groups of products.

The IGC has noted a substantial amount of change across the Scottish Widows fund range, including 
the addition of funds associated with the Zurich workplace business and the change of fund 
management arrangements with Aberdeen Standard Investments. The IGC is encouraged that these 
major changes have gone well. 

However, the large number of funds that Scottish Widows makes available and the number of 
investment managers it deals with, increase the challenge for Scottish Widows in effectively 
governing its fund range and in following up on under-performance. The IGC will continue to 
challenge Scottish Widows strongly in this area and sees opportunity to simplify the fund range.

The IGC will work closely with Scottish Widows as it develops the range of funds available to 
customers in the year ahead. We will also be considering carefully how the company applies its ESG 
responsibilities. This is something that the regulator has asked IGCs to take more responsibility for 
from this year.

We’ve considered the performance of Scottish Widows’ funds against a number of benchmarks, 
including similar funds from other providers. We also looked at how the company governs its  
whole fund range and not just the default funds. We have asked how it deals with funds that are 
under-performing. This is an area that we will be following up with them this year.

MODERN SCOTTISH WIDOWS PRODUCTS

OLDER SCOTTISH WIDOWS PRODUCTS

BUSINESS ACQUIRED FROM ZURICH UK

2019
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MORE DETAIL:

The Scottish Widows funds are available across 
both modern Scottish Widows products and older 
Scottish Widows products. The schemes established 
using older Scottish Widows products pre-dated the 
concept of default funds as we know them today. 
Members in those schemes are typically invested  
in funds from the wider fund range.

Default Funds Managed by Scottish Widows 
Scottish Widows’ most commonly used default fund 
bounced back in 2019 delivering 17% growth 
compared to a return of -7% in 2018. This compared 
to the default funds of major competitors where 
fund performance ranged from 12% to 20% in 2019. 

Despite the recovery in 2019, three year 
performance has reduced slightly from 8% pa to 7% 
as the strong performance of 2016 now falls out of 
this period. This compared to the default funds of 
major competitors where fund performance ranged 
from 5% pa to 10% pa. 

The IGC is comfortable with the long term nature of 
the asset allocation decisions being made by 
Scottish Widows. The IGC has also taken comfort 
from external benchmarking conducted by 
Redington which also assessed the Scottish Widows 
default and compared this to competitor offerings. 

Default Funds applying to the business 
purchased from Zurich UK in 2018
These funds were actually the top performing over 
both one year and three years against the basket of 
major providers offering this type of fund. The main 
default fund delivered a 20% return in 2019 with 
three year performance at 10%. This has been 
supported by a higher amount invested in strongly 
performing US equity markets, though that is not a 
guide to future performance.

Scottish Widows wishes to harmonise these default 
funds with those available to its other customers. 
The IGC is challenging Scottish Widows to ensure 
that the harmonised proposition maximises 
potential returns for both groups of customer taking 
into account the returns that might be expected in 
future from each type of asset within the fund. 

The Zurich UK business has a significant number of 
schemes with bespoke defaults. Scottish Widows and 
the IGC have investigated the investment content of 
these bespoke defaults to understand whether they 
strike an acceptable balance between the potential 
for investment growth and how they reduce equity 
investment in the period approaching retirement. 
There are a small number of schemes that 
Scottish Widows will investigate further to get 
confidence that their default is appropriate for the 
scheme members. The IGC has asked that this is 
done in a timely manner and is given the opportunity 
to discuss the conclusions with Scottish Widows.

Premier Portfolios Managed by 
Scottish Widows
Last year the IGC noted that the new Premier 
Portfolios launched by Scottish Widows had 
underperformed the established and lower cost 
Pension Portfolio Funds which are used within the 
standard default arrangements. While this might be 
expected in strongly rising markets, the IGC was 
interested to assess the relative performance in 
more challenging market conditions. 

When equity markets fell in 2018, there was benefit 
from the wider range of asset classes used in the 
Premier Portfolios and in those conditions, the 
Premier Portfolios outperformed the Pension 
Portfolio Funds. 

As markets generally rose again in 2019, the 
standard defaults once again outperformed the 
Premier Portfolios, with variations in performance 
since 2015 ranging from -0.6% to -1.7%. The IGC will 
continue to monitor the relative performance and 
value for money of the Premier Portfolios. 



10

Wider Fund Range
About 15% of customers choose to select their own 
investment funds, including the many specialist 
funds available, often with the help of a financial 
adviser. Scottish Widows monitors the performance 
of this wider range of funds against benchmarks 
that Scottish Widows has set for each fund. 

A summary of the performance of these funds over 
three years is shown below.

In 2019, a number of funds performed less well than 
expected. In most cases, Scottish Widows’ view is 
that this is the result of the approach taken by the 

manager and the general conditions of the 
investment market rather than from poor 
investment decisions. Scottish Widows have told us 
that in most cases, they will not be closing these 
under-performing funds but they will be applying a 
process of close monitoring over the coming months. 

