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OUR RETIREMENT 
PORTFOLIO FUNDS ARE 
INNOVATIVE MULTI-ASSET 
FUNDS DESIGNED TO 
REDUCE THE RISK OF 
CAPITAL LOSS DURING 
SIGNIFICANTLY  
VOLATILE MARKETS. 

At their core they use a volatility management 
process that maintains full exposure to equity growth 
opportunities, unless volatility becomes significant, 
and then exposure is reduced temporarily. 

The Retirement Portfolio Funds are primarily for 
clients considering or taking withdrawals using 
Income Drawdown through a Scottish Widows 
Retirement Account.

Retirement Portfolio Funds
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ABOUT THE FUNDS

The Scottish Widows Retirement Portfolio Funds are four funds 
specifically designed to meet the needs of Retirement Account Income 
Drawdown clients, and this is reflected in their features and benefits:

KEY BENEFITS
• We believe the Retirement Portfolio Funds are an attractive and competitively priced 

investment proposition for your income drawdown clients. 

• They are designed to manage significant volatility to help a pension pot last longer.

• They offer growth potential for clients with different attitudes to risk, to help reduce the 
impact of inflation on their income and lifestyle.

• They don’t depend on any expensive guarantees or complicated hybrid design, or use  
a natural income yield to reduce risk.

• They don’t guarantee against losses, but are designed to reduce the risk of investment 
losses during periods of significant volatility for equities. This is particularly relevant in 
the early years of retirement, because sequence of returns risk means a client’s retirement 
fund can be depleted and may run out sooner than expected. 

• These funds are designed to reduce the potentially devastating effects of sequence  
of returns risk.

• The funds integrate Environmental, Social and Governance (ESG) considerations by investing 
a significant portion of the equities assets to a sustainable investment solution. One of the 
core bond funds has an enhanced ESG profile and reduced carbon footprint by tracking an 
ESG bond index that excludes certain companies by applying a set of ESG related screens.

Our Client Guide to Retirement Portfolio Funds can 
help you explain to your clients how the funds work.
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THE FUNDS’ MAIN  
INVESTMENT STRUCTURE
• The fund names reflect the potential strategic  

equity allocation of each fund. This allows our  
Asset Allocation Team some flexibility when 
assessing how to position the funds: 

FUND NAME
Scottish Widows Retirement Portfolio 10–40

Scottish Widows Retirement Portfolio 30–60

Scottish Widows Retirement Portfolio 50–80

Scottish Widows Retirement Portfolio 70–100

• The funds’ different equity ranges mean they  
could suit different client risk appetites. 

• The funds’ Strategic Asset Allocation is based on our 
well-established Pension Portfolio Funds. The funds 
provide diversification by investing in UK and global 
fixed interest and UK and global equity asset classes, 
and they use actively and passively managed, 
index-tracking investments to help keep costs down. 

• We believe that integrating  Environmental, Social and 
Governance (ESG) factors into investment strategies 
has the potential to enhance returns and reduce risk 
over time, so we apply ESG considerations to our 
annual strategic asset allocation optimisation  
and embed ESG factors in our investment decision 
making processes.

• We have a governance process which reviews the 
Strategic Asset Allocation, which will be changed  
if we believe it will be in our clients’ interests.  
The funds are rebalanced as required.

VOLATILITY MANAGEMENT 
• Historically, periods of heightened volatility have 

often preceded falls in equity markets, and then 
subsequent market rallies have generally resulted  
in reduced volatility.

• Managing significant volatility is the core rationale 
for our innovative Dynamic Volatility Management 
process (DVM).

• If equity volatility becomes significant, DVM 
becomes a crucial component in helping to reduce 
the sequence of returns risk. The process reduces  
the fund’s equity exposure in response to significant 
equity market volatility. 

• When volatility is more stable and within acceptable 
limits the DVM process effectively remains dormant 
allowing equity market participation and growth 
potential.

• These funds don’t use any expensive guarantee, 
underpin or insurance against loss, which helps keep 
costs down. Note this also means that they do not 
guarantee against losses or underperformance in 
any way, and there are some very specific scenarios 
when the DVM process will be less effective. 

• Unlike many other solutions, these funds do not 
simply sell equities, nor do they just increase 
allocations to bonds or cash. Instead they mainly use 
a lower cost, fast acting and innovative derivatives 
based approach (using equity futures) to reduce the 
impact of equity volatility in certain circumstances, 
and therefore lower the funds’ overall volatility. 

• In some circumstances this could mean a fund’s equity 
exposure could temporarily reduce below the lower 
limit of the allocated equity range within the fund’s 
Strategic Asset Allocation. 

