
RETIREMENT ACCOUNT
GOVERNED INVESTMENT STRATEGY

Adviser Guide

This information is for UK financial adviser use only 
and should not be distributed to or relied upon by any other person.



Retirement Account

2

WHY RETIREMENT ACCOUNT?

RETIREMENT ACCOUNT ALREADY OFFERS A WIDE CHOICE OF INVESTMENTS. YOUR CLIENT CAN INVEST 
IN SCOTTISH WIDOWS PENSION FUNDS AND ANY FIXED TERM CASH DEPOSIT WE MAKE AVAILABLE. 
THEY CAN EVEN INVEST IN THE FUND SUPERMARKET, SHARE DEALING AND DISCRETIONARY FUND 

MANAGEMENT AND OUR GOVERNED INVESTMENT STRATEGIES TO MAKE IT AS EASY AS POSSIBLE TO 
MATCH YOUR CLIENT’S ATTITUDE TO RISK AND LENGTH OF TIME UNTIL THEIR RETIREMENT DATE WITH  

A PRE-SELECTED PORTFOLIO OF FUNDS AIMED AT MEETING THEIR INVESTMENT NEEDS.

JUST TO REMIND YOU OF THE KEY BENEFITS OF OUR RETIREMENT ACCOUNT. IT OFFERS:

CHOICE
Retirement Account offers a wide choice of investment 
options to suit your client throughout the lifetime of 
their plan. They can:

• Invest in Scottish Widows Insured Funds and any 
Fixed Term Cash Deposit we make available;

• Invest in the Fund Supermarket, Share Dealing and 
Discretionary Fund Management, when the right 
choice is a Self-Invested Personal Pension;

• Invest in one of our Governed Investment Strategies.

FLEXIBILITY
• Retirement Planning to Retirement Income in a  

single policy;

• Ability to draw an income post-retirement while still 
adding to pension fund.

TRANSPARENCY
• Our online Control Account shows all transactions to 

and from Retirement Account;

• Clear adviser charging structure – administration, 
investment and adviser charges are kept separate.
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GOVERNED INVESTMENT STRATEGIES

We offer Governed Investment Strategies in three risk 
categories, each with a different combination of risk  
and reward:

• Adventurous

• Balanced

• Cautious

Governed Investment Strategies are portfolios of funds 
that are regularly rebalanced and gradually move the 
plan into lower risk investments as the client approaches 
their selected retirement date (using Lifestyle 
Switching). Each strategy offers an investment selection 
appropriate to a different level of investment risk. They 
are designed to make it easier for your client to invest 
in a mix of funds that suits their attitude to risk and 
the length of time until their selected retirement date 
without the need to choose individual funds.

Five years from your client’s selected retirement date, we 
will start to tailor their investment in one of three ways 
(or ‘retirement outcomes’). These reflect whether they will 
want to purchase an annuity, adopt a flexible approach 
and keep their pension pot invested (including taking 
income as it is needed), or fully encash their pension.

The asset allocation models used in our Governed 
Investment Strategies provide what we consider to be the 
optimum asset allocations for each strategy. We developed 
them in partnership with financial risk consultancy  
Barrie & Hibbert (now Moody’s Analytics), running 
thousands of test scenarios. This helped us select what 
we consider to be the most effective balance between risk 
and reward for each Governed Investment Strategy.

Governed Investment Strategies use the same portfolio 
of funds as the popular Pension Investment Approaches 
available for many years to our group pensions 
policyholders. So you can rely on our knowledge and 
expertise in these investments.

PREMIER GOVERNED INVESTMENT 
STRATEGIES (PGIS)
Our Premier Governed Investment Strategies (PGIS) 
have the same three risk categories as our Governed 
Investment Strategies, but aim to offer better 
potential returns than the Governed Investment 
Strategies equivalent. They aim to achieve this 
by investing in different ways using specialised 
investment strategies, more asset classes and an 
element of active management. It costs more to 
invest in these additional assets and strategies, so 
the annual charges for PGIS are higher than for GIS. 
A brief description is given on page 17. 

Full details of our Premier Governed Investment 
Strategies can be found in the Scottish Widows 
Premier Lifestyling Options brochure. You can ask 
us for a copy of this.

Please note that other than the information given 
on Premier Governed Investment Strategies on 
page 17, this guide only relates to our Governed 
Investment Strategies. 

SELECTING A GOVERNED INVESTMENT 
STRATEGY
Using our Governed Investment Strategy Tool, you can 
quickly, easily and accurately identify your client’s 
attitude to risk and the Governed Investment Strategy 
best suited to meet their investment needs.

You can find this tool at:  
www.scottishwidows.co.uk/gist
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MANAGEMENT OF THE GOVERNED 
INVESTMENT STRATEGY
The ‘Governed’ element of the strategies means that 
we review and rebalance the selection of funds we use 
regularly, and where necessary we’ll adjust the choice 
of funds or the percentage split of the underlying 
investments to ensure they continue to fit the investment 
goals of each Governed Investment Strategy.

As your client gets closer to their selected retirement date 
we gradually move their plan into lower risk investments 
using Lifestyle Switching. This helps protect the value of 
the plan, although it does reduce the growth potential.

We now offer three different ‘retirement outcomes’, 
designed to prepare your client’s pension investment in 
its last five years for whichever retirement choice they 
expect to make. In addition to the original retirement 
outcome designed for those planning to buy an annuity, 
we have added a 2nd outcome for those who plan to 
encash their fund, and a 3rd outcome for customers who 
will want flexible access and plan to stay invested.

If your client’s circumstances change they can alter 
their investment choice, to ensure their investment 
continues to meet their needs. However, if your client 
does choose any other type of funds or investments we 
will automatically switch off the Governed Investment 
Strategy. See the ‘Questions & Answers’ on page 24 for 
more information.

For more information on the aims and risks of the pension 
portfolios and investment funds used for the Governed 
Investment Strategies, please refer to ‘Our pension 
portfolio and investment fund aims’ section on page 10.

