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Welcome to the third annual report from 
Scottish Widows’ Independent Governance 
Committee (IGC). I’m pleased to report on 
the work of the Committee over the past 12 
months to ensure members of workplace 
pensions with Scottish Widows continue to 
receive Value for Money. 
Over the year, the IGC has examined the aspects of 
Scottish Widows’ activities that impact Value for 
Money (VFM) for customers. The work of the IGC was 
supplemented by independent research to capture 
the views of Scottish Widows’ customers, together 
with separate independent benchmarking to assess 
the performance of Scottish Widows against its 
competitors. We took advantage of opportunities to 
speak with employers, their advisers and some 
governance committees operated by employers, as 
well as individual policyholders to obtain a better 
understanding of their views. 

Following this work, we continue to believe that VFM 
is most appropriately assessed by examining five key 
measures: investments, administration, engagement, 
governance and charges. 

Investments

The IGC has continued to review the performance of 
the default investment funds (called Pension 
Investment Approaches) commonly selected by 
employers for their workforce. These funds have 
delivered returns of 12% and 11% per annum over one 
and three years respectively during the growth phase, 
an improvement from last year. The IGC believes these 
compare well to the performance of financial markets 
and to other major pension providers. 

However, the IGC would like Scottish Widows to do 
more to help customers understand the fluctuating 
nature of investment markets and how they can change 
the way their money is invested should they wish to.

      

Administration

In 2016, Scottish Widows took a number of measures 
to improve its service levels. It maintained these 
improvements in 2017 and made further progress in 
some areas. Complaint levels have fallen year on year 
and ratings from customers and their advisers continue 
to improve. Additionally, Scottish Widows has 
launched a new online service to give employers and 
members more oversight and control of their 
workplace pensions. 

Statement from the Chairman 
Babloo Ramamurthy, 

Independent Chairman, 
Scottish Widows IGC
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Over the last three years, the IGC has highlighted its 
concerns about the service provided to legacy 
customers (generally those customers with products 
established before 2001, which tended to be more 
complex), challenging Scottish Widows to make 
improvements in this area. In order to address this, 
Scottish Widows has entered into a partnership with 
specialist administrator Diligenta. Over the next three 
years, Diligenta will move the administration of these 
products to a new management system, with the aim 
of significantly improving the customer experience. 
The IGC will carefully scrutinise progress in this 
challenging programme of work. 

Engagement

The IGC has challenged Scottish Widows to be more 
effective in engaging with customers and to help raise 
awareness of pensions generally. Scottish Widows has 
developed a wide range of information guides for 
customers and financial advisers that are based on 
scenarios that people typically experience at different 
stages of their lives. Scottish Widows plans to 
promote these guides more widely with their 
workplace savings schemes in 2018 to boost customer 
understanding of their retirement savings and help 
them make better decisions. 

Scottish Widows has also been involved in a number of 
initiatives to raise pension awareness on a national level.

Governance

The IGC reviewed how Scottish Widows monitors  
the performance and management of its various 
products, together with the measures it takes to 
protect customers from scams, phishing and 
cybercrime in general.

The IGC considers the governance processes to be 
robust and in line with typical practice, but this is an 
area that requires constant vigilance and enhancement 
and we will continue to monitor it closely. The IGC will 
work with Scottish Widows to ensure there’s 
appropriate governance processes in place to meet 
new data protection regulations coming into effect in 
May 2018. 

Charges

For modern products, the Annual Management 
Charge compares favourably with national averages. In 
2016, Scottish Widows agreed with the IGC to cap and 
remove certain charges applying to customers in 
legacy pension products. The IGC can confirm that 
these changes were implemented in 2017, with a 
resulting improvement in VFM for customers and 
contributing to a significant reduction in charges in 
some cases. 
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Other
In late 2017, Scottish Widows announced its intention 
to acquire Zurich’s UK workplace pensions and savings 
business – Zurich Corporate Savings (ZCS). Subject to 
regulatory approvals and a legal process, it is expected 
Scottish Widows will take responsibility for part of this 
business sometime in the first half of 2018. The 
remainder of this business will transfer across 
approximately a year later.

The IGC will assume responsibility for some of the 
products once they have transferred. We will work with 
Scottish Widows and the team transferring from Zurich 
to incorporate these products into our VFM assessment 
over the coming year.

The IGC also wants to ensure that resources committed 
to the transfer of the Zurich business will not disrupt in 
any way the service provided to existing customers. 

Conclusion
Overall, the IGC believes that customers of  
Scottish Widows who are investing for retirement 
receive good Value for Money from their workplace 
pension contracts. However, the bar against which  
VFM is assessed will be raised over time, and the IGC 
will be looking for continuous improvements to the 
Scottish Widows proposition.