Nevertheless, there is active discussion between the 
IGC and Scottish Widows to understand and 
challenge its approach to under-performing funds. In 
the meantime, the IGC encourages Scottish Widows 
to continue to increase its engagement with fund 
managers and to ensure its approach sets a suitably 
high standard for funds that remain in the range.

Transaction Costs 
Transaction costs happen when underlying 
investments are bought or sold. Investments are 
bought and sold with a view to improving investment 
returns; the effect of transaction costs is to reduce 
these returns. Costs for specific funds are driven by 
the volume of transactions and the cost associated 
with each transaction. Passive funds that track an 
index will typically have lower trading volumes than 
more active funds, hence lower transaction costs. 
Individual transaction costs also vary by the type of 
asset held within the fund.

FCA rules require investment managers to disclose 
transaction cost information to IGCs to aid their 
assessment of value for money. Scottish Widows 
collects this information on a quarterly basis. 

The most recent transaction costs for the default 
funds, and components used in the construction of 
default funds is included in the Appendix. 

The IGC concludes that transaction costs across the 
range are broadly the same as the previous year and 
generally within a competitive range for the various 
fund types. It has prompted Scottish Widows to 
follow up on funds whose transaction costs have 
been higher than the norm and continues to 
monitor any exceptions.

 THREE-YEAR POSITION

Material out-performance Slight out-performance Slight under-performance Material under-performance

19%
29% 27% 25%
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Change of Manager
In last year’s IGC report we highlighted the 
change in the relationship between 
Scottish Widows and Aberdeen Standard 
Investments following the merger of Aberdeen 
Asset Management with Standard Life. 
Scottish Widows recognised Standard Life as a 
direct competitor and, as a result, announced its 
intention to terminate its existing partnership 
agreement with them. 

In October 2018, Scottish Widows announced 
that it had selected BlackRock and Schroders as 
its new asset management partners, replacing 
Aberdeen Standard Investments. This resulted in 
investment management moving, initially to 
Schroders, in the second half of 2019 for some 
funds. As part of that change, Schroders decided 
that some of the investments within these funds 
should be sold and replaced with others that it 
expects to improve returns. That leads to 
transaction costs.

The IGC was concerned to understand from 
Scottish Widows what transaction costs would 
result from the transition and whether it was right 
that the fund in which members invest should 
bear any or all of the transaction costs.

Scottish Widows advised that the transitioning of 
this business from one manager to another would 
not incur transaction costs if Schroders was happy 
with the fund’s investments. However, 
Scottish Widows was taking the opportunity to 
replace some investments with a view to 
improving future returns for customers. The IGC 
wrote to the Scottish Widows board, requesting 
that some or all of the transaction costs 
associated with the restructuring be borne by 
Scottish Widows in these circumstances.

Scottish Widows believes that the restructuring 
will improve returns for customers in the future 
and that it would normally be the case that 
transaction costs within a fund would be borne by 
the fund. However, we had some detailed 
discussions with their management on this issue. 
The result was that they agreed to set a cap on 
transaction costs that any fund would bear. The 
cap was 0.75% of the value of the fund. In the 
end, there were seven funds where the costs 
would have exceeded this cap and so the 
company met all transaction costs above that 
amount.

Responsible Investment
From April 2020, the IGC will be responsible for 
overseeing Scottish Widows’ approach to 
Environmental, Social and Governance (ESG) factors 
relating to workplace pensions. In particular the IGC 
will need to ensure that Scottish Widows has a clear 
statement of policy which is available to customers 
and that it follows that policy over time. We have 
been encouraged that Scottish Widows has recently 
increased significantly the number of people in their 
investment team that will be focused on this 
important area. We will provide our initial 
assessment in next year’s report.

Investment Pathways
From April 2020, the IGC will also become 
responsible for the governance of funds known as 
investment pathways which are used in Income 
Drawdown products. The funds are similar to default 
funds available in workplace pensions but are used 
by customers when they make decisions about how 
to invest in retirement, based on how they intend to 
take income during their retirement. The IGC will 
ensure that these funds are appropriate and offer 
good VFM. We will be working with Scottish Widows 
to oversee their design in time for a scheduled 
launch in August 2020. 
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2.2 Administration

How well does Scottish Widows deal with processing payments into and out of its 
workplace pensions, how well does it manage records, how well does it respond to 
customers’ requests?

CONCLUSION:
The IGC has rated Scottish Widows ‘GREEN’ for the service provided on its modern products. For older 
products, the rating is ‘AMBER’. For these products, the IGC is now beginning to obtain better and 
more detailed information so we can monitor the service more closely. We have looked into the reasons 
for the difference in service levels between the two groups. Much of it is due to the fact that the systems 
that support the older products do not deal as well with what the regulations now require for modern 
products. There is a plan to improve the service for these older products this year and the IGC will 
monitor this plan.

For the products transferred from Zurich UK, we rate the service as ‘AMBER’. Some service targets 
were not met during the year. We do expect the service level to improve following investment in 
systems and staff.