• Extensive future simulations have been used to test 
where the funds could be most and least effective.  
The data and findings have been derived from 
stochastic modelling, using assumptions for 
long-term returns on asset classes and levels of 
volatility. The assumptions used were Aberdeen 
Standard Investment’s standard assumptions at the 
launch of the funds. The DVM approach is subject  
to ongoing review and refinement, and is now  
managed by Schroders.

FUND CHARGES
• The Total Annual Fund Charge of 0.20% for 

Retirement Account puts these funds among the 
lowest cost drawdown specific solutions currently in 
the market. The Total Annual Fund Charge is correct 
as at 28th February 2023, and may change in future. 
Please see the section on ‘Charges’ for more details. 

In this guide, we cover all the key information 
you’ll need:

• Why are the Retirement Portfolio Funds needed?

• What are the Retirement Portfolio Funds?

• How do the Retirement Portfolio Funds work?

• What are the funds’ charges, aims and risks?

• What is the governance and management 
structure?
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WHY CHOOSE THE  
RETIREMENT PORTFOLIO FUNDS?

Since the introduction of pension freedoms, an increasing number of  
clients are intending to stay invested during retirement, and withdraw 

money using income drawdown. Clients need an appropriate investment 
strategy to meet their differing needs for flexible access whilst  

improving the chances of their money lasting longer.
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The UK pension freedoms reforms provide pension 
clients with significantly greater freedom around how  
to use their accumulated pension assets. For individuals 
who intend to remain invested they become responsible 
for the risks of ensuring they have enough money to live 
on throughout retirement. 

More people are now using drawdown rather than buying 
annuities and benefit from advice around this complex 
area. However, as income drawdown is now used for 
lower pension pots than would have previously been 
considered, it can represent a challenge to be able to 
offer a commercially viable service to lower wealth 
clients that is both efficient and effective. This challenge 
has driven the need for easy to use, good value, ‘go-to’ 
solutions for a much wider range of clients. 

Clients face risks in retirement that differ from those 
while accumulating their pension pot. At the heart of  
this is not knowing how long their money needs to last 
(longevity risk), and the risk of exhausting it too soon by 
withdrawing too much. Clients also need real growth to 
help protect their income and lifestyle from inflation, 
whilst balancing their exposure to an appropriate level  
of investment risk. Ultimately this translates into a desire 
to help their money to last longer through retirement. 

Scottish Widows offers a family of multi-asset funds  
that can be used in drawdown. We’ve continued to 
innovate and added the Retirement Portfolio Funds to 
this family that aim to balance the need for growth and 
manage the risks of equity volatility for income 
drawdown. These funds are designed to reduce the 
detrimental impact capital losses can have on your 
clients’ pension pots, particularly when they are  
making withdrawals. 

THE RISKS OF VOLATILITY IN  
INCOME DRAWDOWN
The Retirement Portfolio Funds seek to reduce the impact 
of significant equity volatility which affects clients using 
income drawdown – especially the damaging sequence 
of returns risk. 

Volatility is a normal part of investing, but unfortunately 
it can have significant implications for clients withdrawing 
an income from a pension pot, especially in the early 
years of retirement. Taking withdrawals can seriously 
deplete the fund when markets are weak, characterised 
by excessive volatility, so aiming for smoother growth 
and trying to avoid significant losses become crucial. 

It’s not just the level of volatility that can be damaging, 
it’s when it happens. The actual sequence of returns is 
one of the most important factors that can influence the 
sustainability of a drawdown fund. A higher proportion 
of negative returns in the earlier years of retirement for a 
client who’s taking withdrawals could have a lasting and 
detrimental impact on their pension pot, and the amount 
of withdrawals that can be taken. If negative returns of 
the same magnitude occurred later in retirement or after 
several years of positive growth, it would have a far 
smaller impact. 

On the next page we run through a simplified illustration 
to show what this means in principle.
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THE MATHEMATICS BEHIND SEQUENCE OF RETURNS RISK
The table and graph below is a simplified example of how different investment scenarios with the same average return 
and volatility, but a different sequence of returns, could end up with a very different outcome.

A, B, C each has:

• £100,000 at the start of year 1

• the same average return over 10 years

 – In 9 of the 10 years the return is 5%

 – In 1 of the 10 years there is a 20% loss

• the same average volatility over 10 years

• withdrawals of £10,000 per annum

• gross returns: no charges have been deducted. 

The only difference is when the loss occurs.