Although the five VFM drivers retain the same ratings as 
last year, the IGC is encouraged with the progress and 
improvements made by Scottish Widows over the last 
year and its plans for the coming year.

This Statement is just a brief summary of the 
Committee’s key findings, and more detail can be 
found in the accompanying full report. 

If you have any comments, questions or concerns in 
relation to the work of the Scottish Widows IGC, please 
contact us through the following address: 
mailbox.contacttheigc@scottishwidows.co.uk

Babloo Ramamurthy  
Independent Chairman, Scottish Widows IGC 
29 March 2018

The IGC members
My colleagues on the Scottish Widows IGC 
are Tilly Ross, who was formerly Global 
Head of Pensions at National Grid and is 
now a Non-Executive Director at The 
Pensions Regulator. Mark Stewart, who has 
considerable experience in pensions 
consultancy with a particular focus on 
defined contribution arrangements. And 
John Howard, a long-time consumer 
champion and former Chairman of the 
Financial Services Consumer Panel and 
former Board Member at the Financial 
Ombudsman Service. Joining these 
independent Committee members are two 
senior members of the management team 
at Scottish Widows – Jackie Leiper who is 
Distribution Director and Iain McGowan 
who is Head of Fund Proposition. At the 
end of 2017, Committee member Ronnie 
Taylor left Scottish Widows and stepped 
down from the IGC. I would like to thank 
Ronnie for the valuable contribution he has 
made over the previous two years and 
welcome Jackie to the IGC. 

mailto:mailbox.contacttheigc@scottishwidows.co.uk
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The IGC examines five key factors to assess 
whether the Scottish Widows proposition 
gives customers Value for Money (VFM). 
• Investments
• Administration
• Engagement
• Governance 
• Charges

Over each year, the IGC has a series of meetings where 
it challenges Scottish Widows on the areas listed. In 
addition, we have site visits to see things for ourselves, 
speak to frontline staff and observe real customer 
interactions. We also attend events with scheme 
sponsors and their financial advisers. 

To help us reach our conclusions, the IGC seeks 
customer feedback through independent research. We 
also examine external information including 
Government reports and this year, for the first time, 
benchmarking work comparing Scottish Widows with 
their major competitors. 

1. How do we assess Value for Money?

Charges
Investments

Administration
Engagement
Governance
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In 2016 a standardised programme of 
industry research was commissioned to 
better understand what customers think 
about their pension and compare customers’ 
views across a range of pension providers. 
Some customers didn’t fully understand some of the 
areas explored, including important factors such as tax 
relief or the value of employer contributions. They also 
had worrying misconceptions about pensions in general. 

The focus groups used for part of the research found 
that with the help of clear factual information, and 
limited support, customers could become much more 
engaged with their pensions than they currently are. 

In discussion with other IGCs, we felt repeating the 
research in 2017 wouldn’t allow enough time for any 
improvements made by pension providers to have 
significantly changed customer perceptions. But we 
expect to repeat this research in the future, to 
measure progress. 

Instead this year, new research was used to further 
explore a number of specific areas: 

• The attitudes of employers towards engagement

• What employees found effective in terms  
of engagement

• How many people from the 2016 focus groups 
reviewed their retirement planning after  
their discussions. 

The key findings are as follows:

Employers 
• Were generally happy to introduce education and 

engagement programmes for pension savings and 
retirement planning, but expected content to be 
delivered by industry experts so that it didn’t impact 
resource or incur additional cost

• Believed young employees in particular would 
benefit from education initiatives 

• Had a range of techniques and initiatives tested with 
them and all were broadly welcomed. 

Employees
• Confirmed that affordability, complexity and inertia 

stopped them becoming more engaged with 
retirement planning. In addition, they valued:

 – Multi-layered well-framed education, including 
calls to action at critical points in their career

 – Technological initiatives to make day-to-day 
engagement much easier

 – Tools to help them monitor their account and 
achieve their goals

 – Regular reinforcement of key messages.

2.  What are the key insights from the  
customer research and benchmarking?
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The ‘class of 2016’
In 2017 we revisited those who took part in the focus 
groups that formed part of the 2016 customer research. 
We wanted to test whether the time they spent 
thinking about their pension had led to them making 
any changes. 

• The majority had an increased awareness and 
understanding of pensions following the educational 
activity 

• Many of them took action or conducted further 
independent research regarding their own retirement 
planning. This indicated to us that even a limited 
amount of direct engagement with members can 
raise the general level of awareness on their 
retirement planning. 