The IGC visited the administration centres in both Edinburgh and Cheltenham during the year. We also 
took into account the findings from the research by the Institute of Customer Service referred to earlier.

MODERN SCOTTISH WIDOWS PRODUCTS

OLDER SCOTTISH WIDOWS PRODUCTS

BUSINESS ACQUIRED FROM ZURICH UK

2019
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MORE DETAIL:

Modern Scottish Widows Products 
There have been some significant steps this year to 
improve the way Scottish Widows deals with these 
products. In particular, the number of users of the 
company’s digital site has doubled over the year to 
144,000. However, that still represents only a very small 
proportion of Scottish Widows customers who could 
use this service and the IGC is encouraging them to 
increase its efforts to get more customers to sign up.

For those customers who also use Lloyds Bank, 
Halifax or Bank of Scotland, they can now access 
their Scottish Widows pension information through 
their banking app. So far 495,000 customers have 
signed up for this.

Other information that the IGC looks at includes 
how accurately and quickly the company collects 
contributions from customers, the number of 
complaints and how quickly they are resolved and 
how quickly it deals with other important 
procedures such as paying out money when 
needed. On most of these measures, the company 
has performed well. We noted that the number of 
complaints continued to fall during the year and 
also that Scottish Widows retained a 5 star rating 
for service from Independent Financial Advisers.

Older Scottish Widows Products
In our 2017 report, the IGC highlighted a new 
partnership which Scottish Widows had entered into 

with Diligenta, which will see the administration of 
customers in older workplace pension schemes 
being modernised onto a new systems platform. 
This was in response to challenges from the IGC to 
drive service improvements. 

The migration of customers to the new system will 
commence later this year and run through 2021. The 
IGC has been monitoring the progress of the 
project and can confirm this remains on track.

Once the transition work is underway, it will be 
closely monitored by the IGC to ensure that there is 
no disruption to service levels. 

In the meantime complaint levels continued to fall, 
and although service levels are not as strong as for 
modern products, performance remained consistent 
against target, with expectations of greatly improved 
service following the migration mentioned above.

These customers have benefited from the new 
digital facilities introduced by Scottish Widows. 

Customers have also benefited from access to 
on-line services and access to pension information 
via their banking app for LBG bank customers. 
Again, the IGC is pushing the company to make 
every effort to increase the number of customers 
who have access to and use these services.

Workplace pensions transferred from Zurich UK 
In April 2018, Scottish Widows took responsibility 
for the administration of nearly 360,000 customers in 
over 300 schemes, following its purchase of Zurich 
UK’s workplace savings business. The number of 

customers has now grown to over 400,000. The 
business is managed in Cheltenham at a site 
acquired by Scottish Widows in 2018. 

The IGC visited the Cheltenham site again in 2019 
to receive an update on the progress being made 
integrating this business into the wider organisation 
and to hear from colleagues about their 
experiences in servicing their customers.

The more significant infrastructure challenges of 
2018 appear to have been resolved, and ongoing 
service levels have generally performed well relative 
to target. However, there were two peaks during 
2019 where service levels were adversely impacted. 
One incident related to an error in the issue of 
Annual Benefit Statements and the other related to 
much higher level of inbound customer contact than 
had been expected following a mailing to customers 
explaining the change in branding from Zurich to 
Scottish Widows following the change in ownership.

Work to integrate the administration of this business 
into the rest of the Scottish Widows business is 
continuing. While it is not yet as we would like it to 
be, we do believe that the company has made 
significant progress during 2019 and the risk of poor 
service is greatly reduced. We continue to discuss 
how service can be improved and require regular 
updates on the integration project.

At present, these customers do not have access to 
the digital facilities including the Employee Hub 
and the Lloyds, Halifax and Bank of Scotland App 
service. We understand it is intended that those 
services should be available in the near future.
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2.3 Engagement

MODERN SCOTTISH WIDOWS PRODUCTS

OLDER SCOTTISH WIDOWS PRODUCTS

BUSINESS ACQUIRED FROM ZURICH UK

2019

How well does Scottish Widows help customers understand their pension and make the 
best possible choices they have to decide on at various times of their lives?

CONCLUSION: 
We have rated Scottish Widows as ‘GREEN’ for the last year for both the modern and older 
Scottish Widows products. We know there has been a big investment in improving engagement. This 
has included new style Annual Benefit Statements, the roll out of new digital services and campaigns 
such as the Pensions Awareness Tour. 

For the old Zurich UK business, we have given an ‘AMBER’ rating. This is because, although we know 
that a lot has been done to bring together the Zurich and Scottish Widows businesses, there is still 
some work to do to make available all the communication and support facilities that are currently 
available to other Scottish Widows customers.
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MORE DETAIL:

As reported in previous years, Scottish Widows has 
been investing significantly in new ways to engage 
with customers. For example, a new system to 
enable employers to better manage the relationship 
between workers and their pension scheme, a new 
hub for employees which enables employees to 
more easily see what their pension is worth, a series 
of short videos which answer the most commonly 
asked pension questions, new and more intuitive 
annual statements, and by enabling pension 
customers to view their pension value on certain 
digital banking apps. 