THE BENEFITS OF GOVERNED 
INVESTMENT STRATEGIES
Our Governed Investment Strategies provide:

1. The assurance of demonstrably good options for your 
clients who want:

• a low-cost portfolio of funds;

• investments that will remain suitable for them 
throughout the lifetime of their plan.

2. The reassurance of investment governance:

• saves you time and money;

• ensures that the strategies maintain an 
appropriate asset mix.

3. Lifestyle Switching ensures that the level of 
investment risk is automatically reduced as your 
client approaches retirement.

4. In the final five years, their investment is tailored 
to prepare their pension pot for their selected 
retirement outcome.
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CHANGES TO PENSIONS
Changes introduced from April 2015 allow your clients greater flexibility in how they can take benefits from their pension 
pot. Investors in UK pensions now have three ways to use their pension pot at age 55 or above to provide income for their 
retirement. They could choose one or more of the following:

1. Annuity Purchase – buying one or more annuities to provide a regular and secure income for life. 

2. Pension Encashment – taking all (or part of) a pension pot as a cash lump sum, 25% of which will be tax-free with the 
remainder subject to tax. 

3. Flexible Access – adopting a flexible approach by using a suitable product to keep a pension pot invested and then 
taking income as it is needed.

Scottish Widows conducted significant customer research and worked with independent research specialists Moody’s 
Analytics to identify how we can help meet our customers’ needs in this new pensions environment.

HOW THE GOVERNED INVESTMENT STRATEGIES WORK
We introduced new options to our existing Governed Investment Strategy risk categories, to take account of the 
retirement income choices available to your clients. 

We now offer three different ‘retirement outcomes’, designed to prepare your clients’ pension investment in its last five 
years for whichever retirement choice they expect to make. In addition to the original retirement outcome designed 
for those planning to buy an annuity, we added a second outcome for those who plan to encash their fund, and a third 
outcome for customers who will want flexible access and plan to move into a suitable product so they can stay invested.

This means that your clients have two selections to make when they make their investment choice:

• The level of risk they are comfortable with – Adventurous, Balanced or Cautious.

• The type of retirement outcome they are likely to want when they retire – Targeting Annuity, Targeting Encashment or 
Targeting Flexible Access.

Here are our Governed Investment Strategies in full:

ADVENTUROUS RISK CATEGORY BALANCED RISK CATEGORY CAUTIOUS RISK CATEGORY

Adventurous (Targeting Annuity) Balanced (Targeting Annuity) Cautious (Targeting Annuity)

Adventurous (Targeting Encashment) Balanced (Targeting Encashment) Cautious (Targeting Encashment)

Adventurous (Targeting Flexible Access) Balanced (Targeting Flexible Access) Cautious (Targeting Flexible Access)

We realise that some customers may not be sure how they will want to provide for their retirement, especially those 
who are still some years from taking benefits from their pension pot. So we have made it easy for your clients to 
change towards a different retirement outcome (or to a different risk category) if their plans and objectives change 
as they get closer to retirement. 
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LIFESTYLE SWITCHING EXPLAINED
Our Governed Investment Strategy risk categories all work in a similar way: the difference between them is how much 
investment risk they take in trying to help your client’s pension fund grow. In the earlier years, more of their money is 
invested in equities to increase the potential for growth. We then begin to gradually reduce their exposure to risk once 
they are 15 years from their selected retirement date, because this should help to protect what they’ve built up if there are 
any market downturns. 

Until five years from retirement the ‘investment glidepath’ for their selected risk category is the same, regardless of which 
retirement outcome they are targeting. In the final five years leading up to their selected retirement date their investment 
will gradually move into one of three carefully selected packages of lower-risk investments. These are different for each 
retirement outcome, tailored to suit whichever retirement option they have chosen. 

The graph below is meant to demonstrate how this works, showing a typical Governed Investment Strategy ‘investment 
glidepath’. Please note that this graph indicates how the overall level of risk changes at different stages, not the likely 
performance of the investment.

HOW A GOVERNED INVESTMENT STRATEGY ‘INVESTMENT GLIDEPATH’ WORKS
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Targeting Flexible Access
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Up to 5 years from 
retirement – the 
glidepath is the same, 
regardless of which 
retirement outcome 
has been chosen

15 years from 
retirement – level 
of risk starts to fall

5 years from 
retirement – the 
glidepath diverges

Our Governed Investment Strategies are covered in more depth over the following pages. We are confident that 
the new features we’ve added will allow our customers to benefit from the greater flexibility now available, while 
retaining the well established structure of our Governed Investment Strategies.
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THE GOVERNED INVESTMENT STRATEGY FUNDS
We invest in funds from the Scottish Widows range that have the combination of asset classes that deliver the intended 
mix of investment risk. These funds are grouped together under five Portfolios. Currently the Portfolios are as follows.

In the last 15 years before your client retires, we gradually start switching to lower risk investment funds.

The funds used during the five years leading up to your client’s selected retirement date will depend on which retirement 
outcome your client has selected, be this Targeting Annuity, Targeting Encashment or Targeting Flexible Access.

The table on the next page shows you which funds are used for each risk category and the different retirement outcomes.

Asset classes

Scottish Widows 
Pension 
Portfolio One

Scottish Widows 
Pension 
Portfolio Two

Scottish Widows 
Pension 
Portfolio Three

Scottish Widows 
Pension 
Portfolio Four

Scottish Widows 
Pension  
Portfolio Five

Overseas Equities
- SSgA Europe ex UK Equity 

Index Fund
- SSgA North America Equity 

Index Fund
- SSgA Japan Equity Index 

Fund
- SSgA Asia Pacific Ex Japan 

Equity Index Fund
- SSgA Emerging Markets 

Equity Index Fund

75.0% 63.8% 52.5% 30.0%

UK Equities
- SSgA UK Equity Index Fund

25.0% 21.2% 17.5% 10.0%

Corporate Bonds
- SWUTM Corporate Bond 

Tracker Fund
11.3% 22.5% 45.0%

Global Corporate
Bonds (hedged)
- Aberdeen Global Corporate 

Bond Tracker Fund

3.7% 7.5% 15.0%

Cash
- Aberdeen Liquidity Fund 

(Lux) Ultra Short Duration 
Sterling Fund

- Aberdeen Global Liquidity 
Fund – Sterling Sub Fund 

100%

Funds
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When your client chooses one of our Governed Investment Strategies, the tables below show you which funds are used 
for each risk category and the different retirement outcomes.