Benchmarking Findings
During 2017, a company called Redington was asked by 
the IGCs of seven major product providers to undertake 
benchmarking of their respective propositions. The first 
phase of results have recently been presented to us. 
We are now working with both Scottish Widows and 
Redington to determine whether there are approaches 
taken by other product providers that could further 
improve VFM for customers of Scottish Widows.

With clear factual 
information, and 
limited support, 
customers could 

become much 
more engaged 
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In considering VFM the IGC takes into 
account the view of Scottish Widows 
customers, as well as their own, to assess a 
number of key components, then assigns a 
rating of ‘GREEN’, ‘AMBER’ or ‘RED’. 
Where a rating other than Green has been assigned, 
the IGC will agree an action plan with Scottish Widows 
to achieve a Green rating in the future.

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.

3. Our value assessment for the year ending March 2018 

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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3.1 Investments 

Scottish Widows 
has committed 

to improving 
communication 

Over the following pages we provide our current 
assessment of each of the VFM drivers of value.

Is Scottish Widows making the right 
investment decisions to deliver the best 
results for its customers?
We’ve considered Scottish Widows’ investment 
outcomes against a wider range of comparators, 
including similar funds from other providers. We also 
looked at how it governs its wider fund range beyond 
pension defaults and addresses underperformance. 

Default funds 
Scottish Widows offers a number of core investment 
approaches that are often used as default funds in 
workplace savings. These are designed as long-term 
investments, with a higher proportion of equities for 
younger members than tends to be offered by other 
providers. Scottish Widows believes that equities should 
(based on longer-term past experience) deliver higher 
returns than many other types of investment over the long 
term, despite short-term volatility. We note that Scottish 
Widows addresses this potential volatility by gradually 
de-risking customer portfolios from 15 years prior to 
retirement, which is earlier than many other providers.

We believe that the core investment approaches have 
performed well during 2017, with customers more than 
15 years from retirement enjoying returns of 12% and 
11% pa over one and three years respectively. Scottish 
Widows’ analysis demonstrates that this compares 
favourably with other providers’ pension defaults, which 
is to be expected in periods of rising stock markets. 

During 2017, Scottish Widows carried out a regular 
review of its core investment approaches and made a 
number of changes. Most significant of these was the 
decision to switch an element of corporate bond 
investment from UK to non-UK companies. In response 
to a challenge from the IGC. Scottish Widows advised 
that the current level of investment in overseas markets, 
and resulting link to currency movements, was 
appropriate since it was expected to contribute 
positively to investment returns. The IGC will keep this 
position under regular review. 



11

The IGC remains concerned Scottish Widows may not 
adequately inform customers why they are invested in 
a high level of equities, or that there could be times 
where fund values fall in line with stock markets. This is 
particularly relevant in a period where returns are 
significantly exceeding long-term expectations. 
Scottish Widows has committed to improving 
communication in this area through its investment 
guides and pension benefit statements.

Glide paths
Scottish Widows outlined to the IGC a range of new 
investment glide paths for customers within five years 
of retirement, as a response to Pension Freedoms. 
These allow customers to choose a mix of assets that 
reflect their personal retirement plans. This could 
include purchasing an annuity, remaining actively 
invested, taking the entire pension account as a lump 
sum or a combination of these. 

The IGC was comfortable with these new investment 
glide paths and the supporting customer materials. 
However, we were uneasy that many customers were 
invested in a way geared towards purchasing an 
annuity at retirement when recent evidence indicated 
that most retirees were choosing other options. This 
could result in customers remaining invested in less 
appropriate assets.

As a consequence, Scottish Widows revised its 
default glide path to target flexible access for anyone 
with more than five years until retirement. Scottish 
Widows has also committed to continue to issue 
communications prompting them to consider the 
glide path most appropriate to them as their plans 
become clearer.

Fund range
Scottish Widows also makes a wider range of funds 
available for customers who want a more customised 
investment approach. In some cases, these are 
mandates set by Scottish Widows and operated by 
external asset managers, in other cases these are funds 
mandated and operated by other asset managers. 

The IGC has looked closely at this wider range of funds 
offered to customers. We examined how Scottish 
Widows governs these funds, their performance and 
how they address underperformance. The IGC was 
pleased to see Scottish Widows close 40 funds where 
there were concerns about future performance, 
following the addition of 21 new funds in November 
2016. We will look for ongoing commitment for active 
governance and action where threats to future returns 
are identified. 

Scottish Widows also added a new range of Premier 
Funds at the end of 2015. Scottish Widows has 
designed these for customers prepared to pay extra for 
a wider range of assets and active management, which 
are not available in the core investment approaches.