£0

£20,000

£40,000

£60,000

£80,000

£100,000

£120,000

1 2 3 4 5 6 7 8 9 10  
Investment Years

Remaining Fund 
£25,894

Average Volatility 
7.50%

Average Return 
2.50%

Fund A

5% 5% 5% 5% 5% 5% 5% 5% 5% -20% £

£0

£20,000

£40,000

£60,000

£80,000

£100,000

£120,000

1 2 3 4 5 6 7 8 9 10  
Investment Years

Remaining Fund 
£12,080

Average Volatility 
7.50%

Average Return 
2.50%

Fund B

5% 5% 5% 5% -20% 5% 5% 5% 5% 5% £

£0

£20,000

£40,000

£60,000

£80,000

£100,000

£120,000

1 2 3 4 5 6 7 8 9 10  
Investment Years

Remaining Fund 
-£1,673

Average Volatility 
7.50%

Average Return 
2.50%

Fund C

-20% 5% 5% 5% 5% 5% 5% 5% 5% 5% £
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WHAT ARE THE RETIREMENT PORTFOLIO FUNDS?

The Scottish Widows Retirement Portfolio Funds are four multi-asset funds,  
which use our Dynamic Volatility Management process to reduce equity exposure  
during times of significant volatility. Their Strategic Asset Allocation is a mix of  

actively and passively managed index-tracking fixed interest and equities, 
using the same asset allocation as our well-established Pension Portfolio Funds. 

 
FIXED INTEREST

UK Corporate Bonds
Global Corporate Bonds 
Emerging Markets Bonds

 
EQUITIES

UK
Global

Emerging Markets
ESG (Environmental,  
Social & Governance)

 
REAL ESTATE 

INVESTMENT TRUSTS 
AND CASH

Global

STRATEGIC ASSET ALLOCATION (SAA)
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The fund names reflect the potential strategic equity allocation of each fund. The current Strategic Asset Allocation  
is shown in the table below.

Current Strategic Asset Allocation

Retirement Portfolio Funds
Equity content  

range flexibility
Equity &  

Property (REITs) Fixed interest Cash

Scottish Widows Retirement Portfolio 10–40 10% to 40% 27% 70% 3%

Scottish Widows Retirement Portfolio 30–60 30% to 60% 48% 49% 3%

Scottish Widows Retirement Portfolio 50–80 50% to 80% 70% 27% 3%

Scottish Widows Retirement Portfolio 70–100 70% to 100% 87% 11% 3%

Source: Scottish Widows, as at December 2022.

In some circumstances a fund’s equity exposure could temporarily reduce below the lower limit of the potential strategic 
equity allocation.

Retirement Portfolio Funds
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The Retirement Portfolio fund range could meet the needs of clients with different attitudes to risk:

One core objective of the Retirement Portfolio Funds is 
to provide the opportunity for long-term growth, which 
we categorise as an investment period of over ten years. 
Long-term growth has the potential to help reduce the 
impact of inflation and is vital to successful and long-term 
income drawdown. 

They also aim to reduce the risk of capital losses that 
result from periods of significant volatility. This is 
intended to reduce the impact of sequence of returns 
risk, which is particularly relevant in the early years  
of retirement, and increase the chances of the pension 
pot lasting longer for a potentially more sustainable 
retirement income. 

Our innovative approach was originally developed with 
Aberdeen Standard Investments for large institutional 
pension scheme clients. The resulting funds, which are 
low-cost and easy to use, are now also offered to 
Retirement Account clients.

The Dynamic Volatility Management (DVM) mechanism 
employs a fully automated algorithm, which responds  
to market conditions. This triggers a reduction in equity 
exposure with the aim of mitigating some of the 
investment risks. 

Unlike many other solutions, these funds do not simply 
sell equities, nor do they just increase allocations to 
bonds or cash. Instead they mainly use a lower cost,  

fast acting and innovative derivatives based approach 
(using equity index futures) to reduce the impact of 
equity volatility in certain circumstances, and therefore 
lower the funds’ overall volatility. 

When volatility is more stable and within acceptable 
limits the DVM process effectively remains dormant 
allowing equity market participation and growth potential.

The funds do not use expensive guarantees or any 
insurance underpin that can significantly reduce any 
returns. Likewise, unlike some strategies, such as 
Continuous Portfolio Protection Insurance, the Retirement 
Portfolio Funds can never become cash locked (see the 
section below on why DVM differs from other volatility 
management strategies for more details).

Each Retirement Portfolio Fund has a potential range  
of equity content. The Scottish Widows Asset Allocation 
Team and other in house specialists determine the funds’ 
Strategic Asset Allocation based on economic conditions. 
The DVM process acts on the equity proportion of each 
fund, automatically triggered when volatility exceeds a 
threshold. We’ll explain DVM in the next section.

Please note that, while these funds have been specifically 
designed for clients taking income drawdown from 
Retirement Account, they are also available through 
other Scottish Widows pension products.