ADVENTUROUS 
RISK CATEGORY 15 years+ at 10 years at 5 years at 0 years

Adventurous 
(Targeting 
Annuity)

Scottish Widows 
Pension Portfolio 1  
– 100%

Scottish Widows 
Pension Portfolio 2 
– 100%

Scottish Widows 
Pension Portfolio 3 
– 100%

Scottish Widows Pension 
Protector – 75% 
Scottish Widows Cash 
– 25%

Adventurous  
(Targeting 
Encashment)

Scottish Widows 
Pension Portfolio 1  
– 100%

Scottish Widows 
Pension Portfolio 2 
– 100%

Scottish Widows 
Pension Portfolio 3 
– 100%

Scottish Widows Pension 
Portfolio 5 – 100%

Adventurous 
(Targeting Flexible 
Access)

Scottish Widows 
Pension Portfolio 1  
– 100%

Scottish Widows 
Pension Portfolio 2  
– 100%

Scottish Widows 
Pension Portfolio 3 
– 100%

Scottish Widows Pension 
Portfolio 4 – 75%
Scottish Widows Pension 
Portfolio 5 – 25%

BALANCED RISK 
CATEGORY 15 years+ at 10 years at 5 years at 0 years

Balanced 
(Targeting 
Annuity)

Scottish Widows 
Pension Portfolio 2 
– 100%

Scottish Widows 
Pension Portfolio 3 
– 100%

Scottish Widows 
Pension Portfolio 4 
– 100%

Scottish Widows Pension 
Protector – 75% 
Scottish Widows Cash 
– 25%

Balanced  
(Targeting 
Encashment)

Scottish Widows 
Pension Portfolio 2  
– 100%

Scottish Widows 
Pension Portfolio 3 
– 100%

Scottish Widows 
Pension Portfolio 4 
– 100%

Scottish Widows Pension 
Portfolio 5 – 100%

Balanced  
(Targeting Flexible 
Access)

Scottish Widows 
Pension Portfolio 2  
– 100%

Scottish Widows 
Pension Portfolio 3  
– 100%

Scottish Widows 
Pension Portfolio 4 
– 100%

Scottish Widows Pension 
Portfolio 4 – 75%
Scottish Widows Pension 
Portfolio 5 – 25%

CAUTIOUS RISK 
CATEGORY 15 years+ at 10 years at 5 years at 0 years

Cautious 
(Targeting 
Annuity)

Scottish Widows 
Pension Portfolio 3  
– 100%

Scottish Widows 
Pension Portfolio 4 
– 100%

Scottish Widows 
Pension Portfolio 4 
– 100%

Scottish Widows Pension 
Protector – 75% 
Scottish Widows Cash 
– 25%

Cautious  
(Targeting 
Encashment)

Scottish Widows 
Pension Portfolio 3  
– 100%

Scottish Widows 
Pension Portfolio 4 
– 100%

Scottish Widows 
Pension Portfolio 4 
– 100%

Scottish Widows Pension 
Portfolio 5 – 100%

Cautious  
(Targeting Flexible 
Access)

Scottish Widows 
Pension Portfolio 3  
– 100%

Scottish Widows 
Pension Portfolio 4  
– 100%

Scottish Widows 
Pension Portfolio 4 
– 100%

Scottish Widows Pension 
Portfolio 4 – 75%
Scottish Widows Pension 
Portfolio 5 – 25%

We progressively switch the plan into lower risk funds as your client approaches retirement. This happens monthly.

When your client starts investing in a Governed Investment Strategy the proportion of investment in each fund will  
be based on the number of months until their selected retirement date.
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Where any of the following general risks apply to a fund, they will be indicated beside the aims of the fund shown in 
the following table. Any specific risks associated with a fund will also be shown here.

EM This fund invests in emerging markets so might invest in stockmarkets which are generally less well regulated 
than those in the UK. This may result in a greater risk that the value of the units might go down. The investments 
in these markets might also be bought and sold infrequently therefore resulting in large changes in their prices.

EQ This fund invests in company shares (often referred to as ‘equities’). Investing in company shares generally 
has the potential for higher capital growth over the longer term than investing in say, corporate bonds and 
other fixed interest securities. However there might be considerable fluctuations in equity prices and there is a 
greater risk that the value of the investment will fall.

FI Some of the securities in which this fund invests might default or their credit rating might fall. The value of 
those investments will usually fall should an issuer default or receive a reduced credit rating. Fluctuations in 
interest rates are likely to affect the value of the securities held by the fund. If long-term interest rates rise, the 
value of the units is likely to fall and vice versa.

OS Exchange rate changes might cause the value of any overseas investment to go up or down.

FIG This fund may invest more than 35% in government or public securities issued by a single issuer. There could be a 
risk, for example, that they can’t repay the amount borrowed. If they don’t repay, the value of the fund will fall.
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OUR PENSION PORTFOLIO AND INVESTMENT FUNDS AIMS
Our Pension Portfolio and investment funds aim to achieve results that are suited to the Governed Investment Strategy 
chosen and your client’s selected retirement outcome.

Fund Aim Risks

Scottish Widows Pension  
Portfolio One Pension Fund

The Fund aims to deliver long-term growth by investing in  
other funds. 

The Fund invests almost exclusively in equities by investing in 
passive* index tracking funds. The equity investments cover a mix 
of geographic regions and can include the UK, other developed 
markets and emerging markets. 

This Fund will be reviewed periodically by Scottish Widows. In 
future the Fund could be invested in different funds and additional 
asset types, though the Fund will continue to invest almost 
exclusively in equities. 

* Passive management is where the fund manager aims to match a 
benchmark index and will buy, sell or hold investments depending 
on the components of that index.

EQ  OS  EM

Scottish Widows Pension  
Portfolio Two Pension Fund

The Fund aims to deliver long-term growth by investing in  
other funds. 