We’re satisfied that the design of the Premier Funds is 
consistent with the way they are described to 
customers and welcome an appropriate level of 
choice. The Premier Funds have slightly 
underperformed against lower cost approaches since 
launch, but this is not unexpected in a time of strongly 
rising equity markets. We see merit in the more active 
approach to Premier Funds in more challenging 
markets and will be interested to see how they 
perform in such conditions.
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Merger of Aberdeen Asset Management 
with Standard Life
Scottish Widows announced the termination of its 
relationship with Aberdeen Asset Management, its 
primary asset manager, on 15 February 2018. The IGC 
acknowledges that the merger of Aberdeen Asset 
Management with Standard Life means a significant 
change to the nature of the relationship with Scottish 
Widows, given their position as a material competitor. 
Scottish Widows has advised the IGC that they have 
the right to terminate this relationship under these 
circumstances and review its asset management 
relationship. Scottish Widows has announced its 
intention to do so this year.

The IGC is aware of the scale and complexity of a 
transition. The IGC has asked to be kept closely 
informed and consulted on the new arrangements  
as they develop and will seek assurances on the 
treatment of members, including monitoring 
member communications.

Transaction costs
Last year, we expressed our frustration with the lack of 
available and consistent data regarding transaction 
costs. Assets are bought and sold within funds with a 
view to improving returns, but this also creates costs to 
the funds, which reduce the returns and impact VFM in 
relation to investments. 

In late 2017 the FCA announced that asset managers 
would be required to disclose specific transaction cost 
information from 3 January 2018. We’re pleased the 
industry has made substantial progress in the 
calculation and disclosure of transaction costs on a 
consistent basis. 

We’ve received transaction cost information for just 
under 300 funds and all but one fund within Scottish 
Widows’ workplace pension range. This exception is a 
fund of less than £3m (less than 0.01% of total assets) 
that invests in assets where transaction costs are not 
readily assessed based on current industry guidance. 
Summary details of transaction costs may be found in 
the Appendix.

As noted in 2017, transaction costs are relatively low 
for the pension portfolios used within Scottish 
Widows’ default funds, which invest in index-tracking 
funds and therefore are subject to limited trading. 
Their transaction costs range from 0.05% to 0.13%, 
with higher costs relating to portfolios with higher 
proportions of corporate bonds, where trading costs 
are higher than equities. Where we look more broadly 
at multi-asset funds that invest in a variety of 
investments, costs are typically in the range 0.1-0.2%. 
Costs are higher for actively managed funds that invest 
in a smaller number of assets that are regularly 
reviewed by the fund manager and can involve higher 
levels of trading. Of the 291 funds analysed, there are 
13 that have transaction costs in excess of 0.5% (and in 
one case, over 1%). We have asked Scottish Widows to 
follow up with the fund managers involved to consider 
whether the levels of trading are reasonable given the 
objectives of the fund or raise concerns that should be 
investigated further. 
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Our conclusion is that transaction costs continue to be 
broadly in line with the level indicated in last year’s 
Annual Report for the Scottish Widows default funds, 
and those funds with the largest assets in the range. 
There are some more specialist funds representing 4% 
of assets in the range that have higher levels of 
trading, and therefore costs, which require further 
investigation. We also note that the transaction cost 
reporting and analysis remains relatively new within 
the broader industry and we expect further 
developments in this area in the year ahead. 

It’s our intention to take transaction costs into account 
when assessing investment performance. We will 
follow up where transaction costs are higher than 
normal, significantly reduce returns or are not readily 
understood. The IGC will provide more information in 
future reports.

Responsible Investment
An emerging area of interest is Responsible Investment. 
This recognises that customers seek confidence that 
their investments take into account ethical, social and 
governance (ESG) factors. Scottish Widows has outlined 
to the IGC a Responsible Investment framework that it 
has developed, working with its investment managers 
to move towards investing in a responsible manner.  

We would like to see the further development of that 
framework, taking into account emerging regulation 
and innovation in the wider market towards social 
responsibility. Further information on Scottish Widows’ 
Responsible Investment Framework can be found here.

The IGC would also like to understand the attitudes of 
policyholders to responsible investment and will 
commission external research so that the views of 
customers can be taken into account by the IGC. 

Overall
The IGC considers Scottish Widows to have improved 
VFM across the investment elements of the proposition, 
but continues to rate this aspect of the proposition as 
AMBER. This is because we’d like to see Scottish 
Widows do more to ensure customers are made aware 
of short-term risks and have the opportunity to make 
tactical investment changes. We will also scrutinise how 
they use new facilities and technology to better engage 
customers in older products.