10–40

30–60

50–80

70–100

Re
tu

rn
 p

ot
en

tia
l

Investment risk

Increasing Equity Exposure

  UK & Global Corporate Bonds

  UK & Global Equities and REITs

BEE003588_SW_56357_0123.indd   9BEE003588_SW_56357_0123.indd   9 10/03/2023   14:5910/03/2023   14:59



Retirement Portfolio Funds

10

HOW DO THE RETIREMENT  
PORTFOLIO FUNDS WORK?
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STRATEGIC ASSET ALLOCATION
Each Retirement Portfolio Fund has its own Strategic Asset Allocation (SAA), which is based on the existing and well 
established Pension Portfolio diversified multi-asset funds.

Asset allocation and 
geographical split

Retirement 
Portfolio  
10–40

Retirement 
Portfolio  
30–60

Retirement 
Portfolio  
50–80

Retirement 
Portfolio  
70–100

UK EQUITIES
UK Equity 6.02% 11.07% 16.34% 20.43%

GLOBAL EQUITIES
Europe ex UK 4.88% 9.03%  13.26% 16.47%

Asia Pacific ex Japan 2.39% 4.34% 6.47% 7.96%

Japan 2.29% 4.24% 6.37% 7.86%

North America 5.88% 10.73% 15.86% 19.87%

Emerging Markets 1.54% 2.80% 4.11% 5.10%

ESG EQUITIES
BlackRock ACS Climate 
Transition World Equity

1.00% 1.80% 2.60% 3.30%

UK BONDS
UK Corporate Bonds 26.20% 17.80% 8.40% 3.20%

GLOBAL BONDS
Global Corporate Bonds 39.30% 26.70% 12.60% 4.80%

EMERGING MARKET BONDS
Emerging Market Bonds 4.30% 4.50% 6.00% 3.00%

REAL ESTATE INVESTMENT TRUSTS
REITs 3.30% 4.00% 5.00% 5.50%

UK SHORT DURATION FIXED INCOME
UK Short Duration Fixed Income 1.50% 1.50% 1.80% 1.50%

CASH
Cash 1.40% 1.50% 1.20% 1.00%

Source: Scottish Widows, as at December 2022. The totals above may not equal 100% due to rounding.

The underlying investments are currently managed by State Street Global Advisors (SSGA), BlackRock, Aberdeen Standard 
Investments (ASI) and Schroder Investment Management Ltd (SIML). The exposure to equities is provided through a 
combination of SSGA and BlackRock equity tracker funds and long equity index futures.

Retirement Portfolio Funds Quarterly Update
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DYNAMIC VOLATILITY MANAGEMENT

Overview – how Dynamic Volatility Management works

THE PROCESS IN DETAIL

The role of equities in the funds

Historically equities have provided a consistent way of providing the best opportunity for long-term growth. This potential 
benefit is offset by increased volatility that comes from this asset class and the associated risk of loss. It’s generally 
accepted that trying to predict the market to manage equity volatility is nearly impossible.

The Dynamic Volatility Management (DVM) process uses an automated algorithm to monitor a number of equity indicators, 
but only activates in response to significant volatility. A de-risking process reduces each fund’s allocated equity exposure 
as volatility exceeds a particular threshold. The reduction in equity exposure is in proportion to the severity of the situation.

BO
NDS

EQUITIES

BO
NDS

   EQUITIES

THRESHOLD

When volatility  
is acceptable, the  
fund is exposed  

to equities

1
As volatility  

rises, it increases  
the risk of losses

2 If volatility  
becomes significant,  

and the threshold  
is exceeded...

3 ... the DVM  
process kicks in  

and starts to reduce 
equity exposure...

4 ... until the equity 
volatility returns  

to acceptable  
levels, and...

5

... equity exposure levels return to the usual allocated proportions6

ALLOCATED
EQUITY

EXPOSURE

REDUCED
EQUITY

EXPOSURE

33

Equities 
Allocated Exposure

Equities 
0% Exposure

Reducing Equity Exposure

THRESHOLD

ALLOCATED  
EXPOSURE

REDUCING  
EXPOSURE

FULLY  
DE-RISKED

ACCEPTABLE 
VOLATILITY

ABOVE  
AVERAGE 

VOLATILITY

EXTREME 
VOLATILITY

33
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The role of bonds in the funds

The asset allocation of the Retirement Portfolios  
is primarily comprised of equities and bonds. Historically, 
equities are much more volatile than bonds, and it is  
this equity market volatility which drives the volatility  
at the total fund level. Therefore, within the Retirement 
Portfolios the DVM process applies only to equities,  
in order to de-risk the overall funds.

Investment markets and conditions can change rapidly 
and as such the views expressed should not be taken  
as a statement of fact nor should reliance be placed  
on these views when making investment decisions.  
Past performance is not a reliable indicator of  
future results. 

WE WILL NOW TAKE YOU THROUGH  
THE DVM PROCESS.