The IGC asked Scottish Widows to ensure these new 
capabilities are ultimately available to all customers. 
They have responded to this request by reorganising 
the way they manage this area of their business. 
There are now three separate groups of activity:

• Workplace Engagement: Events and materials 
(including on-line facilities) delivered to 
customers via their employer or through their 
place of work.

• Customer Communications: Materials (including 
on-line facilities) delivered directly to customers 
via the post or on-line.

• Campaigns: Materials delivering specific 
messages to large groups of customers, for 
example changes in the level of contribution 
through Auto Enrolment. 

Workplace Engagement
Scottish Widows continues to develop and deploy a 
suite of materials which can be used in conjunction 
with employers to raise pension awareness and help 
scheme members make important decisions. In 
2019, they reached over 200,000 employees through 
integrated workplace communications, delivered 
workplace presentations to 24,000 employees and 
an additional 30,000 employees through a number 
of workplace events. Scottish Widows also 
increased the reach of their employee engagement 
offering to all employers in early 2019, by creating 
an on-line self-serve engagement offering for 
smaller schemes that previously did not qualify for 
engagement support.

Customer Communications
Scottish Widows is required to correspond regularly 
with its customers, providing annual statements and 
communications in the lead up to retirement. The 
IGC wants to make sure that these communications 
are easy to understand and helpful. 

Last year the IGC reported on the progress which 
Scottish Widows had made in designing a new 
simpler and more intuitive statement which 
included a range of additional support for 
customers, based on research which 
Scottish Widows had carried out with its customers.

We believe these new statements are a 
considerable step forward in terms of clarity and 
ease of understanding. Full roll out to workplace 
customers has now taken place.

At this stage Scottish Widows have not observed 
any material changes in customer behaviour as a 
result of the new statements. However, the IGC 
believes that these improvements combined with 
digital innovations covered earlier in this report, 
along with industry initiatives such as the Pension 
Dashboard will all combine to increase the 
engagement customers have with their pensions 
leading to better outcomes.

Scottish Widows is currently developing a suite of 
new materials to support customers who are getting 
close to retirement age, to better prepare them for 
important decisions that they need to make. This 
work is in line with a regulatory initiative from the 
Financial Conduct Authority called the Retirement 
Outcomes Review. The IGC is keen to ensure that 
the content is received and used by customers to 
good effect and will be exploring with 
Scottish Widows the extent to which these new 
communications, once introduced, go on to 
influence customer behaviour. 
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Campaigns
In previous years we asked Scottish Widows to play 
a greater role in promoting pensions awareness 
more generally. Last year we reported on 
Scottish Widows’ sponsorship of the National 
Pensions Awareness initiative, which included a visit 
to cities around the UK from the ‘pensions bus’. 

This year, the company did a similar thing and 
visited 19 employers whose scheme is managed by 
Scottish Widows, delivering 148 scheme specific 
presentations, covering Pension Essentials and 
Investments, to 57,000 employees.

The IGC continues to push Scottish Widows to try 
to reach even more customers in 2020 with this sort 
of support. They have already confirmed that the 
vehicle will be ‘touring’ all year round so as to reach 
more workplaces.

Vulnerable Customers
Scottish Widows trains all members of their 
operations team specifically in relation to the 
treatment of vulnerable customers. The training 
helps service agents identify different types of 
vulnerability and deal with customers accordingly. 

Scottish Widows is also focused on making pensions 
more accessible to customers with low literacy, 
numeracy and financial capability skills, including 
looking at the language used, the way in which 
information is presented, and on-line accessibility. 
The IGC has observed this approach in the 
development of the new Annual Benefit Statements. 

The technology team at Scottish Widows work with 
an independent body called DAC (Digital 
Accessibility Centre), who have tested employees 
with disabilities. The DAC previously completed a 
technical review across both employer and 
employee digital services and Scottish Widows has 
confirmed to the IGC that the resulting 
recommendations were implemented.

The IGC is satisfied that Scottish Widows has an 
appropriate framework in place to support 
vulnerable customers across their retirement journey.
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2.4 Governance

Does Scottish Widows have in place the right structures to manage customers’ pensions 
well and fairly?

CONCLUSION:
For the modern and older Scottish Widows products, we have rated the company as ‘GREEN’. We 
have rated the company ‘AMBER’ for the old Zurich UK products. This is because we feel we need to 
see a longer period of stability following the transfer of this business and some of the processes for 
managing the combined business are still in their early stages.

BUSINESS ACQUIRED FROM ZURICH UK

2019

MODERN SCOTTISH WIDOWS PRODUCTS

OLDER SCOTTISH WIDOWS PRODUCTS



18

MORE DETAIL:

Each year the IGC considers three areas of 
Governance;
Corporate Governance: The way in which 
Scottish Widows as an organisation is managed. 