Scottish Widows 
will now take 

transaction costs 
into account 

when assessing 
investment 

performance

http://www.scottishwidows.co.uk/about_us/responsibleinvestment/index.html
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3.2 Administration

The day-to-day experience Scottish Widows 
customers have with their workplace pensions.
Last year, the IGC rated Scottish Widows GREEN for 
service and we told Scottish Widows that retaining this 
rating would be dependent on continuing to improve 
customer service levels.

They have previously focused on process re-engineering 
and moving towards measuring end-to-end service 
standards. They discussed the 2016 customer research 
with us, which confirmed that customers didn’t want 
multiple points of contact. That led Scottish Widows to 
invest in their customer-facing staff, with 70% of 
customers now getting their call resolved first time by 
the person who answers the phone. 

Scottish Widows has also made a significant investment 
in digital technology, with a new service for employers 
now being used by 9,600 schemes. This has led to 
improvements in important areas such as premium 
collection, new joiners and leaver processing, with a 
reduction in the level of complaints.

Service levels
The IGC considers service to be an important driver of 
value for customers. We were pleased with the 
improvements made in 2016 and can confirm that these 
improvements have continued through 2017. External 
measures show complaints falling 39% relative to 2016. 
Meanwhile Net Promoter Scores (a widely used measure 
of customer satisfaction) are showing steady positive 
progress. Financial advisers gave Scottish Widows 5 
stars for service both in 2016 and in 2017, as well as 
voting Scottish Widows ‘Company of The Year’ for 
service. Further information on Scottish Widows’ service 
performance can be found in the Appendix.

Looking forward to 2018, Scottish Widows has told us 
that the top priority will be managing the mandatory 
increase in auto enrolment contributions in April. The 
IGC sees the large number of policy changes to be 
processed as representing a material risk to maintaining 
the current quality of service. Scottish Widows has told 
us that they are confident that with all auto enrolment 
schemes now using their digital service, they are well 
placed to process the changes in a timely and accurate 
manner. We will continue to monitor the position closely 
with regular progress reports. 

Scottish Widows has shared their plans to continue the 
rollout of its new customer digital service. This contains 
only limited functionality at present, allowing customers 
to see the value of their pension account. It’s currently 
accessible to only 22,000 of the 1,500,000 Scottish 
Widows customers in workplace savings plans. They 
would like the majority of these customers to have 
access by the end of 2018 and plan to add increased 
functionality based on customer feedback.
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Diligenta partnership
In 2017, Scottish Widows agreed a partnership with 
Diligenta, who have been appointed as an external 
administrator responsible for legacy workplace savings 
products (see Appendix for details of legacy products). 
Initially, Diligenta will be administering these schemes 
on existing Scottish Widows systems. Over the next 
three years, these schemes will gradually be migrated 
to more modern systems developed by Diligenta, 
which interact more easily with internal and external 
digital services. The IGC has challenged Scottish 
Widows to demonstrate clearly how these 
improvements will benefit customers and the IGC has 
arranged to receive regular updates on progress.

The IGC has already spent considerable time 
interrogating the plans Scottish Widows has put in 
place to manage this transition. In particular, we were 
keen to ensure they had identified all the risks, had 
measures in place to contain those risks and 
appropriate contingency plans. Although the IGC is 
satisfied with the planning work done, we see this as a 
complex exercise and will therefore continue to follow 
progress closely. 

Overall
The IGC has rated Scottish Widows as GREEN for 
administration, reflecting the continued improvement 
to service levels and the changes being made which 
are expected to further improve VFM. To retain a 
Green rating, Scottish Widows will need to continue to 
show an improvement in service levels and successfully 
navigate the auto enrolment step-ups in contribution 
levels in April 2018 and April 2019. They will also  
need to manage the transitional activity for the 
administration of legacy products, while maintaining 
strong and consistent service levels. 

Scottish Widows has 
engaged Diligenta 
to help improve the 

experience for  
legacy customers
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3.3 Engagement 

Helping Scottish Widows customers 
understand the choices they can make at the 
start and throughout their pension journey. 
Last year, Scottish Widows made considerable 
investment in digital capabilities, as well as testing a 
number of new facilities with customers. Both of these 
had the aim of improving customer engagement. 

The IGC asked Scottish Widows to evolve this activity 
into a more comprehensive and fully inclusive plan. 
We also asked them to do more to raise levels of 
pension awareness nationally.

The IGC has been pleased to see that over the past 
year, Scottish Widows has developed a suite of new 
materials, to be used in conjunction with sponsoring 
employers and their advisers. This will help customers 
better understand their pension and the key areas 
they should be thinking about. These new materials 
are available in a range of media and have been 
structured around specific points in time over the 
course of an employee’s workplace savings career. 