1. Assessing historic volatility

We’ve collated over 20 years’ worth of volatility 
measurements to establish a baseline of average 
historic volatility. We used this historic volatility to 
determine where to initially set what we feel is an 
appropriate threshold to trigger the equity de-risking. 
We looked at the distribution of volatility over this 
time to identify how often it exceeded the average 
and became significant. 

This is a graphic representation of how volatility was 
distributed over the period. As you would expect, 
there are many more times when volatility is around 
the average (the wide section of the chart), and 
there are fewer times when volatility is either very 
high or very low (the top and very bottom points).  
It is when volatility is excessively high that the 
damage can be done.

* ‘Frequency’ indicates how often a level of volatility has 
occurred. The wider the image, the more often that level  
of volatility has occurred. 
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2. Establishing the trigger threshold

The DVM threshold was initially set to trigger  
de-risking at the 60th percentile of average historic 
volatility. This means that 60% of the time  
(on average) the equities would not be de-risked 
and the appropriate equity allocation would be fully 
exposed to market returns, but 40% of the time  
(on average) the equities would be de-risked to  
some extent and have a reduced equity exposure  
to market returns.

The 60th percentile was assessed as the most 
appropriate ‘trigger point’ to commence de-risking. 
Our analysis indicated to us that it is not too low to 
risk being triggered too often, reducing investment 
performance. It is also not set too high to risk a 
potentially damaging delay in reducing the exposure 
to equities to any damaging volatility that may lead 
to the increased risk of losses. 

 

3. Dynamically adjusting the threshold

The threshold to trigger the de-risking is dynamic. 
This means the threshold adjusts based on the 
equity performance over the previous rolling  
52 weeks. If there has been positive performance, 
the threshold is raised (because we believe the fund 
will be able to tolerate more volatility after a period 
of growth). Conversely, if the fund has experienced 
losses due to poor performance, that will lead to a 
lower threshold, to allow de-risking to start earlier.
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4. Triggering the de-risking

The process to progressively reduce a fund’s equity 
exposure is triggered whenever volatility exceeds 
the threshold, and will remain at a reduced level 
until the fund’s overall volatility falls back below  
the threshold. 

Long-term average volatility was used to determine 
the threshold to trigger de-risking, but more recent 
volatility is used as the indicator of when that 
threshold is exceeded.

Recent volatility is measured over the previous  
180 weeks to ensure the fund doesn’t react 
inappropriately to very brief spikes. However, to 
reflect the current state of the market the most 
recent 13 weeks are given more weight and 
importance within the overall average. This is 
because analysis has shown that the preceding  
three months tend to give the most accurate 
indications of market activity and potential levels  
of volatility – sometimes referred to as ‘volatility 
clustering’. This average measure is compared to 
long-term average volatility and used to trigger any 
reduction in equity exposure.

5. Reducing equity exposure

Once DVM has been triggered, the fund 
progressively reduces its exposure to equities 
depending on how much the level of volatility 
exceeds the threshold. It is possible that in  
extreme cases of significant volatility and poor 
recent performance the fund could have no 
exposure to equities for a time.
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HOW EQUITY EXPOSURE IS REDUCED
The fund can adjust the equity exposure from the current strategic equity allocation, through to potentially zero,  
which is the fully de-risked position (and back again).

Unlike many other solutions which aim to manage volatility, the Retirement Portfolio Funds do not simply sell the  
equities to reduce the exposure. 

THE DISADVANTAGES OF SELLING EQUITIES TO REDUCE RISK
One way to reduce exposure would be to sell equities and invest in something else, or keep your money in cash.  
There are some problems with this:

• there can be extra charges when buying and selling investments that push the costs up

• the fund may not be able to sell quickly enough to reduce losses

• the fund may not be able to buy quickly enough to take advantage of rising values.

Instead the funds use an investment strategy that mainly employs derivatives to reduce the risk (read more about  
how derivatives work in the pop out box on page 17).

USING A DERIVATIVE INVESTMENT STRATEGY
Each fund’s equity position is achieved by investing in different geographic regions using a combination of physical 
equities and long equity index future positions for the desired asset allocation. 

When the DVM is triggered the fund progressively reduces the ‘long’ exposure to equities by moving to a short equity 
index future position in preference to selling physical equities. In most cases this will reduce the exposure to that  
market but will not completely remove it in full. The aim is to offset the potential losses from the falling value of equities.

Fig. 1 demonstrates the concept of how the fund adjusts the equity exposure between investment positions depending  
on how much reduction is required.