The Fund invests predominantly in equities, with some exposure  
to fixed interest securities, by investing in passive* index  
tracking funds. The equity investments cover a mix of geographic 
regions and can include the UK, other developed markets and 
emerging markets. 

The fixed interest securities can be in sterling or other currencies 
and may be issued by governments or companies.

This Fund will be reviewed periodically by Scottish Widows. In 
future the Fund could be invested in different funds and additional 
asset types, though the Fund will continue to invest predominantly 
in equities. 

* Passive management is where the fund manager aims to match a 
benchmark index and will buy, sell or hold investments depending 
on the components of that index.

EQ  OS  EM  FI
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Fund Aim Risks

Scottish Widows Pension  
Portfolio Three Pension Fund

The Fund aims to deliver long-term growth by investing in  
other funds. 

The Fund invests primarily in equities, with a proportion in  
fixed interest securities, by investing in passive* index  
tracking funds. The equity investments cover a mix of geographic 
regions and can include the UK, other developed markets and 
emerging markets. 

The fixed interest securities can be in sterling or other 
currencies and may be issued by governments or companies.

This Fund will be reviewed periodically by Scottish Widows. 
In future the Fund could be invested in different funds and 
additional asset types, though the Fund will continue to invest 
primarily in equities.

* Passive management is where the fund manager aims to match 
a benchmark index and will buy, sell or hold investments 
depending on the components of that index.

EQ  OS  FI

Scottish Widows Pension  
Portfolio Four Pension Fund

The Fund aims to deliver long-term growth by investing in  
other funds. 

The Fund invests with an emphasis on fixed interest securities, 
with the remainder in equities, by investing in passive* index 
tracking funds. 

The fixed interest securities can be in sterling or other currencies 
and may be issued by governments or companies.

The equity investments cover a mix of geographic regions and can 
include the UK, other developed markets and emerging markets. 

This Fund will be reviewed periodically by Scottish Widows. In 
future the Fund could be invested in different funds and additional 
asset types, though the Fund will continue to invest with an 
emphasis on fixed interest securities.

* Passive management is where the fund manager aims to match a 
benchmark index and will buy, sell or hold investments depending 
on the components of that index.

EQ  OS  FI
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Fund Aim Risks

Scottish Widows Pension  
Portfolio Five Pension Fund

The Fund aims to provide high levels of capital security  
by actively investing almost exclusively in high-quality 
short to medium-term securities through other funds. 
These include fixed or floating-rate debt instruments such 
as deposits, commercial paper, medium-term notes, asset-
backed securities and bonds. 

This Fund will be reviewed periodically by  
Scottish Widows. In future the Fund could be invested 
in different funds and additional asset types, though the 
Fund will continue to invest almost exclusively in short 
to medium-term securities.

Specific risk 
Some of the securities in 
which this Fund invests 
might default or their credit 
rating might fall. The value 
of those investments will 
usually fall should an issuer 
default or receive a reduced 
credit rating. Fluctuations 
in interest rates are likely 
to affect the value of the 
securities held by the Fund. 
If interest rates rise, the 
value of the units is likely to 
fall and vice versa. The Fund 
therefore carries a relatively 
modest risk to capital. 

Scottish Widows Pension 
Protector Fund

The Fund may be suitable for investors approaching 
retirement who intend to purchase a conventional 
pension annuity. The Fund invests mainly in long-dated 
UK fixed interest securities. The prices of these are one of 
the key factors affecting the cost of buying a pension and 
so any investment in the Fund should rise and fall broadly 
in line with changes in the cost of buying such a pension 
in retirement. The Fund does not provide any guarantee 
of the level of pension in retirement or the cost of buying 
that pension. It may not be effective for those who intend 
to buy an inflation linked pension and does not provide 
protection against changes in the cost of buying a pension 
that arise from changes in life expectancy.

FI  FIG  

Scottish Widows Cash Fund The Fund aims to provide long-term growth consistent 
with high levels of capital security by investing mainly 
in short-term securities.

Specific risk

The Fund can invest in high-
quality, mostly short-term 
debt instruments such as 
fixed deposits, certificates of 
deposit, commercial paper 
and floating rate notes. It 
carries a relatively modest 
risk to capital.

Please note that, whichever fund your client is investing in, the value of their investment can go down as well as up, and 
could fall below the amount(s) paid in. This also applies to ‘cash’ and ‘near-cash’ funds which invest in securities, as these 
securities can fluctuate more than a customer might expect. ‘Cash’ or ‘near-cash’ funds do not guarantee a positive return, 
nor do they provide complete protection for your client’s investment.
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WHAT INVESTMENTS DO WE USE?
The same types of investments are used in all our Governed Investment Strategies, but in different proportions at different 
times. The ‘Lifestyle Switching’ into lower risk investment occurs gradually on a monthly basis until your client’s selected 
retirement date. The tables below show how each strategy will be invested at key points in the term to retirement.  
The target splits of investments and actual percentage holdings within each strategy may change. 

The portfolios invest in passive components. We review the asset allocation to improve investment returns over the 
long term. Given that long term view, we do not make investment decisions to reflect short term market movements or 
undertake other forms of active management. This means that the portfolios are likely to do well when tracking rising 
markets. They will similarly track falling markets and the portfolios will not see the impact of active management, which 
may serve to mitigate the effect of market losses in that event. 