This suite of materials has been used with 800 of 
Scottish Widows’ 12,000 workplace savings schemes 
during 2017, with plans to extend this in 2018.

Separately, a new digital service was launched in 
2017, making it easier for all employees to interact 
with their pensions. Functionality is limited at present 
but there are plans to add new features, prioritised 
through customer testing and research. Scottish 
Widows hopes that the majority of customers will 
have access by the end of 2018.

Long-standing customers
In last year’s report we expressed concern that 
customers in older products may be unaware of more 
appropriate and more modern options available to 
them. In October 2017, Scottish Widows completed 
communications to all customers in older products, 
making them aware of newer options and pointing 
them towards further information and support. 

As borne out by this year’s additional customer 
research, the IGC believes that for communications 
to be effective, they must be both intuitive and 
persistent. Scottish Widows has developed a new 
and more flexible annual benefit statement that it 
hopes, based on extensive research, is in a more 
informative and instinctive format. We’ve looked at 
the new style statements, which will start to be issued 
from May 2018, with all customers having received 
one by next year, and believe these provide an 
important opportunity for more effective 
engagement. We will keep pressure on Scottish 
Widows to make the most of these new capabilities 
and try to monitor their effectiveness.
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Lost contact customers 
In the UK, there are significant numbers of customers 
who have lost touch with their pension provider due to 
moving employers, moving homes etc. Scottish Widows 
has customers in this category and during 2017 they 
introduced new processes and communications to 
reduce this number as much as possible. Recent 
initiatives have had a positive impact, significantly 
reducing the number of customers with whom Scottish 
Widows had lost contact. This activity will continue 
throughout 2018 and we will be monitoring progress. 

National pension awareness
Responding to an IGC challenge to play a more 
prominent role nationally in raising general pension 
awareness and levels of engagement, Scottish Widows 
has invested in a number of initiatives. 

• Produced and promoted a series of short videos 
covering the ‘pension basics’, promoted to both 
customers and the general public. Achieved 3.8 
million views on social media and total watch time of 
over 21,600 hours.

• Main sponsorship of the UK’s Pensions Awareness 
Day and took a ‘Pensions Bus’ around the country for 
four weeks. The bus was also taken to 30 key 
employers with Scottish Widows workplace pension 
schemes, where sessions were held for employees on 
pension awareness activities.

Overall
The IGC welcomes the efforts of Scottish Widows and 
the progress made. We are encouraged they continue 
to play a prominent role nationally. The IGC rates 
Scottish Widows as AMBER for engagement, providing 
the same VFM rating as in 2016. Although new materials 
and techniques have been developed that have the 
potential to be effective in improving engagement, they 
have yet to achieve sufficient coverage of their 
customer base.

A significant 
number of 
customers have 
lost contact 
with their 
pension provider
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3.4 Governance

Confirming processes are in place to ensure 
customers are treated fairly and their 
investments and data are protected. 

The IGC examined three primary aspects of 
governance at Scottish Widows this year: 

• Corporate Governance

• Product Governance

• Cybersecurity.

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. 

New Data Protection regulations
From May 2018, new Data Protection regulations will 
require Scottish Widows to update their processes 
governing the use of customer data. The IGC will work 
with Scottish Widows to ensure appropriate 
governance is in place to protect customer data and 
its use. We would like to understand whether these 
regulations could limit proactive customer 
engagement in the customers’ interest. However we 
understand there is a broader industry issue as to the 
nature of communications that can be sent to 
customers without their express consent. 

Overall 
The IGC found Scottish Widows’ governance 
processes robust and gave them a rating of GREEN, 
providing the same VFM assessment as in 2016.
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3.5 Charges

Ensuring all charges are transparent,  
simple and provide fair value for the 
services provided. 
The IGC separately assess charges for customers in 
modern workplace pensions qualifying for auto 
enrolment and those in older, legacy 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 fallen as follows: 

This compares favourably with national averages for 
group personal pension arrangements, as compiled 
by the Department for Work and Pensions (DWP). 
Here 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%.

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. Last year, Scottish Widows agreed to cap 
the peaks at 1% overall, thereby reducing the 
average charge. They also agreed to remove all exit 
penalties, so customers can transfer to a more 
modern product more easily, either with Scottish 
Widows or another provider. 

The IGC can confirm these changes were completed 
in 2017 as planned, although the benefit of these 
changes will only be felt gradually over time. 
Average charges reduced from 0.87% in 2016 to 
0.86% in 2017, which is broadly in line with the 
national average for similar products. 