Fig. 1

As volatility increases the DVM is triggered and it reduces exposure to equities

As volatility decreases the DVM increases exposure to equities

Ph
ys

ic
al

 
Eq

ui
tie

s

Lo
ng

 E
qu

ity
 

Fu
tu

re
s Physical 

Equities

Short Equity 
Futures

Zero Equity  
Exposure

Allocated Equity  
Exposure

DVM Equities  
Exposure

BEE003588_SW_56357_0123.indd   16BEE003588_SW_56357_0123.indd   16 10/03/2023   14:5910/03/2023   14:59



17

MORE ON DERIVATIVES
The text book definition of a derivative is a contract 
between two or more parties, which can be bought and 
sold, and its price is dependent on (or derived from) one 
or more underlying asset. The derivative’s value will  
rise and fall reflecting fluctuations in its underlying asset. 
They have a pre-agreed price that doesn’t fluctuate in 
the same way as equities.

The fund uses a type of derivative called an equity index 
futures contract. The value of the future is dependent on 
the underlying equity index, for example the FTSE 100. 
Futures contracts are traded on an exchange making them 
easier to trade than buying or selling the company stocks. 
Futures are settled on a daily basis.

What is a ‘long’ futures position?

With a ‘long’ position you benefit when the underlying 
asset rises in value. This translates as having ‘bought’  
a futures contract. 

What is a ‘short’ futures position?

With a ‘short’ position you benefit when the underlying 
asset falls in value. This translates as being a ‘seller’ of  
a futures contract. 

Retirement Portfolio Funds

The fund uses derivatives as they are quicker to 
implement than selling physical equity assets, and incur 
lower overall costs. The fund restructures the balance 
between long and short equity future positions. All the 
futures we use are based on large, liquid equity indices, 
and are frequently traded. 

The potential advantages of this are:

• the fund can change its ‘futures’ position quickly  
and at lower cost

• because they can be used quickly, it reduces the  
time out of the market when volatility returns to 
within acceptable levels

• the use of futures means that physical assets do not 
need to be bought and sold to manage the exposure

• using futures from only large and liquid equity 
indices means they are easily tradable

• the fund does not need to hold large amounts  
of cash in reserve for trading purposes 

• the aim of this is to reduce the maximum  
losses incurred.

Crucially, it also means the fund can never be cash 
locked, as other solutions such as Constant Proportion 
Portfolio Insurance (CPPI) can become.
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WHY DVM DIFFERS FROM OTHER 
VOLATILITY MANAGEMENT STRATEGIES
There are various strategies that can be used to manage 
volatility. One approach many are familiar with is CPPI 
(‘Constant Proportion Portfolio Insurance’), which is  
a risk management strategy that on the surface has a 
similar objective to our DVM process. However, there 
are significant differences. 

CPPI strategies aim to guarantee a certain level of capital. 
In response to volatile markets a CPPI fund sells physical 
assets, and ‘de-risks’ into cash as portfolio losses mount 
and the portfolio value approaches a pre-determined 
minimum level. However, once this occurs the portfolio 
will be held fully in cash. This means that subsequent 
growth will probably be minimal, and it could be very 
difficult for the fund to ‘re-risk’ by buying back into 
equities in any material way. This is when the portfolio  
is said to be ‘cash locked’.

Simply put, DVM is very different to CPPI. There is  
no explicit minimum for DVM, or guarantee that the 
portfolio value will not fall beyond a certain level. The 
mechanism for de-risking and re-risking is driven by  
the volatility and returns experienced by a global equity 
composite index. 

The notion of becoming ‘cash locked’ is therefore not  
an issue for DVM: it can never end up in the position  
of converting all its investment assets to cash, and then 
being unable to buy back into equities again should the 
market quickly move back into a positive position. 

SITUATIONS WHEN DVM COULD BE  
MOST AND LEAST EFFECTIVE
We completed extensive modelling to help us understand 
how the Retirement Portfolio Funds and DVM may react 
in different circumstances. Using around 5,000 
hypothetical future scenarios, the results indicated when 
the funds may be most or least effective. At the time of 
designing the funds, we also looked back at some of the 
most volatile periods in recent stock market history, 
including the ‘dotcom tech bubble’ of 2000–2002 and 
the global financial crisis of 2007–2008. We drew on all 
this modelling and analysis to help design the funds, 
using assumptions for long-term returns on asset classes 
and levels of volatility. The assumptions used were 
Aberdeen Standard Investment’s standard assumptions 
at the launch of the funds. The DVM approach is subject 
to ongoing review and refinement, and is now managed 
by Schroders.

There is no guarantee that these funds will prevent or 
reduce equity losses nor is there any guarantee that they 
will ensure a pension pot lasts for a specific length of 
time. However, our research indicated the following:

IN WHAT SITUATIONS DO WE EXPECT 
THE FUNDS TO BE MOST EFFECTIVE?
The Retirement Portfolio Funds are designed to reduce 
the risk of capital loss during volatile markets, with the 
aim of limiting equity exposure during significant  
market volatility. This could be beneficial for clients 
throughout their years in income drawdown. However, 
the early years of taking money out of their pension pot 
are when there is the greatest risk of volatility eroding 
the value of investments and potentially reducing how 
long their pension pot may last. It is in this period that 
we believe the Retirement Portfolio Funds and the DVM 
process could be most effective for clients. 