Product Governance: The extent to which 
products are meeting the needs and expectations 
of customers. 

Cyber Security: The extent to which customers’ 
money and data is protected from criminal or 
terrorist threat.

Corporate Governance 
The Scottish Widows executive management team 
is overseen by a board, which includes independent 
non-executive directors. Together they are 
personally accountable for ensuring the fair 
treatment of customers. 

The day-to-day running of the business is delegated 
to a number of Executive sub-committees, including 
the Customer & Product Committee, Investment 
Oversight Committee and Risk Committee. Each 
has its own oversight committee made up partly or 
entirely of independent experts. The IGC believes 
there is an effective framework in place. 

Product Governance 
Scottish Widows has processes and controls in 
place to check that pensions are performing as 
expected and products remain appropriate. 

When an issue is identified, a project is launched to 
rectify the situation. If it is an historic issue, 
Scottish Widows has a framework, agreed with the 
FCA, to restore customers to where they should 
have been. This also applies to customers who have 
transferred their assets to another provider. 

Cybersecurity 
This is a crucial area for both data security and the 
custody of customer assets. The security of 
Scottish Widows’ IT systems and customer data sits 
within the wider Lloyds Banking Group security 
framework. We continue to be reassured by the 
work being done in this area, but urge 
Scottish Widows to remain vigilant. 

General Data Protection Regulations (GDPR)
In 2018 Scottish Widows confirmed to the IGC that 
it had complied with the standards and principles 
of GDPR, taking the IGC through all of the work 
which had been done. Scottish Widows has 
committed to advise the IGC of any material 
breaches. One such breach was notified to the  
IGC in 2019 relating to incorrect Annual Benefits 
Statements being issued to some customers.  
The matter was subsequently rectified. 

The IGC is satisfied that Scottish Widows has 
processes in place to detect any breaches, report 
them accordingly and rectify matters quickly. 
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2.5 Charges

Are the charges that Scottish Widows deducts transparent, simple and do they represent 
value for money for the services the company provides?

CONCLUSION:
The IGC continues to rate Scottish Widows as ‘GREEN’ in respect of charges. Average charges across 
all product groups compare favourably to national averages.

The IGC separately assesses charges for customers in modern workplace pension schemes qualifying 
for auto enrolment, and those in older legacy products.

BUSINESS ACQUIRED FROM ZURICH UK

2019

MODERN SCOTTISH WIDOWS PRODUCTS

OLDER SCOTTISH WIDOWS PRODUCTS
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MORE DETAIL:

Modern Scottish Widows Products
For modern products, Scottish Widows applies a 
single Annual Management Charge, based on a 
percentage of each customer’s pension fund. The 
average charge across such products has reduced 
over recent years as follows:

This compares favourably with national averages for 
group personal pension arrangements, as compiled 
by the Department for Work and Pensions (DWP). In 
the DWP survey, charges range from an average of 
0.72% for small schemes to an average of 0.45% for 
large schemes, giving a national average of 0.54%.
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Older Scottish Widows Products
For older products the picture is more complex, as 
charges are applied in different ways and can rise 
and fall over time as the various fees interact with 
each other and the customer’s savings patterns 
change. Two years ago, Scottish Widows agreed to 
cap overall annual charges at 1% each year, which 
reduced the average charge over a customer’s 
retirement journey. They also agreed to remove all 
exit penalties, so customers can now transfer to a 
more modern product more easily, either with 
Scottish Widows or another provider. 

The cap which Scottish Widows put in place 
applied to customers invested in 40 core 
investment funds. Some customers had actively 
chosen funds which were more sophisticated, more 
specialist or regarded as premium funds and those 
continued to carry a higher charge. In 2016, the IGC 
asked Scottish Widows to write to customers in 
older products and in more expensive funds 
making them aware of lower cost alternatives.  
The number of customers in these respective 
groups have been as shown in table below.

Customers in funds where the charges can  
never be higher than 1% in any year

Customers in funds where the charges  
could be higher than 1% at points in time

2017 100,593 28,067

2018 95,179 26,590

2019 90,061 25,271 

Products Recently Acquired from Zurich UK
The average charges in respect of these schemes 
has not historically been reported in the same way 
as has been done at Scottish Widows and we are 
not therefore able to make a historical comparison 
as shown in the Modern Scottish Widows products. 

However, the average charge in 2019 for Zurich UK 
is 0.34%, which has fallen from 0.41% in 2018.
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3 What are the IGC’s Overall Conclusions?

We believe customers with modern products 
continue to have access to options, performance 
and support, with reasonable charges that overall 
represent good VFM. Scottish Widows has made 
significant advances in the development of digital 
capabilities, increasing the numbers of customers 
(but not yet a majority), that have access to these 
and has plans to add additional services. 