Adventurous (Targeting Annuity retirement outcome)

Target Split of Investments Used

Years to 
Retirement

Overseas 
Shares

UK Shares Bonds Cash*

15 yrs+ 75% 25%

10 yrs 63.8% 21.2% 15%

5 yrs 52.5% 17.5% 30%

 0 yrs  75% 25%

Highest risk  Lowest risk

0
10
20
30
40
50
60
70
80
90
100
%

15 yrs+ 10 yrs 5 yrs 0 yrs
Overseas Shares UK Shares
Bonds Cash

Adventurous (Targeting Encashment retirement outcome)

Target Split of Investments Used

Years to 
Retirement

Overseas 
Shares

UK Shares Bonds Cash*

15 yrs+ 75% 25%

10 yrs 63.8% 21.2% 15%

5 yrs 52.5% 17.5% 30%

 0 yrs 100%

Highest risk  Lowest risk

0
10
20
30
40
50
60
70
80
90
100
%

Overseas Shares UK Shares
Bonds Cash

15 yrs+ 10 yrs 5 yrs 0 yrs

Adventurous (Targeting Flexible Access retirement outcome)

Target Split of Investments Used

Years to 
Retirement

Overseas 
Shares

UK Shares Bonds Cash*

15 yrs+ 75% 25%

10 yrs 63.8% 21.2% 15%

5 yrs 52.5% 17.5% 30%

 0 yrs 22.5% 7.5%  45% 25%

Highest risk  Lowest risk

0
10
20
30
40
50
60
70
80
90
100
%

Overseas Shares UK Shares
Bonds Cash

15 yrs+ 10 yrs 5 yrs 0 yrs

*Please read our explanation of cash as an asset class on page 16.
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Balanced (Targeting Annuity retirement outcome)

Target Split of Investments Used

Years to 
Retirement

Overseas 
Shares

UK Shares Bonds Cash*

15 yrs+ 63.8% 21.2% 15%

10 yrs 52.5% 17.5% 30%

5 yrs 30% 10% 60%

 0 yrs  75% 25%

Highest risk  Lowest risk

0
10
20
30
40
50
60
70
80
90
100
%

Overseas Shares UK Shares
Bonds Cash

15 yrs+ 10 yrs 5 yrs 0 yrs

Balanced (Targeting Encashment retirement outcome)

Target Split of Investments Used

Years to 
Retirement

Overseas 
Shares

UK Shares Bonds Cash*

15 yrs+ 63.8% 21.2% 15%

10 yrs 52.5% 17.5% 30%

5 yrs 30% 10% 60%

 0 yrs 100%

Highest risk  Lowest risk

0
10
20
30
40
50
60
70
80
90
100
%

Overseas Shares UK Shares
Bonds Cash

15 yrs+ 10 yrs 5 yrs 0 yrs

Balanced (Targeting Flexible Access retirement outcome)

Target Split of Investments Used

Years to 
Retirement

Overseas 
Shares

UK Shares Bonds Cash*

15 yrs+ 63.8% 21.2% 15%

10 yrs 52.5% 17.5% 30%

5 yrs 30% 10% 60%

 0 yrs 22.5% 7.5%  45% 25%

Highest risk  Lowest risk

0
10
20
30
40
50
60
70
80
90
100
%

Overseas Shares UK Shares
Bonds Cash

15 yrs+ 10 yrs 5 yrs 0 yrs

*Please read our explanation of cash as an asset class on page 16.
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Cautious (Targeting Annuity retirement outcome)

Target Split of Investments Used

Years to 
Retirement

Overseas 
Shares

UK Shares Bonds Cash*

15 yrs+ 52.5% 17.5% 30%

10 yrs 30% 10% 60%

5 yrs 30% 10% 60%

 0 yrs  75% 25%

Highest risk  Lowest risk

0
10
20
30
40
50
60
70
80
90
100
%

Overseas Shares UK Shares
Bonds Cash

15 yrs+ 10 yrs 5 yrs 0 yrs

Cautious (Targeting Encashment retirement outcome)

Target Split of Investments Used

Years to 
Retirement

Overseas 
Shares

UK Shares Bonds Cash*

15 yrs+ 52.5% 17.5% 30%

10 yrs 30% 10% 60%

5 yrs 30% 10% 60%

 0 yrs 100%

Highest risk  Lowest risk

0
10
20
30
40
50
60
70
80
90
100
%

Overseas Shares UK Shares
Bonds Cash

15 yrs+ 10 yrs 5 yrs 0 yrs

Cautious (Targeting Flexible Access retirement outcome)

Target Split of Investments Used

Years to 
Retirement

Overseas 
Shares

UK Shares Bonds Cash*

15 yrs+ 52.5% 17.5% 30%

10 yrs 30% 10% 60%

5 yrs 30% 10% 60%

 0 yrs  22.5% 7.5%  45% 25%
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*Please read our explanation of cash as an asset class on page 16.

Please note that, whichever investment your client is investing in, the value of their investment can go down as well as up, 
and could fall below the amount(s) paid in. This also applies to ‘cash’ and ‘near-cash’ funds which invest in securities, as 
these securities can fluctuate more than a customer might expect. ‘Cash’ or ‘near-cash’ funds do not guarantee a positive 
return, nor do they provide complete protection for your client’s investment.
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CASH AS AN ASSET CLASS

Two of the underlying funds we use in our Governed 
Investment Strategies invest in ‘cash’ as an asset class. 
These funds are often referred to as simply ‘cash’ or 
‘near-cash’ funds. Cash as an asset class (or as a type 
of fund) does not mean the same thing as money in a 
normal bank account. A ‘cash fund’ may hold different 
types of ‘cash-like’ investments that have similar 
characteristics to bank deposits – such as a fixed rate of 
interest, quick access and low risk of capital loss.  
Cash funds mainly hold investments that mature (i.e. 
pay out) in the short term (weeks), but can hold assets 
with slightly longer periods to maturity. A longer period 

to maturity often means the fund manager is trying to 
earn a slightly higher return by taking a little more risk, 
which leads to the potential for slightly higher returns and 
risks than a bank deposit account. The fund will fluctuate 
in value because of, among other things, charges and 
possible falls in interest payments, so investors can get 
back less than they invest. There is also the risk that this 
type of fund will not keep pace with inflation, which would 
mean prices in shops rise quicker than your investment 
increases in value, so its spending power is reduced.



Retirement Account

17

THE SCOTTISH WIDOWS PREMIER GOVERNED INVESTMENT STRATEGIES 

The Scottish Widows’ Premier Governed Investment Strategies have the same three risk categories as our Governed 
Investment Strategies, but aim to offer better potential returns than the equivalent Governed Investment Strategies option. 
They aim to achieve this by investing in different ways, using specialised investment strategies, more asset classes and an 
element of active management. It costs more to invest in these additional assets and strategies, so the annual charges for 
PGIS are higher than for the GIS.