When there is no significant market volatility, we would 
expect the funds to behave in a similar manner to 
equivalent funds without DVM, because the DVM would 
not be triggered. We would therefore expect them to 
follow the general market trend, whether that is a steady 
decline in values or a steady increase. This is because, 
when volatility is more stable and within acceptable 
limits, the DVM process effectively remains dormant.
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IN WHAT SITUATIONS DO WE EXPECT 
THE FUNDS TO BE LESS EFFECTIVE?
Our comprehensive testing identified two specific 
situations when the DVM mechanism would not be as 
effective, meaning the funds will behave in a similar  
way to equivalent ones that don’t have DVM.

1. If a market fall happens very suddenly and has not 
been signalled by increased volatility beforehand, 
there would have been no early volatility warning 
(along with the rest of the market) to start the  
de-risking process, so there could be a delayed  
start to reducing the equity exposure. This equity 
market scenario hadn’t played out since ‘Black Monday’ 
in 1987 – until the Covid crash in March 2020.

2. The other situation is if rapid changes in value were 
to continue for an extended period of time, known 
as ‘range trading’. The DVM would be triggered, but 
because there would have been so much volatility, 
the DVM process may not deliver effective benefits. 
Looking at historic market data we have been unable 
to identify a particular time in history when markets 
have performed this way over an extended period of 
time, but it is a possibility. 

In addition to these specific scenarios, it is possible  
that when share prices recover after market volatility, 
the funds may not fully immediately benefit from an 
increase in share values. 

The funds don’t provide any guarantee, underpin  
or insurance against loss. They have been specially 
designed for investors taking drawdown and use 
innovative techniques, but the funds do not guarantee 
against losses or underperformance in any way.

Your client is not locked into the Retirement  
Portfolio Fund and can switch out of the fund  
to an alternative investment.

The data and findings throughout the report have been 
derived from stochastic modelling, using assumptions for 
long-term returns on asset classes and levels of volatility. 
The assumptions used were Aberdeen Standard 
Investment’s standard assumptions at the launch of the 
funds. The DVM approach is subject to ongoing review 
and refinement, and is now managed by Schroder 
Investment Management Limited.
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WHAT ARE THE FUNDS’ CHARGES,  
AIMS AND RISKS?
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CHARGES
For Retirement Account clients the current total annual fund charge (TAFC) is 0.20%, which puts these funds 
among the lowest cost drawdown specific solutions in the market.

Name
Scottish Widows Retirement 

Account (Series 4) TAFC

Scottish Widows Retirement Portfolio 10–40 0.2%

Scottish Widows Retirement Portfolio 30–60 0.2%

Scottish Widows Retirement Portfolio 50–80 0.2%

Scottish Widows Retirement Portfolio 70–100 0.2%
 
Other product charges will apply in addition to the charges mentioned above. 

The Total Annual Fund Charges may change in future.  
The Total Annual Fund Charge of a fund is the sum of:

a) the Scottish Widows Annual Management Charge,

b) if applicable, an External Fund Management Charge,

c) if applicable, a Multi-Manager Fund Management Charge, and

d) if applicable, an allowance for any Other Expenses.

The Management Charges of a), b) and c) above cover fund management, administration, marketing and  
the cost of sales, and also for c) the multi-manager selection service. Other Expenses include, for example, 
trustees’ fees, auditor’s fees and regulators’ fees. The allowance for Other Expenses can change on a regular 
basis. If any of a) to d) above changes for a fund, the Total Annual Fund Charge for that fund will also change.

FUND AIMS AND RISKS
Please read the Scottish Widows Pension Funds Investor’s guide for all the key Retirement Portfolio Fund  
details, including fund aims and risks.

Retirement Portfolio Funds
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WHAT IS THE GOVERNANCE AND 
MANAGEMENT STRUCTURE?

The Retirement Portfolio Funds are managed by Scottish Widows, with key 
input from Schroder Investment Management Limited. 

Asset allocation and the Dynamic Volatility Management mechanism are the  
funds’ two key investment features. These are managed by specialist teams within 

Scottish Widows and Schroder Investment Management Limited respectively,  
and both are overseen by a thorough and active governance process.
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ASSET ALLOCATION EXPERTISE 
Asset allocation and fund strategy fully utilise  
Scottish Widows’ established expertise in these  
areas, specifically the skills and experience of the  
Scottish Widows Asset Allocation team. Long-term 
strategic asset allocation is the main determinant of 
performance of multi-asset funds. However, we also look 
to identify significant medium-term market opportunities. 
By reflecting these within all Scottish Widows multi-asset 
portfolios, the Scottish Widows Asset Allocation team 
aims to create additional value.