Customers with legacy products often have valuable 
guarantees and other features that are generally no 
longer available, whereas newer products do not 
have all those features, but offer more modern 
investment options and on-line facilities. Where 
customers value or are likely to benefit from the 
options in those older products, the IGC believes 
that these products offer VFM. Where customers do 
not value or do not believe they are likely to benefit 
from those features, we believe customers should 
be made aware of more modern alternatives.

The IGC is satisfied that Scottish Widows is 
progressing the development of facilities which 
allow them to engage with these customers more 
effectively and will be pressing Scottish Widows to 
make use of these facilities to increasingly have 
those conversations with their customers.

Customers within the schemes recently acquired 
from Zurich UK have access to products which have 
similar features to modern Scottish Widows 
products, have benefited from slightly better 
investment returns and have similar charges. These 
customers also benefit from an integrated income 
drawdown facility and also greater self-service 
facilities. These customers do not yet have access to 
the latest digital facilities which Scottish Widows has 
developed. The IGC believes that these customers 
receive VFM in terms of expected outcomes 
although there is work still to do to ensure against 
future disruptions to service.

The IGC has given substantial input to changes to 
Scottish Widows’ fund range. The IGC has been 
encouraged by the progress made by 
Scottish Widows in changing its investment 
management arrangements and asset allocation 
within its default funds. The IGC welcomed 
Scottish Widows agreement to limit the effect of 
trading costs, although ideally would like to have 
seen Scottish Widows cap the effect of those 
trading costs at a lower level. 
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4 What’s next for the IGC?

These are some of the main things we have already 
said we will be doing in 2020:

• Review the Environmental, Social and  
Governance policy

• Review the Investment Pathways proposals

• Review how the default funds for the old Zurich 
UK products and Scottish Widows products are 
going to be aligned

• Think about how we can use the benchmarking 
work to encourage the company to deliver better 
value for customers and to look at whether and 
how we can get similar information for older 
products

• Keep looking at how well the integration of the 
Zurich UK and Scottish Widows business is going

• Review the transition of Scottish Widows legacy 
products to the new platform.
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5.1 What is the IGC and what does it do?

The IGC is a governance body, and the majority of its members are completely 
independent of Scottish Widows, as established under the rules set out by the Financial 
Conduct Authority. 

The IGC’s primary role is to scrutinise the 
workplace pension products provided by 
Scottish Widows and to assess whether customers 
are getting VFM. This measures the extent to 
which the services, benefits and safeguards put in 
place by Scottish Widows represent good value to 
customers relative to their cost. 

A copy of the full Terms of Reference can be found 
here. 

The IGC oversees all contract-based workplace 
pensions (i.e. group personal pensions and group 
stakeholder pensions) operated by 
Scottish Widows. This includes customers who are 
currently contributing to their pension and also 
customers who have stopped contributing, but 
whose pension assets are still managed by 
Scottish Widows.

Scottish Widows is also responsible for managing 
the Group Self Invested Personal Pension (GSIPP) 
transferred across from Zurich in April 2018 and 
policies previously sold by Clerical Medical, and 
the IGC therefore also oversees those group 
pension policies. 

The remit of the IGC does not include: 

• Trust-based schemes, where the Trustees of those 
schemes fulfil a similar duty to the IGC. 

• Personal pensions purchased by individuals for 
their own use. 

• Products used by customers to provide either a 
regular retirement income, known as annuities, or 
income drawdown products.*

*Note: From April 2020, the IGC will be given responsibility for 
assessing the VFM offered by Scottish Widows for customers 
using Income Drawdown products who do not have a Financial 
Adviser. In particular oversight in relation to Investment Pathways. 

APPENDICES
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5.2 Who are the members of the IGC

The Financial Conduct Authority (FCA) requires that 
the IGC consists of at least five members, the 
majority of whom are independent, including the 
Chairman. The Chairman is required to ensure that 
the IGC has access to the necessary expertise and, 
when required, secure additional specialist expertise. 

The Scottish Widows IGC was chaired throughout 
2019 by Babloo Ramamurthy, supported by three 
further independent members, Tilly Ross, Mark 
Stewart and Ciaran Barr. Jackie Leiper and Iain 
McGowan from Scottish Widows make up the 
remainder of the IGC. The inclusion of two 
members of the Scottish Widows management 
team brings considerable subject matter expertise 
to the Committee and ensures the right resources 
can be accessed quickly to support its governance 
responsibilities. 

The members of the IGC bring a wealth of 
experience at senior levels across the industry, 
including pension scheme governance, typical 
pensions practice and investment oversight, 
together with in-depth knowledge of 
Scottish Widows’ products.

Babloo Ramamurthy ended his term as chair of the 
committee and was succeeded by Mark Stewart 
from 1st January 2020. Babloo will remain as a 
committee member for a short period whilst a new 
Independent Member of the committee is recruited.