Our Premier Governed Investment Strategies have the same structure as our passively-managed Governed Investment 
Strategies lifestyling options:

• Three risk categories (Cautious, Balanced, Adventurous).

• Three retirement outcomes (Targeting Annuity, Targeting Encashment, Targeting Flexible Access).

• A glidepath design that gradually ‘de-risks’ from 15 years to a customer’s selected retirement date.

• A blend of underlying funds to achieve the selected asset mixes at different stages of lifestyling.

Here are our Governed Investment Strategies (original and Premier) in full:

GOVERNED INVESTMENT STRATEGIES

ADVENTUROUS RISK CATEGORY BALANCED RISK CATEGORY CAUTIOUS RISK CATEGORY

Adventurous Targeting Annuity Balanced Targeting Annuity Cautious Targeting Annuity

Adventurous Targeting Encashment Balanced Targeting Encashment Cautious Targeting Encashment

Adventurous Targeting Flexible Access Balanced Targeting Flexible Access Cautious Targeting Flexible Access

PREMIER GOVERNED INVESTMENT STRATEGIES

ADVENTUROUS RISK CATEGORY BALANCED RISK CATEGORY CAUTIOUS RISK CATEGORY

Premier Adventurous – Targeting Annuity Premier Balanced – Targeting Annuity Premier Cautious – Targeting Annuity

Premier Adventurous – Targeting 
Encashment

Premier Balanced – Targeting 
Encashment

Premier Cautious – Targeting 
Encashment

Premier Adventurous – Targeting Flexible 
Access

Premier Balanced – Targeting Flexible 
Access

Premier Cautious – Targeting Flexible 
Access

Your client therefore has three selections to make when they make their investment choice:

• The level of risk they are comfortable with (Cautious, Balanced, Adventurous).

• The type of retirement outcome they are likely to want when they retire (Targeting Annuity, Targeting Encashment  
or Targeting Flexible Access).

• The choice between our passive Governed Investment Strategies options or our Premier versions.
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To allow us to access the Premier Governed Investment 
Strategies’ extra investments, they are more expensive 
than the Governed Investment Strategies. 

Extensive research with the help of independent 
research specialists, Moody’s Analytics, indicated that 
the Premier Governed Investment Strategies’ net returns 
(i.e. after taking higher charges into account) could on 
average be higher than for the Governed Investment 
Strategies in the same risk category. Please note this 
isn’t guaranteed.

The Premier Governed Investment Strategies 
complement our passively managed Governed 
Investment Strategies options, and we continue to 
believe in our passively managed approach as a cost-
effective and robust way for pension customers to invest. 

But as a result of developments like Auto Enrolment and 
Pension Freedoms, we believe that customers are going 
to demand more from their pensions, with the level of 
net returns becoming increasingly important. We feel 
some customers will be prepared to pay more to increase 
potential returns, and this is why we have launched our 
new Premier Governed Investment Strategies.

For full details of our Premier Governed Investment 
Strategies, including the assets and strategies used, 
and the fund aims and risks, please see our ‘Premier 
Lifestyling Options Guide’.
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FULL DETAILS

GOVERNED INVESTMENT STRATEGIES (GIS) 2014 REVIEW 
MORE DETAIL ON WHY WE HAVE MADE CHANGES TO THE GIS

When the Governed Investment Strategies (GIS) were 
launched in 2010, we put in place a regular review 
process. A key part of this process is to identify any 
changes which we feel will ensure the GIS continue to 
meet our customers’ needs and help them to achieve 
their long-term objectives.

Our latest review focused squarely on how the GIS 
should be updated to reflect the new, more flexible 
ways our customers can access their pension pots from 
April 2015. We used considerable customer research 
and worked extensively with independent research 
specialists Moody’s Analytics to help us fully understand 
what our customers want and assess how we can help 
meet their needs. 

We have made some significant changes as a result; 
changes which we believe are appropriate and effective 
in helping our GIS customers prepare for their retirement 
under the rules that were introduced in April 2015.

HOW HAVE THE RULES CHANGED?
The Chancellor’s 2014 Budget announcement on 
‘Freedom and Choice in Pensions’ substantially changed 
the retirement income options for pension investors from 
6th April 2015. These changes introduced greater overall 
flexibility for pension pots from 6th April 2015, and the 
main changes were:

• It’s no longer compulsory for anyone to purchase  
an annuity.

• A new option of pre-retirement pension fund 
encashment was introduced, allowing customers to 
take a lump sum from their pension provided they are 
over age 55 (part of which will be paid tax free).

• No tax is charged on pension death benefits if under 
age 75.

WHAT DOES THIS MEAN FOR CUSTOMERS?
In broad terms, investors in UK pensions now have three 
ways to use their pension pot to provide income for their 
retirement. They can use one or more of the following:

1. Annuity Purchase – buying one or more annuities to 
provide a regular and secure income for life.

2. Encashment – taking all (or part of) a pension pot in 
a cash lump sum, 25% of which will be tax-free and 
the remainder subject to tax.

3. Flexible Access – adopting a flexible approach by 
using a suitable product to keep a pension pot invested 
and then withdrawing an income as it is needed. 

Scottish Widows conducted extensive research in the 
second half of 2014 to help us understand how our 
customers will want to use this new flexibility to their 
advantage. The research found that our customers’ 
objectives are:

Top priorities:

• Provide financial security in retirement

• Provide for any dependants after death

Secondary priorities:

• Maximise growth potential 

• Minimise tax

• Provide an inheritance. 
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As part of our research at the time, we used the 2015 Scottish Widows Retirement Report which provided further evidence 
that customers will use pensions freedoms in different ways. Here is how our customers responded when asked how they 
plan to use their pension fund:

Source: Scottish Widows Retirement Report 2015

In summary, our research clearly showed that pension investors will have a variety of priorities at retirement, and 
therefore Scottish Widows should offer our customers a suitable variety of options to meet their needs.