Overall 
The IGC gave Scottish Widows’ charges a rating of 
GREEN, with average charges falling further in 
2017, increasing VFM. But we will continue to 
compare them against national averages to ensure 
VFM is maintained.
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Improvements have been seen across a 
number of areas, but each of the five drivers 
of value retained the same rating as last year. 
Although there have been a number of improvements, 
new challenges have emerged. The IGC raises the bar 
each year and expects Scottish Widows to keep 
making enhancements while continuing to further 
improve VFM.

We believe customers with modern contracts have 
access to options, performance and support that 
represent good VFM. Scottish Widows has developed 
materials to help customers engage more effectively 
and now has concrete plans to share these materials 
with all of their customers.

Customers with legacy products often have valuable 
guarantees and other features that are no longer 
available. Newer products don’t have all those features, 
but offer more modern investment options and online 
facilities. We believe the changes made by Scottish 
Widows, to reduce charges across their legacy 
schemes, mean that these products now also represent 
VFM. The plans Scottish Widows has to modernise the 
support systems for older products will enable more 
online facilities to be introduced for these customers. 
These changes should improve VFM in the future and 
better inform customers who are considering whether 
they should switch to a different type of product. 

4. What are the IGC’s conclusions?
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In late 2017, Lloyds Banking Group 
announced it was acquiring Zurich’s UK 
workplace pensions and savings business 
(Zurich Corporate Savings), with assets of 
£15 billion and c500,000 customers. 
The business assets and some Zurich propositions are 
expected to transfer to Scottish Widows around the 
end of the first quarter of 2018. The balance of the 
insurance policies and assets will remain invested with 
Zurich for a further 12-18 months, since Court approval 
is required to transfer certain insurance business and 
this process takes a little longer. Once the approval 
process is completed Scottish Widows will become 
responsible for customers in those products. 

The IGC will work to understand and assess the 
products being acquired by Scottish Widows. We will 
determine whether there are any issues that need to be 
addressed or any learnings that could be applied to 
the benefit of existing customers of Scottish Widows.

The IGC will also be concerned to ensure that service 
levels experienced by the existing customers of 
Scottish Widows are maintained during the period of 
integrating the new business.

For those areas where the IGC has assessed a rating 
other than Green, we’ll work with Scottish Widows to 
agree a plan that will address the areas of concern.

We will also review the research and benchmarking 
work conducted recently on behalf of a number of 
IGCs. We will agree action plans with Scottish Widows 
where the IGC identifies strengths in other 
propositions that could benefit the customers of 
Scottish Widows.

5. What’s next for the IGC?
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Babloo Ramamurthy, John Howard, Tilly Ross,  
Mark Stewart, Jackie Leiper, Iain McGowan 
Scottish Widows IGC, 29 March 2018 

If you have any comments, questions or concerns 
regarding the work of the Scottish Widows IGC,  
please contact us here:  
mailbox.contacttheigc@scottishwidows.co.uk

The IGC will focus particularly on the 
following areas:
• The increase in auto enrolment contribution 

rates from 2% to 5% from April 2018, to  
ensure administration and service standards  
are maintained

• The transition and modernisation plans for 
legacy products with Diligenta

• The outcome of the asset allocation review 
applying to the default funds

• The implementation of the new data 
protection regulations

• The acquisition of Zurich’s workplace savings 
business and the products falling under the 
jurisdiction of this IGC from April 2018 

• Transaction cost development

• Continued roll out of engagement materials

• New investment arrangements following 
Scottish Widows ending its relationship with 
Aberdeen Asset Management due to its merger 
with Standard Life.

• Research into policyholders’ attitudes to 
responsible investment.

mailto:mailbox.contacttheigc@scottishwidows.co.uk
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A. What is the IGC and what does it do? 

The IGC is a body of experts, the majority  
of whom are independent, 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 value for money 
(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 
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. 

A brief summary of the IGC’s purpose can be 
found here.

The IGC met formally on five occasions during  
the 2017/18 governance year. There are a number  
of standing agenda items at each meeting of  
the committee:

1) Review of service levels.

2) Review of investment performance.

3) Customer research findings and benchmarking 
activity.

4) Progress against implementing the commitments 
made by Scottish Widows as party of the  
‘Legacy Audit’.

Appendix

http://reference.scottishwidows.co.uk/docs/IGC-ToR.pdf
http://reference.scottishwidows.co.uk/docs/55374.pdf
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The IGC also took time to explore each of the five 
drivers of value identified by the FCA:

• Scottish Widows investment proposition was examined 
at the September meeting of the committee. 

