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In our Annual Report covering the year to March 2016, the 
Independent Governance Committee (IGC) committed to 
provide periodic updates, covering progress which is being 
made during the year. The update covers customer 
research we have undertaken and reports on progress 
made by Scottish Widows in meeting the commitments it 
has made to the IGC. The IGC was also keen to explore 
with Scottish Widows the potential impact that the UK’s 
decision to leave the European Union (Brexit) might have 
on retirement outcomes for its customers. 

CHANGES TO CHARGES 

The Government has introduced a number of restrictions 
which apply to contract-based workplace pension schemes 
that are used for Auto Enrolment; 

1. Cap annual charges for savers using the default 
investment fund at a maximum of 0.75% (by 1st 
April 2015). 

2. Remove a charge structure known as ‘Active 
Member Discount’ (by 1st April 2016). 

3. Cease payment of commission to financial 
advisers (by 1st April 2016). 

The first of these 3 changes was implemented by Scottish 
Widows in March 2015. A subsequent audit of that work 
confirmed that the changes were implemented correctly. 

The 2nd and 3rd changes were implemented by Scottish 
Widows in March 2016. An audit is now underway to check 
that the changes were implemented correctly and that the 
necessary controls are in place to ensure compliance with 
these rules in the future. The IGC will provide a further 
update in due course, when we have reviewed the audit 
findings. 

 

 

 

 

LEGACY AUDIT OUTCOMES 

In 2015 the IGC agreed with the Scottish Widows Board a 
number of changes to older products (often referred to as 
‘legacy schemes’). The changes which we believed were in 
the interests of customers were: 

1. Going forward, to cap charges paid by customers 
at a maximum of 1% in any given year. 

2. To remove all exit penalties paid by customers 
(there are no exit penalties on more modern 
products used for Auto Enrolment). 

Scottish Widows agreed to introduce the changes from the 
end of 2016 for the majority (98%) of customers and from 
the end of June 2017 for the remaining customers (2%) 
where the system changes were more complex. 

Earlier this year, the Financial Conduct Authority (FCA) 
produced new regulations requiring that Exit Charges be 
capped at 1% from March 2017. However, Scottish Widows 
has confirmed that they remain committed to removing exit 
penalties for the majority of customers by the earlier date of 
December 2016, therefore going further than the FCA 
requirements. For the remaining 2% of customers, Scottish 
Widows is currently finalising revised plans to bring forward 
the removal of exit charges, to meet the deadline set by the 
FCA for a cap to be put in place. 

In our Annual Report we noted the vast scale and 
complexity of these changes, particularly when considered 
within the context of wider changes in the sector and 
committed to monitor the progress being made by Scottish 
Widows. We have been informed that Scottish Widows 
remains on course to deliver these changes effective from 
the agreed dates. However, the challenges involved are 
recognised, and the IGC will continue to monitor progress. 

 

  



CUSTOMER RESEARCH 

In our Annual Report we described the programme of 
customer research we asked to be undertaken and we now 
have the results of the initial work surveying Scottish 
Widows customers. 

Important insights which the IGC took from the research 
findings included; 

• Customers identified investment performance of their 
pension pots as by far the most important driver of 
value for their retirement savings, followed by customer 
service, engagement, governance and then charges.  

• The majority of customers understood that the sums 
they received at retirement were dependent on the 
performance of investment markets and recognised 
that these fluctuated over time. However customers 
were not aware of the role played by Scottish Widows, 
or the role which they themselves could play, in 
influencing their pension outcome.  

• Customers had limited understanding of the charges 
applied to their pension pot, or of investment strategy 
or governance (the controls put in place to secure their 
money and treat them fairly) and tended to base their 
judgement of value for money primarily on service and 
engagement. 

• Initially, customers saw little value in ‘governance’, but 
when a brief explanation was given, this became a 
much more important factor to them.  

• The majority of customers were unaware that charges 
were applied to their pension pot. Those customers 
who were aware of the charges, thought they would 
amount to 2.5% per annum on average. When 
prompted, those who were unaware about charges 
estimated them to average 4.7% per annum. These are 
clearly significantly higher than typical actual charges. 

• When considering service, customers placed the 
greatest value on help and support, ahead of areas 
such as timeliness, accuracy and security. 

The IGC believes that customers require additional 
information and support if they are to get the best from their 
pension product. The IGC has asked Scottish Widows to 
produce proposals to address this apparent gap in customer 
understanding and will provide a progress update in the 
future.  We believe that customers will be better able to 
judge value for money if they understand more about how 
their pension is managed.    

Scottish Widows has already agreed with the IGC to 
implement a number of changes to its telephone and 
internet services to provide more help and support to 
customers. The IGC will monitor the impact of these 
changes in the future. 

INDUSTRY BENCHMARKING 

In our Annual Report, the IGC expressed a desire to 
compare the pension product offered by Scottish Widows 
with its competitors in the market. The Scottish Widows IGC 
has met with the IGCs of other pension providers to agree a 
programme of customer benchmarking.  

We hope by the end of this year to have more detailed 
insight from this broader customer research carried out on a 
consistent basis and covering most of the major pension 
providers. Hopefully, this insight will tell us what customers 
feel is important to them and allow us to determine how 
customers of Scottish Widows view their pension relative to 
others in the industry.  These initial results will also act as a 
benchmark against which we can measure future progress. 

 

IMPACT OF BREXIT 

Nobody can predict with certainty the long term implications 
for customers of the decision by the UK to leave the 
European Union given the early stage of that process and 
the variety of arrangements that might be put in place for 
Brexit. However, there are a number of factors that the IGC 
would like to consider and understand how Scottish Widows 
funds are positioned to address them: 

1. The weakened exchange rate. 

2. Impact on property funds. 

3. Interest rates. 

Scottish Widows invests a substantial proportion (around 
70%) of the equity component of its default portfolios 
overseas. Of the remaining UK equity element, Scottish 
Widows has told us that the majority of holdings have a high 
exposure to overseas earnings, as is typical of the largest 
UK listed companies. The drop in the value of the Pound at 
present means that overseas earnings have increased in 
value when converted into Pounds and this was reflected in 
the positive performance of the default funds in the weeks 
immediately following the referendum. 

A number of asset managers were required to suspend 
trading in their property funds, prompted by withdrawal from 
their funds following the referendum. Most asset managers 
have also reduced the price of property funds in line with 
expectations that if commercial property is sold following the 
referendum, it will attract a lower price than before.    
Scottish Widows has informed the IGC that its own property 
fund has adequate cash reserves and there is no plan to 
suspend the fund.    

Scottish Widows initially applied a 10% reduction to the 
value of the fund - which it says reflects the latest market 
view of property valuations. However, property is not 
currently included in Scottish Widows’ default funds and 
therefore has no impact there.   

Scottish Widows has links to a number of external funds on 
its platforms, including one direct property fund. Where 
external asset managers choose to close or make material 
changes to those funds, Scottish Widows will consider the 
best way forward and will engage with customers who have 
actively selected those funds. 

The Bank of England has now signalled that interest rates 
will fall and analysts believe that they could remain lower for 
longer, based on the economic outlook post-Brexit. This 
means that the level of expected return on some asset 
classes could become less attractive relative to the level of 
charge and relative to inflation. The IGC is continuing to 
monitor the position in conjunction with Scottish Widows. 
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