Ciaran Barr, an experienced 
investment director, 
strategist and economist  
in financial markets

Tilly Ross, formerly Global 
Head of Pensions at the 
National Grid and now a 
Non-Executive Director at 
The Pensions Regulator

Babloo Ramamurthy, 
former Scottish Widows 
Chairman, has an extensive 
background in pensions, and is 
currently the Chairman of RPMI, 
the financial services company 
delivering investment and 
pensions administration services 
to the Railways Pension Scheme

Jackie Leiper,  
Distribution Director

Iain McGowan,  
Head of Fund Proposition

APPENDICES
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5.3 Which Scottish Widows products are covered by the IGC?

Scottish Widows is a long-established pension 
provider managing a range of different products 
that customers have bought over a number of years. 

The products overseen by the IGC are group 
pensions arranged by an employer for their 
employees, where each member has their own 
individual contract with Scottish Widows. They also 
have their own personal pension account over 
which they have control. These products differ 
from occupational pension plans established by 
employers under a trust–based arrangement, 
where members have no direct relationship with 
the pension provider. 

Older products tend to be more complex, as was 
common across the pensions industry prior to 
2001. These older, legacy products often have 
more complex charging structures, but can also 
contain valuable benefits that are no longer 
available today.

Most modern products are typically much simpler, 
with a single charge expressed as a percentage of 
the customer’s fund, which is deducted annually. 
This is known as an Annual Management Charge 
(AMC). Also, they tend to have a more extensive 
range of investment options and more services 
available to customers on-line. 

Scottish Widows has 2,631,443 customers saving 
for retirement through 40,587 workplace savings 
schemes. At present (as at end 2019), total assets 
under management are £44.4bn.

The GSIPP which has transferred across from Zurich 
UK has 422,000 customers saving through 319 
schemes, with total assets under management of 
£7.74bn (as at the end of 2019).

319
workplace  
pensions

£7.74bn
total member  

assets

422,000
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for retirement

439
investment  

funds

IGC

GSIPP transferred from Zurich UK

40,587
workplace  
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£44.4bn
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assets

2,631,443
customers saving 

for retirement

139
investment  

funds

IGC

Scottish Widows
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5.4 Categorisation of Scottish Widows products

Products Categorisation Comments

Scottish Widows new Unitised 
Pension contracts (schemes 
established after July 2000)

Modern product • Customers can invest in a range of unit linked investment options.

• Scottish Widows Pension Investment Approaches typically used by employers as a default fund. 

• Simple charging structure.

• No waiver, death benefits or guarantees.

• Available as a qualifying scheme for auto enrolment.

Scottish Widows Pensionbuilder Legacy product • Investments are managed through a single Unitised With Profits fund.

• Value of units can go up each year but cannot go down.

• Some customers benefit from a minimum growth guarantee.

• Some customers benefit from a minimum income guarantee (known as a guaranteed annuity rate).

• Some customers benefit from death benefits.

• A range of different types of charges have applied to this product.

• Charging structure has been simplified during 2016 and 2017 as outlined in this report.

• Not available as a qualifying scheme for auto enrolment.

Scottish Widows new Unitised 
Pension contracts (schemes 
established prior to July 2000)

Legacy product • Customers can invest in a range of unit linked investment options.

• More complex charging structure.

• Waiver of premium and death benefits available as product features.

• Charging structure has been simplified during 2016 and 2017 as outlined in this report.

• Not available as a qualifying scheme for auto enrolment.

APPENDICES
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Products Categorisation Comments

Clerical Medical products Legacy products • Clerical Medical merged with Scottish Widows following the purchase of HBOS by Lloyds TSB in 
January 2009.

• Clerical Medical had not been active in the workplace savings market for some time but continued to 
manage schemes that had been established in the past.

• Customers can invest in a range of unit linked investment options.

• Some customers can benefit from minimum income guarantees (known as a guaranteed annuity rate).

• Some customers could benefit from death benefits.

• Charging structure has been simplified during 2016 and 2017 as outlined in this report.

• Not available as a qualifying scheme for auto enrolment.

Retirement Saver – Group  
Self Invested Personal Pension 
(acquired from Zurich UK on  
3 April 2018)

Modern product • Customers can invest in a range of insured and mutual investment options, as well as the ability to invest 
directly in the FTSE 350.

• A choice of two lifestyle strategies (managed by Zurich).

• Transparent charging.

• Integrated drawdown and on-line access to open a workplace ISA and General Investment Account (GIA).

• Available as a qualifying scheme for auto enrolment.

 
You can call us on the following numbers for more information about your plan or product type:

For more information about both modern Scottish Widows and older (legacy) Scottish Widows product plans, please call us on 0131 655 6000.  
Lines are open Monday to Friday, between 8am and 6pm.

For more information about product plans recently moved to Scottish Widows from Zurich UK, please call us on 0800 032 1260.  
Lines are open Monday to Friday, between 8am and 5.30pm. 

APPENDICES
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5.5 Scottish Widows mandated funds – transaction costs

Transaction costs happen when underlying 
investments are bought or sold. Costs for specific 
funds are driven by the volume of transactions and 
the cost associated with each transaction. Passive 
investment funds will typically have lower trading 
volumes than more active funds, hence lower 
costs. Individual transaction costs also vary by 
investment type.