HOW DID WE IDENTIFY THE BEST WAYS TO UPDATE THE GIS?
Working with independent research specialists Moody’s Analytics, we used modelling and detailed analysis of different 
asset mixes to address some key questions:

1. How many distinct GIS retirement outcomes should Scottish Widows offer to meet the needs of our customers from 
April 2015? 

2. At what stage in the ‘investment glidepath’ should customers start to move towards their chosen retirement outcome? 

3. Will any of these retirement outcomes require a different mix of assets at retirement, rather than the combination of 
investing 75% in our Pension Protector Fund and 25% in our Cash Fund which we have offered until now?

4. If we need to offer new combinations of assets, what should these be?

Would purchase an annuity.

Would use it to fund Buy-to-let 
property purchase.

Would take a proportion of their 
pensions savings as cash.

Would invest their fund and 
draw an income each year.

Would take it all as cash.

33% 13% 11%

9% 8% 26%

Are currently unsure of their 
exact plans.
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The first stage of our review looked at how many GIS risk categories we will need to offer. Our analysis confirmed that we 
should continue with our existing Adventurous, Balanced and Cautious GIS risk categories. The review found that there 
is no benefit from changing the GIS investment mix any earlier than five years before a client’s selected retirement date. 
However, the GIS should be updated to offer three distinct retirement outcomes. This new GIS structure will help our 
customers to prepare effectively for their retirement. 

• For customers who plan to purchase an annuity, we will continue to offer our GIS risk categories with a ‘Targeting 
Annuity’ retirement outcome designed for those who will want an annuity. 

• Those customers who expect to take their pension pot in a cash lump sum should be offered a new ‘Targeting 
Encashment’ retirement outcome. 

• And customers who intend to draw down income or are unclear about their exact retirement income route could benefit 
from our ‘Targeting Flexible Access’ retirement outcome.

This means our new GIS structure is as follows:

ADVENTUROUS RISK CATEGORY BALANCED RISK CATEGORY CAUTIOUS RISK CATEGORY

Adventurous (Targeting Annuity) Balanced (Targeting Annuity) Cautious (Targeting Annuity)

Adventurous (Targeting Encashment) Balanced (Targeting Encashment) Cautious (Targeting Encashment)

Adventurous (Targeting Flexible Access) Balanced (Targeting Flexible Access) Cautious (Targeting Flexible Access)

It was also clear that we should offer flexibility within this new structure. Many of our customers will not be sure how they 
will want to take their income in retirement, especially those who are some years from taking their pension. So customers 
will be able to change direction towards a different retirement outcome or move into a different risk category if their 
plans and objectives change.

Please note if your client changes towards a different retirement outcome in the last five years there are risks associated 
in the sale or purchase of assets. This also applies if they change their attitude to risk at any stage.

The next phase of our analysis focused on when customers should begin to move towards their chosen retirement 
outcome. The core message from our modelling was that this movement should only happen in the last five years leading 
up to retirement. Therefore, for each risk category (Adventurous, Balanced and Cautious), the ‘investment glidepath’ will 
be the same up to five years from retirement, regardless of which retirement outcome a customer is moving towards. The 
glidepaths will then diverge during the final five years, according to which retirement outcome the customer has chosen.

HOW A GOVERNED INVESTMENT STRATEGY ‘INVESTMENT GLIDEPATH’ WORKS

15 10 5 0

Years to Retirement Retirement
Targeting Flexible Access

Targeting Annuity

Targeting Encashment
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Up to 5 years from 
retirement – the 
glidepath is the same, 
regardless of which 
retirement outcome 
has been chosen

15 years from 
retirement – level 
of risk starts to fall

5 years from 
retirement – the 
glidepath diverges

Please note that this graph indicates how the overall level of risk changes at different stages, not the likely performance of the investment
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Previously, the only GIS retirement outcome had been a 
combination of 75% Pension Protector Fund and 25% Cash 
Fund. This was specifically designed to prepare customers 
for the most likely path at retirement prior to April 2015, 
which was taking 25% of their fund as a tax-free cash lump 
sum and buying an annuity with the remaining 75%. Our 
analysis indicated that this combination should remain a 
sound choice for those customers still wanting to choose 
this route, so we have retained it for the ‘Targeting Annuity’ 
retirement outcome. However, our review indicated that it 
is not appropriate for customers wanting to encash their 
pension pot or have the flexibility of staying invested.

For those intending to take their pension fund in a cash 
lump sum our analysis indicated that a more suitable 
asset-mix at retirement would be 100% in cash and/or 
‘near-cash’* money market investments (which means 
investments that can be converted into cash quickly and 
easily). The retirement outcome for those selecting the new 
‘Targeting Encashment’ retirement outcome will be 100% 
Scottish Widows Pension Portfolio Five, which invests in 
two ‘near-cash’ funds and has been primarily created for 
this purpose. 

Scottish Widows and Moody’s Analytics analysed a wide 
spectrum of possible asset-mixes for those selecting our 
‘Targeting Flexible Access’ retirement outcome. For our 
GIS customers who intend to have the flexibility of staying 
invested during retirement, our sole aim was to identify 
the most suitable asset-mix to prepare their pension for 
ongoing investment. 

Overall, the asset-mix which we believe will be best suited 
for this is 30% equities, 45% bonds and 25% cash.  
We are delivering this through a combination of 75% 
Scottish Widows Pension Portfolio Four and 25%  
Scottish Widows Pension Portfolio Five.

More information on the aims, and both the general and 
specific risks associated with the underlying funds can be 
found on pages 10-12 of this guide.

*By ‘near-cash’ we mean investing in assets that can be 
converted into cash quickly and easily. Please remember 
that, whichever fund your client invests in, the value of 
their Account can go down as well as up, and could fall 
below the amount(s) paid in. This also applies to ‘cash’ 
and ‘near-cash’ funds which invest in securities, as these 
securities can fluctuate more than a customer might 
expect. ‘Cash’ or ‘near-cash’ funds do not guarantee a 
positive return, nor do they provide complete protection 
for your client’s investment.