When designing a multi-asset fund, we determine its risk 
‘budget’ (the total level of risk it should take) based on 
the investors it’s intended to serve and the description  
of the fund. The purpose of long-term strategic asset 
allocation is to determine the optimal mix of asset 
classes for the fund. We also take into account the range 
of asset classes that the fund can invest in and our view 
of customer expectations. The strategic asset allocation 
of the Retirement Portfolio Funds utilises the same asset 
allocation as our passively managed Pension Portfolios, 
so we factor in using passive index-tracking investment 
funds as the main vehicles for implementation, 
recognising their role as low-cost solutions.

For more on our Asset Allocation team and  
processes, please see our asset allocation guide.

DYNAMIC VOLATILITY MANAGEMENT 
Schroder Investment Management Limited (Schroders) 
operates the DVM process, which has been created 
following the successful implementation of similar 
volatility management strategies with some large 
institutional pension scheme clients. Our partnership 
with Schroders allows these features to become 
accessible to individual clients.

Schroders uses disciplined portfolio management 
techniques to run DVM. These techniques are continually 
monitored and regularly tested, and Schroders and 
Scottish Widows work together to assess if any 
enhancements can be made to them. 

To help the ongoing development of the Scottish Widows 
Retirement Portfolio Funds, Schroders has utilised its 
Portfolio Solutions team to draw on the wide range of 
investment capabilities available within its business.  
The Portfolio Solutions team works closely with us to 
understand our philosophy and objectives. The team 
then uses historic data and in-house scenario generation 
techniques to create model portfolios that are tested 
against simulations to measure estimated outcomes 
against a range of parameters including risk, volatility 
and return expectations. 

At the core of the Portfolio Solutions team’s risk 
management overlay capability is the 16-strong Risk 
Managed Investments team, a group of highly qualified 
investment professionals who have built up a wide range 
of experience developing theoretical, academic-based 
models that can be adapted and refined for specific 
client needs. The team’s specialisms include product 
development, quantitative portfolio modelling, 
construction and risk modelling. 

The team has designed similar solutions to the 
Retirement Portfolio Funds for institutional clients 
looking to limit portfolio volatility in varied market 
conditions. Those similar solutions aim to provide 
investor benefits that limit loss over a period of time as 
well as targeting specific portfolio volatility parameters. 
Additionally the team has published papers covering 
managing investment outcomes and sustaining a 
potentially reliable retirement income. 

In addition to the Risk Managed Investments team, 
Schroders multi-asset fund management team and 
quantitative investments team also have a role, aiming 
to deliver efficient portfolio implementation and 
effective ongoing management. These teams manage  
the existing Pension Portfolio Funds and already work 
closely with Scottish Widows.
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OVERSIGHT AND GOVERNANCE
For long-term strategic asset allocation we aim to 
undertake a periodic review. The purpose is to refine the 
asset allocation within all our multi-asset funds, with the 
aim of improving projected returns, while ensuring that 
the Funds retain their intended risk profile.

Any recommendations from our periodic reviews are 
considered based on a framework agreed by our key 
investment committees. Their role is to ensure that 
appropriate consideration and oversight is given to  
Fund changes, as part of overseeing the governance  
of all funds within the Insurance and Wealth Division  
of Lloyds Banking Group. We communicate externally  
the results of strategic asset allocation reviews through 
our website.

The Retirement Portfolio Funds will be subject to our  
full fund mandate monitoring and fund performance 
oversight processes. Scottish Widows will also conduct 
regular formal reviews which will be presented to 
relevant committees for approval. These reviews aim  
to ensure that DVM is performing as expected and to 
consider potential enhancements to the approach.

 

To help DVM monitoring within our governance framework, 
Scottish Widows assesses standard fund metrics on at 
least a monthly basis. We will also assess data on certain 
elements (e.g. the DVM algorithm) more frequently than 
this, perhaps daily in certain conditions.

Key governance criteria are:

• Monitoring if DVM has been triggered and 
successfully implemented at the right times  
(i.e. in line with the algorithm).

• When it is active, assessing the performance of  
DVM relative to the Retirement Portfolio Funds’ 
long-term SAA if invested without a DVM element. 
The key success criteria will be seen during falling 
markets, to see if DVM produces better returns but 
experiences lower volatility than the Retirement 
Portfolio Funds’ SAA without DVM. 

Find out more about our robust  
governance here.

FOR HELP AND SUPPORT:

Contact our dedicated Retirement Account IFA servicing team directly on

0800 096 4364
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