• Charges were examined at the December meeting, 
as was the internal governance framework operated 
by Scottish Widows. 

• Administration and engagement were examined at 
the January committee meeting.

In addition, the IGC completed a two-day site visit to 
Scottish Widows operations in Bristol, in June 2017, 
seeing first-hand the teams supporting clients who are 
saving through legacy pensions. We also saw in great 
detail the plans that Scottish Widows had for 
outsourcing the administration of the servicing of 
legacy pensions to Diligenta.

Appendix
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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 is chaired by Babloo 
Ramamurthy, supported by three further independent 
members, Tilly Ross, Mark Stewart and John Howard. 
Jackie Leiper and Iain McGowan from Scottish Widows 
make up the remainder of the IGC. At the end of 2017, 
committee member Ronnie Taylor moved on from 
Scottish Widows and stepped down from the IGC. 
Jackie replaces Ronnie both on the IGC and as 
Distribution Director at Scottish Widows. 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. Details about the process 
to recruit IGC members can be found here. 

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. It also includes the work of the 
Financial Ombudsman Service and the Pensions 
Regulator, together with in-depth knowledge of 
Scottish Widows’ products.

B. Who are the members of the IGC?

Appendix
John Howard, long-time 
consumer champion and former 
Chairman of the Financial 
Services Consumer Panel and 
former Board Member at the 
Financial Ombudsman Service

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

Mark Stewart, pensions 
consultant with a 
particular focus on defined 
contribution arrangements

Jackie Leiper,  
Distribution Director

Iain McGowan,  
Head of Fund Proposition

http://reference.scottishwidows.co.uk/docs/55374.pdf
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C. 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 (or ‘pot’) 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 2,215,175 customers saving for 
retirement through 41,502 workplace savings schemes. 
At present (as at end 2017), total assets under 
management are £33.02bn.

Appendix 

41,502
workplace  
pensions

£33.02bn
total member  

assets

2,215,175
customers saving 

for retirement

175
Investment  

Funds

IGC
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Products Categorisation Comments

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.

Prior to 2001 it was common for pension products to have a more complex range of charges. These older products, often referred to across the industry as legacy 
products, can also contain some valuable benefits that are no longer available today. The arrival of Stakeholder Pensions, with a simple charging structure, set a 
Government-led benchmark for the industry. Scottish Widows launched a new Stakeholder Pension in July 2000 and, at the same time, simplified the charging structure 
on some of the other products offered.

Categorisation of Scottish Widows Legacy Products

Appendix 
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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.

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.

Appendix 
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Asset class No. of 
Funds

AUM Average Transaction cost range (bps)

£’m (bps) <10 10-25 25-50 >50

Multi-Asset 51 23,130 21 9 25 17

With Profits 2 2,420 24 2

UK Equity 28 1,020 15 7 18 3

North American Equity 5 207 7 5

Emerging Markets Equity 3 51 15 2 1

Global Equity 28 2,833 11 19 8 1

Passive Equity 14 482 7 9 5

Fixed Interest 19 1,295 21 8 6 4 1

Fixed Interest – Passive 3 358 8 3

Property 8 457 17 4 1 3

Liquidity 10 765 29 4 6

Diversified Growth/Absolute Return 4 1 23 1 2 1

Total 175 33,019 16.5 (Av) 71 68 35 1

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

Scottish Widows mandated funds – transaction costs

Appendix 

*Transactions in assets held directly by funds for 12 months to 31 December 2017 valued under FCA rules.  
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Asset class No. of 
Funds

AUM Average Transaction cost range (bps)

£’m (bps) <10 10-25 25-50 >50

Multi-Asset 20 875 14 6 11 3

UK Equity 21 476 26 7 3 7 4

North American Equity 6 144 39 1 2 3

Emerging Markets Equity 1 66 23 1

Global Equity 22 867 24 8 9 3 2

Passive Equity 10 1,462 -2 10

Fixed Interest 16 138 20 6 7 1 2

Fixed Interest – Passive 7 428 -2 7

Property 2 58 23 1 1

Diversified Growth/Absolute Return 11 44 23 3 6 1 1

Total 116 4,558 19 (Av) 49 39 16 12

External mandated funds – transaction costs

Appendix 

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

*Figures sourced from third party fund managers, using data provided for EU PRIIPS/MIFIS rules. No analysis of contextual information provided.
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Customer transactions – performance against standards

Appendix

1. “I want to transfer into my pension”
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2. “I want to transfer my pension”
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3. “I want to retire and utilise my pension options”
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4. “I would like to make changes”
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5. Telephony Performance
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6. Complaint Volumes
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Scottish Widows now measure 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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