WILL WE EVER USE DIFFERENT 
INVESTMENTS?
Yes – if, as part of our investment fund review process, 
we think it would be of long-term benefit to our pension 
investors, we may decide in future to alter the asset classes 
or funds used by our GIS.
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THE IMPACT OF LIFESTYLE SWITCHING ON ILLUSTRATIONS

NEW BUSINESS AND INCREMENT ILLUSTRATIONS
The personal illustration that your client might receive is based on the initial or current investment split continuing until  
your client retires. It does not take account of any future investment movements into lower-risk assets.

However their selected Governed Investment Strategy will automatically move the investments into lower-risk assets as they 
get closer to retirement. The aim of switching to lower risk investments is to protect the value of their pension fund but it 
also reduces the growth potential. This means that the final value will typically be lower than illustrated as a result  
of switching but will be less affected by market conditions closer to their retirement date.

For example, if the personal illustration for a new Retirement Account projects a final fund value of £100,000 at the middle 
assumed rate of growth, allowing for the impact of lifestyle switching could reduce the illustrated final fund value to:

Governed 
Investment Strategy

Time to retirement

More than 15 years Between 10-15 years Between 5-10 years

Adventurous risk category £86,700 £88,700 £93,000

Balanced risk category £87,700 £89,800 £94,100

Cautious risk category £90,700 £92,900 £95,800

The figures above are for illustrative purposes only and are not guaranteed. The actual figures could be lower or higher 
than shown. These figures have all been calculated using the ‘Targeting Annuity’ retirement outcome, but the same 
principles would also apply for the ‘Targeting Encashment’ and ‘Targeting Flexible Access’ retirement outcomes.  
Please note, the ‘More than 15 years’ figures are based on a 17 year term, the ‘Between 10-15 years’ figures are based 
on a 13 year term and the ‘Between 5-10 years’ figures are based on an 10 year term.

If your client is five or fewer years from retirement

They will be invested in low-risk assets from the 
start, and that is reflected in the illustration for a new 
Retirement Account.

If they already have an existing Retirement Account

If their plan has more than 15 years to go until retirement, 
the table above applies in the same way as for a new plan.

If their plan has less than 15 years to go until retirement,  
it will already be in the process of moving into the lower-
risk assets. Lifestyling is therefore likely to result in a 
bigger reduction in the final fund value, especially in the 
early years. For such cases, the final fund value is likely to 
be lower than that shown in the table above. For example, 
if their pension plan is several years old and they have  
14 years to retirement, the final fund value may be closer 
to the ‘More than 15 years’ figure than the ‘Between 10-15 
years’ one.

Other important notes

The reduction would be in the same proportion for 
different illustrated values. Bear in mind that the original 
illustrated value will generally be higher if they have 
chosen the Balanced Governed Investment Strategy than 
if they have chosen the Cautious Governed Investment 
Strategy, and higher again if they have chosen the 
Adventurous Governed Investment Strategy.

ANNUAL REVIEW STATEMENTS
Unlike the new business and increment illustrations, 
the illustrations shown in your client’s annual review 
statements do allow for their current investment strategy. 
They therefore take account of any future investment 
movements into lower-risk assets, and the illustrated 
figures will differ accordingly.
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QUESTIONS & ANSWERS

 Q Can my client invest in more than one Governed 
Investment Strategy?

 A No. They can only invest in one Governed Investment 
Strategy at a time. However, they can switch from 
one Governed Investment Strategy to another. If 
they do, then all existing and future payments will be 
switched to the new Governed Investment Strategy.

 Q Can my client invest in a Governed Investment 
Strategy at the same time as other investments?

 A No. This will be the only investment. They must 
switch out of any other investments before they 
switch the value of the plan into a Governed 
Investment Strategy.

 Q What if my client wants to change investment 
choice?

 A They can currently change the investment choice for 
free at any time during the term of the plan. However 
if the plan is invested in a Governed Investment 
Strategy and they switch into any other type of 
investment the Governed Investment Strategy will be 
switched off and we’ll no longer automatically move 
the value of the plan between funds as your client 
approaches their selected retirement date.

 Q How much do Governed Investment Strategies 
cost?

 A The investment charge is the total annual fund 
charge for the strategy chosen. This charge is 
comparable with the charge for one of our core 
pension funds. We do not charge extra for the 
Governed Investment Strategies. Please see the 
Retirement Account Pension Fund Charges Guide 
(45422) for details. If your client were to invest 
directly in the same range of assets, rather than 
investing via the Governed Investment Strategy, the 
investment costs they would pay would be higher.

 Q Can my client change their retirement date?

 A They can change their retirement date at any time.  
If they do, we’ll switch off their Governed Investment 
Strategy and you’ll have to switch it on again to ensure 
that the automatic fund switching is set to their new 
retirement date.

 Q What happens if my client takes Retirement 
Income?

 A They can’t stay invested in a Governed Investment 
Strategy if they move any of their pension fund from 
Retirement Planning to Retirement Income to take 
income drawdown. 

They can either choose alternative investments or, 
failing that, we’ll switch off the Governed Investment 
Strategy and the plan will remain invested in the 
underlying funds it is invested in at that time.

 Q What happens if my client buys an annuity with 
part of the plan or transfers out part of the plan?

 A We’ll switch off the Governed Investment Strategy 
and the plan will remain invested in the underlying 
funds it’s invested in at that time. However you can 
instruct us to switch it back on.
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WHAT NEXT?

To help you identify which of our Governed Investment 
Strategies may suit your client best, you can use the 
‘Governed Investment Strategy – Decision Maker’ 
questionnaire (51018). Or, you can use our online 
Governed Investment Strategy Tool, which will generate  
a more comprehensive report for your client, by 
answering the same questions. You can find it at  
www.scottishwidows.co.uk/gist

Alternatively your client can choose from a wide range 
of investment funds. Please see the Pension Funds 
Investor’s Guide (16540) for more detail.

If your client wants to choose a Governed Investment 
Strategy, simply indicate the choice of strategy on 
the illustration and it will be pre-populated onto the 
application form.

We may change the selection of funds that we make 
available. Please be aware that the definitions and 
investment Strategy rating for specific funds may  
change in the future.

You should read this guide along with the other Retirement Account literature.
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