FCA rules require fund managers to provide 
transaction cost information to Governance 
Committees to aid their assessment of VFM. 
Scottish Widows has processes to produce this 
information on a quarterly basis. Where funds invest 
into third-party funds the underlying data is 
provided by their managers. 

The most recent transaction costs for the largest SW default funds are set out below.

Fund Annual transaction costs 
(% of fund)

Assets Under 
Management (AUM) £m

Pension Investment Approach funds

Pension Portfolio 1 0.05% 1,525

Pension Portfolio 2 0.07% 15,490

Pension Portfolio 3 0.07% 5,323

Pension Portfolio 4 0.07% 3,803

Pension Portfolio 5 0.00% 123

Pension Protector 0.00% 1,092

Other large funds

SW With Profits 0.20% 2,061

SW Consensus 0.12% 1,776

SW Mixed fund 0.17% 1,844

CM Balanced 0.25% 1,028

The Pension Portfolio and Protector funds make up 
most of the SW Pension Investment Approaches.  
At 0.07% or less, these costs are low and reflect the 
passive nature of these funds. Customers who have 
transferred from Zurich UK have access to a similar 
range of Zurich passive default workplace pension 
funds, which also have similar low levels of 
transaction costs.

The other large funds represent previous offerings. 
Costs are typically slightly higher than the Pension 
Investment Approach funds. This is because they 
include some active investment elements, including 
property. These are made in the expectation of 
higher investment returns.

The IGC is comfortable the level of transaction costs 
is reasonable and looks comparable to the costs 
incurred by other providers with similar funds. 

Together the funds above represent over 65% of  
the money invested in workplace pension funds. 
Outside of these, funds exhibit a wider range of 
transaction costs. This primarily reflects the 
individual nature of the fund. 

APPENDICES
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The table below shows the workplace pension funds, including current products, Clerical Medical funds and portfolios, and funds that are not universally available.*

Asset class No. of 
funds

AUM Average* Transaction cost range (% of fund)

£m (% of fund) <10 10-25 25-50 >50

Multi-Asset 49 31,798 0.16 18 23 7 1

With Profits 2 2,248 0.19 2

UK Active Equity 14 299 0.45 3 4 7

Other Active Equity 9 439 0.32 3 6

Quant Equity 19 1,340 0.50 2 10 7

Passive Equity 14 448 0.08 11 2 1

Fixed Interest 13 1,766 0.05 12 1

Fixed Interest – Passive 1 65 0.01 1

Property 8 453 0.08 5 2 1

Liquidity 8 888 0.01 8

Diversified Growth /Absolute Return 2 0.4 0.16 2

Total 139 39,744 0.21 55 39 29 16

AUM split 29,842 7,434 1,902 566

*Average per fund.
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5.6 External mandated funds – transaction costs

This table shows the amount of money invested in the external funds. Transaction costs show significant variation, reflecting the diverse nature of the funds.*

Asset class No. of 
funds

AUA Average* Transaction cost range (% of fund)

£m (% of fund) <10 10-25 25-50 >50

Multi-Asset 21 893 0.18 6 9 5 1

UK Equity 21 487 0.26 9 5 4 3

North American Equity 6 197 0.40 2 1 3

Emerging Markets Equity 1 74 0.26 1

Global Equity 22 860 0.16 8 9 4 1

Passive Equity 17 1,505 0.00 17

Fixed Interest – UK Active 9 104 0.10 4 4 1

Fixed Interest – Global Active 7 33 0.10 3 4

Fixed Interest – Passive 9 424 0.01 9

Property 2 57 0.09 1 1

Liquidity 3 0.3 0.00 3

Diversified Growth / Absolute Return 11 48 0.34 2 3 3 3

Total 129 4,683 0.16 64 36 18 11

AUM split 2,852 1,226 505 101

*Average per fund.
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5.7 Zurich mandated funds – transaction costs

Asset class No. of 
funds

AUM Average* Transaction cost range (% of fund)

£m (% of fund) <10 10-25 25-50 >50

Multi-Asset 128 5,050 0.23 68 43 16 1

Equity 190 2,022 0.15 100 43 32 15

Fixed Interest 71 553 0.01 61 7 2 1

Property 13 12 0.08 5 7 1

Liquidity 37 103 0.00 36 1

Total 439 7,740 0.13 270 101 51 17

AUM split 6,816 752 148 25

*Average per fund.
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6 Customer transactions – performance against standards 

Scottish Widows modern products – service performance
Scottish Widows now measures the end-to-end time from a customer initiating contact regarding a 
transaction through to completion of that transaction. For some services, responses are required from third 
parties, for example a customer’s financial adviser, an occupational pension scheme or another pension 
provider. The total elapsed time includes periods where Scottish Widows is waiting for a response from a 
third party.
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Scottish Widows legacy products – service performance

APPENDICES



34

Products transferred from Zurich UK – service performance

Service performance Target
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